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Dockets UE-260005 & UG-260006
Response Testimony of MARK E. GARRETT
Exhibit MEG-1CT

L. INTRODUCTION & SUMMARY

Please state your name and business address.
My name is Mark Garrett. My business address is 4028 Oakdale Farm Circle,
Edmond, Oklahoma 73013.
What is your occupation?
I am the President of Garrett Group Consulting, Inc., a firm specializing in public
utility regulation, litigation, and consulting services.
On whose behalf are you testifying?
I am testifying on behalf of the Public Counsel Unit of the Washington Attorney
General’s Office (Public Counsel).
Please describe your professional qualifications.
I am a licensed attorney and a certified public accountant. I work as a consultant in
public utility regulation. I received my bachelor’s degree from the University of
Oklahoma and completed post-graduate hours at Stephen F. Austin State University
and at the University of Texas at Arlington and Pan American. I received my Juris
Doctor from Oklahoma City University Law School and was admitted to the
Oklahoma Bar in 1997. I am a Certified Public Accountant licensed in Texas and
Oklahoma, with a background in public accounting, industry, and utility regulation.

In public accounting, as a staff auditor for a firm in Dallas, I primarily
audited financial institutions in the State of Texas. In private industry, as controller
for a mid-sized ($300 million) corporation in Dallas, I managed the accounting
function, including general ledger, accounts payable, financial reporting, audits, tax

returns, budgets, projections, and supervision of accounting personnel. In utility
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regulation, I served as an auditor in the Public Utility Division of the Oklahoma
Corporation Commission (OCC) from 1991 to 1995. In that position, I managed
the audits of major gas and electric utility companies in Oklahoma.

Since my departure from the OCC, I have worked on numerous rate cases
and other regulatory proceedings on behalf of various consumers, consumer groups,
public utility commissions staff, and offices of attorneys general. I have provided
testimony before the public utility commissions in Alaska, Arizona, Arkansas,
Colorado, Florida, Indiana, Kansas, Massachusetts, Nevada, New Mexico,
Oklahoma, Pennsylvania, Tennessee, Texas, Utah, and Washington. My clients
include industrial customers, hospitals, universities, large commercial customers,
municipalities, and consumer advocates. I have served as a presenter at the NARUC
subcommittee on Accounting and Finance on the issue of incentive compensation,
and as a regular instructor at the New Mexico State University’s Center for Public
Utilities course on basic utility regulation.

What exhibits are you sponsoring in this proceeding?

With this testimony I am sponsoring the following exhibits:

e Exhibit MEG-2 Curriculum Vitae

e Exhibit MEG-3 Electric Utility Revenue Requirement

e Exhibit MEG-4 Gas Utility Revenue Requirement

e Exhibit MEG-5 Letter — Governor Josh Shapiro (Apr. 29, 2026)

e Exhibit MEG-6 PSE Response to Public Counsel Data Request No.
289

e Exhibit MEG-7C PSE Response to Public Counsel Data Request No.
286, Attach. A
e Exhibit MEG-8HC  PSE Response to AWEC Data Request No. 4 (HC)

e Exhibit MEG-9 PSE Response to PC Data Request No. 332
e Exhibit MEG-10 PSE Response to Public Counsel Data Request No.
308
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What is the purpose of your testimony in this proceeding?
Garrett Group Consulting, Inc. has been engaged to review the General Rate Case
filing of Puget Sound Energy (PSE), and to present alternative calculations and
ratemaking policy considerations related to the Company’s proposed revenue
requirement adjustments for its electric and natural gas utility. I also sponsor the
electric and gas utility revenue requirement accounting schedules, which include
the recommendations of other witnesses on behalf of Public Counsel.
II. SUMMARY OF RECOMMENDATIONS

Please state the purpose of your testimony.
My testimony evaluates PSE’s request for approximately $2.27 billion in additional
revenues under a proposed three-year Multi-Year Rate Plan (MYRP).! I provide
recommendations regarding alternatives to the Company’s extraordinary rate
increase. In this filing, PSE asks the Commission not only to authorize historically
large revenue increases, but also to expand alternative ratemaking mechanisms—
including a three year MYRP, Construction Work in Progress (CWIP) recovery,
and returns on long-term power purchase agreements (PPAs)—each of which
would allow the Company to recover costs earlier and with less financial risk than
under traditional ratemaking.

Each of these proposals shifts costs and investment risk away from
shareholders and onto captive customers who lack the ability to choose another

provider. At the same time, PSE seeks a 10.8 percent return on equity based on an

I PSE’s 3-Year MYRP proposes a cumulative net revenue increase of $1.968 billion for the electric utility
and $309 million for the gas utility, for a cumulative total net revenue increase of $2.277 billion.
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expensive 50 percent common equity capital structure. In other words, PSE asks
the Commission to reduce the risks traditionally borne by investors while
simultaneously increasing the return those investors are permitted to earn. This is
particularly troubling in light of the recent rate increases borne by PSE’s customers.
Please provide an overview of PSE’s recent rate increases.

In January 2025, the Commission approved approximately $660 million in
additional base revenues over two years—approximately $326.6 million for electric
service and $109.8 million for natural gas service in the first year, followed by an
additional $203.3 million for electric service and $21.1 million for natural gas
service in the second year.? Since that decision, the Commission has also authorized
additional rate increases through annual adjustment mechanisms, including
recovery of an additional $129.1 million associated with Washington’s Climate
Commitment Act (CCA).?

Are customers experiencing rate shock as a result of these increases?

Yes. Customers are reeling from the cumulative impact of those rate increases, as
recently noted in a Seattle Times article published on June 29, 2026.* The article
raises concerns regarding changes in the rate-making process since 2022 which
allow the Commission to approve rate increases based on projected costs and

expenses from multi-year rate plans. It questions whether these regulatory changes

2 Wash. Utils. & Transp. Comm’n, State regulators approve new rates for PSE, Dockets UE-240004 &
UG-240005 (Jan. 17, 2025), https://www.utc.wa.gov/news/2025/state-regulators-approve-new-rates-pse.

3 See, e.g., Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, Docket UE-250321 (filed May 2, 2025)
(authorizing recovery of Climate Commitment Act compliance costs through PSE’s power cost adjustment
mechanism)

4 See The Seattle Times, Why Are Electric Bills So High at This WA Utility, Climate Labs (June 29 2026),
https://www.seattletimes.com/seattle-news/climate-lab/why-are-electric-bills-so-high-at-this-wa-utility/.
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“have been more generous to utility investors than their customers.”> The article
also notes the sharp escalation in PSE’s electricity prices as shown in the figure
below:

Figure 1: Seattle Times Excerpt — PSE Rate Increases °

The cumulative effect of the successive general rate increases and surcharge
mechanisms have created a growing affordability burden on Washington
households for their essential utility services. PSE claims “rate relief” is needed at
this time.” However, the Commission must balance the Company’s purported
investment needs with the impact such requests impose on customers. PSE has not

demonstrated that the proposed increased expenditures are necessary. It has also

Sd.
6 1d.
7 See, e.g., Direct Testimony of Matt Steuerwalt, Exh. MS-1T at 5-7 (filed Mar. 20, 2026).

Page 5 of 65



failed to show that its aggressive alternative ratemaking mechanisms would result
in fair, just, and reasonable rates at this time.

Q. Do PSE’s public financial disclosures reflect a Company experiencing
financial distress?

A. No. To the contrary, the Company’s financial statements indicate continued access
to capital markets, investment-grade credit quality, and the financial capacity to
support substantial capital investment.® There is no showing that extraordinary rate
recovery mechanisms are justified. In fact, the Company had ample financial
ability to pay above 100 percent of its target incentive compensation awards to its
employees,’ and exorbitant year-over-year pay increases for its Named Executive
Officers, as demonstrated from data in the Company’s 2025 Form 10-K:

Table 1: Named Executive Officers’ Pay Increases (2024-2025)
Table 1: Named Executive Officers' Pay Increases
(2024 - 2025)
Source: Puget Energy 2025 Form 10-K, pp. 146-147

2024 2025 Increase Increase
M. Kipp $ 6399210 $ 9204291 $ 2,805,081 44%
J. Martin 1,825,956 2,562,618 736,662 40%
L. Luebbe 1,378,970 2,124,842 745,872 54%
A. August 1,516,945 1,796,633 279,688 18%
M. Steuerwalt 1276,152 1,770,831 494,679 39%
Total "$12,397,233 ' $17,459,215 $5,061,982 41%

8 Puget Energy, Inc., Annual Report (Form 10-K) for the fiscal year ended Dec. 31, 2025, at 57 (filed Feb.
19, 2026), https://www.sec.gov/ix?doc=/Archives/edgar/data/0001085392/000108539226000008/psd-
20251231.htm (Management’s Discussion and Analysis—Liquidity and Capital Resources) (stating that the
Company “believes it has sufficient liquidity through its credit facilities and access to capital markets to fund
its needs over the next twelve months,” that Puget Energy and PSE “continue to have reasonable access to
the capital and credit markets,” and reporting that “both Puget Energy and PSE have stable outlooks from
Moody’s, Fitch, and S&P.”)

% For 2025, the Company’s earnings before interest, taxes, depreciation and amortization (EBITDA)
finished at 103 percent of target. As a result, funding for the annual incentive plan was above 100 percent;
See PSE 2025 (Form 10-K) at 142 (filed Feb. 19, 2026).

Page 6 of 65



10
11
12
13
14
15
16
17
18

19
20
21
22
23
24
25
26

27
28

As shown in the table above, the total pay for the Company’s top five executives
increased from $12.4 million in 2024 to $17.5 million in 2025, an average increase
of 41 percent. In light of the affordability crisis for average PSE customers, the
Company’s requests for extraordinary rate relief in this proceeding seem incredibly
tone deaf.

Across the country, utility requests for excessive rate increases have
become a growing problem. On April 29, 2026, Pennsylvania Governor Josh
Shapiro addressed an open letter to Utility Leaders in his state about excessive rate
increases resulting from those utility leaders’ policy and fiscal decisions. He states:

We have reached a tipping point, and this is a moment to put your

customers first and change the behaviors causing rate increases.

As I’ve expressed publicly and privately, I believe the 20th century

utility model is broken—we can no_longer simply prioritize

corporate profitability to drive infrastructure development. Rather,

we must be laser focused on delivering on the actual needs of our

communities. As I stated clearly in my Budget Address in February,

Pennsylvania consumers should not be asked to pay a single dollar
more than is needed to support a safe and reliable utility system.'’

In light of the enormous rate increases PSE customers face, the Commission should
give careful consideration to the concerns raised and the commonsense policies
advocated to control the unprecedented cost escalations caused by current utility
practices. First, the letter promotes the use of more cost-effective forms of capital:

Given the low risk profile of monopolistic utilities, which maintain a
captive rate base able to repay obligations over time, consumers
should not be expected to bolster corporate profits through over
reliance on _costly equity. This means debt should normally represent
a _clear majority of a utility’s proposed ratemaking capital structure,
as it does in many other lower-risk industries. '

10 See Mark E. Garrett, Exh. MEG-5 (Letter - Governor Josh Shapiro (Apr. 29, 2026)).
" Id. (Emphasis added).
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Here, PSE seeks a hefty capital structure of 50 percent equity and an ROE of 10.8
percent, both of which unnecessarily drive up costs. Additionally, the letter
advocates that whenever new revenue is sought, a utility must provide a “thorough
cost/benefit analysis that the investment will produce significant savings or
reliability benefits for consumers.” PSE’s application for the wide-spread system
upgrades based on projected future cost estimates is woefully insufficient in this
regard.

The Commission is the last line of defense standing between customers and
unaffordable utility rates. That responsibility is particularly important where, as
here, the utility seeks not only higher rates, but ratemaking mechanisms that shift
significant financial risks from utility investors to customers.

Public Counsel’s witnesses have identified several items in PSE’s
application that result in revenue increases beyond levels necessary to maintain the
Company’s financial health. The Company’s proposed rate increases depart from
sound principles of risk allocation and unnecessarily increase customer costs.
Specifically, the Commission should reject the Company’s proposals such as (1)
the inclusion of CWIP in rate base, (2) a full WACC return on Purchased Power
Agreements, (3) accelerated depreciation of Gas Plant assets, (4) excess production
plant costs, and (5) unprecedented escalation of projected CapEx expenditures for
costly system-wide upgrades.

Please provide a summary of your recommendations.
In this application, PSE is requesting a total rate increase of $2.277 billion over the

next three years, as shown in the table below:
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Table 2: Public Counsel — Revenue Requirement Summary

Table 2: Public Counsel - Revenue Requirement Summary

Electric Utility (Exhibit MEG-3):

PSE Increase Adjustments PC Increase
RY-1 $ 1,385,266,758 '$ (531,520,609) $ 853,746,149
RY-2 151,762,200 (151,762,200) -
RY-3 431,158,962 (431,158,962) -
Total $ 1,968,187.920 $ (1,114,441,771) $ 853,746,149

Gas Utility (Exhibit MEG-4):

PSE Increase Adjustments PC Increase
RY-1 $ 202,310,491 $ (164,132,116) $ 38,178,375
RY-2 48,824,367 (48,824,367) -
RY-3 57,819,645 (57,819,645) -
Total $ 308,954,503 S (270,776,128) $ 38,178,375

Totals $ 2,277,142,423 ' $ (1,385,217,899) $ 891,924,524

As shown above, for the electric utility, the Company’s proposes a MYRP with a
revenue requirement increase of $1.385 billion in RY-1, with additional increases
of $151.7 million in RY-2 and $431.2 million in RY-3, for a total of a $1.968 billion
increase over the next three years. This increase is more than three times the rate
increase the Commission just approved in January 2025,'> which caused
tremendous rate shock for customers. For the reasons discussed in this testimony,
Public Counsel does not believe the Company’s proposed MYRP in the public
interest at this time. The proposed rate increases are excessive and largely

unsupported. For the electric utility, Public Counsel witnesses propose alternative

12 For the electric utility the increase approved in January 2025 was $530 million over two years.
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recommendations which result in a more reasonable rate increase of $853.7 million
for RY-1 with no additional rate increases for RY-2 and RY-3.

Similarly for the gas utility, the Company proposes a revenue requirement
increase of $202.3 million for RY-1, $48.8 million for RY-2 and $57.8 million for
RY-3, for a total increase of $308.9 million. Public Counsel’s alternative
recommendations result in a more reasonable increase of $38.2 million for RY-1
with no additional rate increases for RY-2 and RY-3. Further support for Public
Counsel’s proposed adjustments and the revenue requirement impact of these
adjustments is provided in Garrett, Exhibit MEG-3 for the electric utility and in
Garrett, Exhibit MEG-4 for the gas utility.

III. REVIEW OF THE MULTI-YEAR RATE PLAN
Is the Commission required to approve a Multi-Year Rate Plan (MYRP)?
No. RCW 80.28.425 authorizes, but does not require, the Commission to approve
multiyear rate plans. The statute expressly preserves the Commission’s discretion
to reject a proposed plan if it fails to produce fair, just, reasonable, and sufficient
rates.
What are your concerns regarding PSE’s proposed MYRP?
PSE’s proposed three-year rate plan relies heavily on forecasted costs and expenses.
The further a rate plan extends into the future, the greater the uncertainty associated
with those forecasts. As a result, the proposal shifts substantial forecasting risk from
shareholders to customers while reducing the effectiveness of traditional
ratemaking protections that have historically protected ratepayers in Washington.

Why is the reliance on forecasted capital investments a problem?
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One of the primary drivers of the requested rate increase is the Company’s
forecasted capital investment plan. The Company seeks recovery of hundreds of
millions of dollars of projected capital additions that will occur years after the test
period and, in many cases, years after the Commission issues its final order.

Historically, Washington has relied upon a modified historical test year
framework that emphasized actual costs, known and measurable changes, and plant
that was used and useful in providing service. Those standards served an important
consumer protection function because they limited recovery to costs that could be
demonstrated with reasonable certainty.

Under the Company’s MYRP proposal, customers would begin paying rates
based upon forecasts of investments and expense levels that may not occur as
planned, may cost substantially more or less than forecast, may be delayed, or may
be modified. This approach significantly weakens the evidentiary foundation
required to support utility revenue requirements. Some of PSE’s forecasted costs
are particularly speculative and unsubstantiated.

Does a provisional capital review process adequately address these concerns?
No. A capital review process is not equivalent to the review that occurs in a general
rate case. Once a utility receives provisional approval for a forecasted capital
budget, the principal question in a later review often becomes whether the utility
spent within the approved budget rather than whether the original forecast was
reasonable. In practice, this can substantially reduce scrutiny of the underlying
spending assumptions that drives rates higher in the first instance. Moreover, this

problem can be exacerbated by the portfolio review process because the
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Commission is not only looking at whether the Company spent within the proposed
budget of one project, but rather the proposed budgets of all the projects combined.
Because the Commission's review occurs after customers have already paid
rates based on forecasts, the provisional capital process cannot fully replicate the
protections associated with setting rates using known and measurable costs.
Does PSE’s application justify extending the existing MYRP?
No. If anything, the proposal demonstrates why the Commission should reconsider
the continued expansion of forecast-based ratemaking rather than extending it
further. The Commission previously required annual provisional capital reviews to
provide an important measure of accountability while rates were based on
forecasted investments. PSE now proposes to eliminate those annual
determinations and postpone substantive review until 2030."3
The Company characterizes this as an administrative change. In reality, it
removes one of the principal consumer protections that accompanied the
Commission’s earlier approval of multiyear rate plans.
How does the MYRP affect the traditional balance of risks between
shareholders and customers?
Traditional cost-of-service regulation balances risks between investors and
customers through two important mechanisms. First, rates are generally based upon
actual costs, known and measurable changes, and investments demonstrated to be

prudent and used and useful. Second, regulatory lag requires utilities to bear the

Bd.
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consequences of inaccurate forecasts between rate cases while allowing them to
retain the benefits of efficient management. PSE’s proposal weakens both
protections. Customers begin paying rates based on projected expenditures—years
before those expenditures receive comprehensive Commission review—while
shareholders become increasingly insulated from forecasting risk.

Does the MYRP create concerns regarding regulatory incentives?

Yes. Utilities earn a return on capital investments included in rate base.
Consequently, utility regulation has long recognized the importance of rigorous
Commission oversight of proposed capital expenditures. Forecast-based
ratemaking necessarily relies upon utility projections rather than demonstrated
costs. As forecast periods become longer and regulatory review becomes less
frequent, the Commission has fewer opportunities to evaluate whether projected
investments remain necessary, prudent, and cost-effective. The result is a
regulatory framework that rewards projected spending while reducing the
effectiveness of the mechanisms that restrain unnecessary costs.

PSE argues that delaying final review will allow it to manage projects across
the entire portfolio.!* Does that justify its request?

No. Utilities routinely manage multi-year construction programs regardless of how
frequently the Commission reviews those investments. Nothing about an annual

regulatory review prevents prudent management.

4d.
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Instead, the annual review provides timely accountability. It allows the
Commission to evaluate whether forecasted investments remain appropriate while
projects are underway rather than years after customers have already paid rates
reflecting those forecasts. Administrative convenience does not outweigh the public
interest in meaningful regulatory oversight.

Is PSE’s proposed MYRP in the public interest?

No. The public interest is served when utility rates are based on reliable evidence,
subject to meaningful regulatory review, and are structured to encourage efficient
utility management. PSE’s proposal moves in the opposite direction. First, it relies
on forecasts of future capital investments and operating expenses that become
increasingly uncertain over time. Second, it asks the Commission to defer
meaningful review of those forecasts until the conclusion of the entire three-year
rate plan.'> Third, by reducing the effects of regulatory lag, it shifts business risk
that has historically been borne by investors onto captive customers who have no
alternative provider of electric or gas service. Taken together, these features reduce
regulatory accountability while increasing customer exposure to perpetual rate
increases.

What should the Commission conclude?

The Commission should conclude that PSE has not met its burden of demonstrating

that another forecast-based multi-year rate plan is in the public interest at this time.

15 Direct Testimony of Susan E. Free, Exh. SEF-1T at 7 (filed Mar. 20, 2026).
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The MYRP weakens accountability and regulatory oversight. It shifts risk from
shareholders to customers, and diminishes one of the principal consumer
protections previously associated with multiyear rate plans. Accordingly, I
recommend that the Commission reject PSE’s proposed multiyear rate plan in its
entirety and instead require the Company to establish rates through a traditional
general rate case based on demonstrated costs and investments. Such an approach
better protects customers, maintains appropriate incentives for efficient utility
management, and serves the Commission’s obligation to ensure just and reasonable
rates. Even without the MYRP escalations, the proposed rate increase in this case
is significantly higher than the amount the Commission approved in January 2025.
In light of the affordability crisis, the cost control measures afforded by traditional
regulatory oversight are particularly important at this time.

IV. RATE BASE ADJUSTMENTS
A. CWIP in Rate Base
Please summarize the Company’s proposal regarding Construction Work in
Progress (CWIP).
The Company requests to include Construction Work in Progress (CWIP)
associated with six identified generation investments in rate base before those
projects are placed into service.'® These include: (1) Battle Butte Solar, (2) Beaver
Creek Wind 2, (3) Lower Snake River Wind 2, (4) Schnebly Coulee Solar, (5) Firm

Capacity Turbines Tranche 1, and (6) Firm Capacity Turbines Tranche 2.!” Rather

16 Direct Testimony of Jamie L. Martin, Exh. JLM-1CT at 40-41 (filed Mar. 20, 2026).
17 See Garrett, Exh. MEG-6 at 1 (PSE Resp. to Public Counsel Data Request No. 289).
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than following the traditional regulatory practice of capitalizing financing costs as
Allowance for Funds Used During Construction (AFUDC) and recovering those
costs after facilities become used and useful, the Company proposes to recover
carrying costs from customers throughout the construction period. '

What amount does the Company propose to recover from its CWIP proposal?
The Company proposes to recover 100 percent of carrying costs associated with the
identified projects during construction.!® These carrying costs include both debt
and equity financing costs.?’ Under the proposal, customers would begin paying
these financing costs before the facilities enter service and before customers receive
service from those investments. In response to Public Counsel’s Data Request 289,
PSE provided the following estimated total cost for each project:

Table 3: PSE’s Requested CWIP Projects in Rate Base

Table 3: PSE's Requested CWIP Projects in Rate Base
Source: PC Data Request No. 289

Project Date RY1 RY2 RY3 Total
Battle Butte Solar Aug 2028 $ 275421,628 $ 65,001,752 $  (22,070,621) $ 318,352,759
Beaver Creek 2 Aug 2028 100,399,158 99,839,094 526,316 200,764,569
Lower Snake River 2 Jan 2028 392,815,924 78,997,935 (41,314,961) 430,498,898
Schnebly Solar June 2029 55,341,020 128,118,325 74,100,398 257,559,743
Firm Capacity Turbine 1 ~TBD 51,337,737.17 87,183,616.40 36,335,553.00 174,856,907
Firm Capacity Turbine 2 TBD 48,981,673 71,512,895 54,754,066 175,248,634
Total $924,297,141 $530,653,617 $ 102,330,751 $ 1,557,281,509

Q.

What reasons does the Company provide in support of its CWIP proposal?

18 Martin, Exh. JLM-1CT at 41 (filed Mar. 20, 2026).

Y 1d.
2.
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A. First, the Company asserts that recovering carrying costs as they are incurred better
aligns cash recovery with cash expenditures during construction.’! Second, it
contends that real-time recovery would improve operating cash flow and strengthen
financial metrics that credit rating agencies monitor, particularly funds-from-
operations (FFO) to debt.?? The Company maintains that stronger cash flow would
reduce reliance on external borrowing during construction and improve its ability
to maintain investment-grade credit ratings.?® Third, the Company argues that
eliminating AFUDC capitalization would reduce the ultimate recorded cost of the
projects because financing costs would no longer accumulate in plant balances
during construction.?* Finally, the Company claims that maintaining stronger credit
quality will enable it to obtain financing at lower borrowing costs, ultimately
benefiting customers through lower financing costs reflected in future rates.?
How does the Company connect its proposal to credit ratings?

The Company states that the proposed projects represent approximately $1.2 billion
of capital investment over the multi-year rate plan period and that financing these
investments under traditional AFUDC treatment places pressure on cash flow
because carrying costs accumulate during construction without corresponding cash
recovery from customers.?® According to the Company, recovering carrying costs

through CWIP in rate base would increase operating cash flow, improve its FFO-

2l .

2 Id. at 41-42.
2 Id. at 43.

24 Id. at 44.

25 Id. at 44-45.
26 14 at 42.
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to-debt ratio and other financial metrics, reduce leverage during construction, and
support maintenance of investment-grade credit ratings.?’
Does the Company demonstrate that CWIP in rate base is financially
necessary?
No. The Company’s principal justification is that recovering CWIP during
construction will improve cash flow, strengthen credit metrics, and support
maintenance of investment-grade credit ratings. The Company emphasizes that
rating agencies view CWIP favorably because it improves cash flow.?® I do not
disagree that earlier recovery is viewed as credit positive. However, “credit
positive” is not synonymous with “credit necessary.”

When asked to isolate the effect of CWIP on its credit metrics, the
Company’s own analysis demonstrates only slight incremental improvements, as
shown 1n the tables below:

Table 4: CWIP in Rate Base — S&P FFO-Debt Calculation

Table 4: PSE’s Estimated Impacts of Including CWIP in Rate Base
S&P FFO-to-Debt Calculations®
Rate Year 2027 2028 2029

Similarly, PSE projects that its Moody’s CFO pre-working-capital-to-debt ratio

would register only slight improvements from including CWIP in rate base.

Table 5: CWIP in Rate Base — Moody’s FFO-Debt Calculation
Table 5: PSE’s Estimated Impacts of Including CWIP in Rate Base
Moody’s Pre-working Capital to Debt*
Rate Year [ 2027 | 2028 | 2029

B Id. at 43.
2 See Garrett, Exh. MEG-7C at 3 (PSE Resp. to Public Counsel Data Request No. 286, Attach. A).

Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective Order

issued in Dockets UE-260005 & UG-260006
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These projected impacts demonstrate that including CWIP in rate base has

relatively little impact PSE’s financial metrics. More importantly, the data fails to
demonstrate the need for special regulatory measures to improve the Company’s
credit metrics. To the contrary, there is no showing that the existing credit metrics
are inadequate or that the higher ratios from including CWIP in rate base would
materially change PSE’s credit profile. The Company has not identified any rating
agency threshold that would be crossed as a result of this change, nor has it
presented evidence that a projected FFO-to-debt ratio of _ (rather than
_) would affect its investment-grade credit rating, its access to capital
markets, or otherwise result in meaningfully different borrowing costs.

Credit ratings are not determined by a single financial ratio. As PSE itself
acknowledges, each rating agency evaluates multiple quantitative and qualitative
factors in assessing creditworthiness.?! Absent evidence that the projected metrics
without CWIP place PSE at or below a ratings threshold, the record only supports
the conclusion that CWIP would make already strong credit metrics slightly
stronger—not that it is necessary to maintain financial integrity.

Every utility would prefer earlier recovery of construction financing costs
because doing so improves cash flow and reduces shareholder financing
obligations. The relevant question before the Commission, however, is whether

those purported benefits are sufficient to justify alternative regulatory treatment that

Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective Order

issued in Dockets UE-260005 & UG-260006

31 Martin, Exh. JLM-1CT at 44 (filed Mar. 20, 2026).
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requires customers to begin paying financing costs years before they begin
receiving service from the facilities. Here, the Company has not met that burden.
The Company argues that customers will ultimately benefit because CWIP
reduces the amount of AFUDC capitalized into plant.3> Do you agree?

No. The Company’s analysis focuses on nominal dollars while overlooking a
fundamental financial principle—the time value of money. Under the Company’s
CWIP proposal, customers would begin paying financing costs immediately during
construction. Under traditional AFUDC treatment, those financing costs are
deferred and recovered over the facility’s useful life after it begins providing
service. Although earlier recovery may reduce the nominal amount of AFUDC
included in plant balances, customers are required to pay those costs years sooner.
A dollar paid today is more expensive to customers than a dollar paid many years
in the future because customers lose the opportunity to invest, save, repay debt, or
otherwise use those funds. Accordingly, any meaningful comparison between
CWIP and AFUDC must evaluate the present value of customer payments rather
than simply comparing nominal dollars over the life of the project.

Why is it important that the Commission consider the time value of money in
evaluating the Company’s proposal?

Timing is one of the principal economic consequences of the Company’s proposal.
Indeed, PSE witness Martin asserts that “the primary effect of CWIP in rate base is

on the timing of recovery.” ** The Company argues that CWIP lowers total project

2 1d. at 42.
3 Id. at 45.

Page 20 of 65



10

11

12

13

14

15

16

17

18

19

costs because AFUDC is no longer capitalized. However, that characterization is
incomplete. CWIP does not eliminate financing costs—it simply changes who
finances construction and when the costs are paid. Under CWIP, customers are
forced to act as financiers by providing cash during construction. Under AFUDC,
investors finance construction and recover those financing costs after the facilities
begin providing utility service. From the customers’ perspective, accelerating
payments will virtually always have a detrimental financial impact.>*
Has the Company demonstrated that purported reduction in future borrowing
costs outweighs the costs imposed on customers through earlier recovery?
No. The Company asserts that stronger credit metrics will allow it to borrow at
lower interest rates and that customers will ultimately benefit.>> However, it has not
quantified those alleged savings or demonstrated that they exceed the present-value
cost to customers of paying carrying charges, which would be incurred years earlier
than under traditional ratemaking. Without such analysis, there is no basis for
concluding that customers are better off financially under CWIP treatment.

Again, the slight change in the Company’s credit metrics from including
CWIP in rates is nowhere near a level that would either raise or lower the cost of

debt. The Company’s vague assertions that CWIP will somehow save customers

money are meritless. They have no quantitative support, and indeed could have no

34 Garrett, Exh. MEG-8HC (PSE Response to AWEC Data Request No. 4 (HC)), shows a small benefit
over the life of the assets on a present value basis. This response does not show any of the calculations and
does not reveal the discount rate used in the analysis. What this response also does not show, though, is that

the CWIP approach is more expensive to customers throughout most of the life of the assets and only

shows a net benefit in the later years of the asset life and then only if the discount rate is held artificially

low enough.
35 Id. at 44.
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such support because CWIP in rates will inevitably cost ratepayers far more than it
could ever save them, when the time value of money is taken into consideration as
it must be in any financial analysis.

Does the Company’s proposal raise concerns regarding ratemaking equity?
Yes. One of the foundational principles of utility ratemaking is that customers begin
paying for utility investments when those investments become used and useful in
providing service. CWIP departs from that principle by requiring today’s customers
to finance facilities that will provide benefits over many decades and, in some cases,
primarily serve future customers. To the extent future customer growth necessitates
these generating resources, requiring existing customers to bear financing costs
during construction shifts costs away from the future beneficiaries who are actually
causing the costs.

Traditional AFUDC treatment better aligns cost responsibility with the
customers who ultimately receive service from the facilities because financing costs
become part of plant investment and are recovered over the assets’ useful lives from
the broader customer base that benefits from those investments.

Does traditional AFUDC treatment better allocate construction risk?

Yes. Traditional ratemaking appropriately places construction financing risk on
investors until utility facilities are completed, placed into service, and demonstrated
to be used and useful. This framework creates appropriate incentives for utilities to
manage project costs, construction schedules, and project execution because

shareholders bear the financing risk during construction.

Page 22 of 65



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Under CWIP, however, that risk is shifted almost entirely to customers, who
have no ability to influence or mitigate it. Customers cannot control project scope,
negotiate contracts, manage construction, or prevent cost overruns and schedule
delays. The utility can control these factors and is therefore the party best
positioned to bear the risk. Additionally, because capital investments earn an
authorized return, the utility is not harmed by higher project costs in the same way
customers are—in fact, it may even benefit from them.

In short, removing financing risk from the party that controls project

execution and assigning it to customers who lack the means to manage it creates a
fundamentally misaligned set of incentives. Such a departure from traditional
ratemaking should occur only when a utility demonstrates that it is absolutely
necessary to preserve its financial integrity. PSE has not made that showing here.
What do you recommend?
I recommend that the Commission deny the Company’s request to include CWIP
in rate base for the proposed generating resources. The traditional AFUDC
approach remains the more equitable and economically sound method of recovering
construction financing costs. It preserves the longstanding used-and-useful
principle, appropriately allocates construction financing risk to investors, better
aligns cost responsibility with the customers who ultimately benefit from the
facilities, and avoids requiring today’s customers to provide interest-free financing
for assets that are not yet providing utility service.

Further, the Company has not demonstrated that departing from traditional

ratemaking is necessary. Its own evidence shows that the incremental
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improvement in its credit metrics attributable to CWIP is too modest to matter.
Moreover, the Company has not established that denial of CWIP would impair its
access to capital markets, jeopardize its investment-grade credit ratings, or
produce customer benefits that outweigh the costs of accelerated recovery.*

B. Working Capital Adjustment

Did the Company request an allowance for working capital?

Yes. The Company requested a cash working capital allowance using a Balance
Sheet Approach.

Have you reviewed the Company’s working capital calculation?

Yes. The Company uses a balance sheet approach, which is a simplified
approximation of a utility’s cash working capital requirements. The balance sheet
approach does not directly measure the timing relationship between the receipt of
revenues from customers and the payment of operating expenses by the utility. It is
more or less a blunt instrument designed to approximate the amount of cash
investors supply on a day to day basis to run the operations of the utility.

Are there problems with how the Company performed the balance sheet
approach?

Yes. The primary problem is that the Company used an End of Period (EOP)
approach rather then an Average of Monthly Averages (AMA) approach. The basic

purpose of using a balance sheet approach is to measure the average amount of

36 As shown in Garrett, Exh. MEG-3.9, Public Counsel recommends that Construction Work in Progress
(CWIP) not be included in rate base and proposes the removal of PSE’s RY-1 Adjustments 6.47, 6.48, 6.49,
6.50, 6.51, and 6.52.
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cash needed on a day to day basis to run the operations of the Company, which
would be the AMA method; it is not to measure the amount of cash needed at a
single point in time, which would be the EOP method. Thus, at a minimum, the
Company’s balance sheet approach needs to be revised to reflect AMA balances.
Are there other problems with the Company’s balance sheet calculations?
Yes. It appears that there may be several accounts that should not be included in
the current asset / current liability calculations. My understanding is that Staff is
addressing these accounts and will make recommendations as to which accounts
should be removed.
Do you have other observations about the Company’s balance sheet
presentation?
Yes. The Company’s balance sheet approach includes accounts that are typically
included in rate base, not working capital, because they can contain investments
that last up to or longer than one year, such as (1) Materials and Supplies
Inventories, (2) Fuel Inventories and (3) Prepayments. If these accounts were
removed and included in rate base, as they are with other utilities, PSE’s balance
sheet approach would still yield a positive balance, which is not credible. But for
an extraordinary circumstance, such as the utility being in junk bond status, a well
run utility will have a significantly negative cash working capital allowance.

Here, however, the balance is positive even when Inventories and
Prepayments are removed and included in rate base. For example, for the electric
utility, the AMA balance is $249.2M and the Inventories and Prepayments balances

are $163.6M. That leaves a positive cash working capital allowance of $85.6M,
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which is highly unlikely, if not impossible. This demonstrates the Company’s
balance sheet approach may not be sufficiently reliable.

What do you recommend?

I believe the Commission should require PSE to file a lead lag study in its next rate
case to accurately determine its cash working capital requirements. The balance
sheet approach is not currently yielding a credible result.

What is cash working capital?

Cash working capital represents the net investment (if any) that investors must
provide to finance the day-to-day operations of the utility between the time service
is rendered and payment is received from customers. Conversely, if customers
provide cash before the utility must pay its operating expenses, customers—not
investors—are supplying that working capital, and no positive cash working capital
allowance is warranted.

What is the preferred method for determining a utility’s cash working capital
requirement?

The preferred method is a lead-lag study. A properly prepared lead-lag study
measures the actual timing differences between cash receipts from customers and
cash disbursements for operating expenses. Because it is based on the utility’s
actual cash flows, a lead-lag study provides the most accurate measure of whether
investors or customers are supplying the cash necessary to fund utility operations.

Why is a lead-lag study preferable to the Balance Sheet Approach?

The Balance Sheet Approach is a proxy that relies on accounting balances rather

than directly measuring the flow of cash into and out of the business. While it may
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provide a rough estimate, it does not capture the utility’s actual collection and
payment patterns and therefore may overstate or understate the true cash working
capital requirement. By contrast, a lead-lag study measures the actual timing of
revenues and expenses. It is therefore the more accurate method for determining
cash working capital for ratemaking purposes.

What is the most common criticism for using a lead-lag study?

Some utilities complain that a lead-lag study is expensive to perform. However, a
comprehensive lead-lag study can be performed for less than $100,000, and even
less than that for a smaller utility. A fully updated lead-lag study only needs to be
performed every three to five years for ratemaking purposes. That means, for about
$20,000 per year a utility can present an accurate depiction of its cash working
capital requirements. Compared with the $85M positive allowance that results from
PSE’s balance sheet approach, this is small amount to pay.

Do most states use a lead-lag study to determine CWC needs?

Yes. Garrett Group conducted a telephone survey of the state regulatory
commissions of the 24 Western states to understand how cash working capital
requirements are determined in each jurisdiction. A summary of the results of that
survey is set forth in the table below. Although the survey was conducted in 2011,
I believe the results are still accurate. I know that Arkansas and Washington still
allow the balance sheet approach, and I do not believe that any state using a lead-
lag approach would revert to a less accurate method.

Table 6: Cash Working Capital Survey Results
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Table 6: Cash Working Capital Survey?’
Method for Calculating Cash Working Capital by State

Lead-Lag Balance Sheet 45-Day
Study Approach Formula
(1/8th Method)

Alaska X
Arizona X
Arkansas>® X
California
Colorado
Hawaii
Idaho®
Towa
Kansas
Louisiana X
Minnesota
Missouri
Montana
Nebraska*
Nevada

New Mexico
North Dakota
Oklahoma
Oregon
South Dakota
Texas

Utah
Washington X
Wyoming*!

ltsltaltaltadle

PR [PR PR PR DE DE [ | <

<

Q. If a utility does not perform a lead-lag study, how should the cash working

capital requirements be set in a rate case?

37 Source: Garrett Group, LLC, 2011 Survey of the 24 Western States’ Cash Working Capital calculation.
38 Arkansas uses a unique modified balance sheet approach because, in that state, CWC is included in the
cost of capital calculations whereas other balance sheet items are also included in the cost of capital
calculations.

39 Idaho also will accept the balance sheet approach for computing cash working capital.

40 Electric customers in Nebraska are served entirely by consumer-owned electric utilities. For gas utilities,
Nebraska uses a lead-lag study if a company requests cash working capital.

4l Wyoming uses lead-lag studies for larger utilities. Smaller companies which cannot afford the costs of a
lead-lag study are allowed to use the 45 day method (or %" of O&M).
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Without a lead-lag study, the cash working capital requirement should be set at
zero. This is required in several states.*? Texas takes the zero cash working capital
assumption even further. Texas regulations require that the cash working capital
requirement be set at a negative 45-days for a utility that fails to provide a valid
lead-lag study.* The assumption in Texas is that a well-run utility should have a
negative cash working capital requirement with the technology and cash
management techniques available today.

Is the assumption that cash working capital is generally negative a valid
assumption in your experience?

Yes. A financially healthy utility will almost always have a negative cash working
capital requirement. The only utility I can recall having a positive cash working
capital requirement was Nevada Power Company, and this was during a period of
severe financial distress for that company.** PSE, by way of contrast, is not in
financial distress and is not required to prepay its operating expenses and fuel costs.
What do you recommend?

I recommend that in the future, PSE should be required to file a lead-lag study if it
requests a cash working capital allowance greater than zero. A properly prepared

lead-lag study will provide a more reliable measure of the Company’s actual cash

4 See e.g., Kansas Corp. Comm’n, Greely Gas Co., Docket No. 170,588-U Order (Oct. 22, 1990); Kan.

Corp. Comm’n, United Cities Gas Co., Docket No. 181,940-U Order (Jan. 11, 1993) and Okla. Corp.
Comm’n, Okla. Natural Gas Co., Case No. 1991-1190).

43 See Chapter 25, Subchapter J (2)(B)(V).

4 Nevada Power Company had positive cash working capital balance when it was in junk-bond status after
a half-billion dollar disallowance for imprudent fuel and purchased power expenditures. NPC’s credit
ratings at that time were so low that vendors required prepayments for goods and services before delivery.
Once NPC’s financial performance and credit ratings improved, its cash working capital balance again
became negative, as is the case with the vast majority of utility companies.
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working capital requirements. Without a lead-lag study, the Company should be
required to set its cash working capital requirements — net of Inventories and
Prepayments — at zero.
V. OPERATING EXPENSE ADJUSTMENTS

A. Incentive Compensation
What are the overarching concerns regarding the reasonableness of utility
incentive compensation?
Total compensation levels for utility employees, particularly utility executives,
have risen significantly in recent years.* At a time when the affordability of
essential gas and electric service is becoming a major concern, many customers
question whether these escalating compensation levels are truly necessary for the
provision of utility service. Utilities typically seek to establish that compensation
levels are reasonable by providing benchmarking data which compares employee
compensation with the compensation packages offered by other investor-owned
utilities (IOUs). The problem with this method, however, is that the benchmarked
IOUs across the country also tend to compensate their employees for enhancing
utility profits and maximizing shareholder value, rather than merely providing
levels of compensation that are necessary for the provision of utility service.

For regulators, a key consideration in each case is deciding how much of
the utility’s total compensation costs should be recovered through rates. However,

the focus on that issue may obscure an even more fundamental question which is,

4 See Jonathan Kim, Utility CEO pay surges amid higher profits, customer struggles Energy & Policy
Institute, Utility Executive Compensation, Energy & Policy Inst. (Apr. 2026),
https://energyandpolicy.org/wp-content/uploads/2026/04/EPI-Exec-Comp-Report-2026.pdf.
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even if the Company does not seek to recover all of its employee compensation
through rates, are the utility’s top-heavy, shareholder-oriented incentive
compensation packages truly in the public interest?

Q. Is there cause for concern regarding PSE’s incentive compensation package?
Yes. PSE’s total compensation package, particularly for its named executive
officers, includes very generous, top-heavy compensation. The table below shows
PSE’s named executive officers’ compensation from its 2025 Form 10-K:

Table 7: Named Executive Officers’ Total Compensation - 2025

Table 7: Named Executive Officers - Total Compensation - 2025

Non-Equity Non-Qualified

Named Executive Base Pay CashBonus STland LTI  Def. Comp. Other Total

M. E. Kipp $ 1,136,147 $ 131805 $ 7,809,817 $ - $ 126522 § 9,204,291
J. L. Martin 593,542 37,516 1,890,595 10,975 29,990 2,562,618
L. Luebbe 587,150 36,668 1,389,917 57451 53,656 2,124,842
A. August 514,347 17,845 1,216,587 - 47,854 1,796,633
M. Steuerwalt 514,143 32,108 1,175,507 - 49,073 1,770,831

Totals for 2025  $3,345,329 § 255,942 $13,482,423 § 68,426 $ 307,095 § 17,459,215

As shown in the table above, in 2025 the Company paid its five named executive
officers more than $17.45 million in total compensation, including base pay, short-
term and long-term non-equity incentives, nonqualified deferred compensation, and
other benefits. The CEO received more than $9.2 million, while the other named
executives received between $1.77 million and $2.56 million. PSE’s compensation
plan is closely aligned with shareholders’ interests and is extremely top-heavy. The
median annual total compensation for all other employees, excluding the CEO, was

$169,014. As a result, the CEO’s 2025 pay was approximately 55 times the median

46 See PSE 2025 (Form 10-K) at 146147 (filed Feb. 19, 2026).
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utility employee compensation.*’ This disparity raises significant concerns and
casts doubt on the reasonableness of the Company’s total compensation plan.
Is the Company seeking recovery of higher payroll levels and incentive
compensation costs in this application?
Yes. Through its MYRP, the Company is seeking recovery of very large base pay
increases and short term incentive compensation. Although the Company does not
seek recovery of its long-term incentive compensation from ratepayers, the issue
remains that because both short-term and long term incentive payments are closely
tied to corporate profits, and are extremely lucrative for the top executive
management, this overall pay structure may be creating perverse incentives for
utility management to promote system-wide upgrades and expansion (i.e., gold-
plating) not because it is necessary for the provision of services, but because it will
maximize their compensation through generous bonus payments, as seen in recent
years. When a utility’s leaders and decisionmakers are so handsomely rewarded
for maximizing shareholder value and achieving consistently escalating
profitability targets, regulators and the public should be concerned about whether
such utility compensation programs are in the public interest.

Figure 2 below shows the 2025 salaries of Washington’s elected officials at
top levels of state government. For example, the Governor’s salary was $204,205.
The salary for the Chief Justice of the Washington Supreme Court was $255,495,

and the salary of the Superintendent of Public Instruction was $166,762. These

Y 1d.
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compensation levels for positions of high responsibility over governmental
departments across the state is far less than the amounts paid to any of PSE’s named
executive officers. Even the median utility compensation of $169,014 seems high
when compared to the amounts paid to governmental officials at the highest levels
of public service in Washington.

Figure 2: Selected WA State 2025 Salary Information*

What are your conclusions based on this information?

My conclusions are that PSE’s total compensation package is excessive and not in
the public interest. The practice of paying utility executives extremely high levels
of compensation, in the context of a low-risk regulated monopoly, creates perverse
incentives for those company leaders to promote overspending and potential gold-
plating of the utility system to ensure that earnings goals are achieved. Moreover,
the practice of comparing one profit-oriented regulated utility with a peer group of

other profit-oriented regulated utilities is no longer a sufficient means of ensuring

4 See WCCSEQO, Salary Information (2016), https://salaries.wa.gov/salary.
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that compensation levels are fair, just and reasonable for the provision of utility
service.

Although the Company is not seeking to recover its long-term incentive
compensation costs in rates, the excessive levels of pay still skew corporate
governance and priorities toward escalating utility profits. As such, total
compensation levels should be closely scrutinized by the Commission. To the
extent the Company seeks to recover short-term incentive costs, raises, and payroll
escalations, the Commission should curtail these requests. In light of the
compensation package offered, the Commission should closely evaluate whether
many of PSE’s proposed capital investment programs and the associated annual
escalations of those programs in the MYRP may be unduly motivated to achieve
maximum utility profits and increased shareholder wealth as a result of this
shareholder-focused compensation plan. As such, I recommend that the
Commission closely scrutinize all Company-proposed expenditures and in
particular, reduce the Company’s incentive compensation recovery from customers,

as set forth in the discussion below.

Q. How has this Commission treated executive incentive compensation in prior
cases?
A. This Commission has routinely rejected recovery of executive incentive costs when

the utility cannot show a clear and transparent link to ratepayer benefit.*’ As the

¥ See, e.g., Wash. Utils. & Transp. Comm’n v. Cascade Nat. Gas Co., Docket UG-200568, 99 400, 430 (May
18, 2021), where the Commission stated: “Cascade’s proposal to remove executive incentives from the
revenue requirement appropriately places these costs with shareholders,” and “Executive incentives should
be excluded from the Company’s revenue requirement.”
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Commission stated in Docket UG-200568: “Because executive incentive plans
generally focus on benefits to shareholders rather than customers, these expenses
should not be included in the Company’s revenue requirement.”> Similarly, in the
Avista 2024 General Rate Case, the Commission rejected Avista’s proposed
incentive compensation plan adjustments because the expected payments were not
known or measurable. As the Commission explained, the amounts “remain pending
employee performance on contracts, and thus the amounts remain unknown and
unmeasurable,” and pro forma adjustments “generally must meet the known and
measurable standard, and not be based on speculation, estimates, or forecasts.”!

This precedent calls into question whether any of the incentive programs'
costs qualify for rate recovery, since the payments, which are totally at the
discretion of management, might not be paid at all. Moreover, because the payment
amounts are not known or measurable, it is impossible to say to what extent these
costs provide any benefits for ratepayers. As such, there is a good argument to be
made that none of the incentive costs should be included in rates. Based on
Commission precedent, the best approach is to exclude incentive costs from rates
unless the utility can prove that the incentives will provide a specific, knowable
benefit. As discussed below, PSE has failed to carry that burden.

Q. What is the Company requesting with respect to its short-term incentive

compensation plan (STIP)?

0 1d., 181,
SV Wash. Utils. & Transp. Comm’n v. Avista Corp. d/b/a Avista Utils., Dockets UE-240006 and UG-
240007, Order 08, 9 726 (Dec. 20, 2024).
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The Company has included the costs of its short-term incentive plan (STIP) in
expenses for each of the three rate years. PSE has not included any long-term
incentive costs in any of the three rate years.>

How did PSE determine the amounts to include in expenses for its STIP?

The test year STIP expenses were adjusted based on a four-year average of payouts
for the years 2022 through 2025 (performance years 2021 through 2024). The four-
year average was updated during the gap periods and each of the three rate years
based on the forecasted incentive payouts. The adjusted STIP expenses are
allocated between the electric and gas utilities. >

How are the STIP awards determined?

The STIP awards are based on a combination of financial earnings and safety and
customer service measures. The Company must meet minimum financial
performance standards and safety and customer service performance for any awards
to be paid.>*

Please describe the primary performance measures included in PSE’s Goals
and Incentive Plan.

PSE states that no incentive payments are made unless two threshold requirements
are satisfied.> First, the Company must meet at least six Service Quality Index

(SQI) and safety goals.>® Second, the Company must achieve a threshold level of

32 See Garrett, Exh. MEG-9 (PSE Response to PC Data Request No. 332).
33 See Free, Exh. SEF-1T at 4344 (filed Mar. 20, 2026).
54 See Direct Testimony of Thomas M. Hunt, Exh. TMH-1T at 29 (filed Mar. 20, 2026).

5 7d.
.
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Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA).>” If
those thresholds are met, employees become eligible for incentive awards based on
team and individual performance objectives.

Unlike some utility incentive plans that separately weight operational and
financial metrics, PSE’s plan uses EBITDA as the funding threshold for the
incentive pool. Consequently, financial performance remains a necessary condition
for employees to receive incentive compensation.

Do you agree that the EBITDA threshold primarily benefits customers?

No. EBITDA is fundamentally a financial performance measure. PSE explains that
EBITDA reflects the Company’s ability to control costs, remain within budget, and
achieve expected earnings.’® Those objectives are directly aligned with shareholder
interests because stronger financial performance improves the Company’s
profitability and financial condition. Although prudent cost management can
benefit customers, the Company has not demonstrated that improvements in
EBITDA are directly shared with customers through lower rates during the rate
plan period. Instead, improved earnings generally accrue first to shareholders.*
Does the existence of Service Quality Index and safety measures justify
recovery of all incentive compensation costs?

No. Safety, reliability, customer service, and service quality are important

objectives, but they are also fundamental obligations of a regulated utility.

ST1d.

58 Id. at 29-30.
59 Ratepayers would only share in increased earnings if the earnings are 50 basis points above the
authorized return.
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Customers already compensate the Company to provide safe, reliable, and adequate
utility service. The existence of these operational measures does not automatically
establish that the associated incentive compensation plan produces incremental
customer benefits beyond those already required by statute, Commission
regulation, and prudent utility management.
Are the plan’s operational and safety metrics strictly applied or is the annual
payout level actually a function of management’s discretion?
It appears that once the EBITDA earnings threshold is met, the plan payout level is
at the discretion of the Board of Directors. For example, in 2025 although the
Company failed to meet the stated safety metrics for 100% payout, the Board
nevertheless approved payout levels at more than 100% of target. The 2025 Form
10-K states:

Nine of the ten customer service and safety measures were met. For

the one SQI measure not met, System Average Interruption Duration

Index (SAIDI), the Board considered the measure met for incentive

purposes based on PSE’s overall strong performance for 2025 and

the noteworthy progress achieved at improving reliability and

increasing efforts of wildfire risk mitigation. EBITDA finished at
103% of target, so funding was above 100%. . .%°

Has the Company demonstrated measurable customer benefits resulting from
the Goals and Incentive Plan?

No. The Company states that the incentive plan promotes operational efficiency,
customer service, safety, and employee retention, but it does not quantify the

savings or service improvements attributable to the incentive compensation itself.

60 See PSE 2025 (Form 10-K) at 142 (filed Feb. 19, 2026).
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For example, PSE asserts that operational efficiency ultimately leads to lower
customer rates,®' yet it provides no analysis demonstrating that customers have
actually realized identifiable reductions in rates or avoided costs because of
incentive compensation payments.

Does the Company’s reliance on prior Commission decisions resolve the issue
in this proceeding?

No. While the Commission has previously authorized recovery of portions of PSE’s
incentive compensation, each general rate case must be decided on the evidentiary
record developed in that proceeding. The Company continues to bear the burden of
demonstrating that the requested expenses are reasonable and should be recovered
from customers.

The existence of prior Commission orders that allow recovery of some
portion of incentive compensation cost does not relieve the Company of its
obligation to demonstrate that its current incentive compensation proposal produces
customer benefits sufficient to justify recovery in rates.

Do shareholders also derive benefits from the operational measures included
in the Goals and Incentive Plan?

Yes. Improvements in safety, customer satisfaction, reliability, and operational
efficiency benefit customers, but they also reduce business risk, improve regulatory
relationships, reduce operating costs, and enhance the Company’s financial

performance. Those benefits increase shareholder value in addition to improving

61 See Hunt, Exh. TMH-1T at 27 (filed Mar. 20, 2026).
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customer service. Because both customers and shareholders receive benefits from
these performance measures, assigning all of the associated compensation costs to
customers is not appropriate.

Why is this particularly important under the Company’s proposed MYRP?
Under a multi-year rate plan, efficiencies achieved through improved cost control
or operating performance may increase shareholder earnings between rate cases. If
customers are asked to fund incentive compensation that encourages those
efficiencies while shareholders retain much of the resulting financial benefit,
customers bear a disproportionate share of the program’s costs. This further
supports sharing incentive compensation costs between ratepayers and
shareholders.

What is your recommendation regarding the recovery of PSE’s incentive
compensation expenses?

I recommend that the Commission require shareholders to bear one-half of the costs
associated with PSE’s short-term incentive compensation.

The Goals and Incentive Plan includes significant financial performance
components that primarily benefit shareholders, while the remaining operational
measures benefit both customers and shareholders. The Company has not
demonstrated that customers receive benefits sufficient to justify assigning 100%
of these costs to ratepayers. A 50/50 allocation appropriately recognizes the shared
nature of the benefits and is a reasonable balance between customer and shareholder
interests.

What adjustment do you recommend to share the STIP expenses?
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I recommend that the RY-1 O&M expenses be reduced by $7,557,638 for the
electric utility and $$2,273,050 for the gas utility. This adjustment reduces payroll
taxes by $664,316 for the electric utility and $199,801 for gas utility. These
adjustments increase the operating income for the electric utility by $6,495,344 as
shown in Garrett, Exhibit MEG-3.2, and by $1,953,552 for the gas utility, as shown
in Garrett, Exhibit MEG-4.2.

If the Commission chooses to adopt the PSE’s proposed MYRP, would similar
adjustments be warranted for Rate Years 2 and 3?

Yes. The Company’s proposed Incentive Adjustment Nos. 6.11 for Rate Years 2
and 3 would be reduced by half for both the electric and gas utilities.

B. O&M Expenses

What adjustments has PSE made to its O&M expenses?

PSE based its post-test year revenue requirement on forecasted O&M expenses.
Although the Company did not provide detailed workpapers showing how those
forecasts were developed, it did provide summary workpapers showing the
forecasted expense amounts by major category, including payroll-related
expenses.

The forecasted O&M expenses show a dramatic increase over the test year

levels. For the electric utility, adjusted test year O&M expenses for the twelve

months ended June 30, 2025, total approximately _63 The Company's

Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective Order
issued in Dockets UE-260005 & UG-260006

62 See Workpaper of Puget Sound Energy, 260005-06-PSE-WP-SEF-6-TJP-6-OM-26GRC-02-
2026(HC).xlIsx, tab Data Table Monthly(HC).

3 See Workpaper of Puget Sound Energy, 260005-06-PSE-WP-SEF-4-ELECTRIC-REV-REQ-MODEL-
26GRC-02-2026(HC).xlsx, tab Detailed Summary(HC), total of cells BT31 through BT37.
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proposed RY-1 includes electric O&M expenses of approximately_
_ over the 27-month period
between the end of the test year and the midpoint of RY-1.% This is equivalent to
an average annual growth rate of approximately 16 percent.

The increases for the gas utility are even larger. Adjusted test year gas O&M

cxenses tol pprosimcery [
_ or 41 percent, over approximately 25 months.®

Because many of the Company’s projected increases are extraordinary and
have not been adequately supported, I am recommending adjustments to several
components of O&M expense including payroll, outside services, directors’ and
officers’ liability insurance, and industry dues. These adjustments are shown in the
aggregate in Garrett, Exhibit MEG-3.3 and Garrett, Exhibit MEG-4.3. In addition,
each separate category of O&M expense adjustment is described in the testimony
below.

C. Payroll
What adjustments did PSE make to its payroll costs?
PSE first restated its test year payroll expense to reflect mid-year general wage

increases. It then forecasted payroll costs through the interim period and the three

Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective Order

issued in Dockets UE-260005 & UG-260006

64 See Workpaper of Puget Sound Energy, 260005-06-PSE-WP-SEF-4-ELECTRI-REV-REQ-MODEL-
26GRC-02-2026(HC).xlsx, tab Detailed Summary(HC), total of cells BT214 through BT220.

%5 See Workpaper of Puget Sound Energy, 260005-06-PSE-WP-TJP-4-GAS-REV-REQ-MODEL-26GRC-
02-2026(HC).xlsx, tab Detailed Summary(HC), total of cells BE31 through BE37 and BE214 through

BE220.
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rate years as part of its combined projected O&M expenses.®® As a result, electric
utility payroll expense increases from approximately $154 million in the restated

gas utility, payroll expense increases from approximately $60 million to
spproximatcty [

What appears to be driving these large payroll expense increases?

The Company stated that its forecast assumes annual wage increases of
approximately four percent for non-bargaining employees and the negotiated or
expected contractual increases for bargaining employees. Those wage escalation
assumptions, standing alone, do not explain the magnitude of the projected payroll
increases. Instead, the requested increases appear to be driven primarily by the
Company’s broader forecasting methodology, which projects significant growth in
payroll expense beyond what would be expected from normal wage inflation.
What is your recommendation regarding the Company’s O&M payroll
adjustments?

I recommend limiting the post-test year payroll adjustment to two annual wage
increases of four percent applied to the restated test year payroll expense. This
approach reasonably recognizes expected wage inflation while avoiding
unsupported growth in payroll costs.

What is the impact of your recommendation?

Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective Order

issued in Dockets UE-260005 & UG-260006

% See Free, Exh. SEF-1T at 48-49 (filed Mar. 20, 2026).
67 See Garrett, Exh. MEG-3.3A.
%8 See Garrett, Exh. MEG 4.3A.
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For the electric utility, my recommendations reduce RY-1 payroll expense by
$23,215,006 and associated payroll taxes by $1,008,243, as shown in Garrett,
Exhibit MEG-3.3A. For the gas utility, my recommendations reduce RY-1 payroll
expense by $16,979,432 and payroll taxes by $737,428.

D. Outside Services

What level of outside services expense did the Company include in its forecast?

For the electric utility, the Company included approximately _

_. This represents an increase of approximately 25 percent in a single
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year. In my opinion, the Company has not demonstrated that an increase of this
magnitude is reasonable or supported by appropriate cost controls.
What is your recommendation for PSE’s outside services expenses?
I recommend limiting the annual increase in outside services expense to 3.5 percent,
which is generally consistent with recent inflation measures published by the U.S.
Bureau of Labor Statistics. I applied this escalation factor to the Company's 2026
forecasted expense level for RY-1.

What is the effect of your recommendation?
My recommendation reduces the Company's proposed RY-1 outside services
expense by $42,172,684, resulting in a tax-adjusted increase to net operating
income of $33,316,421 relative to the Company's proposal, as shown in Garrett,
Exhibit MEG-3.3B for the electric utility.

B. DIRECTORS’ AND OFFICERS’ LTABILITY INSURANCE

Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective Order
issued in Dockets UE-260005 & UG-260006
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Has the Company included Directors’ and Officers’ (D&O) liability insurance
expense in its revenue requirement?

Yes. PSE has included D&O liability insurance expense in its forecasted operating
and maintenance expenses. After allocating a portion of the premiums to non-utility
activities, the Company proposes to recover approximately $142,435 from electric
customers and $100,711 from natural gas customers during the test year.®’

What is the purpose of D&O liability insurance?

D&O liability insurance protects the Company’s directors and officers against
personal liability arising from claims based on decisions made while acting in their
corporate capacities. The insurance also protects the Company by mitigating the
financial consequences of litigation involving corporate governance and
management decisions.

Does D&O liability insurance benefit customers?

Yes, to some extent. Customers benefit indirectly because D&O insurance helps
the Company recruit qualified directors and officers and promotes continuity in
corporate governance. Sound management can contribute to reliable utility
operations and regulatory compliance.

Do shareholders also benefit from D&O liability insurance?

Yes, shareholders are the primary beneficiaries. Directors and officers owe
fiduciary duties to the corporation and its shareholders, not to utility customers.

D&O liability insurance protects those individuals against claims arising from the

% See PSE Response to Public Counsel Data Request No. 308.
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discharge of those fiduciary responsibilities and protects shareholder investments
from the financial consequences of litigation involving corporate management.

To the extent D&O insurance protects the Company’s Board of Directors
and executive management from claims arising from corporate governance,
strategic decision-making, mergers and acquisitions, securities matters, or other
shareholder-related issues, those protections primarily benefit shareholders rather
than ratepayers.

Why is this distinction important for ratemaking purposes?

Utility rates should recover the reasonable costs of providing regulated utility
service. Although D&O liability insurance provides some indirect benefit to
customers, it also provides substantial protection and direct benefits to directors,
officers, and shareholders that extend beyond the provision of regulated utility
service.

Does the Company’s allocation between utility and non-utility operations
resolve this issue?

No. I do not dispute the Company’s allocation between utility and non-utility
operations. However, that allocation addresses a different issue than the one I
discuss here. Once the utility portion of the insurance has been identified, the
remaining question is whether customers should bear all of that cost. In my opinion,
they should not. D&O liability insurance provides substantial protection to
directors, officers, and ultimately shareholders because those individuals exercise
fiduciary responsibilities on behalf of the corporation. Since both customers and

shareholders benefit from the coverage, it is reasonable that both share in its cost.
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What is your recommendation regarding recovery of D&O liability insurance
expense?

I recommend that the Commission allocate the remaining utility-related D&O
liability insurance expense equally between customers and shareholders. A 50/50
allocation appropriately recognizes that both groups receive benefits from the
coverage while acknowledging that the primary purpose of D&O insurance is to
protect directors, officers, and ultimately shareholders from the financial
consequences of claims arising from corporate governance. Accordingly, I
recommend reducing PSE’s proposed D&O liability insurance expense by 50
percent for both the electric and natural gas utilities.

What is the amount of the adjustment to share the D&O insurance?

The adjustment to equally share the D&O insurance reduces the requested electric
utility O&M expense by $71,217 as shown in Garrett, Exhibit MEG-3.3C and
reduces the gas utility O&M expense by $50,355, as shown in Garrett, Exhibit
MEG-4.3C.

E. Industry Dues

Has the Company included industry association dues in its revenue
requirement?

Yes. PSE includes the costs of corporate memberships in the Edison Electric
Institute (EEI) and the American Gas Association (AGA) in its forecasted operating
expenses. According to the Company’s response to Staff Data Request No. 318,

these expenses are recorded in FERC Account 930.2, Miscellaneous General
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Expenses, and allocated between electric and gas operations based on the applicable
membership.

What are the EEI and the AGA?

EEI is the national trade association representing investor-owned electric utilities,
while AGA is the principal trade association representing natural gas utilities. Both
organizations provide research, technical information, conferences, regulatory
support, industry coordination, and public policy advocacy on behalf of their
member companies.

Has the Company demonstrated what portion of its membership dues
directly benefits customers?

No. The Company has shown that it pays membership dues and allocates those
expenses between its electric and gas operations. However, it has not quantified
what portion of those dues is attributable to activities that directly benefit customers
as opposed to broader industry advocacy, governmental affairs, policy
development, or other shareholder-oriented activities. Without that showing, it is
difficult to conclude that customers should fund these expenses through rates.
Have other state public utility commissions disallowed industry association

dues associated with advocacy activities?
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Yes. Kentucky,” Minnesota,
utility’s trade or industry association dues expenses because the utility could not
show that such expenses were required or necessary for the provision of utility
service. Although Michigan did allow for recovery for these expenses, that
Commission reiterated to the utility “the need to continually justify that
[membership] fees are truly required and/or are in the interests of ratepayers,” and
“of its continuing obligation to identify, describe, and explain projected costs
associated with membership fees in future rate cases.””® These developments reflect
the broader ratemaking principle that customers should bear only those costs that
are reasonably necessary to provide regulated utility service.

Has there been state legislation enacted that prohibits the recovery of trade or
industry associations’ dues?

Yes. Colorado,”* Connecticut,” New York,’® and Maine’’ have each enacted

legislation prohibiting its jurisdictional utilities from recovering trade or industry

association dues from retail customers.

0 In the Matter of the Appl. of Ky. Util. Co. for an Adjustment of its Elec. Rates, at 25-28, Case No. 2020-
00349 (Ky. Pub. Serv. Comm’n June 30, 2021); In the Matter of the Appl. of Louisville Gas & Elec. Co. for
an Adjustment of its Elec. & Gas Rates, Apdx A, Case No. 2020-00350 (Ky. Pub. Serv. Comm’n Dec. 6,

2021).
"V In the Matter of the Application of Otter Tail Power Company for Authority to Increase Rates for

Electric Service in the State of Minnesota, Docket No. E-017/GR-20-719 (Minn. Pub. Util. Comm’n Feb. 1,

2022).

2 In the Matter of the Appl. of S. Calif. Edison Co., For Authority to Increase its Authorized Revenues for
Elec. Service in 2021, among other things, and to Reflect that Increase in Rates (U338E), Decision 21-08-

036, Appl. 19-08-013 (Cal. Pub. Util. Comm’n Aug. 20, 2021).
3 In the Matter of the Appl. of DTE Elec. Co., For Authority to Increase its Rates, Amend Its Rate

Schedules and Rules Governing the Distribution and Supply of Electric Energy, and for Miscellaneous

Accounting Authority, Case No. U-20561, Order 200 (Mich. Pub. Util. Comm’n May 8§, 2020).
™ Colo. Rev. Stat. § 40-3-114(2)(g) (2024).

5 Conn. Gen. Stat. §16-243p(b)(3) (2020).

S N.Y. Pub. Serv. Law § 114-A (2021).

"7 Me. Stat. Tit. 35-A §302(2)(B) (2023).
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What amount of industry association dues should the Commission exclude?
The Commission should exclude 100 percent of industry association dues. Absent
a thorough audit of the industry associations’ expenses, the Commission and
stakeholders will find it extremely challenging to distinguish between expenditures
for the education of members and the general public and the advocacy of its
members’ private interests. Industry associations advocate for the utility industries
and their owners. Until the Company can demonstrate that its request for recovery
of industry association membership dues relates to customer interests rather than
lobbying and broader industry advocacy efforts, the Commission should disallow
the Company’s requested recovery of industry association dues. For the electric
utility, the removal of EEI dues results in an adjustment of $946,187, as shown on
Garrett, Exhibit MEG-3.3D. For the gas utility, the removal of AGA membership
dues results in an adjustment of $536,582, as shown on Garrett, Exhibit MEG-4.3D.
F. Bad Debt Expense

What did the Company request for bad debt expense?

The Company requested a change in the method of calculating the bad debt
expense. The Company has previously calculated the bad debt expense using the
net account write offs and revenues from three of the most recent five years, with
the highest year and the lowest year excluded as anomalous.”® The Company is
proposing to instead use the average net write offs of the most recent three years.”

Why is PSE proposing the change in methodology in this case?

8 See Direct Testimony of Tyler J. Pavel, TIP-1T at 3:13—17 (filed Mar. 20, 2026).
7 See Id. at 4:7-10.
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The Company is proposing the change because of COVID-19 program provisions
that had a significant impact on the bad debt rate.® The Company argues that the
most recent three year average would more accurately reflect the expected bad debt
rates in the future rate years."!

Do you agree with the Company’s proposal to change the method of
calculating the bad debt expense rate to an average of the most recent three
years?

No. The most recent three years fails to account for the recent decline in the net
write-off rate as the COVID-19 pandemic has been over for several years. Evidence
of this decline is the lower bad debt rate the Company used for accounting purposes.
That rate is based on the expectation that an expected portion of the current
revenues would be uncollectible and would be written off in a future period. The
most recent three-year period does not accurately reflect those current expectations.
The established methodology of using the middle three of the most recent five-year
period provides a more moderate bad debt rate and should continue to be used by
the Commission.

What it the impact of using the established bad debt calculation have in this
case?

The use of the traditional bad debt calculation increases the bad debt expense for
the electric utility by $14,060,074 and $2,041,110 for the gas utility, resulting in a

reduction to net operating income of $11,107,459 for the electric utility and

80 See Id. at 5:19-6:2.
81 See Id. at 6:9—12.
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$1,612,477 for the gas utility. This adjustment is shown on Garrett, Exhibit MEG-
3.7 for the electric utility and Garrett, Exhibit MEG-4.7 for the gas utility.

Does the change in the bad debt expense rate affect the revenue conversion
factor?

Yes. The change in the bad debt rate changes the revenue conversion factor for
the electric utility from 0.74710 to 0.748703 as shown in Garrett, Exhibit MEG-
3.11. IT changes the revenue conversion factor for the gas utility from 0.751572
to 0.752255 as shown in Garrett, Exhibit MEG-4.8.

REQUESTED RETURN ON PURCHASED POWER AGREEMENTS
Please summarize the Company’s proposal regarding return on power
purchase agreements (PPAs).

The Company requests authorization to earn a rate of return on certain qualifying
power purchase agreements (PPAs) associated with its current Clean Energy Action
Plan (CEAP).% Specifically, PSE seeks to include in rates a return on the annual
operating costs of qualifying PPAs pursuant to RCW 80.28.410.%

What level of return is the Company requesting?

PSE requests an after-tax return of approximately $13 million in RY-1, $24 million
in RY-2, and $30 million in RY-3, based on aggregate qualifying PPA costs of
approximately $211 million, $371 million, and $463 million, respectively.3* The

requested pretax rate of return varies slightly across the three rate years (from 8.09

% Martin, Exh. JLM-1CT at 49 (filed Mar. 30, 2026).
8 Id. at 50-51.
84 Id. at 49.
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percent to 8.18 percent) because PSE proposes different weighted-average costs of
capital for each year of the MYRP.%

What reasons does the Company provide in support of its proposal?

The Company advances several justifications. First, it argues that RCW 80.28.410
authorizes the Commission to include a rate of return on qualifying PPAs associated
with an electrical company’s CEAP.®® Second, the Company relies on the
Commission’s decision in its prior general rate case, in which the Commission
approved a return on certain qualifying PPAs after finding that the agreements were
necessary to satisfy the Clean Energy Transformation Act (CETA) and represented
the lowest reasonable cost resources.?” However, the Commission in that case
clarified that authorized returns on PPAs are not guaranteed and do not relieve the

utility of its obligation to procure resources at the lowest reasonable cost.®

Q. How does the Company connect its PPA proposal to credit ratings and
financial metrics?

A. The Company asserts that long-term PPAs create financial obligations that are
treated, at least in part, as debt-like obligations by credit rating agencies.®
According to PSE, Standard & Poor’s (S&P) imputes a portion of long-term PPA
obligations as debt and depreciation when calculating the Company’s credit
metrics.”® PSE projects that the amount of imputed debt associated with its PPAs

85 1d. at 50.

8 1d.

8 1d.

88 Id (citing WUTC v. Puget Sound Energy, Dockets UE-240004 & UG-240005, Order 09/07 (Jan. 15,

2025)).

¥1d.

N Id.
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will increase from approximately $480 million in 2024 to an average of
approximately $1.6 billion between 2027 and 2029 as it acquires additional clean
energy resources.’!

The Company states that this increase in imputed debt reduces its projected
S&P FFO-to-debt ratio by approximately 167 basis points, lowering its projected

average ratio from approximately 22.2 percent to 20.5 percent over the 2027

through 2029 period.”?

Q. What benefits does the Company claim would result from allowing a return
on qualifying PPAs?

A. The Company argues that allowing a return on qualifying PPAs would strengthen
cash flow, improve credit metrics, and offset the adverse effects of imputed PPA
debt.”® According to the Company, these financial benefits would help maintain
strong investment-grade credit ratings, reduce borrowing costs, and support
financing of the significant investments required to comply with Washington’s
clean energy policies.”

Q. The Company argues that allowing a return on qualifying PPAs is necessary
to improve its credit metrics. Did you review the Company’s analysis
supporting that claim?

A. Yes. In response to discovery, PSE quantified the isolated effect of a return on
qualifying PPAs on its projected credit metrics.”> That analysis allows the

Td.

2 Id. at 52.

% Id. at 53.

% Id.

% See Garrett, Exh. MEG-7C at 4 (PSE Resp. to Public Counsel Data Request No. 286, Attach. A).
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Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective

Commission to evaluate whether the requested return produces a meaningful
mmprovement in the Company’s financial condition sufficient to justify the
additional costs imposed on customers.

What does the Company’s analysis show?

The analysis demonstrates that a return on qualifying PPAs provides a very slight
improvement to PSE’s projected cash flow and credit metrics as shown below:

Table 8: WACC Return on PPAs — S&P FFO-Debt Calculation

Table 8: PSE’s Estimated Impacts of WACC Return on PPA
S&P FFO-to-Debt Calculations®
Rate Year 2027 2028 2029

Similarly, PSE projects that its Moody’s CFO pre-working-capital-to-debt
ratio would increase only slightly increase as a result of its proposed change, as

shown below:

Table 9: WACC Return on PPAs — Moody’s FFO-Debt Calculation

Table 9: PSE’s Estimated Impacts of WACC Return on PPA
Moodys Pre-Working Capital to Debt®’
Rate Year 2027 2028 2029

Order Issued in Dockets UE-260005 & UG-260006

9 See Id.
97 See Id.

at 3.
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Does the Company’s analysis demonstrate that the requested return is
necessary to preserve PSE’s investment-grade credit ratings?
No. The Company’s analysis demonstrates only that its credit metrics would be
somewhat stronger if customers paid an additional return on qualifying PPAs. It
does not demonstrate that the projected metrics without the requested return are
insufficient to support investment-grade credit ratings.

For example, the Company has not identified any credit rating threshold that
would be crossed because its S&P FFO-to-Debt ratio is projected to be_

Nor has it

presented evidence that these relatively small changes would affect its access to
capital markets or produce materially lower borrowing costs.

Why is that distinction important?

It is important because the Commission is not being asked simply to recognize that
higher cash flow is beneficial. The Commission is being asked to authorize
customers to pay an additional $13 million in RY-1, $24 million in RY-2, and $30

million in RY-3 in return on operating expenses associated with qualifying PPAs.”®

Shaded Information is Designated Confidential Per WAC 480-07-160 and the Protective Order

issued in Dockets UE-260005 & UG-260006

%8 Martin, Exh. JLM-1CT at 49 (filed Mar. 20, 2026).
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Accordingly, the relevant question is not whether PSE’s financial position
would improve. Virtually any additional revenue authorized by the Commission
would improve the Company’s financial metrics. The relevant question is whether
the incremental improvement demonstrated here justifies requiring customers to
pay an additional return on costs that are already fully recoverable through rates.
The cost-benefit analysis shown above answers that question.

The Company also argues that a return on PPAs offsets the effect of imputed
debt recognized by credit rating agencies. Does that justify the requested
return?

No. The Company explains that S&P imputes a portion of long-term PPA
obligations as debt for credit analysis purposes and that the amount of imputed debt
is expected to increase as PSE procures additional clean energy resources.”” Even
accepting that premise, the Company has not demonstrated that the requested return
materially offsets those effects. The Company’s own projections show that after
authorizing the requested return, the improvement in its S&P FFO-to-Debt ratio
remains limited to only an immaterial few tenths of one percentage point.

More importantly, the Company has not shown that the remaining projected
metrics are insufficient to maintain its current credit rating or that the requested
return would result in lower borrowing costs that would offset the additional costs

imposed on customers.

% S&P is the only rating agency that imputes debt for PPAs and then only a small portion. The rating
agencies understand that utility PPAs are low-risk contracts because they are recovered in rates by
commission order.
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Does the fact that RCW 80.28.410 authorizes the Commission to consider a
return on qualifying PPAs require the Commission to approve the Company’s
request?

No. The statute provides the Commission with discretion to determine whether a
return should be included in rates and, if so, the appropriate level of that return
within the statutory limits. That discretion requires the Commission to evaluate
whether the requested return is reasonable and in the public interest under the facts
presented in this proceeding.

Here, the Company has demonstrated that a return on qualifying PPAs
modestly improves its financial metrics. It has not demonstrated that those
improvements are necessary to maintain financial integrity, preserve investment-
grade credit ratings, or produce customer benefits sufficient to justify the additional
costs customers would be required to pay.

What do you recommend with regard to the return on PPAs?

I recommend that the Commission deny the Company’s request to include a return
on qualifying PPAs in rates at the full WACC rate base return. The Company has
not demonstrated that the requested return is in any way necessary to maintain the
financial integrity the Company, or that the claimed benefit to customers is not
outweighed by the additional costs imposed on them. Thus, I do not believe
approval of the requested return is warranted. Instead, a cost of debt return would
be sufficient in this situation, especially given the significant increase in rates this
application will impose on customers. The adjustment to remove the return is

reflected in Garrett, Exhibit MEG-3.8.
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VIIL.

ACCELERATED DEPRECIATION OF THE GAS SYSTEM ASSETS
Please summarize the Company’s proposal regarding depreciation of its
natural gas distribution system.
As addressed in the testimony of Public Counsel witness David J. Garrett, the
Company proposes two changes to the depreciation of its gas utility plant. First, it
seeks approval to adopt the Equal Life Group (ELG) depreciation procedure for
major gas plant accounts in place of its current depreciation methodology.!'®
Second, it proposes shortening the service lives of those major gas plant accounts
by approximately five years.!’! These changes would accelerate the recovery of
depreciation expense associated with the Company’s gas infrastructure.
What reasons does the Company provide in support of this proposal?
The Company advances several justifications. First, it argues that the proposed
depreciation changes better reflect the expected remaining useful lives of its gas
assets in light of increasing electrification, declining natural gas demand, and
uncertainty regarding the long-term role of the natural gas distribution system.!?
Second, the Company contends that adopting the ELG depreciation
procedure more accurately reflects the retirement patterns of individual plant

vintages than traditional average-life depreciation methods.'*

100 Martin, Exh. JLM-1CT at 45-46 (filed Mar. 20, 2026).

101 Id.
102 g

183 7d. at 47.
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Third, the Company argues that shortening service lives and accelerating
depreciation will reduce the risk that portions of its gas plant become stranded
before the associated investment has been fully recovered.'*

Finally, the Company asserts that accelerated depreciation promotes

intergenerational equity by reducing the likelihood that future customers will bear
the costs of gas infrastructure that may no longer provide comparable levels of
service.'®
How does the Company connect its proposal to Washington’s energy
transition policies?
The Company explains that Washington’s changing energy policies, including
legislation encouraging decarbonization and integrated system planning, create
uncertainty regarding the future utilization of its gas distribution system.!
Although it acknowledges that the statutory framework is subject to ongoing
litigation and legal uncertainty, the Company believes increasing electrification and
declining gas demand create a basis for revising depreciation assumptions today. %’
Do you believe the Company’s proposal to adopt the ELG depreciation
procedure and shorten gas plant service lives is reasonable?

No. The Company has not demonstrated that the proposed changes are warranted

at this time. Rather, it is asking the Commission to accelerate the recovery of gas

104 Id.
105 Id.

106 See Id. at 46.
107 See Id.
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plant investment based on projections of future electrification, customer behavior,
public policy, and gas system utilization—all of which remain uncertain.
Depreciation should reflect the best estimate of an asset’s expected service
life based on objective evidence. It should not be used to hedge against uncertain
future policy outcomes or to accelerate cost recovery simply because earlier
recovery reduces the Company’s exposure to potential risks.
What are the customer impacts of the Company’s proposal?
The impacts are substantial. Adopting the ELG procedure and shortening the
service lives of the major gas plant accounts by approximately five years would
increase annual depreciation expense by approximately $66 million.!”® That
represents an immediate increase in the amount customers would be required to pay
each year in order to accelerate recovery of existing gas plant investment.
Accordingly, the Company’s proposal is not merely a change in accounting
methodology. It is a proposal to substantially increase current customer rates based
on assumptions about how the gas system may evolve over the coming decades.
Why do you believe that is problematic?
Because the uncertainty identified by the Company cuts both ways. The Company
assumes that gas assets may retire earlier than currently reflected in depreciation
rates due to electrification and decarbonization policies. That outcome is possible.

However, it is by no means certain.

108 See David J. Garrett, Exh. DJG-3 (filed July 28, 2026).

Page 61 of 65



10

11

12

13

14

15

16

17

18

19

20

21

Indeed, the Company acknowledges that the regulatory and policy
landscape remains unsettled. It specifically notes that significant legal questions
regarding Washington’s future gas policy remain pending before the Washington
Supreme Court.!” 1In addition, future technology development, customer
preferences, economic conditions, and legislative or regulatory actions could all
affect the long-term utilization of the gas system. Given these uncertainties, it is
premature to require today’s customers to pay approximately $66 million more each
year based on assumptions that may ultimately prove incorrect.

The Company argues that accelerated depreciation promotes
intergenerational equity by avoiding stranded costs. Do you agree?

No. Intergenerational equity is an important ratemaking objective, but I disagree
that accelerated depreciation advances that objective. In fact, under the
circumstances presented here, the opposite is true.

A fundamental principle of utility ratemaking is that cost responsibility
should follow the benefits received. PSE’s proposal would require today’s
customers to pay approximately $66 million more each year in depreciation
expense to accelerate recovery of gas assets that remain in service. Yet the primary
beneficiaries of that accelerated recovery are future customers, who are expected
to inherit a cleaner energy system with a lower remaining gas plant balance.

If the transition to cleaner energy occurs as the Company forecasts, future

customers should bear an appropriate share of those costs because they will receive

19 Martin, Exh. JLM-1CT at 46 (filed Mar. 20, 2026).
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many of the associated benefits. Shifting those costs to today’s customers creates,
rather than avoids, intergenerational inequity.

Moreover, if the Company’s forecasts prove overly pessimistic and the gas
assets remain in service longer than expected, current customers will have paid
accelerated depreciation unnecessarily while future customers benefit from lower
depreciation expense. For these reasons, the traditional approach better aligns costs
with the customers who receive the benefits over the assets’ remaining service lives.
What do you recommend?

I recommend that the Commission reject the Company’s proposal to adopt the ELG
depreciation procedure and shorten the service lives of its major gas plant accounts
in this proceeding. The Company has not demonstrated that existing depreciation
rates are unreasonable or that accelerated depreciation is necessary at this time. The
proposal would immediately increase annual depreciation expense by
approximately $66 million, based on uncertain assumptions about future gas
demand and public policy. As a guiding principle, PSE is at a point where it should
be looking for ways to lower rates, not raise them.
VIII. PUBLIC COUNSEL WITNESSES

Please describe the witnesses testifying on behalf of Public Counsel in
this case.
The witnesses providing testimony on behalf of Public Counsel in this case are as
follows:

Dr. Robert Earle provides testimony regarding the Company’s

proposed changes to its baseline power supply calculations and net power cost
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forecasts. His recommendations are incorporated in the revenue requirement
calculations, as set forth in Garrett, Exhibit MEG-3.10, and in Garrett, Exhibit
MEG-8HC for the electric utility.

Mr. Aaron L. Rothschild, President of Rothschild Financial
Consulting, provides testimony regarding PSE’s requested Return on Equity
and Cost of Capital. His recommendations are incorporated in the revenue
requirement calculations as shown in Garrett, Exhibit MEG-3.12 for the electric
utility and in Garrett, Exhibit MEG-4.9 for the gas utility.

Mr. Larry W. Holloway provides testimony regarding PSE’s
proposed MYRP forecasts for its electric delivery system capital investments.
His recommendations are incorporated in the revenue requirement calculations
i Garrett, Exhibit MEG-3.10 and Garrett, Exhibit MEG-3.1 for the electric
utility.

Mr. David J. Garrett, President of Resolve Utility Consulting,
provides testimony regarding the Company’s proposed depreciation
adjustments as set forth in Garrett, Exhibits MEG-3.5 and Garrett, MEG 3.6 for
the electric utility, and in Garrett, Exhibits MEG-4.5 and Garrett, MEG-4.6 for
the gas utility.

Ms. Melissa Whited, Vice President at Synapse Energy Economics,
Inc., provides testimony and recommendations regarding PSE's proposed
residential electric and gas rate design, the design of the Company's proposed
residential time-of-use (TOU) rates, and the Company's proposed electric

revenue allocation among customer classes.
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IX. CONCLUSION
Do you have any further comments?
Yes. My testimony does not address every potential issue. The fact that I do not
express an opinion on a particular issue is not to be interpreted as agreement with
the Company's position on that issue. My testimony should also be read in
conjunction with the testimony of other Public Counsel witnesses, WUTC Staff
witnesses and the witnesses of other intervening parties.
Does this conclude your testimony at this time?

Yes, it does.
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