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I. INTRODUCTION AND SUMMARY1 

Q. Please state your name and business address.2 

A. My name is Andrew Reeves, and my business address is 800 Fifth Avenue, Suite3 

2000, Seattle, Washington 98104.4 

Q. By whom are you employed and in what capacity?5 

A. I am a Regulatory Analyst with the Public Counsel Unit of the Washington State6 

Office of the Attorney General (Public Counsel).7 

Q. On whose behalf are you testifying?8 

A. I am testifying on behalf of Public Counsel.9 

Q. Please describe your professional qualifications.10 

A. I have a Master of Public Administration and a Bachelor of Arts in Economics and11 

Political Science from the University of Washington. Prior to joining Public Counsel,12 

I worked for several years as a Performance Auditor with the City of San Diego,13 

where I developed expertise in operational efficiency, analyzed department budgets14 

and implemented process improvements. Before that position, I interned for Seattle15 

City Light, working to improve access to its Utility Assistance Program for residential16 

customers within its service territory. I am also a member of the National Association17 

of State Utility Consumer Advocates’ (NASUCA) Accounting and Finance18 

Committee.19 

In my current position, I have provided analysis and comments regarding 20 

Performance-Based Ratemaking and Multi-Year Rate Plans on Docket U-210590 21 

relating to alternatives to cost-of-service ratemaking, and testimony on Avista’s 2026 22 

General Rate Case. I have also provided testimony on cases including Northwest 23 
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Natural Gas Company d/b/a NW Natural’s General Rate Case in Docket UG-250610, 1 

Avista Corporation d/b/a Avista Utilities’ (Avista or Company) Climate Commitment 2 

Act (CCA) tariff in Docket UG-250663, and Docket U-230161 relating to the Climate 3 

Commitment Act. Finally, I have also attended NARUC Rate School and participated 4 

in numerous training courses on revenue requirement and cost-of-service ratemaking. 5 

Q. What exhibits are you sponsoring in this proceeding?6 

A. I am sponsoring the following exhibits in this testimony:7 

 Exhibit AR-2 Analysis of Changes in Utility Price Inputs 
 Exhibit AR-3C Externally Indexed MYRP (C)
 Exhibit AR-4 UTC Policy Staff Regulatory Assessment 
 Exhibit AR-5 Regulatory Assistance Project Report on PBR 
 Exhibit AR-6 PSE Response to Public Counsel Data Request No. 145,  

Attachment C 
 Exhibit AR-7C PSE Response to Public Counsel Data Request No.148,

 Exhibit AR-8
 Exhibit AR-9

Attachment A (C) 
PSE Response to Public Counsel Data Request No. 154 
PSE Response to Public Counsel Data Request No. 157 

 Exhibit AR-10  PSE Response to Public Counsel Data Request No. 509
 Exhibit AR-11  PSE Response to Public Counsel Data Request No. 147

Q. Please describe the purpose of your testimony.8 

A. My testimony begins by discussing the basis for Multi-Year Rate Plans (MYRPs) in9 

Washington State and the theoretical benefits and harms of MYRPs and Performance10 

Based Regulation (PBR) to both utilities and customers of implementing the system11 

in the current utility environment. My testimony then describes how PSE’s MYRP,12 

which is based on utility forecasts for both operational expenses and capital expenses,13 

is structurally flawed and I provide support for Public Counsel’s overall14 

recommendation that the Washington Utilities and Transportation Commission (UTC15 

or Commission) should reject the future years of the MYRP, as described by Public16 

Counsel witness, Mr. Mark Garrett. I describe a less harmful MYRP structure that ties17 
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authorized revenue to an external index and provide recommendations on changes to 1 

the provisional capital review process. I end my testimony by examining the 2 

proliferation of PSE’s cost trackers since the beginning of MYRPs and give 3 

alternatives to either reduce the number of trackers or adequately compensate 4 

customers. 5 

Q. Is the Commission evaluating the impact of MYRPs in a policy docket?  6 

A. No. Although Washington Utilities and Transportation Commission Staff (UTC Staff) 7 

discussed MYRPs in its Regulatory Assessment released in June 2026 in Docket U-8 

210590 relating to PBR, it left the ultimate decision on whether MYRPs provide cost 9 

containment benefits to be determined in the General Rate Cases (GRCs). The 10 

assessment briefly discusses MYRPs as a component of PBR and recommends the 11 

continuation of MYRPs, but calls out significant concerns with the current 12 

implementation.1 The assessment states that Washington’s current implementation 13 

“provides weaker efficiency incentives than some alternative MYRP structures[,]”2 14 

and that the combination of forecasts, provisional plant, and portfolio reviews “may 15 

create incentives for utilities to forecast higher capital spending levels than ultimately 16 

necessary.”3 While the assessment ultimately recommends the continuation of the 17 

MYRPs, it recommends that, “[t]he Commission should evaluate whether the current 18 

structure produces measurable cost containment benefits…and decide whether the 19 

proposed MYPRs are suitable to support cost containment within the pending 20 

 
1 Revised Wash. Regulatory Assessment Policy Paper at 34–36, In Re the Proceeding to develop a policy statement 
addressing alternatives to traditional cost of service rate making, including performance measures or goals, targets, 
performance incentives, and penalty mechanisms, Docket U-210590 (filed July 08, 2026). 
2 Id. at 34. 
3 Id. at 35. 
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adjudications.”4 The assessment specifically states that the time to evaluate the 1 

effectiveness of MYRPs on cost containment is now, and that the GRCs are the 2 

correct place to do so. 3 

Q. Do MYRPs effectively contain costs? 4 

A. Not as currently implemented. MYRPs were implemented in Washington under the 5 

promise that in return for improving the stability of utility revenue and cash flow, 6 

customers would receive benefits in the form of cost containment and relatively lower 7 

prices.5 This has not happened. While the MYRPs have successfully eased regulatory 8 

burden and reduced regulatory lag for the utilities, customers have received no 9 

benefit, with prices in some instances rising even faster than the national average. 10 

 
4 Id. at 36. 
5 Revised Wash. Regulatory Assessment Policy Paper at 73, In Re the Proceeding to develop a policy statement 
addressing alternatives to traditional cost of service rate making, including performance measures or goals, targets, 
performance incentives, and penalty mechanisms, Docket U-210590 (filed July 08, 2026) 
; Lowry, Mark Newton, Tim Woolf, & Lisa C. Schwartz, Performance-based regulation in a high distributed energy 
resources future, Energy Mkts. & Planning, Berkeley Lab, at 31 (Jan. 2016), 
https://emp.lbl.gov/publications/performance-based- regulation-high. 
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utility starts to underearn, it can cut the MYRP short and file a new rate case without 1 

consequence. 2 

Q. What is your recommendation regarding the MYRP? 3 

A. The Commission should reject the MYRP, as described by Public Counsel witness 4 

Mark Garrett. There is no evidence that MYRPs as implemented contain costs better 5 

than traditional ratemaking. In fact, there is more evidence showing the opposite, that 6 

forecasted MYRPs without additional cost containment measures increase costs 7 

faster than traditional ratemaking. The Maryland Office of People’s Counsel 8 

conducted an analysis comparing rates before and after forecasted rates and found 9 

that rates grew significantly faster under forecasted rates than under traditional 10 

ratemaking.8 As noted in Table 1, charges for the four distribution utilities grew at 11 

least  12 

Table 1: Maryland Distribution Charges Before and After Forecasted Rates9 13 

 

 
8 Md. Off. of People’s Counsel, Changes in Distribution Charges, OPC (Mar. 28, 2026), 
https://opc.maryland.gov/Portals/0/20260328%20OPC%20MRP%20Rates%20Comparison.pdf.  
9 Id. 
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50 percent faster, with charges for BGE Electric growing almost 200 percent faster 1 

under forecasted rates than they had under traditional ratemaking. As Washington 2 

customers face an unmistakable energy affordability crisis, the Commission must 3 

reject proposed MYRPs until the promised cost containment benefits can be 4 

guaranteed. 5 

Q. What economic reality are Washington utility customers facing? 6 

A. Washington utility customers are facing an unsustainable energy affordability crisis 7 

driven, in part, by the implementation of MYRPs. Nationally, energy rates are 8 

climbing higher than inflation, with both residential electricity and natural gas costs 9 

rising 40 percent since 2021 and 2019, respectively.10 In fact, electricity and gas 10 

prices have become the biggest driver of inflation, rising seven and 11 percent in 11 

2025 alone, over double the inflation of three percent.11 Washington has not been 12 

spared from the impact of rising energy prices, with over 260,000 households, or 13 

almost 10 percent of the state, spending six or more percent of their income on 14 

energy.12 Public Counsel witness, Callahan Moriyasu discusses specific affordability 15 

concerns in PSE’s service territory in more depth in her direct testimony in Exhibit 16 

CM-1HCT. 17 

Q. Why must the Commission reject the MYRP in this case? 18 

A. PSE’s current proposal would not only lock in rate increases and capital budgets for 19 

the next three years but accepting the proposal as-is, or with small changes, would 20 

 
10 Power Lines, Utility Bills Are Rising: 2025 Review, at 5 (Jan. 2026), https://powerlines.org/wp-
content/uploads/2026/01/0126_PowerLines_Rising-Utility-Bills-Q4-Update-FINAL.pdf. 
11 Id. at 6. 
12 U.S. Dept. of Energy, Low-income Energy Affordability Data Tool , https://www.energy.gov/scep/slsc/lead-tool 
(last accessed June 11, 2026). 
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create an inflated baseline for any future discussion about cost containment. As 1 

shown in my testimony, the MYRP framework is structurally flawed and should be 2 

rejected. Additionally, the authorized revenue requirement in RY1 should 3 

significantly reduce the Company’s request, as proposed by Public Counsel witness, 4 

Mark Garrett, to set a more reasonable cost baseline for future policy discussions on 5 

PBR and MYRP. 6 

Q. RCW 80.28.425 requires utilities to present an MYRP, but allows the 7 

Commission to approve, reject, or approve it with conditions. Is there a less 8 

harmful version of the MYRP that mitigates your concerns about forecast risk? 9 

A. Yes. MYRPs using external indexes to set revenue or price caps enforce much stricter 10 

cost containment measures while maintaining the revenue stability and cash flow 11 

benefits given to the utility. Contrary to MYRPs in Washington which have been 12 

based on biased utility forecasts, externally indexed MYRPs rely on macro-economic 13 

trends that better reflect customers’ economic realities. By using an external index, 14 

the MYRP imposes objective cost containment incentives by providing a budget to 15 

which the utility must manage its costs. Jurisdictions like the States of Hawaii13 and 16 

Massachusetts14, and the Canadian province of Alberta15 have established externally 17 

 
13 Haw. Pub. Utils. Comm’n, Performance-Based Regulation (PBR) for the Hawaiian Electric Companies, Docket 
No. 2018-0088, at 45 (last visited May 27, 2026), https://puc.hawaii.gov/energy/pbr/. 
14 Mass. Dep’t of Pub. Utils., Petition of Massachusetts Electric Company and Nantucket Electric Company, each 
d/b/a National Grid, pursuant to G.L. c. 164, § 94 and 220 CMR 5.00, for Approval of a General Increase in Base 
Distribution Rates for Electric Service, a Performance-Based Ratemaking Plan, and a Capital Recovery 
Mechanism, D.P.U. 23-150, Final Order at 74 (Sept. 30, 2024), bc7883fd-c4dc-4949-9b7e-9f3a07fc3de9.pdf. 
15 Alta. Utils. Comm’n, 2024–2028 Performance-Based Regulation Plan for Alberta Electric and Gas Distribution 
Utilities, Decision 27388-D01-2023, at 1:1 (Oct. 4, 2023), https://ucahelps.alberta.ca/media/uxahtbes/decision-
27388.pdf. 
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indexed caps as the method to set revenues for MYRPs. I provide an example of an 1 

external index in Andrew Reeves, Exhibit AR-3. 2 

II. THEORETICAL BENEFITS OF MYRPS 3 
 

A.  PBR and MYRPs Were Authorized to Address Emerging Issues Like the 4 
Clean Energy Transition and Inflationary Pressure 5 

 
Q.  What is the origin of MYRPs in Washington State? 6 

A.  In 2021, Washington State passed Engrossed Substitute Senate Bill 5295, 7 

transforming the regulation of gas and electrical companies toward MYRPs and 8 

PBR.16 The bill added RCW 80.28.425, which requires a utility to include a proposal 9 

for a MYRP every time it files a general rate case. The statute authorizes utilities to 10 

propose plans ranging from two to four years and lays out general guidelines, 11 

including how to set the initial rate year and what constitutes “used and useful” 12 

property.17 Since then, all Washington utilities covered by the statute have 13 

transitioned to MYRPs, with most approved plans being two years in length. 14 

Q.  What prompted the passage of ESSB 5295? 15 

A.  In 2021, converging policies and economic trends drove the legislature to look at 16 

alternative ways of setting utility rates. First, Washington had recently passed a series 17 

of clean energy laws. These laws require utilities to significantly invest in capital to 18 

reduce emissions and eventually transition the State to an electricity supply free of 19 

greenhouse gas emissions. Second, inflationary pressures in the wake of the COVID-20 

19 pandemic caused utility input prices to skyrocket, causing financial distress. This 21 

 
16 State of Washington, Engrossed Substitute Senate Bill 5295, (July 25, 2021), 
https://lawfilesext.leg.wa.gov/biennium/2021-22/Pdf/Bills/Session%20Laws/Senate/5295-
S.SL.pdf?cite=2021%20c%20188%20s%202 
17 RCW 80.28.425(3). 
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inflation, combined with mounting capital investments, drove utilities to file frequent 1 

rate cases to avoid the negative consequences of regulatory lag. The passage of ESSB 2 

5295 allowed the Commission to explore alternative forms of utility regulation to 3 

address these concerns. 4 

The bill also requires the Commission to develop a policy statement 5 

addressing alternatives to traditional cost-of-service ratemaking. Within this policy 6 

statement, the Commission must consider factors ranging from clean energy 7 

procurement and the rapid integration of renewable energy resources to affordability 8 

and customer satisfaction.18 The Commission expects to release a final policy 9 

statement in the first quarter of 2027.19  10 

Q.  Are the policy and economic circumstances that prompted the enactment of 11 

ESSB 5295 still present today? 12 

A.  Yes and no. On policy, both the CCA and CETA are still Washington state law, and 13 

utilities are approaching the first CETA compliance deadline of 2030. The Company 14 

has stated that CETA is a driving force behind the requested rate increase, especially 15 

the requested increase in rate base.20 16 

On economic circumstances, while inflation rose well beyond historic levels 17 

due to COVID-19 and supply chain disruptions, in the past few years, prices have 18 

become less volatile. While prices have gone up since 2019, the utilities have had 19 

multiple rate cases to incorporate those changes to the rate baseline, allowing them to 20 

 
18 RCW 80.28.425(1). 
19 Wash. Utils. & Transp. Comm’n, Timeline and Participation, WUTC (2020-2026), 
https://www.utc.wa.gov/regulated-industries/utilities/energy/performance-based-regulation-pbr/timeline-and-
participation. 
20 Direct Testimony of Michelle L. Vargo, Exh. MLV-1T at 65:1–6 and 67:8–11 (filed Mar. 20, 2026). 
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A.  PBR is a regulatory framework that better aligns utility financial interests with 1 

societal interests like clean energy and customer interests like cost containment.22 2 

Under traditional ratemaking, utilities are incentivized to both increase capital 3 

investment at the expense of cheaper operational solutions, and to increase load and 4 

customer growth to increase revenues. Financial incentives under the traditional 5 

framework are ambivalent toward statewide policy goals like clean energy. PBR 6 

changes utility incentives to align the utility’s financial incentives with policy goals 7 

like energy efficiency, the equitable distribution of clean energy system benefits, 8 

distributed generation, and grid modernization.23 9 

Q.  What is a Multi-Year Rate Plan (MYRP)? 10 

A.  Under traditional ratemaking, utilities must wait until expenses and capital 11 

investments are “used and useful” before they can be put into rates. The utilities must 12 

also participate in a lengthy rate case and justify expenses as being prudently 13 

incurred. Finally, a utility may choose not to file a new rate case every time costs 14 

change due to external pressures from politicians, the media, and the public when 15 

rates increase. 16 

Multi-Year Rate Plans (MYRPs) change the ratemaking structure from 17 

inherently backwards looking, to forwards looking by setting revenues for multiple 18 

years, with an agreed-upon annual revenue adjustment helping the utility avoid 19 

attrition. These annual revenue adjustments are provided to the utility in exchange for 20 

 
22 Attached to this testimony as Andrew Reeves, Exh. AR-4 (UTC Policy Staff Regulatory Assessment), the 
Regulatory Assistance Project’s 2021 report to the Commission on PBR, discusses the benefits of PBR in more 
detail. 
23 RAP Performance Based Regulation Report, In the Matter of the Commission’s proceeding to develop a policy 
statement addressing alternatives to traditional cost of service rate making, Docket U-210590 at 6 (Mar. 2, 2022). 
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a “stay-out” provision that prevents the utility from filing a new rate case for a 1 

specific period. 2 

Q.  How do MYRPs work with PBR to change a utility’s financial incentives? 3 

A.  MYRPs work with PBR to achieve policy goals like clean energy primarily through 4 

the reduction of regulatory lag. Under traditional ratemaking, utility costs and 5 

recovery are misaligned, with costs often coming well before recovery due to the used 6 

and useful standard. This misalignment of costs and recovery is known as “regulatory 7 

lag.” MYRPs significantly reduce regulatory lag by allowing rate cases to be filed 8 

before expenses are actually incurred, improving utility cash flow and providing 9 

revenue stability. This financial stability theoretically provides the utility with enough 10 

runway to take on the new and innovative investments required to address policy 11 

goals like clean energy. 12 

Q.  What must the Commission consider when reviewing MYRP proposals? 13 

A.  RCW 80.28.425 authorizes the Commission to approve, approve with conditions, or 14 

reject an MYRP proposal after considering whether the plan is in the public interest 15 

and whether it sets fair, just, reasonable, and sufficient rates.24 16 

B.  MYRPs were Intended to Provide Cost Containment Benefits to 17 
Customers as the Trade-Off for Reducing Regulatory Lag 18 

 
Q.  Does regulatory lag benefit customers? 19 

A.  Yes. Regulatory lag ensures customers are only paying for investments and expenses 20 

that are actively serving them and that they were incurred prudently. Regulatory lag 21 

promotes cost containment, and therefore lower rates, because utilities must first 22 

 
24 RCW 80.28.425 (1). 
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internally justify that a cost is reasonably expected to be prudent to bear the cost of 1 

the lag, and externally provide sufficient evidence of prudency for each expense 2 

before recovering the costs. 3 

Q.  What trade-offs were Washington ratepayers supposed to receive for MYRPs 4 

reducing regulatory lag? 5 

A.  As a trade-off for reducing customer protection and shifting the financial risk of 6 

changing market conditions from the utility to ratepayers, MYRPs were supposed to 7 

provide cost containment benefits to Washington ratepayers. In its 2021 report to the 8 

Commission on PBR, the Regulatory Assistance Project stated, “MYRPs are typically 9 

implemented in PBR for achieving cost containment,”25 and that the MYRP process 10 

sets revenues to “encourage focus on cost reductions rather than increasing 11 

revenues.”26 Additionally, the report mentions both rate stability27 and a reduction in 12 

administrative burden28 as benefits of MYRPs. 13 

Q.  How can MYRPs contain costs? 14 

A.  In theory, MYRPs can contain costs because they restrict revenue or price growth 15 

over an extended length of time. Under traditional regulation, utilities increased profit 16 

by adding to rate base and recovering these additions by filing a new rate case. Under 17 

MYRPs, the utility agrees to pre-authorized revenue increases in exchange for giving 18 

up its ability to come in for rate relief for a certain period of time, known as a “stay-19 

 
25 RAP Performance Based Regulation Report, In the Matter of the Commission’s proceeding to develop a policy 
statement addressing alternatives to traditional cost of service rate making, Docket U-210590 at 3 (Mar. 2, 2022). 
26 Id. at 7. 
27 Id. at 9. 
28 Id. at 8. 
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out.”29 Outside of the existence of cost trackers, which I discuss later in my 1 

testimony, the utility is unable to change the amount of the pre-authorized revenue 2 

increases, creating a cap on utility revenues. Because the utility cannot increase 3 

revenues during the stay-out period, the only pathway to increasing profit is by 4 

reducing expenses. 5 

C.  Implemented MYRPs in Washington Are Structurally Flawed and Have 6 
Failed to Contain Costs. 7 

 
Q.  Has the adoption of forecasted MYRPs contained costs in Washington? 8 

A.  No. As described by Public Counsel witness Moriyasu, while PSE electricity price per 9 

kWh was consistently below the national average from 2014 to 2022 (the start of 10 

MYRPs), rate increases since that time have brought PSE bills above national 11 

trends.30 This cost trend is compounded by the massive increases in capital 12 

investments that will continue beyond the immediate bill increase for decades into the 13 

future. For example, in its most recent provisional capital review filing, PSE reported 14 

spending over $360 million more than authorized on capital investments.31 While 15 

these investments do not go into rates immediately, when the investments are 16 

included in rate base, they will increase rates for subsequent rate cases, including the 17 

current filing. 18 

Q.  Why have MYRPs failed to provide cost containment? 19 

A.  MYRPs in Washington have failed to provide cost containment because of two 20 

structural flaws in how MYRPs have been implemented so far: (1) MYRPs have been 21 

 
29 RCW 80.28.425(5). 
30 Moriyasu, Exh. CM-1HCT at 5:3–4 (filed July 28, 2026). 
31 Multi-Year Rate Plan 2025 Annual Report of Puget Sound Energy, Inc., Wash. Utils &Transp. Comm’n v. Puget 
Sound Energy, Inc., Dockets 240004 & UG-240005 (filed Mar. 31, 2025). 
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based on utility forecasts to set rates; and (2) the MYRP statute shifts all the risk of 1 

MYRP onto customers. 2 

Q.  Why do MYRPs based on forecasted rates fail to contain costs? 3 

A.  Forecasted MYRPs fail to contain costs because they change the incentives that are 4 

theoretically connected to MYRPs. Instead of providing an objective budget on which 5 

the only profit-maximizing decision is to reduce costs, the utility is instead provided 6 

an incentive to inflate its forecast to increase profit. If the utility is successful in 7 

inflating the baseline above what is necessary to operate a safe and reliable utility, it 8 

can keep all the savings related to the difference. 9 

Compounding this incentive is the inherent information asymmetry that 10 

utilities hold over regulators. As RMI states in its report, Fixing Multi Year Rate 11 

Plans, “Even with the ability to ask for discovery, the regulator and intervenors will 12 

never have the same access to and understanding of the data, models, and 13 

assumptions that go into developing load forecasts, capital plans, and proposed 14 

adjustments to an external index (e.g., productivity factor) as the utility.”32 Where the 15 

utility holds these information asymmetries, it can inflate costs beyond what is 16 

necessary and retain these earnings over the course of the MYRP. Because regulators 17 

do not have the information or resources to recognize and rectify every inflated 18 

projection, ratepayers shoulder these excess profits in the form of artificially high 19 

rates.  20 

 
32  Gennelle Wilson, Melissa Whited, Ben Havumaki, Courtney Lane, and Cara Goldenberg, Fixing Multiyear Rate 
Plans: Building a Firm Foundation for Utility Cost Control, Rocky Mountain Institute (2025), at 11, 
https://rmi.org/insight/fixing-multiyear-rate-plans/. 
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This information asymmetry is exacerbated by the fact that rate cases now 1 

include both known and unknown costs for multiple years in the future. Where 2 

traditional ratemaking only concerned whether historic, audited costs were prudently 3 

incurred, reviewing future costs requires the parties and regulators to discuss 4 

estimates for future years, greatly increasing the administrative burden. Furthermore, 5 

the administrative burden and the uncertainty of the forecasts increase with each 6 

future year included in the rate case. As the end of the rate plan gets farther away, the 7 

utility relies more on assumptions or formulas, and less on known and measurable 8 

costs, further increasing risk for customers. 9 

Q.  Why does the MYRP statute undermine cost containment incentives? 10 

A.  Under the current statute, risks related to the MYRP are almost entirely transferred 11 

from shareholders to ratepayers. RCW 80.28.425(3)(a)-(e) allows utilities to file, and 12 

the Commission to approve, MYRPs of up to four years. However, it allows utilities 13 

to file a new MYRP in the third or fourth year of any MYRP. It does not provide 14 

similar protection for the Commission or other parties. For example, if a utility uses 15 

inflation projections of 3.5 percent, but actual inflation is 2 percent, the utility over 16 

earns on its projections for four years without regulators being able to intervene. On 17 

the other hand, if inflation rises to 5 percent, the utility can come in and file a new 18 

case.  19 

If the statute allows utilities to file a new case after two years with no 20 

financial threshold (i.e., ROE 300 basis points under authorized), the incentive to 21 

control costs disappears. For example, if a utility enters a four-year rate plan and costs 22 

exceed forecasts in year one, they no longer have the incentive to try to control costs 23 
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for years two, three, and four because the utility can instead abandon the original 1 

four-year plan after the second year and file a new rate case. Furthermore, if the 2 

opposite happens and the utility successfully cuts costs and earns more profit, the 3 

utility must return any profit excess of 0.5 percentage points above its authorized 4 

ROE.33 While this provides some customer protection, it severely limits the incentive 5 

to control costs beyond a certain point. 6 

Q.  Has the adoption of forecasted MYRPs provided other customer benefits like bill 7 

stability or reduced administrative burden?   8 

A.  No. Policy Staff’s Regulatory Assessment reviewed the number of filing effective 9 

dates and found that there were significant “high-impact” rate filings during busy 10 

administrative periods.34 The assessment also found that the number of filing 11 

effective dates has increased almost every year since 2021.35 PSE specifically 12 

requested and implemented rate changes in five of 12 months of 2025.36 The 13 

relatively short length of the MYRPs, the installation of the provisional capital review 14 

process, and the proliferation of cost trackers have maintained, if not increased, the 15 

level of administrative burden for all parties involved. While the number of rate cases 16 

may have been reduced, these rate cases now include not only actual, known costs, 17 

but they also contain prospective future costs that must be reviewed and analyzed. 18 

This increases the administrative burden by increasing the resources that must be 19 

expended to prepare and review each rate case and now-separate fillings. Under this 20 

 
33 RCW 80.28.425(6). 
34 Revised Washington Regulatory Assessment Policy Paper at 73, In Re the Proceeding to develop a policy 
statement addressing alternatives to traditional cost of service rate making, including performance measures or 
goals, targets, performance incentives, and penalty mechanisms, Docket U-210590 (filed July 08, 2026). 
35 Id., Table 7.  
36 Id., Table 8. 
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system, capital projects are reviewed twice: First, to set forecasted capital portfolio 1 

budget amounts, and second, to determine actual utility spend and prudence. 2 

Q.  Do MYRPs reduce utility risk? 3 

A.  Yes. While regulatory lag is not always a negative for a utility, the existence of such a 4 

mechanism does increase utility risk. Therefore, by reducing regulatory lag through 5 

MYRPs, the utility’s risk is reduced. Regulatory bodies should recognize this 6 

decrease in regulatory risk by decreasing a utility’s return on equity. This idea is 7 

supported by expert analysis discussing utility regulation and MYRPs. In Economic 8 

Regulation of Utility Infrastructure, Beecher writes about MYRPs, “Authorized 9 

returns should be adjusted for reduced risk and not guaranteed.”37 In Core Elements 10 

and Case Studies of MRPs, Whited and Roberto note about a New York Public 11 

Service Commission order, “The Commission further noted that such reconciliation 12 

provisions decrease the volatility of a company’s earnings and transfer risk to 13 

ratepayers, which allows the Commission to reduce the allowed return on equity in 14 

rate proceedings.”38 PSE witness, Ann E. Bulkley agrees with this sentiment stating, 15 

“The MYRP is expected to mitigate some of the risk related to regulatory lag and 16 

cash flow volatility…”39 and notes that S&P states that the regulatory environment 17 

has, “gradually improved since the passage of Senate Bill 5295 and the Commission’s 18 

application of the MYRP framework…”40 19 

 
37 Janice A. Beecher, Economic Regulation of Utility Infrastructure (Lincoln Inst. of Land Policy PDF), at 29 (May 
2013), https://www.lincolninst.edu/publications/conference-papers/economic-regulation-utility-infrastructure. 
38 Melissa Whited & Cheryl Roberto, Multi-Year Rate Plans: Core Elements and Case Studies, Synapse Energy 
Econ., Inc., at 16 (Sept. 30, 2019), https://www.synapse-energy.com/sites/default/files/Synapse-Whitepaper-on-
MRPs-and-FRPs.pdf. 
39 Direct Testimony of Ann E. Bulkley, Exh. AEB-1T at 27:15–16 (filed Mar. 20, 2026). 
40Id. at 28:11–13. 
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Q.  Has this risk reduction been fully considered by PSE in setting ROE? 1 

A.  No. Witness Bulkley argues that the proxy group has similar mechanisms to reduce 2 

regulatory lag. However, the analysis provided in Bulkley, Exhibit AEB-11 paints an 3 

incomplete picture. The proxy group comparison conflates future test years with a 4 

MYRP, implying that using a single year future test year provides the same reduction 5 

in regulatory lag as the three-year plan proposed by PSE; and acknowledges that 38.7 6 

percent of the proxy group still uses the historical test year to set rates. 41 7 

Furthermore, the analysis makes equivalent jurisdictions that have a single capital 8 

tracker to recover, “Renewables/Non-traditional generation”, with PSE’s provisional 9 

portfolio review process, concluding that trackers that provide cost recovery on a 10 

small slice of capital investment are the same as PSE’s comprehensive 100 percent of 11 

capital forecast tracker.42 In order to accurately incorporate the significant regulatory 12 

easing brought on by the implementation of MYRPs, Witness Bulkley would have 13 

needed to make an explicit basis-point deduction to the proposed ROE, instead of 14 

stating that PSE’s overall risk profile is comparable to the proxy group. 15 

Q. Are other states identifying similar concerns with MYRPs, especially those based 16 

on forecasts? 17 

A. Yes. Commissions, legislatures, and intervenors across the country are trying to 18 

address the rising concern around MYRPs and cost containment. I include a few 19 

examples of the decisions and work being done: 20 

 
41 Bulkley, Exh. AEB-11 at 2–3 (filed Mar. 20, 2026). 
42 Id., n.7 
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1. Maryland: In 2026, Maryland’s Office of People’s Counsel produced a report 1 

showing that forecasted MYRPs have doubled or almost tripled the rate of 2 

increase of utility rates in the State of Maryland.43 Shortly after, the Maryland 3 

General Assembly passed a law that limits MYRPs and prohibits the use of 4 

forecasted test years.44 5 

2. Oregon: The Oregon Public Utilities Commission (PUC) recently completed 6 

Stage 1 of its PBR implementation, with PUC staff providing a series of 7 

recommendations for a PBR and MYRP framework.45 PUC staff concluded that 8 

forecasted MYRPs have an inherent forecast bias, weaker cost-control incentives, 9 

and higher administrative burden, opting instead to recommend an externally 10 

indexed cap.46 11 

3. Connecticut: The Connecticut Public Utilities Regulatory Authority (PURA) 12 

rejected the future years of a proposed MYRP from the Illuminating Company 13 

due, in part, to the fact that the MYRP would expire more than two years after an 14 

expected reevaluation of PBR and examination of MYRPs.47 Additionally, the 15 

PURA specifically considered risk reduction mechanisms like cost trackers in its 16 

decision to reduce ROE.48 17 

 
43 Md. Off. of People’s Counsel, OPC MRP Rates Comparison, at 1 (Mar. 28, 2026), 
https://opc.maryland.gov/Portals/0/20260328%20OPC%20MRP%20Rates%20Comparison.pdf. 
44 H.B. 1532, 2026 Leg. Reg. Sess. (Md. 2026) (enrolled), at 4,  
https://mgaleg.maryland.gov/2026RS/bills/hb/hb1532e.pdf. 
45 OR State Pub. Util. Comm’n, In Re of the Rulemaking to Establish Multi-Year Rate Plan Framework (HB 3179 & 
SB 688), Docket No. AR. 676, Ord. 26-242, at 4 (July 13, 2026), 
https://apps.puc.state.or.us/edockets/orders.asp?OrderNumber=26-242. 
46 Id. at 10. 
47 Application of The Connecticut Light & Power Co. d/b/a Eversource Energy to Amend Rate Schedules, Docket 
No. 22-08-08, Final Decision, at 9, 15 (Conn. Pub. Utils. Regul. Auth. Aug. 25, 2023).  
48 Id. at 89–90; 95–96. 
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4. Illinois: The Illinois Commerce Commission rejected two utilities’ multi-year 1 

integrated grid plans, which were consolidated with the rate cases, because the 2 

plans failed to adequately consider affordability and cost-effectiveness.49 3 

5. North Carolina: The North Carolina Attorney General provided testimony in a 4 

Duke Energy General Rate Case that describes the specific shortcomings of the 5 

North Carolina MYRP framework that limit its ability to successfully contain 6 

costs. These include the short length of the MYRP, incomplete cost projections, 7 

the absence of restrictions on requests for trackers, and a relatively easy off-ramp 8 

from the stay-out period for the utility.50 9 

D.  PSE’s Forecasted MYRP Does Not Address MYRP Concerns and Future 10 
Years Should be Rejected 11 

 
Q.  What is PSE’s proposed MYRP? 12 

A.  PSE is proposing a three-year MYRP from February 2027 through January 2030, with 13 

incremental revenue increases of $1.2 billion for the electric system and $298 million 14 

for the natural gas system. The total additional revenue collected over the course of 15 

the three years under PSE’s proposal would be over $2.6 billion for the electric 16 

system and almost $731 million for the natural gas system. 17 

The biggest drivers in this requested revenue change for the electric system 18 

are from increases in rate base ($449 million), operating expenses ($110 million), and 19 

power costs ($309 million). The biggest drivers for the natural gas system are rate 20 

 
49 Ill. Com. Comm’n, Press Release, Ameren ComEd MYIGP MYRP Release (Dec. 14, 2023), 
https://icc.illinois.gov/api/web-management/documents/downloads/public/press-
release/Ameren%20ComED%20MYRP%20release.pdf.  
50 Direct Testimony and Exhibits of Edward Burgess, on Behalf of the N.C. Att'y Gen.'s Off., Docket No. E-7, Sub 
1329, at 16 (N.C. Utils. Comm'n May 29, 2026) (redacted). 
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base additions ($81 million) and depreciation ($138 million). All drivers are listed 1 

below in Table 1. 2 

Table 2: Primary Drivers of Requested Revenue Change (in millions)513 

Specifically, PSE notes that the rate base for both its gas and electric systems is 4 

expected to increase by almost $4 billion above currently authorized 2026 rates over 5 

the proposed rate plan term.52 6 

Q. Do you have specific concerns regarding PSE’s forecast MYRP?7 

A. Yes. I have concerns with both the forecasted operational expenses and the forecasted8 

capital transfers to plant (TTP) proposed by PSE.9 

Q. What are your concerns with PSE’s forecasted operational expenses?10 

A. Though utility expenses have generally flattened or returned to a normal inflationary11 

trajectory, PSE’s forecasted operational expenses increase well beyond inflation, even12 

after re-basing in Rate Year 1. In its revenue requirement, PSE breaks down basic13 

operational expenses into five categories: Transmission, Distribution, Customer14 

Accounts, Customer Service, and Admin & General. After restating adjustments,15 

51 Direct Testimony of Susan E. Free, Exh. SEF-1T, Table 2 (filed Mar. 20, 2026). 
52 Id., Table 3. 
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PSE’s total expenses for the electric system in these categories in the test year totaled 1 

roughly . While PSE only projects slight increases in expenses in the gap 2 

year, it projects a massive  increase in Rate Year 1, followed by increases 3 

of  and  in Rate Years 2 and 3, respectively, as shown in Figure 4 

3. 5 

6 

For the gas system, the increases are similar with a 30 percent increase in Rate Year 1, 7 

followed by increases of six percent both Rate Years 2 and 3. 8 

These increases are significantly higher than the current inflation rate of 3.4 9 

percent, and the 10-year forecasted average inflation rate of 2.4 percent. Even if the 10 

RY1 increases are accepted as filed, the RY2 and RY3 adjustments would increase 11 
Shaded Information is Designated as Confidential and Shaded Information in Blue is Designated as Highly Confidential 

per Protective Order in Dockets UE-260005 & UG-260006 and WAC 480-07-160
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those same categories for the electric system. One example, projects labeled 1 

“Programmatic,” is shown in Figure 4. 2 

3 

4 

These values for predictable, programmatic capital projects far exceed even inflation-5 

adjusted historical averages, throwing into question the Company’s need and even its 6 

ability to spend the amount in forecasted investments in these categories. 7 

Second, Public Counsel witness Larry Halloway identified concerns with both 8 

the forecasted large generation resource additions and electric delivery system capital 9 

expenses proposed by the Company. In his direct testimony, he notes that, due to the 10 

nature of the proposed three-year rate plan, the forecasts in the final year of the 11 

55 Id. 

Shaded Information is Designated as Confidential and Shaded Information in Blue is Designated as 
Highly Confidential per Protective Order in Dockets UE-260005 & UG-260006 and WAC 480-07-160
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MRYP will be four to five years old by the time the projects are supposed to 1 

happen.56 He also notes that consultant-identified changes were not considered when 2 

the original capital plan assumptions and forecasts were made.57 He further identified 3 

that during PSE’s previous two-year MYRP, the Company had “difficulty 4 

implementing the level of electric delivery system project and expenditures…”58 and 5 

writes that in this MYRP, the level of forecasted expenditures, even just on the 6 

delivery system, would overwhelm the Company’s project management structure.59 7 

Q.  What is your recommendation? 8 

A.  Due to the incomplete adoption of a comprehensive PBR framework and substantial 9 

concerns with PSE’s ability to deliver on its current forecasted MYRP, the 10 

Commission should reject any future years of an MYRP. If the Commission chooses 11 

to go beyond the 2027 rate year (RY1), it should only do so by setting strict cost 12 

control measures and significantly reducing the Company’s revenue requirement 13 

proposal. An example of a cost control measure is an externally indexed cap, which I 14 

discuss below. 15 

III. INACCURACIES IN CAPITAL FORECASTS AND PROBLEMS WITH 16 
PORTFOLIO PREVIEW SUPPORT REJECTING FUTURE MYRP YEARS 17 

 
A.  Capital Forecasts Have Thus Far Been Inaccurate 18 

 
Q.  Please describe how capital is included in rates under MYRPs. 19 

A.  Capital projects are approved to go into rates provisionally, based on approved levels 20 

of utility forecasted capital projects and transfers-to-plant (TTP). At the end of each 21 

 
56 Direct Testimony of Larry W. Holloway, Exh. LWH-1CT (filed July 28, 2026). 
57 Id. 
58 Id. 
59 Id. 
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rate year, the utilities are required to submit a compliance filing comparing actual in-1 

service TTP with the amount that was authorized in rates. During this time, TTP is 2 

also reviewed for prudence by regulators and intervenors. If, after imprudent 3 

investments are removed, the utility underspends TTP authorized in rates for the 4 

previous year, it owes a refund to customers.  5 

Q.  How do utilities justify their forecasted TTP in rate cases? 6 

A.  The utility proposes a rate plan using internally forecasted TTP numbers for each 7 

year, describing the amount of TTP for each project by rate year and month. Projects 8 

listed in their capital forecasts include both programmatic projects, such as a routine 9 

pole replacement program, and specific projects, like a new wind farm or gas plant.  10 

Q.  Have previous Company forecasts been accurate? 11 

A.  No. The Company’s reported actual TTP has varied from forecasted TTP by at least 12 

$59 million in each of the first three years of the rate plan, totaling over $100 million 13 

in spending higher than forecasted values.60 Additionally, while the Company 14 

underspent in terms of total End of Period TTP in both 2024 and 2025, due to the 15 

timing difference between forecasted and actual projects, the Company did not owe a 16 

refund in either year.61 17 

The lack of accuracy is more apparent when looking at specific projects. In 18 

each of the three years, at least 30 percent of the projects varied from their forecasted 19 

 
60 While the Company has underspent in terms of End of Period TTP in 2024 and 2025, PSE overspent by $263 
million in 2023; Multi-Year Rate Plan Annual Report of Puget Sound Energy, Attach. B, Wash. Utils. & Transp. 
Comm’n v. Puget Sound Energy, Dockets UE-220066 & UG220067 (filed Mar. 31, 2025); Multi-Year Rate Plan 
Annual Report of Puget Sound Energy, Attach. B, Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, Dockets 
UE-220066 & UG220067 (filed Mar. 29, 2024); Multi-Year Rate Plan Annual Report of Puget Sound Energy, 
Attach. B, Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, Dockets UE-240004 & UG-240005 (filed Mar. 
31, 2026). 
61 Id. 
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amounts by at least $1 million, and 10 percent of the projects in each year varied by 1 

over $5 million.62 Overall, one-third of all PSE projects since MYRPs started had 2 

inaccurate forecasts of at least $1 million.63 3 

B.  Provisional Capital Reviews Erode Cost Containment Measures and Shift 4 
the Burden of Proof. 5 

 
Q.  How are capital projects reviewed for refunds? 6 

A.  Provisional capital is reviewed for refunds using a portfolio review by comparing 7 

total authorized TTP to actual TTP on an AMA basis. In other words, the Commission 8 

reviews the amount of capital the utility put into service over the past year and 9 

compare it to the amount that was supposed to be put in service at the time of the rate 10 

case. If the utility puts less money into service than what customers paid for, then the 11 

utility owes a refund. If the utility puts more money into service than what customers 12 

paid for, the utility is not owed additional rates, but those projects can be included in 13 

rate base for the next rate case.  14 

Because the refund determination is done on a total portfolio basis, and not on 15 

a specific project-by-project basis, the level of authorized spend becomes an overall 16 

capital budget. However, unlike the budget created by the external index process, this 17 

budget was determined using specific project-by-project forecasted spend totals. 18 

Q.  What are the benefits of portfolio review for the utility? 19 

A.  The portfolio review process allows utilities to be more flexible with their capital 20 

spend, changing priorities and updating forecasts that may be stale by the time the 21 

project is ready for service. While utilities historically make capital plans, these are 22 

 
62 Id. 
63 Id. 
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acknowledged as best guesses, as prices of inputs like construction materials, labor, 1 

and consulting will rarely stay perfectly stable over the course of an MYRP. The 2 

portfolio review process allows utilities to shift money as prices or timelines of 3 

projects change, without being punished by having to issue refunds on projects with 4 

changes caused by circumstances out of their control. This also allows utilities to 5 

invest money in capital projects that may not have been foreseen as necessary, or new 6 

technologies that did not exist at the time of the original rate case. 7 

Q.  What are your concerns with the portfolio review process? 8 

A.  On a basic level, justifying the capital budget, and therefore customer rates, using 9 

project-by-project forecasts but allowing variations in spending on those projects or 10 

completely new projects to be included breaks the link between what the customer 11 

paid for and what they received. During the rate case process, the utility justifies a 12 

specific capital budget, including the timing of and amount spent on specific projects. 13 

While reviewing these projects, the Commission considers whether projects could be 14 

delayed to save money, or whether there are appropriate, lower-cost alternatives. 15 

Regulators also consider whether these projects should be prioritized over other 16 

projects within the context of policy and macroeconomic trends. For example, 17 

regulators consider whether the utility needs to spend a certain amount on pipe 18 

maintenance versus investing more in clean energy generation. Commissions may be 19 

willing to approve a higher budget to meet clean energy goals than if the expenditures 20 

were just on routine maintenance. When these justifications are used to set a budget 21 

and then actual spending does not follow the same justifications, there is a disconnect 22 
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in the regulatory compact. Furthermore, the mechanics of the portfolio review process 1 

provoke concerns with cross-subsidization and the capacity of review. 2 

Q.  What do you mean by “cross-subsidization?” 3 

A.  “Cross-subsidization” in the context of provisional capital review describes how 4 

project funds that were justified by using forecasts for those specific projects are used 5 

to fund the cost overages or delays of other projects. After rates have gone into effect, 6 

provisional capital review often becomes more about the final budget number, rather 7 

than the initial reasoning for the spending. As Public Counsel witness Mark Garrett 8 

states, “In practice, this can substantially reduce scrutiny of the underlying spending 9 

assumptions that drives rates higher in the first instance. Moreover, this problem can 10 

be exacerbated by the portfolio review process because the Commission is not only 11 

looking at whether the Company spent within the proposed budget of one project, but 12 

rather the proposed budgets of all the projects combined.”64 In other words, the 13 

Company can move money around to different projects making it more difficult for 14 

regulators to determine if a specific project was managed prudently within its budget.  15 

Q.  What do you mean by “capacity of review?” 16 

A.  The provisional capital review process has greatly increased the administrative 17 

burden needed to review utility capital projects, thereby decreasing a regulator’s 18 

“capacity of review.” Under traditional ratemaking, regulators and other parties would 19 

only have to review capital projects for prudency and the used and useful standard 20 

when a utility filed a rate case. Under MYRPs and the provisional capital review 21 

process, regulators must review projects during the rate case to determine whether 22 

 
64 Direct Testimony of Mark E. Garrett, Exh. MEG 1CT at 10:11–15 (filed Mar. 20, 2026). 
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forecasts are reasonable, and again during each rate year to review prudency. While 1 

regulators and intervenors might have the capacity to hire experts to help review these 2 

projects during the rate case, they may not always be able to do so during the 3 

provisional review process. This leads to greater information asymmetry between the 4 

utility and regulators and increases the risk of imprudent expenses being approved. 5 

This is even more apparent in the year of the rate case, in which parties must do both 6 

simultaneously with the same amount of time as under traditional ratemaking. 7 

Q.  What are your recommendations for portfolio review? 8 

A.  The concerns around portfolio review support Public Counsel’s overall 9 

recommendation of the rejection of any MYRP years beyond 2027 and a shift back to 10 

the traditional ratemaking principles of “used and useful” and “known and 11 

measurable”. The best way to ensure the utility is making prudent, cost-effective, and 12 

useful capital investments is to review projects after they are in-service, as was the 13 

case in traditional ratemaking. 14 

IV. EXTERNALLY INDEXED REVENUE CAPS PROVIDE STRONGER COST 
CONTAINMENT FOR MYRP IMPLEMENTATION 

Q.  Please describe the externally indexed approach to setting utility revenues. 15 

A.  In MYRPs, revenues (or prices, depending on the approach) are capped over the 16 

period determined in the MYRP, with defined processes for adjusting revenue or 17 

prices before the next rate case. In Washington, the process for adjusting revenue or 18 

prices has, so far, been based on utility-proposed forecast adjustments to the test year 19 
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during a GRC.65 However, in some other jurisdictions, revenues or prices are 1 

annually adjusted from the test year based on an external index, such as inflation.66 2 

These are known as externally indexed revenue (or price) caps. 3 

By using a set formula that changes with the overall market, the utility 4 

regulatory body acts as a true replacement for economic competition and incentivizes 5 

the utility to find cost efficiencies. Furthermore, the external cap eliminates the 6 

inherent information asymmetry between utilities and regulators because it eliminates 7 

the need for the utility’s forecast. Because the utility can no longer inflate forecasts, 8 

the only way to increase profit margins is to decrease costs. 9 

Q.  How do externally indexed adjustments work? 10 

A.  Under an externally-indexed MYRP, adjustments to the revenue between RY1 and the 11 

other rate years occur through the Annual Revenue Adjustment (ARA). The ARA is 12 

represented as the following formula: 13 

𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡 = [𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1 × (1 + 𝐼𝐼 − 𝑋𝑋 − 𝑆𝑆)] 14 

Where: 15 

• 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡: The allowed revenue for the upcoming year. 16 

• 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1: The allowed revenue from the previous year (the “Base”). 17 

• 𝐼𝐼 (Inflation): A measure of economy-wide price changes (e.g., GDP-PI). 18 

 
65 Revised Wash. Regulatory Assessment Policy Paper at 35, In Re the Proceeding to develop a policy statement 
addressing alternatives to traditional cost of service rate making, including performance measures or goals, targets, 
performance incentives, and penalty mechanisms, Docket U-210590 (filed July 08, 2026). 
66 Haw. Pub. Utils. Comm’n, Performance-Based Regulation (PBR) for the Hawaiian Electric Companies, Docket 
No. 2018-0088, at 212:3(A) (last visited May 27, 2026), https://puc.hawaii.gov/energy/pbr/; Mass. Dep’t of Pub. 
Utils., Petition of Massachusetts Electric Company and Nantucket Electric Company, each d/b/a National Grid, 
pursuant to G.L. c. 164, § 94 and 220 CMR 5.00, for Approval of a General Increase in Base Distribution Rates for 
Electric Service, a Performance-Based Ratemaking Plan, and a Capital Recovery Mechanism, D.P.U. 23-150, Final 
Order, at 74 (Sept. 30, 2024), bc7883fd-c4dc-4949-9b7e-9f3a07fc3de9.pdf. 
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• 𝑋𝑋 (Productivity Factor): A measure representing expected efficiency gains. 1 

• 𝑆𝑆 (Stretch Factor): Policy decision by the regulator to drive additional 2 

efficiencies and ensure customers receive efficiency benefits. 3 

While I describe some of these factors below, I provide a detailed discussion of the 4 

different components of an externally indexed cap in Reeves, Exhibit AR-3. 5 

Q. Please describe the I-factor. 6 

A. The inflation factor, or I-factor, is the driving force behind the externally indexed 7 

revenue cap structure. By connecting revenues to an external factor, the utility is 8 

provided with a revenue cap to budget against, while accounting for external 9 

macroeconomic shocks outside of the utility’s control. This number would be updated 10 

annually and applied to the revenue adjustment prior to the new rate year. There are 11 

several possible indices that the plan could be indexed to, all with their own inherent 12 

positives and negatives, however, the superior measure for an external index is the 13 

Personal Consumption Expenditures (PCE) index, as reported by the U.S. Bureau of 14 

Economic Analysis (BEA).67 15 

Q. Please describe the X-Factor and S-Factor. 16 

A. The X-factor, or productivity factor, simulates what a company would do in the 17 

market and is deducted from inflation to simulate a competitive industry. A company 18 

cannot pass on 100 percent of inflation-related cost increases and must absorb some 19 

through innovation and efficiency. The X-factor measures how much more efficient, 20 

or productive, firms become over time. The S-Factor, also known as the targeted 21 

 
67 As described in Reeves, Exh. AR-3 (Externally Indexed MYRP), the three main inflation metrics reported by the 
BEA – the Core PCE, the Gross Domestic Price Index, and the Gross Domestic Purchases Price Index – remain very 
similar with each other time and choosing a different metric would not greatly vary the impact of the external index. 
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Stretch Factor or Customer Dividend, intends to provide a policy-driven decision by 1 

the Commission to incentivize utilities to be more efficient or innovative than the 2 

average utility and to guarantee ratepayers share in the efficiency gains achieved from 3 

the adoption of the MYRP. 4 

Q. How is the X-Factor normally calculated? 5 

A. Traditionally, utilities and other parties attempt to calculate this number using a 6 

highly complex, macroeconomic Total Factor Productivity (TFP) model. TFP is “an 7 

indicator of performance that compares an industry’s outputs with the inputs used to 8 

produce them (e.g., labor, capital, energy, materials, service).”68 A positive TFP 9 

means that an industry is producing more output than expected from its given inputs, 10 

indicating efficiency or technological gains, while a negative TFP indicates some 11 

level of inefficiency. 12 

Q. Please describe the justification for a targeted Stretch Factor (S-Factor). 13 

A. The application of policy-driven Stretch Factor (S-Factor), also known as a Customer 14 

Dividend, enforces ratepayer protection and utility innovation and efficiency. While 15 

the X-factor attempts to measure abstract macroeconomic trends, the Stretch Factor 16 

acts as a mandatory continuous improvement hurdle and guarantees customers share 17 

in the benefit of utility innovations and efficiencies. 18 

Finally, regardless of whether the Commission orders the use of an S-factor or 19 

not, I recommend that the Commission order a third-party management audit of 20 

 
68 The U.S. Bureau of Labor Statistics describes the intent and how to calculate TFP at U.S. Bureau of Labor 
Statistics, Office of Productivity and Technology, Concepts, BLS (Sept. 30, 2025), 
https://www.bls.gov/opub/hom/opt/concepts.htm. 
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PSE’s regulated businesses, similar to the audit ordered by the Hawaii Public Utilities 1 

Commission which found $20 million in operational efficiencies.69 Any efficiencies 2 

identified by this audit should be incorporated into the next rate case as savings for 3 

customers. 4 

Q. How could capital be treated under an external index?5 

A. In order to promote cost containment while maintaining sufficient funds to maintain a6 

reliable and safe system, capital can be bifurcated into two groups: (1) Large and7 

Specific projects; and (2) Routine projects. Values for large and specific projects8 

would continue to be set using Company-provided forecasts – with relevant9 

adjustments – and would be tracked project-by-project. In this scenario, Routine10 

project value could be set by taking a historical average of actual utility spend,11 

adjusted for the future using the external index, rather than by attempting to forecast12 

specific capital projects. These projects would continue to be tracked on a portfolio13 

basis.14 

Q. Does the bifurcated system ensure PSE can meet clean energy goals?15 

A. Yes. PSE identifies its biggest investment category over the rate plan as “Clean16 

Generation”, driving almost  in transfers over the three years. Under the17 

bifurcated approach,  of these investments would be tracked on a project-18 

by-project basis and would be based on PSE’s forecasted expenses.70 The bifurcated19 

approach allows PSE to continue to invest in clean energy to meet statewide20 

69 Haw. Pub. Utils. Comm’n, Performance-Based Regulation (PBR) for the Hawaiian Electric Companies, Docket 
No. 2018-0088, at ¶ 2 (last visited May 27, 2026), https://puc.hawaii.gov/energy/pbr/. 
70 Workpaper of Susan E. Free of Puget Sound Energy, 260005-06-PSE-WP-SEF-10-Proposed-Capex-CWIP-
Closings-26GRC-02-2026(HC). 

Shaded Information is Designated as Confidential and Shaded Information in Blue is Designated as 
Highly Confidential per Protective Order in Dockets UE-260005 & UG-260006 and WAC 480-07-160
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mandates, while forcing efficiencies on routine investments through the external 1 

index. 2 

D.  The Commission Should Compensate Customers for Providing Interest-3 
Free Loans 4 

 
Q.  What is the Company’s proposal for procedural changes to the portfolio review? 5 

A.  The Company proposes to treat the entire MYRP as the comparison period between 6 

authorized and actual TTP for the purpose of refunds stating, “Rates will remain 7 

subject to refund, and the determination of whether refunds are necessary will be 8 

made in a final compliance filing at the end of the last year in the MYRP.”71 This 9 

means that  10 

Q.  What is Public Counsel’s concern with the Company’s proposed changes? 11 

A.  Under the Company’s proposal, customers would be putting up cash not only for 12 

specific projects that may or may not happen, but also for projects that may not 13 

happen in the year they are paid for. For example, if rates are authorized at $100 14 

million per year, but actual Company TTP is $50 million in RY1 and RY2 and $200 15 

million in RY3, customers will have provided cash flow to the Company with no 16 

trade-off. In other words, customers paid for projects in RY1 that were not useful 17 

until RY3. The Company benefits by having higher levels of cash available while the 18 

customer does not receive anything in return. In a time of rising bills and an 19 

affordability crisis, customers may need this money to pay rent, buy food, or invest 20 

for the future. Instead, they would be giving PSE an interest-free loan 21 

Q.  What is Public Counsel’s recommendation? 22 

 
71 Free, Exh. SEF-1T at 7:28–31 (filed Mar. 20, 2026).  
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A.  Public Counsel’s main recommendation is to only approve a one-year plan and reject 1 

the future test years. Adopting this recommendation would make this topic moot, as 2 

the provisional capital review process would need to remain a one-year process. If the 3 

Commission chooses to adopt a longer plan and wants to move to a three-year 4 

compliance period for refunds, any underspend in RY1 and RY2 should accrue 5 

interest at the Company’s authorized rate of return for the benefit of ratepayers. This 6 

interest should be calculated by comparing actual TTP to authorized TTP monthly and 7 

would not be subject to overspend in later years. In other words, if any interest is 8 

accrued, it must be returned regardless of whether the Company spends more than the 9 

authorized TTP, plus interest in the third year. 10 

V. ALTHOUGH COST TRACKERS CAN PROVIDE POLICY BENEFITS, THEY 11 
ERODE COST CONTAINMENT SAFEGUARDS 12 

 
Q.  What is the purpose of a cost tracker? 13 

A.  Cost trackers can be used by commissions as either a tool to advance a public policy 14 

goal or as a protection against “extraordinary circumstances and severe financial 15 

consequences.”72 To advance public policy goals, commissions can track utility 16 

spending on specific topics like low-income assistance or conservation, and the 17 

automatic recovery by the utility removes the incentive to try to cut costs on these 18 

programs. As a protective measure, trackers are used to address costs that are largely 19 

outside the utility’s control, unpredictable and volatile, and substantial and 20 

recurring.73 21 

 
72 Revised Wash. Regulatory Assessment Policy Paper at 69, In Re the Proceeding to develop a policy statement 
addressing alternatives to traditional cost of service rate making, including performance measures or goals, targets, 
performance incentives, and penalty mechanisms, Docket U-210590 (filed July 08, 2026). 
73 Id. 
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Q.  What are the impact of trackers on customers? 1 

A.  Trackers can be beneficial to customers as they can advance public policy goals that 2 

benefit specific groups of customers or society. Trackers can also protect customers 3 

when a utility underspends on programs. For example, if the utility sets the baseline 4 

of spending on conservation at a certain level but spends less under the tracker, it is 5 

forced to refund that difference to customers. 6 

However, trackers also negatively impact customers by shifting risk from the 7 

utility to customers and by eroding cost containment incentives. Before a tracker is 8 

implemented, the utility assumes all risk for variances in cost. When the tracker is 9 

implemented, this risk fully shifts to the customer. Furthermore, once a tracker is 10 

implemented, any cost containment incentive is eliminated. The utility is incentivized 11 

to spend as much as possible in that category since it will be 100 percent pass-12 

through. For example, on wildfire mitigation, the utility is incentivized to spend as 13 

much as possible to reduce liability risk to shareholders. However, shareholders are 14 

not responsible for these costs and are absorbed fully by ratepayers. While the tracker 15 

is reviewed, a commission’s prudency review will never be as strong or effective as 16 

fundamentally altering utility incentives. 17 

Q.  Which trackers do you propose eliminating? 18 

A.  Commission Policy Staff identified several trackers to modify or eliminate through its 19 

Washington Regulatory Assessment. For PSE, these are the Renewable Energy Credit 20 

Tracker, the Clean Energy Implementation Plan Tracker, the Transportation 21 

Electrification Plan Tracker, the Wildfire Mitigation Tracker, and the Property Tax 22 
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Tracker.74 I agree with Commission Staff and recommend eliminating these trackers 1 

as soon as possible to re-incentivize cost containment and unburden customers of 2 

unnecessary risk. 3 

Q.  Policy Staff recommends modifying the Wildfire Mitigation Tracker. Why do 4 

you propose eliminating the tracker? 5 

A.  Modifying the Wildfire Mitigation Tracker into a balancing account does not 6 

substantially increase PSE’s incentive to contain costs. While the capital would no 7 

longer be tracked separately, wildfire-related O&M would still be passed through to 8 

the customer at 100 percent. This would leave PSE with no incentive to reduce costs 9 

when developing wildfire mitigation strategies, even when said costs provide no to 10 

negligible wildfire risk reductions. Furthermore, if wildfire capital is approved with a 11 

balancing account, during a MYRP, PSE can delay approved capital spending on 12 

wildfire and instead shift those funds to other projects to avoid having to issue a 13 

refund, while maintaining wildfire safety by increasing O&M at a full pass-through. 14 

Q.  Do you offer any alternatives? 15 

A.  Yes. As stated above, the proliferation of cost trackers has shifted substantial risk 16 

from shareholders to customers. However, customers have not been adequately 17 

compensated for taking on this risk. While PSE continues to ask for more regulatory 18 

easing, it also requests a substantial ROE of 10.8 percent.75 Customers should not 19 

bear the costs for further corporate risk reduction without adequate compensation. 20 

Eliminating the above-mentioned trackers would bring the Company’s incurred level 21 

 
74 Id at 44–45, 49, 56, and 61. 
75 Bulkley, Exh. AEB-1T at 6:1–9 (filed Mar. 20, 2026). 
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of risk closer to the level said risk would be if there were some trackers and a lower 1 

ROE. As an alternative to eliminating trackers, the Commission should substantially 2 

lower the Company’s authorized ROE as an acknowledgement of the reduced risk the 3 

Company faces. Furthermore, any new trackers should carry a similar consideration. 4 

Q.  Does this conclude your testimony? 5 

A.  Yes. 6 




