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] EXPEDITE
X] No hearing set
[] Hearing is set

Date:
Time:
Judge/Calendar:
STATE OF WASHINGTON
THURSTON COUNTY SUPERIOR COURT
THE WASHINGTON STATE
ATTORNEY GENERAL'S OFFICE, NO.
PUBLIC COUNSEL UNIT,
Petitioner, PETITION FOR JUDICIAL
REVIEW OF FINAL AGENCY
V. ORDER OF UTILITIES AND
TRANSPORTATION
WASHINGTON UTILITIES AND COMMISSION
TRANSPORTATION COMMISSION,
Clerk’s Action Required
Respondent.

COMES NOW the petitioner, the Public Counsel Unit of the Washington State
Attorney General’s Office (Public Counsel), by and through Assistant Attorneys General
(AAG), Jessica Johanson-Kubin and Tad Robinson O’Neill, and petitions pursuant to
chapter 34.05 RCW for judicial review of agency action by the respondent, the
Washington Utilities and Transportation Commission (Commission). In support of this

petition, the petitioner respectfully shows pursuant to RCW 34.05.546 as follows:
(1) NAME AND MAILING ADDRESS OF PETITIONER:

Public Counsel Unit

Washington State Office of the Attorney General
800 5th Avenue, Suite 2000

Seattle, WA 98104-3188

PETITION FOR JUDICIAL REVIEW OF 1 ATTORNEY GENERAL OF WASHINGTON

Public Counsel
FINAL AGENCY ORDER 800 Fifth Avenue, Suite 2000

Seattle, WA 98104-3188
(206) 464-7744
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NAME AND MAILING ADDRESS OF PETITIONER’S ATTORNEYS:

Jessica Johanson-Kubin

Tad Robinson O’Neill

Public Counsel Unit

Washington State Office of the Attorney General
800 5th Avenue, Suite 2000

Seattle, WA 98104-3188

NAME AND MAILING ADDRESS OF AGENCY WHOSE ACTION IS AT
ISSUE:

Washington Ultilities and Transportation Commission
621 Woodland Square Loop, S.E.

Lacey, WA 98503;

P.O. Box 47250

Olympia, WA 98504

IDENTIFICATION OF THE AGENCY ACTION AT ISSUE:

At issue is Final Order 07 of the Commission in Docket UG-230393. The Final

Order was served on Public Counsel on April 24, 2024. A copy of the order is attached

to this petition as Attachment A. For ease of reference, Final Order 07 will be referred to

in this petition as the “Final Order.”

C)

IDENTIFICATION OF PARTIES IN ADJUDICATIVE PROCEEDINGS
THAT LED TO AGENCY ACTION:

Washington Utilities and Transportation Commission (complainant below)
Puget Sound Energy (PSE) (respondent below)

Washington Utilities and Transportation Commission Staff (Staff)

Public Counsel Unit of the Washington State Attorney General’s Office
Alliance of Western Energy Consumers (AWEC) (intervenor)

Puyallup Tribe of Indians (Puyallup Tribe) (intervenor)
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6) JURISDICTION AND VENUE:

(a) This is an action seeking judicial review of a final order of the Commission.
This court has jurisdiction pursuant to Part V of the Washington Administrative
Procedure Act, RCW 34.05.510-34.05.598. The filing of this petition for judicial review
is timely under RCW 34.05.542(2).

(b) Venue is appropriate in Thurston County pursuant to RCW 34.05.514(1)(a).

@) FACTS THAT DEMONSTRATE THAT THE PETITIONER IS
ENTITLED TO OBTAIN JUDICIAL REVIEW:

Petitioner Public Counsel is the unit of the Washington State Attorney General’s
Office that represents the interests of the people of the state of Washington before the
Commission. RCW 80.01.100; RCW 80.04.510. Pursuant to this statutory role, Public
Counsel represents the interests of and advocates for customers of Washington’s
regulated utilities, including electricity and natural gas customers of Puget Sound
Energy.

Respondent Washington Utilities & Transportation Commission is an
administrative agency of the state of Washington, established under RCW 80.01.010.
The Commission must regulate electric and natural gas companies in the public interest
and ensure that the rates charged by such companies are fair, just, reasonable, sufficient,
and otherwise consistent with the law. RCW 80.01.040; 80.28.010(1); RCW 80.28.020.
In so doing, the Commission must consider the consumers’ interest in paying the lowest
reasonable rate for utility service, sufficient to cover the utility’s prudently incurred and

lawful costs and to allow an opportunity for a reasonable return on investment.
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Puget Sound Energy, Inc. (PSE), is a “public service company,” an “electrical
company,” and a “gas company,” as those terms are defined in RCW 80.04.010 and used
in Title 80 RCW. PSE is engaged in Washington in the business of supplying electric
and natural gas utility service to the public for compensation. PSE’s principal place of
business is in Bellevue, Washington. PSE provides service to approximately 1.2 million
electricity and 900,000 natural gas customers in Washington, primarily in the Puget
Sound region.

First, Public Counsel is entitled to obtain judicial review because the
Commission failed to properly apply RCW 80.28.425(1). Utility rates for consumers in
Washington are normally set based on a detailed review of the company’s financial
condition, including an examination of revenues, expenses, utility plant (rate base), and
rate of return. Rates are developed by applying a ratemaking formula described by the

29 ¢¢

Washington Supreme Court as the “basic equation,” “commonly accepted and used” by
regulatory commissions, including the Commission.

In February 2021, the Legislature also required the Commission to consider
additional factors “beginning January 1, 2022.” Specifically, under Substitute Senate bill
5295, the Commission “may consider such factors including, but not limited to,
environmental health and greenhouse gas emissions reductions, health and safety

concerns, economic development, and equity” in determining whether utilities’ costs are

in the public interest and so can be passed on to ratepayers.? Despite the Legislature’s

' People’s Org. for Washington Energy Res. v. Washington Utilities & Transp. Comm’n, 104
Wn.2d 798, 807-809 (1985).
2RCW 80.28.425(1).
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clear guidance, the Commission did not consider these factors when approving PSE’s
requested rate increases in 2022.

PSE’s requested rates included costs to cover the building of a natural gas
facility. In 2016, PSE decided to build a liquefied natural gas (LNG) facility in the Port
of Tacoma and the Commission approved that decision in 2016.% The facility was
completed in February 2022 and placed in service, becoming eligible for costs to be
placed into rates as “used and useful.” After being placed into service, the flare process
for burning off the concentrated waste gas failed multiple times, leading to multiple
notices of violation by the Puget Sound Clean Air Agency. Each of these instances
involved spewing pollutants into the airshed, including the immediately adjacent
Puyallup Tribe’s airshed.*

PSE initially asked for approval to recover LNG costs in its general rate case
filed in January 2022. In PSE’s 2022 rate case, the Commission found that “the
prudency standard should remain focused on what the utility reasonably knew at the
time it made its investment decisions” and that PSE’s “decisions should not be second-
guessed based on facts or changes to the law that occurred after it initiated construction

and after the facility was mechanically completed.”®> In this challenged case, the

3 Final Order 07, § 13.

4 Cross-Answering Testimony of Ranajit Sahu, Exh. RXS-35T at 11, Washington Utils. &
Transp. Comm’n v. Puget Sound Energy, Docket UG-230393 (Oct 6, 2023) (Filed on behalf of the
Puyallup Tribe of Indians as document 230393-PTOI-RS-T-10-6-23.pdf); Cross-Answering Testimony of
Ranajit Sahu, Exh. RXS-37, Washington Utils. & Transp. Comm’n v. Puget Sound Energy, Docket UG-
230393 (Oct. 6, 2023).

3 Final Order 07, 9 110.
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Commission applied the same framework and “decline[d] to apply the expanded public
interest standard in RCW 80.28.425(1) retrospectively.”®

Although the standard of judicial review is deferential to Commission decisions,
the Commission does not possess “untrammeled discretion” and a court may set aside a
Commission decision where a statute directive is clear and free from ambiguity.’

Here, the plain language of the statute is clear: beginning January 1, 2022, the
Commission may consider environmental and equity factors in setting rates. Since PSE
first brought its rate case in January 2022, the Commission should have considered those
factors. By its clear terms, the Commission is required to apply RCW 80.28.425(1), and
its failure to do so is outside of the discretion afforded to the Commission on rate
matters.

Second, Public Counsel is entitled to judicial review because the Commission
failed to disallow all costs related to PSE’s redesign of the pipeline and development of
waste gas disposal methods for the primary purpose of providing ultra-refined gas to its
maritime fuel customer, TOTE, at an adjacent facility. PSE’s decision to site the Tacoma
LNG facility was based on the ability to conveniently deliver natural gas to TOTE. This
decision required the construction of an expensive four-mile pipeline to transport gas
between the TOTE facility, the LNG facility, and to PSE’s distribution system for

ratepayers when there is peak demand for gas.®

o1, q111.

7 People’s Org. For Washington Energy Res. V. Washington Utils. & Transp. Comm’n, 101
Wn.2d 425, 429, 679 P.2d 922 (1984).

8 Direct Testimony of Ranjit Sahu, Exh. RXS-1T at 47, Washington Utils. & Transp. Comm’n v.
Puget Sound Energy, Docket UG-230393 (Sept. 8, 2023).
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PSE had to further refine and purify the gas for TOTE’s maritime use. This
required added equipment and increased operational expenses in addition to waste gas.
PSE decided to dispose of the waste gas through the construction of a complex and
unique flare.” The complexity of the flare and the need for additional equipment resulted
in increased project costs, including many outside experts and consultants. The
Commission disallowed some costs associated with the TOTE redesign, but not all.
Having made the determination that the redesign was not prudent, the Commission
should have ordered PSE to quantify the costs associated with the redesign. These
additional costs were driven by TOTE’s for-profit business needs and do not benefit the
ratepayers. It is inappropriate for general ratepayers to be forced to bear any costs
associated with providing ultra-refined gas for TOTE’s maritime use, which has no
benefit to the ratepayer.

Third, judicial review is warranted because the Commission failed to conduct an
independent determination of reasonable attorney fees. In general, courts “should not
simply accept unquestioningly fee affidavits from counsel.”'® The decision to award
attorney fees solely on the number of hours without making an independent

determination is an abuse of discretion.!!

9 Direct Testimony of Ranajit Sahu, Exh. RXS-1T at 45; Sahu, Exh. RXS-35T at 10.

10 Mahler v. Szucs, 135 Wn.2d 398, 434-35, 957 P.2d 632, order corrected on denial of
reconsideration, 966 P.2d 305 (Wash. 1998).

' Nordstrom Inc. v. Tampourlos, 107 Wn.2d 735, 744 (1987).
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PSE stated, “[p]rior to receiving the final order in Docket UG-151663, which
was issued in the fourth quarter of 2016, PSE did not separately track legal costs and
therefore, cannot provide the requested information for 2013 through 2016.”!2

In revised testimony, PSE provided a different total after somehow being able to
find the data that they “did not separately track™ prior to 2017. PSE’s revised testimony
provides no more information and support than its original testimony. Indeed, the
revised testimony continues to rely upon unsubstantiated statements regarding levels of
cost.

Moreover, PSE refused to provide any billing records showing the substance of
the legal expenses. While billing records may contain attorney-client privileged
information, attorneys are required to provide the basis for their legal fees when such
fees are sought for recovery from another entity.

PSE cannot accurately determine or prove its true legal fees for the period at
issue, yet the Commission accepted PSE’s legal fees without examining the bills for
reasonableness. Accordingly, it violates principals of fairness and public policy to pass
the alleged legal fees onto ratepayers.

3 PETITIONER’S REASONS FOR BELIEVING THAT RELIEF SHOULD
BE GRANTED:

Public Counsel and the PSE ratepayers it represents are and will continue to be

adversely affected by the Commission’s Order.

12 Response Testimony of Robert L. Earle, Exh. RLE-12, Docket UG-230393, Washington Utils.
& Transp. Comm’n v. Puget Sound Energy (Sept. 8, 2023) (PSE Response to Public Counsel Data
Request No. 26).
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The Final Order violates the procedural and substantive requirements of the
Washington Administrative Procedure Act, RCW 34.05.570(3), and of Title 80 RCW in
the following respects:

&) ASSIGNMENTS OF ERROR:

a) The Commission erred by refusing to apply RCW 80.28.425(1): Public
Counsel challenges Finding of Fact 4, and Conclusions of Law 4 and 5.

b) The Commission erred by failing to exclude all costs related to the
redesign. Having made Findings of Fact 5 and 7, and Conclusion of Law 11, the
Commission failed to order Puget Sound Energy to identify and exclude all costs related
to the redesign.

c) The Commission erred by granting attorney fees without examining
billing records. Public Counsel challenges Finding of Fact 8 and Conclusion of Law 12.
(10) PETITIONER’S REQUEST FOR RELIEF:

Pursuant to RCW 34.05.570 and 34.05.574, Public Counsel respectfully requests

relief as follows:

1. Entry of a judgment vacating or setting aside the Final Order of the
Commission;
2. Identify the errors contained in the Final Order;
3. Find that the rates approved in the Final Order are unlawful;
5. Find that ratepayers are entitled to refunds; and,
6. For such other relief as the Court deems just and appropriate.
/11
/111
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RESPECTFULLY SUBMITTED this 24th day of May 2024.

PETITION FOR JUDICIAL REVIEW OF
FINAL AGENCY ORDER

ROBERT FERGUSON
ATTORNEY GENERAL

By: C)W @omm*/{uém

JES8ICA JOHANSON-KUBIN
WSBA No. 55783

TAD ROBINSON O’NEILL
WSBA No. 37153

Assistant Attorneys General

Public Counsel

State of Washington Attorney General’s Office
800 5th Avenue, Suite 2000

Seattle, WA 98104
jessica.johanson-kubin@atg.wa.gov
tad.oneill@atg.wa.gov

(206) 521-3211

10 ATTORNEY GENERAL OF WASHINGTON
Public Counsel
800 Fifth Avenue, Suite 2000
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I certify that I served a copy of May 24, 2024, Cover Letter signed by Jessica

X Sent copies via Hand Delivery/Pacific Northwest Legal Support Process Service:

Washington Utilities &
Transportation:

Jeff Killip,

Executive Director of the
Transportation Commission
621 Woodland Square Loop SE
Lacey, WA 98503;

PO Box 47250

Olympia, WA 98504-0128
records(@utc.wa.gov

Jeff Killip@utc.wa.gov

X] Sent copies via U.S. Mail Postage Prepaid:

Puget Sound Energy

Jon Piliaris

Puget Sound Energy

PO Box 97034 PSE-08N
Bellevue, WA 98009-9734
Jon.Piliaris@pse.com

Alliance of Western Energy

Consumers

Sommer Moser

Davison Van Cleve, PC

1750 SW Harbor Way Suite 450
Portland, OR 97201
sim@dvclaw.com
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Attachment A on all parties or their counsel of record on the date below as follows:
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Office of the Attorney General:

Jeff Roberson,

Assistant Attorney General

Utilities and Transportation Division
7141 Clean Water Drive SW
Olympia, WA;

PO Box 40128

Olympia, WA 98504-0128
jeff.roberson@atg.wa.gov

Puget Sound Energy

Byron Starkey

10885 N.E. Fourth Street
Bellevue, WA 98004-5579
ByronStarkey(@perkinscoie.com

Puvyallup Tribe of Indians

Nicholas Thomas

Ogden Murphy Wallace, PLLC
901 5th Avenue, Suite 3500
Seattle, WA 98164
nthomas@omwlaw.com
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WASHINGTON UTLITIES & TRANSPORTATION COMMISSION
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PUGET SOUND ENERGY

DOCKET UG-230393
ORDER 07: FINAL ORDER RJECTING TARIFF SHEETS; AUTHORIZING
AND REQUIRING COMPLIANCE FILING.
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UTILITIES AND TRANSPORTATION COMMISSION

WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSION, DOCKET UG-230393

Complainant, FINAL ORDER 07

V.

REJECTING TARIFF SHEETS;
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Respondent. COMPLIANCE FILING
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TABLE OF CONTENTS

BACKGROUND ..ottt s et e sae st e s et e st e seebe e s e e besresbe st et e s eneareaneens 2
DISCUSSION ...ttt ettt b et e sb et e b e e st e R e e b e e b e e be st e b e e e e eneeneabeane e 3
I.  Overview of the Tacoma LNG Facility and prior Commission proceedings..............cccoeu.... 3
Il.  Prudency of Tacoma LNG Facility Costs After September 22, 2016 ...........ccccceeevevvivenennn. 6
A.  Whether PSE sufficiently considered the need for the Facility............ccooonviiiiiiinnne 25

B.  Whether the Company has continued to act prudently in response to alleged air permit
violations after the Facility began Operation. ...........cccccoveiiiicieiecie e 27
M. Tacoma LNG Facility Costs and Deferred COStS.........covrereeinieiiie e 30
A.  Deferred Return on INVESIMENT.........ccoiiiiiieieisice e 33
B.  Whether the Facility was Fully Used and Useful.............ccccooiiiiiiiiniiiiinecccie 40
C. Redesign Costs Related to Gas Pretreatment ........c.coveveeieieieeie s 44
D.  LEOAI COSES. ...ttt ettt n e 48
E.  Four-mile diStribUtioN TINE ........ccooiiiiiiiie e 54
F.  Rate Spread and RAe DESIGN .........coiiiiiiiieieiiiiiie et 76
FINDINGS OF FACT ..ottt ettt st et et e e s eseateaneebestentenee e eneeneenenns 79
CONCLUSIONS OF LAW ..ottt ettt sttt sa et aae ettt sn et s e neene e 80



DOCKET UG-230393 PAGE 2
Final Order 07

BACKGROUND

On May 25, 2023, Puget Sound Energy (PSE or Company) filed with the Washington
Utilities and Transportation Commission (Commission) revisions to its currently
effective natural gas tariff WN U-2. PSE proposes a new tariff schedule, Schedule
141LNG - Liquefied Natural Gas Rate Adjustment, which will allow PSE to recover the
costs incurred with the development, construction, and operation of the Tacoma LNG
Facility. PSE filed direct testimony in support of its proposed tariff revisions that same
day.

On June 8, 2023, the Commission entered Order 01, Complaint and Order suspending
tariff revisions.

On July 7, 2023, the Commission entered Order 03, Prehearing Conference (Order 03)
setting a procedural schedule and noticing an evidentiary hearing set for November 6,
2023. The Commission also granted petitions to intervene filed by the Alliance of
Western Energy Consumers (AWEC) and the Puyallup Tribe of Indians (Puyallup Tribe
or Tribe).

On September 8, 2023, the non-Company parties submitted testimony pursuant to the
procedural schedule. This testimony is discussed in detail below.

On September 27, 2023, PSE filed a Motion to Strike Portions of the Testimony of
Robert L. Earle and a Motion to Strike Portions of the Testimony of Dr. Ranajit Sahu.
The Commission later denied these motions by order dated October 18, 2023.

On October 6, 2023, PSE filed rebuttal testimony, and the Puyallup Tribe and AWEC
filed cross-answering testimony pursuant to the procedural schedule.

On October 30, 2023, the Public Counsel Unit of the Attorney General’s Office (Public
Counsel) filed a Motion to Strike portions of PSE’s rebuttal testimony. The Commission
subsequently denied this motion by an oral ruling at the evidentiary hearing on
November 6, 2023.

On October 31, 2023, Public Counsel and the Puyallup Tribe filed cross-examination
exhibits pursuant to the procedural schedule. That same day, PSE filed a Motion for
Leave to File Revised Testimony, requesting to update exhibit SEF-4. The Commission
subsequently granted this motion by an oral ruling at the evidentiary hearing.

On November 1, 2023, the Commission convened a public comment hearing in this
docket. The Commission heard comments from 29 members of the public, who each
spoke against a proposed rate increase or the Facility.
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On November 6, 2023, the Commission held an evidentiary hearing pursuant to the
procedural schedule.

Donna Barnett, Sheree Strom Carson, and Byron Starkey, Perkins Coie, Bellevue,
Washington, represent PSE. Jeff Roberson, Assistant Attorney General, Olympia,
Washington, represents Commission staff (Staff).> Tad O’Neil, Assistant Attorney
General, Seattle, Washington, represents Public Counsel. Sommer Moser, Cable Huston
LLP, Portland, Oregon, represents AWEC. Andrew Fuller, Ogden Murphy Wallace,
PLLC, Tacoma, Washington, and Lisa Anderson, Law Office, Puyallup Tribe of Indians,
Tacoma, Washington, represent the Puyallup Tribe.

DISCUSSION

. Overview of the Tacoma LNG Facility and prior Commission
proceedings

The Tacoma LNG Facility is a dual use project located at the Port of Tacoma, which
liquifies natural gas that can be vaporized and injected into PSE’s gas distribution system
to serve as a peaking resource for regulated gas customers. This liquified natural gas
(LNG) is also sold by Puget LNG, a wholly owned subsidiary of PSE’s parent company,
Puget Energy, to shipping customers on a non-regulated basis.? PSE states that, as of
December 31, 2022, the total capital costs of the Tacoma LNG project are $489 million,
and PSE proposes to allocate $243 million to PSE’s regulated customers.® PSE proposes
an additional annual revenue requirement of $47.6 million, to be recovered through the
Schedule 141LNG tracker.*

By way of background, the Commission has reviewed aspects of the Tacoma LNG
Facility in earlier proceedings. On November 1, 2016, the Commission issued Final
Order 10 in Docket UG-151663 (Order 10), approving and adopting a settlement
stipulation that provided the terms and conditions under which PSE could pursue
developing its Tacoma LNG Facility, including the joint ownership shares and cost
allocators for each component of the Facility.® The settlement stipulation reserved any

! In formal proceedings such as this, the Commission’s regulatory staff participates like any other party,

while the Commissioners make the decision. To assure fairness, the Commissioners, the presiding
administrative law judge, and the Commissioners’ policy and accounting advisors do not discuss the merits of
this proceeding with the regulatory staff, or any other party, without giving notice and opportunity for all
parties to participate. See RCW 34.05.455.

2 Free, Exh. SEF-1T at 4:9-14.

% Roberts, Exh. RJR-1T at 15:14-6.

4 Free, Exh. SEF-1T at 10:14-16.

% In the Matter of the Petition of Puget Sound Energy, Inc., for (i) Approval of a Special Contract
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prudency and cost recovery determinations until a later date.® As a result of this
settlement, PSE’s parent company, Puget Energy, formed a wholly-owned subsidiary,
Puget LNG, for the sole purpose of owning, developing, and financing the Tacoma LNG
Facility as a tenant-in-common with PSE. The Facility began commercial operation in
February 2022.7

On November 24, 2021, PSE filed an accounting petition proposing deferred accounting
treatment of the costs associated with PSE’s share of the Tacoma LNG Facility
beginning as of the date of commercial operation of the Facility.® This was later
consolidated with PSE’s general rate case.®

In January 2022, PSE filed a general rate case in Dockets UE-220066 and UG-220067, in
which PSE initially requested recovery of its deferred costs and rate base associated with
the Tacoma LNG Facility. A multi-party settlement agreement was filed with the
Commission on September 9, 2022. The settling parties included PSE, Commission
Staff, AWEC, Nucor Steel Seattle, Walmart Inc., and Kroger Co. The settling parties
agreed to accept “a determination that the decision to build the regulated portion of the
Tacoma LNG Facility was prudent” and agreed that the investment could be
“provisionally included in rates in a tracker” to be considered for recovery along with
PSE’s 2023 Purchased Gas Adjustment (PGA) filing.!® The settlement also stated that
PSE would “continue the Tacoma LNG deferral until recovery of the plant and deferral
commences within the tracker.«!!

The Tacoma LNG settlement was opposed by Public Counsel, the Puyallup Tribe, and
The Energy Project (TEP). The opposing parties argued that the decision to build the
Facility was not prudent and that the Facility poses environmental, public health, and
safety risks.!2

for Liquefied Natural Gas Fuel Service with Totem Ocean Trailer Express, Inc., and (ii) a
Declaratory Order Approving the Methodology for Allocating Costs Between Regulated and Non-
Regulated Liquefied Natural Gas Services, Docket UG-151663, Order 10 { 14 (Nov. 1, 2016)
(Order 10).

61d. at § 324.
" Free, Exh. SEF-1T at 5:10-12.

8 In the Matter of the Petition of Puget Sound Energy, Inc., for an Order Authorizing Deferred
Accounting Treatment for Puget Sound Energy’s Share of Costs Associated with the Tacoma LNG
Facility, Docket UG-210918.

® Order 14/01, Granting Motion to Consolidate, Docket UG-210918 (May 12, 2022).

10 Amended Tacoma LNG Settlement Stipulation 1 18B and D, Dockets UE-220066/UG-220067
and UG-210918 (Consolidated).

11d. 118 A.
12 Final Order 24/10 at {1 338, 390.
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In the Commission’s Final Order 24/10, the Tacoma LNG settlement was approved with
condition.*® The Commission ruled that “PSE acted prudently in developing and
constructing the Tacoma LNG Facility up through the initial decision to authorize
construction of the Facility on September 22, 2016,” and that “the parties may review
and challenge the prudency of later construction and operation costs in a future
proceeding.”*

The Commission’s condition to the settlement addressed the four-mile distribution line
installed to supply natural gas to the Facility and to allow the Facility to serve as a
peaking resource to core gas customers. The Commission noted that, despite there being
recognition that the full cost of the distribution line should not be borne solely by
regulated customers, it was not clear from the record or the settlement how the four-mile
distribution line would be allocated and recovered between PSE’s regulated customers
and Puget LNG.% The Commission instead ruled that these costs, which were to be
recovered in base rates,'® may only be allowed in rates provisionally, “to allow for
consideration when PSE files for LNG recovery of the appropriate allocation of costs of
the distribution line to Puget LNG, as well as the method for PSE recovering the
‘appropriate share’ of costs from Puget LNG, and how it will modify regulated rate
base.”!’

In this proceeding, PSE requests a determination that the costs PSE incurred after its
Board of Directors decided to construct the Facility were prudent and should be included
in rates.'® PSE’s proposed $47.6 million additional annual revenue requirement is driven
by several components related to the Tacoma LNG Facility. These include recovery of
depreciation expense, return on investment, and O&M expenses associated with the
regulated portion of the Tacoma LNG Facility, as well as recovery of the deferred capital
costs and O&M expenses being deferred through PSE’s earlier accounting petition.®
PSE proposes to apply the rate of return (ROR) approved in its recent GRC to the total
rate base associated with the Tacoma LNG Facility, including its deferrals.?° PSE states

B3 1d. at 1 449.
1 1d.
5 1d. at 17 408-409.

16 Amended Tacoma LNG Settlement Stipulation 1 18A (4). Dockets UE-220066/UG-220067 and
UG-210918 (Consolidated).

171d. at 7 410, 449.

18 Roberts, Exh. RJIR-1T at 9:8-11.

19 Free, Exh. SEF-1T at 8:4-9.

20 See Free, Exh, SEF-3 (“ROR” worksheet).
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that this filing will result in an increase of $3.34 per month for the average residential gas
customer using 64 therms per month.?:

1. Prudency of Tacoma LNG Facility Costs After September 22, 2016

The primary issue in this case is whether the Company acted prudently in constructing
and developing the Facility after the decision to initiate construction on September 22,
2016. The Commission addressed the decision to initiate construction of the facility at
length in Final Order 24/10. PSE argues that the costs it incurred for the Tacoma LNG
Facility after September 22, 2016, were prudent. Staff, Public Counsel, and the Puyallup
Tribe challenge the prudency of the Facility to various degrees.

PSE Direct Testimony
Testifying on behalf of PSE, Ronald Roberts explains that the Company seeks a
prudency determination on the costs it incurred after the September 22, 2016, decision to
construct and operate the Tacoma LNG Facility, so it can include those costs in its gas
rate base.??

According to Roberts, in the December 22, 2022, order in Dockets UE-
220066/UG220067 and UG-210918 (consolidated), the Commission found that “PSE
acted prudently in developing and constructing the Tacoma LNG Facility up through the
initial decision to authorize construction of the facility on September 22, 2016 and that
later incurred operating and construction costs could be reviewed in future
proceedings.?®

In September 2016, when the PSE Board of Directors decided to move forward with
construction, Roberts notes that total plant costs were estimated to be $422 million,
including $332 million for the Tacoma LNG Facility, $39 million for PSE’s gas
distribution system upgrades, and $51 million for allowance for funds used during
construction/interest during construction (“AFUDC/IDC”). Of the $332 million
estimated for the Tacoma LNG Facility