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Q1. Please state your name' occupation, and business address.

A1. My name is Brian E. Winn. I am the Director of Finance & Economics at the Vermont

Department of Public Service (the "Department" or "PSD"). My responsibilities include

direction of Utility Finance and Economics group activities for the Department and the

. State of Vermont. My business address is 112 State Street, Montpelier, Vermont 05620.

Q2. Please describe your educational background and experience.

A2. I have a B.A. in Political Science from Purdue University, and a Master's of Science in

Management from The Georgia Institute of Technology. I have worked at the

Department since July, 2016. Prior to joining the Department, I was employed with

Edison International or Southern California Edison, its regulated utilrty subsidiary, for

over twenty years. During my tenure there I held various positions including: Director of

Financial Planning and Analysis; Director of Business Analytics; Director of Performance

Management and Measurement; Director of Nuclear Financial Management; and Director

of SCE Budgets and Planning. Prior to Edison, I was a Utility Finance Consultant for

Energy ManagementAssociates. My professional resume is included as Exhibit PSD-

BEW-I.

Q3. Have you ever testified before the Vermont Public Utility Commission'(the

toCommission or (PUC'X

43. Yes, I have testified in Docket Nos. 8698/8710, 8827,8871, 8881, 17-1238-INV,17'

3ll2-PET, I 7-5003 -PET, I 8-0409TR and I 8-049 I -PET
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Q4. What is the purpose of your testimony?

A4. In my testimony I discuss the organization of the Department's case; summarize the

Department's recommendations; discuss in detail the Department's recommended rate

treatment for various Green Mountain Power ("GMP") capital projects; recommend

improvements to GMP processes related to analysis of capital projects and power

procuroment; discuss the Department's recommendations for power supply costs and

short-term incentives; and introduce the Department's witnesses.

Q5. What has GMP requested in this proceeding?

A5. GMP's rate filing with the Commission consists of a base rate increase of 5.45 percent

which is oflset by a onetime bill credit associated with returning excess Accumulated

Deferred Income taxes as a result of the recent federal tax legislation. The net result is a

decrease of 0.5 percent for rates starting January 1,2019.

Q6. What is the Departmentts recommendation regarding the Company's requested rate

increase?

A6 GMP filed a cost-of-service ("COS") that reflects a$25.112 million revenue deficiency.

The Department's overall conclusion is that there is a deficiency of $-,,- million.

Therefore, the Company's request of 5.45 percent is reduced to --!/o percent. The table

below summarizes the Department's proposed adjustments: TO. TAL,ABOUT -l %+l'
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$1,ooo

izs,ttz

(s0)

(0)

(0)

(0)

(So1

($6)

Total PSD Proposed Deficiency Sa "

"
Please briefly summarize the reasons for the Departmentts proposed adjustments to

GMPs Cost of Service?

The Department's recommendations largely reflect two general concerns: (1) GMP's rate

of capital spending, and (2) a concern about the distribution of financial risk between

GMP's shareholders and ratepayers as GMP continues develop and introduce new

innovative services. To be clear, the Department is largely supportive of GMP's

innovative efforts and the Department's recommendations in this case should not be

interpreted as discouraging GMP from continuing to identiff and implement innovative

products that will provide tangible, and reliably quantifiable, benefits to GMP's

ratepayers. However, the financial risk associated with those projects must be

appropriately balanced between ratepayers and shareholders.
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With respect to its specific recolnmendations, the Department proposes that the

Commission remove the Tesla Powerwalls, Heat Pump Water Heaters and $- million of

T&D individual and blanket projects and "hold to sell" RECs from rate base in the case,

for a total rate reduction of $1! million. Additionally, the Department is recommending

that$397,682 be removed from Purchased Power Costs. I also address concerns with

GMP's short-term incentive paymenl plan ("STIP"), but I am not recommending any

reductions related to the STIP because, as I discuss below, those costs are included within

GMP's ten-year Base Operations and Management ("O&M") platform that was approved

by the Commission as result of the merger with Central Vermont Public Service.

QS. Does the Department have any other recommendations for the Commission?

A8. Yes. The Department's support for the Storage/Solar projects is contingent on GMP

providing ratepayers financial assurance that the projects will deliver the asserted

economic benefits and that GMP indemni$, the ratepayers for any financial consequences

should the proposed ratemaking or accounting be disallowed by the IRS. The

Department also recommends that the Commission require GMP to: (1) consider all

reasonable altematives to proposed capital projects and solicit Requests for Proposals

when multiple vendors are available; (2) maintain adequate contemporaneous

information on the capital project planning and project approval processes; (3) improve

its methods for prioritizing reliability projects; and (4) follow a more rigorous process for

. procuring energy and capacity resources including soliciting RFPs.
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Background and Overview

Q9. Can you please describe the Department's investigation into the proposed change in

rates?

A9. Yes. After GMP made its rate filing, the Department organized a team composed of

internal resources and experts from GDS Associates, Inc. and J. Kennedy and Associates.

The team conducted a thorough review of the petition and supporting documentation,

*iitr a focus on capital spending, power supply, cost of capital, and regulatory

accounting. The Department issued two rounds of discovery to the Company, engaged in

a series of meetings and conference calls with key GMP staffto exchange information,

and reviewed relevant Commission precedent.
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How is the Department's testimony organized?

The Department is presenting testimony from eight witnesses. In my testimony I provide

a high-level summary of the entire case including: the Department's recommendations; a

discussion of capital spending; and summaries of the recommendations of the other

witnesses. Ed McNamara,the Director of the Department's Planning and Energy

Resources Division ("PERD") provides a summary of the power supply portion of the

case and makes recommendations regarding GMP's Regional Network Service ("RNS")

charge and GMP's accounting treatment of RECs within rate base. Carol Flint, the

Director of the Department's ConsumerAffairs and Public Information ("CAPI")

Division, provides an assessment of GMP'S customer service. The remaining witnesses22
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are outside consultants that provide more detailed testimony in the areas covered by Mr.

McNamara and myself. Teny Myers of GDS provides an overview of the implications of

recent changes to the federal tax code and GMP's proposal to return a portion of its tax

savings as accredit during the upcoming rate year.

Q11. Please provide some background on the regulatory landscape that is relevant

context for this case.

A11. I will describe the regulatory landscape as it pertains to the capital spending, O&M, and

cost of capital portions of the rate case. In his testimony, Mr. McNamara provides a

srmrmary of the regulatory landscape relevant to the power supply portion bf the iase.

GMP rates are set the way thpt most regulated utilities in the United States are,viaa

proceeding to determine the appropriate cost-of-service, which in broad terms include

O&M expenses, purchased power costs, and return on rate base.

A substantial portion of GMP's O&M revenue requirement has been pre-determined

under a formula outlined in a Memorandum of Understanding ("MOU") adopted by the

Commissionin2}l2 in Docket 7770, which concemed the merger of GMP and CVPS.

The Docke I7770MOU defines this formula as "Base O&M costS," but it is generally

referred to as the "O&M Platform." The revenue requirement for this portion of GMP's

rates will be determined under this MOU through 2022.
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GMP has been operating under a temporary alternative regulation plan that took eflect in

January of 2018, which includes mechanisms for purchased power, storms, and

exogenous events cost recovery; allows GMP flexibility to pilot innovative products and

services; and is in effect for 2 years, through the end of 2019. Since a large portion of

Purchased Power costs are long-term contracts that have been reviewed several times,

and because O&M costs are largely pre-determined under the O&M Platform, the

Department's review of the current case largely focuses on the impacts of capital

spending and investments in subsidiaries.

GMP filed a traditional rate case (Case 1 7-3 I I 2-INY) in 2017 for rates in eflect in 20 1 8.

During that case, the Department testified that the information available from the

Company was not sufficient to allow the Department to assess the reasonableness of the

proposed level of capital spending. In particular, the Department testified that the

Company was unable to produce complete financial analyses and other documentation

for approximately 69.7 percent of the capital projects reviewed by the Department.

Having such information available for review is essential for the Department to fulfill its

verification role in the rate case review process. As part of the Memorandum of

Understanding ("MOU") that the Commission approved in that case, GMP agreed to

maintain contemporaneous documentation of its capital spending, decisions and to a set of

standards describing the required analysis of capital projects. The settlement also

established a limit on the amount of capital allowed in rate base and provided GMP with

5.37%increase in authorized revenues which resulted in a 5.\2Yorate increase.
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In June, GMP filed a proposal for a multi-year alternative regulation plan (Docket l8-

1633-PET) that will operate through 2022, if approved by the Commission. The plan

would be bookended by this pendingrute case and a traditional rate case to be filed for

the 2023 rate year. At a high level, the plan consists of a capital spending cap, earnings

sharing, the O&M platform, and a purchased power adjustor. There are numerous issues

and details in the proposed plan that will be reviewed and potentially revised as that case

proceeds, and all components of the plan are ultimately subject to Commission approval.

However, some of the Department's recommendations in this case are predicated on the

existence of a multi-year rate plan.

Finally, the rates that will go into effect in January, 2019 will also incorporate the costs

related to GMP's former alternative regulation plan. Assuming that the Commission

approves GMP's proposed rate, overall rates after all adjustments will increase by 
-o/o

on January 1,2019.

Q12, Can you provide any perspective on the main cost drivers contributing to the need

for the rate increase proposed in this case?

Al2. During the July 13,2018 workshop for this case, Commission staffrequested that the

Department address the rate drivers underlying GMP's rate request and attempt to tie any
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recornmended adjustments to those rate drivers, if possible.l First, I would like to provide

some perspective on complexities involved when trying to distill the primary reasons for

changes from a large list of numbers into a few key drivers. The summary cost-of-service

calculation is composed of over 25 cost items. Each of those items represents the

summation of a large subset of cost items and so on. When the overall percentage change

for a long list of numbers is relatively small, in a mathem aticalsense, there are numerous

ways to combine the numbers to a handful of primary drivers. The same list of numbers

is therefore subject to a wide range of interpretations of the primary drivers of the overall

change. That is true for the GMP numbers in this case.

The Department has chosen to apply the following logic when summarizing the primary

drivers. We have categorized cost of service by function, i.e. Power Costs, Transmission

Costs, O&M, and made adjustments that account for the regulatory mechanisms used to

recover the costs. Breaking the costs using this logic results in these major categories.
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Dollar

Change

i Purchased Power and Production

Net Transmission

O&M Platform, Other O&M and Savings

Capital Related Costs

Depreciation & Amortization & Other

Taxes - Federal, State & MuniciPal

Return on Utility Rate Base

Less Affiliate & Other Operating Revenue

!Gros Revenue & Fuel Gross Receipts Taxes

Cost to Ultimate Consumers

52L7,808

s19,408

s66s17

So

543,il6
isL,3zz
57o,LzL

(s3Z640)

$4s6s
$43s,746

$239,191

S32,196

s79,066

So

S25,616

s39,093

S82,618
(s16,201)

$4saa
S48G,i.68

Szt,3u
$t2,789
S12,550

5o

(s1&o2s)

(512,2291

5L2,497

$2L,439

s23

550,422I
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Most of the categories are straight forward and align well with the COS summary filed by

GMP. Transmission O&M is shown net of the Equity in Earnings fromAffiliates from

VELCO to reflect the actual cost of transmission to the rate payer. I have provided a

more detailed description of the Cost of Service line items included in each category in

Exhibit DPS-BEW-3.

Q13. Does the analysis of the changes between the test period and proposed rate period

reveal the main drivers of GMP rate increases?

A13. Not in this this case. The Department recommends that the Commission take a longer

perspective when trying to determine the main drivers for the increase in GMP rates. In

this case, both the test period and the rate period numbers represent only nine month

periods and contain large one-time items that distort the overall trajectory of discrete
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components of GMP's rates. For example, in the test period, the Affiliates & Other

Operating Revenue line iontains a large one-time benefit of ($- milliod related to a

Solar JV project. In the rate period, Depreciation & Amortization & Other line item there

are large one-time benefits associated with the Storage/Solar JV projects, totaling ($-

rgiltibt), which reduce that line item significantly. The rate period also contains a one-

time benefit of approximately $8 million from the VELCO sale of Utopus. Finally, there

is a significant difference in the federal tax rate for the test period and the rate period.

All these complications reduce the value of a straight test year to rate year comparison.

Nevertheless, my Exhibit PSD-BEW-3 attempts to provide the rate driver analysis in the

format requested by Commission staffduring the workshop.

Q14. What does the Department's analysis of the longer rate trends show are the main

drivers of GMP rate increases?

Al4. The Department performed an analysis of the rate trends for the period 2013 through

2018 grouping the costs in the same manner as used above. The results are presented in

the table below:
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Camparison of Changes to GMP Cost of Service - 2013 Recorded to 2018 Settlement.
rn $Lfix)s

2013Test 20L8 Dollar Percent

YearActual Settlement Change Change*

i Purchased Power and Production

Net Transmission

O&M Platform, Other O&M and Savings

Capital Related Costs

Depreciation & Amortization & Other

Taxes - Federal, State & Municipal

Return on Utility Rate Base

Less Affiliate & Other Operating Revenue

lGross Revenue & Fuel Gross Receipts Taxes

Cost to Ultimate Consumers

5322,603

$3L,676

SLr7,s4L

s45611

s46,809

Soo,6zg
(s33,282)

s6,094

$289,L54

s28,878

SLM,sTt

Ssz,zto

567,487

s98,535
(s21,583)

56,266

$ozo,sgo

(Sla,a+sl

(s2,798)

(s12,970)

s7,659

s20,678

s31,862

511,699

St72

522,854

-10.37%

-8.83o/o

-7I.O3o/o

16.79%

44.L8%

47.79%

-35.L5%

2.82%

3.79%I
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The results are clear and easy to interpret. Over the period, Purchased Power Costs, over

which GMP has some limited control, have declined by $33.4 million. GMP has made

progress in reducing O&M costs which have declined by almost $13 million. Net

Transmission costs have remained relatively stable with a $2.8 million decline. However,

these cost reductions, which total $49.2 million, have been more than offset by a $60.2

million increase in capital and investment related costs, over which GMP has significant

control. Were it not for that increase in capital spending, GMP rates may well have been

over gYolower by 2018. Given these trends, the Department believes its recent focus on

the level of GMP capital spending is well founded.

Proposed Capital Spending & Investments

Q15. Why is the level of capital spending and investments in subsidiaries so important in

the GMP rate case?
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GMP has experienced significant growth in capital investment, especially during the

years following its merger with CVPS. Capital spending and, in GMP's caso, investment

in subsidiaries are the primary components of rate base. GMP rate base grew by 22J %

from 2014 to 2017 and GMP proj ects that its rate base will grow from $ 1 . 1 65 billion in

2014to $1.564 billion in20l9, which represents a34.lo/o increase in less than 5 years.

The table below shows GMP's actual rate base from2014 to 2017 and the projected rate

base for 2019.

GMP TOTAT RATEBASE INVESTMENT - 201.4 to 2019 (s1,000)

' 2or.4t ' zoLs' ' zotlt ' 2otlo 7 
zo:tg4

5L,L65,784 5L,zog,34g SL,264,tgs 5L,430,213 51,563,786

t8389 2014.11.14 GMP ESAM Filing.pdf, pg 8, Green Mountain Power - 2014 Earnings Sharing Adjustor,

filed with the PUC on November L4,2014. 13 month average as of September 2014.

'GMP FY2O15 ESAM.pdf, pg 4, Green Mountain Power - 2015 Earnings Sharing Adjustor,

filed with the PUC on November 20, 2015. 13 month average as of September 2015.

3GMP 
FY 2016 ESAM Filing, pg 4, Green Mountain Power - 2016 Earnings Sharing Adjustor,

filed with the PUC on November 29,20!6.13 month average as of September 2015.

uCase No. 18-0974-TF Schedules 10 month average as of September'

In the Company's most recent presentation to Standard & Poor's from November of

2017, which is attached as Exhibit PSD-BEW-2,the Company forecasted capital

spending and investments in subsidiaries of $534 million from 2018 through 2021. ln

that same presentation, GMP forecasted retail revenues to grow by 20.46% from 2017 to

2021. Finally, the GMP Long-Term Executive Compensation Plan (produced during
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discovery as (Attachment GMP.DPS1.Q20.c) sets explicit targets for growth in

"Investments Driving Customer Value" defined in the plan documents as "total utility

plant, nef'plus "investment in associated companies," both of which are primary

components of rate base. The targets grow from $1.73 billion for the period ending in

201,7 to $2.036 billion for the period ending in2020. That amountsto 20.60/o growth in

three years.

GMP is clearly planning to continue to significantly grow rate base. We know from the

analysis provided earlier in my testimony that growth in rate base is the single most

important driver of GMP rate increases. Therein lies the need for the Department and the

Commission to pay particular attention to the level of capital spending.

Q16. How much capital spending and investment in subsidiaries has GMP proposed in

this case?

A16. The Company has requested recovery for capital additions and investment in subsidiaries

of $5 for 2018 ana $__. for2019. The proposed capital spending and investments in

subsidiaries will increase the base rate revenue requirement (excluding the impact of the

lower tax rates and one-time credits) by approximately $14 million from the test year

period.

Q17. What is the Department's assessment regarding the level of capital investment and

capital projects of the ComPanY?
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Al7. There does not seem to be a clear operational reason for the level of rate base growth

considering that customer growth is very low, load is stagnant, and sales are declining.

Testimony from our expert witnesses, discussed in detail later, confirms this position. In

fact, in this case, GMP has proposed some investments, such as the Storage/Solar JV

projects, that have no clearly established operational need. Instead the company has

sought to justifu the expenditures on primarily economic grounds.

QlS. Has the quality of GMP documentation and evaluation of capital spending in this

proceeding improved over what was provided in the last case?

A18. In some area yes and in others no. GMP has adopted the agreed upon template for capital

projects and provided more detail on blanket projects over $250,000. GMP has also

provided additional capital review process data in the templates, including the

management personal that approved projects and the dates that projects were approved.

This additional information in the templates is very helpful for the Department's review

of projects and demonstrates improvement in the project support documentation.

However, Kevin Mara of GDS Associates conducted a review of GMP's capital spending

proposals and identified the following weaknesses in the support documentation: cost

estimate effors; failure to use an industry standard method to value and prioritize

reliability projects; insufficient data to justiff capital spending proposals; unnecessary

capital projects; and over use of blanket projects. Additionally, GMP did not evaluate, or

solicit requests for proposals for, viable altematives to the StorageiSolar JV or Tesla
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Powerwall projects. Mr. Mara discusses these issues in more detail in his testimony, but

the concerns he presents are consistent with issues that the Department has identified in

past cases.

Q19. Do you support the proposed adjustment to Transmission, Distribution and General

Plant rate base discussed in the testimony of Kevin Mara of GDS Associates?

Al9. Yes. I am recommending that the Commission adopt the adjustments to T&D capital

spending included in the testimony of Kevin J. Mara, of GDS Associates Inc., which total

$I million. Mr. Mara's testimony includes a detailed by project discussion of the

rationale for excluding this amount.

Q20. Please explain the Department's recommendation that $25.7 million of blanket

projects be excluded from rate base.

A20. In his testimony Mr. Mara testifies that he believes that$42.5 million of the $49.4 million

of proposed blanket capital projects could be excluded from rate base under the known

and measurable standard. Mr. Mara also found that including the blanket projects in rates

also eliminates the incentive for GMP to be efficient in design and construction. Mr.

Mara raised additional issues with the methods of estimating each of the different

categories of blanket proj ects.

The Department has raised concerns with GMP's use of blanket projects in prior cases

and is also concerned by the large increase in the use ofblanket projects over the past few
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years. However, the Department does not believe it would be appropriate to completely

remove the blanket projects in this case. First, the Commission has traditionally allowed

GMP to use blankets in traditional rate cases. Second, the Department is factoring in the

likelihood that this case may become the basis for a multi-year rute plan. In that event, it

would not 6e appropriate to defer recovery of costs contained within the blankets until the

next traditional rate case.

Given that the Department remains very concerned that the blanket capital project

categories are being overused, we asked Mr. Mara to provide the Department with an

analysis of the appropriate amount to include in rates for each of the blanket project

categories. The Department has reviewed his analysis and recommends the Commission

adopt the resulting adjustments totaling $25.7 million.

Q21, Please summarize the rationale for excluding Renewable Energy Credits from rate

base.

A2l. Certain renewable energy credits are created, with some regulatory lirg, simply from the

operation of GMP generation assets or through purchased power contracts. Mr.

McNamara discusses the timing and procurement issues that lead to GMP carrying RECs

in rate base, and Mr. Myers raises an accounting concern with GMP's practice of holding

RECs in rate base. Based on their respective testimonies, the Department recommends

thad $4.08 of these credits be removed from rate base.
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Q22, Please explain the Department's recommendation that the Heat Pump Water Heater

products be excluded from rate base.

A22. First it is useful to provide some background. The Department supports the Company's

efforts to find innovative solutions to serve its customers'needs. However anytime a

monopoly public utility offers commercially available competitive products and services,

an issue arises about the utility's impact on the competitive market. For instance, in this

case, GMP has included the costs associated with the heat pump water heater in rate base.

As noted in prior cases, instead of requiring GMP to conduct this type of business in an

unregulated subsidiary, as in commonplace acrosq the nation, the Department has

developed a list of conditions that should be met before the Department will support

including generally available consumer products in rate base. These requirements are:

that the Company must have the ability to control the usage of those products for the

benefit of all ratepayers; benefits of the program must exceed the costs to non-

participatingratepayers; any bad debt expense should be borne by the program or

shareholders; and that GMP must open its billing system to companies offering similar

competing products. The Department and GMP have discussed these conditions

throughout the pilot review process, and it was addressed in the resolution of Docket

8794, in which GMP sought to tariff its heat pump and heat pump water heater pilots.

The ability for GMP to exercise control of these products for the benefit of all ratepayers

was generally not impldmented for Heat Pump Water heater products offered in 2016 and
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part of 2017. The Company has stated that beginning in 2018, such control will be a

standard component of innovative products and services included in rate base. It has

become apparent since then that controls for these products are not generally available.

Additionally, it is not clear that the heat pump water heaters'operating characteristics will

allow them to be efficiently controlled to create benefits for non-participating customers.

Until GMP has implemented the ability to control these devices for the benefit of all

ratepayers, the Department recommends excluding them from rate base to remedy the

competitive advantage created by the regulated rate of return on the investment. The

Department has recommended that the revenues and costs associated with these devices,

including depreciation, flow through other operating revenue.

Q23. Please explain the Department's recommendation that the Tesla Powerwall products

be excluded from rate base.

A23. There are several significant concems with this pilot program. The first is that the overall

size of the program is $15 million. This is a significant portion of GMP's proposed 2019

capital budget of $85 million. While there is no dollar limit on the size of pilot programs

allowed under GMP's current altemative regulation plan, a $15 million investment in a

project with speculative and unknown benefits is excessive.

More importantly, the documentation that GMP provided in support of the Powerwall

project raises concerns as to whether the project will actually yield ratepayer benefit.

Christopher Dawson of GDS Associates reviewed the avoided cost models used by GMP
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to justifr both the Tesla Powerwall program and the Storage/Solar JV projects and has

concluded that: the resulting energy prices are optimistic beyond five years; the capacity

prices increases included in the model lack adequate foundation; REC price assumptions

are gnproven and unrealistic on a long-term basis; and the assumed Transmission price

increases appear to be unsustainable. Mr. Dawson also concluded that GMP failed to

perform any sensitivity analysis around the market price projections. His conclusions

raise doubts about the underlying analysis conducted by GMP to show that the program

will provide economic benefits. Furthermore, GMP did not adequately explore

altematives to storage, such as demand response. Finally, GMP did not provide any

support indicating that it explored alternative vendors and did not solicit RFPs for this

program.

The significant cost of the Powerwall project coupled with the uncertainties of its

potential ratepayer benefits warrant a removal of this project from rate base in this case.

The Department does not believe that the Powerwall project should be permanently

disallowed, rather the Department believes that it would be appropriate to allow for GMP

continue the project as a pilot and include its costs in rate base only if GMP can

demonstrate that the project actually achieves its intended benefits and is ultimately

approved by.the Commission as a tariffed service.

Short-term Incentive Plan

10

11

t2

13

t4

15

t6

l7

l8

t9

2l

20

22 Q24. Has GMP included Short Term Incentive Pay ("STIP") in the filing?



I

2

a
J

4

5

6

7

8

9

Case No. l7-31 I2-INV
GMP Rate Case

PSD Prefiled Testimony of Brian E. Winn
August 14,2017

Page2l of34

A24. Yes. GMP includes approximately 50% of the Short Term Incentive Plan costs in the

Base O&M platform calculation adopted in Docket 7770 andmodified in Docket 8190.

Q25. Do you have concerns about including GMP's STIP in rates?

A25. Yes. While certain goals that are included in the plan clearly provide benefits for rate

payers, the actual operation of the plan over the last several years indicates the plan is

weighted primarily toward benefitting shareholders and, that there is no clear way to

assign a value to the benefits for ratepayers. As shareholders are the primary

beneficiaries of the plan, ratepayers should not be responsible for its costs. To be clear, I

do not take issue with the existence of the plan or the content of the goals. GMP's STIP is

consistent with plans oflered by other regulated utilities.
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Can you briefly explain how the STIPworks?

Yes. During discovery GMP provided the STIP documents for 2016,2017 and2018 in

Attachment GMP.DPSl.Q18.a.pdf. The plan consists primarily of two sets of goals. The

first set of goals, which per the plan documents account for 60oh of the payout, are

derived from GMP's Service Quality & Reliability Performance, Monitoring and &

Reporting Plan. These goals are clearly established to benefit ratepayers and there is a

clearly defined scoring matrix for these goals. The second set of goals, which account for

40o/o of thepayout are individual goals that, according to GMP are oodeveloped annually

by identifying the key strategic, customer-focused goals for the fiscal year and allocating

relative weight to each participant based on responsibility and accountability."22
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(Discovery response GMP.DPS I .A I S.) A close examination of the metrics for these

goals reveals that they clearly provide benefit to the shareholders and, in some cases, to

rate payers and shareholders. The plan establishes stretch targets for these goals but is

not specific about how these goals are weighted against each other. Finally, the plan

requires that, before any payout is made, the company must meetg}Yoof its ROE target

and achieve or exceed 13 of the 16 Service Quality Metrics - the first set of goals. The

following table from the plan documents summarized the operation of the plan.

tholt'Term lnctnf,ivr Cornpcn**tion Hpesur*s

Performrrr*e Mteturc Thrsrhold Terget Strctch

Ac*nr*l RO! aa psrseata$€ of alhrwed
R$E

90x

Achlcv* or cxc*cd' *erv*** qlrallryl
retinbillty meas$n!!

Achlcvsorcxceed 13

o{ l6 ntasur**
Achi*vr all 16

mQ*3$rB!

Achl*vr *ll 16

*rc*surc* and *ceed
at lsn*t 13 sf t6
lnst8ur€3

lndMdsal Pe*brnrnnce Goal* *
nrerlcc dxermined lndivldu*llY

lndivldsalited lndivldr.lall*d lnSvlds*lked

Q27. Can you explain how the STIP plan is weighted primarily towards shareholders'

benefit?

A27. There are several reasons: while the first set of goals are customer focused, they have not

had impact on the payouts from the plan. The company has exceeded these goals in each

of the last few years, they have not benchmarked their performance against other utilities

and the targets have not been adjusted in several years. In short, these goals a.re not

challenging enough. The fact that the Service Quality Metrics are almost certain to be

met makes it unlikely that the Service Quality Metrics will impact the payout. For all
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practical pulposes, if the earnings target is made, 60% of the incentive will be paid. It is

clearly within management's prerogative to determine how challenging to make the

Service Quality targets for their executives. Ratepayers should not cover the costs of this

portion of the STIP plan unless the goals are likely to impact the payout.

The second set of goals, accountingfor 40%o of the payout, are grouped in the following

categories: Customer Focus; Financial Strength; Regulatory proceedings; Innovation; and

Deep and Positive Stakeholder Relationships. An examination of the 2018 metrics

included in each of these categories (Attachment GMP.DPSl.Ql8.b-e 201S.) reveals that:

many of target metrics will increase GMP earnings; they include metrics that arc

subjective and diffrcult to quantiff; some are image building, lobbying and charitable

contributions and; there is no indication of how they are weighted relative to each other.

Even for categories that one would expect to provide benefits for ratepayers seem to be

weighted towards shareholders. Here are some examples. fhe Customer Focus goal

includes several metrics that relate to advancing the JV Microgrid Projects. As indicated

in later in my testimony, the benefits to shareholders are clear and the benefits to

ratepayers are questionable. The Innovation goal includes metrics for installing new

controllable devices, which again have clear benefits for shareholders (rate base eamings)

but the benefits for ratepayers are not clearly established, as illustrated by the

Department's recommendation to exclude the Tesla Powerwalls from rates. The Deep

and Positive Stakeholder Relationships goal has metrics that seem aimed at influencing

public opinion, improving GMPs image or are charitable in nature. These types of
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expenditures would not normally be directly allowed in rates. Finally, the goals in this

portion of the plan overlap with the goals in GMP's Long-term Incentive Plan. Those

goals, which can be seen inAttachment GMP.DPSI.Q2O.c.pdf are primarily focused on

growing eamings and rate base. Because of the lack of clarity as to the weight given the

individual performance goals in this category and that the preponderance of goals that

clearly benefit shareholders, it is not possible to determine that these goals clearly benefit

ratepayers.

Finally, under no circumstances will the plan pay out if the earnings (ROE) target is

missed. That is true even if the company achieves its stretch targets for the Service

Quality Metrics or any other goal that could benefit ratepayers.

Q28. Have you recommeided an adjustment to rates?

A28. No. The STIP costs are included in the O&M Platform, and are accordingly fixed for

ratemaking purposes in this case. Therefore, it would be inappropriate to make an

adjustment. However, I have raised these concerns because I believe that, if GMP wishes

ratepayers to continue to cover a portion of the costs of the plan, it will be important for

GMP to revisit and revise the service quality metrics that underlie the STIP as GMP

potentially transitions toward a multi-year alternative regulation plan and the O&M

Platform sunsets.

Power Supply
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Q29. Please summarize the Department's testimony regarding GMP's Power Supply

expenses.

A2g. Mr. McNamaruandMr. Christopher Dawson of GDS Associates addresses power supply

costs on behalf of the Department in their respective testimonies. Mr. McNamara

recommends that the Commission reduce GMP's power supply costs by $397,682to

account for a recalculation of GMP's Regional Network Service ("RNS") rate and GMP's

rate base by $4.08 million to remove a portion of GMP's RECs from rate base.

Christopher C. Dawson of GDS Associates Inc. conducted a review GMP's power supply

costs and the markets forecasts used in the economic analysis of the Storage/Solar JV

projects and Tesla Power program. He concluded: GMP's hedging program is

insufficiently documented and structured; the market price analysis used in Storage/Solar

JV projects and Tesla Powerwall may not justify their investments; and that GMP has not

sufficiently evaluated Demand Response as a resource.

Capital Structure and Cost of Capital

Q30. Please summarize the Companyts requested cost of capital and capital structure.

A.30 GMP requests an authorized return on equity of 9.3 percent (which reflects the amount

included in the settlement between the Department and VGS in last year's rate case, but

was not adopted by the Commission) and a capital structure consisting of 49.85 percent

equity and 50.15 percent debt. The weighted average cost of capital ("V/ACC") was
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estimated at 5.28 percent when factored for the nine month rate period. The Department's

retained cost of capital witness, Rick Baudino of J. Kennedy Associates, found that

GMP's proposed ROE of 9.3%o fallswithin his range of reasonable returns. Accordingly,

the Department is not recommended an adjustment to GMP's proposed ROE. However,

Mr. Baudino does recommend a slight reduction of GMP's cost of debt from 5.07 to 5.03

percent.

Q31. What does the Department recommend for GMP's cost of capital?

A30. In his testimony, Richard A. Baudino of J. Kennedy and Associates, recofilmends a return

on equity of g.lYobased on analysis that shows reasonable range for the ROE of 8.7Yo to

g.35%. This recommendation is consistent with the 9.3oh cost of equity that Department

agreed to in the settlement with GMP in the last rate case. Accordingly, the Department is

not recommended an adjustment to GMP's proposed ROE. Mr. Baudino agrees with

GMP's requested capital structure and cost of short-term debt. However, Mr. Baudino

recommends a slight reduction of GMP's cost of debt from 5.07 to 5.03 percent, resulting

in an overall recommended cost of capital for GMP of 6.97%.It is important to note that

Mr. Baudino's analysis was based on GMP's nine month tateyeat.

The Department's Revised Cost of Service

Q32. Please summarize the Testimony of Jacob Thomas.

A32. Mr. Jacob Thomas of GDS Associates has prepared a COS model to summarize the final

rate impact of the Department's recommendations. Mr. Thomas's COS model
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incorporates adjustments to cost of capital, capital spending and power supply based on

information included in GMP's filing materials and discovery responses. Mr. Thomas's

model was also based offof GMP's own COS modeling, but the Department recognizes

that there may be minor inconsistencies in data from flow-through adjustments based on

the Department's recommendations. If necessary, the Department will updated and

resubmit its COS model if any additional flow through adjustments need to be revised.

Return of Accumulated Deferred Income Taxes Through a BiIl Credit

What does this issue pertain to?

The Tax reform that went into effect on January 1, 2018 lowered the corporate federal

income tax lrrte from 35Yo to 2lo/o. This has resulted in two major impacts to GMP's cost

of service. The first is, on a going forward basis, GMP will need to collect less Federal

Income Tax from ratepayers. The second relates Accumulated Deferred Income Taxes

(ADIT) that were collected from rate-payers based on the old tax rate. The amount of

ADIT in excess of the new rate will be returned to ratepayers in two ways. Some portion

will be returned over multiples years based on the remaining life of certain assets. GMP

is also proposing that other portion, $27.4million, be returned to rate payers as a bill

credit to be paid over the rate year.

Q34. Does the Department Support GMP's proposed treatment of the excess

Accumulated Deferred Income Taxes?

Q33.

A33.
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A34. Yes. Terry Myers of GDS Associates, Inc. performed and extensive review of the

analysis GMP performed in this area and found no issues. In fact, he indicated that the

GMP analysis was one the most well prepared that he had seen. The Department

supports the proposal and appreciates GMP'proactive efforts to return the excess

accumulated defened income taxes to ratepayers in a timely manner through one-time

bill credits in the current and proposed rate periods.

Storage/Solar JV Projects

Q35. Is the Department comfortable with the process GMP used to evaluate the need for

the Storage/Solar projects?

A35. No. GMP has not asserted that there is a physical system need (safety, reliability, replace

aging or damaged equipment, etc.) or regulatory policy requirement for this type of

. equipment. Although originally proposed as microgrids, GMP did not propose installing

the equipment needed to isolate the circuits. In fact, in response to a discovery request in

the Milton Microgrid proceeding, Case No. 17-5003-PET, the company stated that:

GMP does intend to implement islanding capabilities with the Project,

recognizing that the costs and benefits of those activities are separate from
the base use cases (primarily peak load reductions and Frequency

Regulation) presented in the CPG application. GMP wishes to emphasize

that the business case for the Project is based on the positive economics

described by the cost benefits analysis. At the time that the scope of
providing islanding services have been fully analyzed,Ihe costs and

benefits of providing those services to customers will be separately
identified and evaluated before proceeding. (Emphasis added)

Furthermore, GMP did not provide any support indicating that other alternatives to
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competing suppliers. Therefore, from the documentation provided in support of the

projects, it appears least cost alternatives were not adequately explored, and the location

of these projects is not relevant in tenns of engineering necessity or benefit.

Does the Department believe that these projects will provide the asserted economic

benefit to ratepayers?

The primary justification offered by GMP for these projects is the economic benefit to

rate payers; however that benefit is subject to execution and market price risk. As

indicated earlier in my testimony, Mr. Dawson of GDS Associates. has raised doubts

about the analysis showing that the project will provide economic benefits since the

market price forecasts were generally optimistic. The value of the projects is highly

dependent on factors such as market price, the success in timing of peaks and other

assumptions. The net present value ("NPV") is also impacted by the non-traditional

upfront ratemaking treatment of the developer fee and hypothetical book value at

liquidation ("HLBV"). In short, there is a significant risk that ratepayers will not receive

the asserted economic benefits. The degree of uncertainty around the economic benefits

is troubling since the only purpose of the project is to provide those benefits.
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Q37. Does the Department have concerns with the way GMP is accounting for the year

one HLBV and developer fee?

A37. Yes. Terry Myers of GDS Associates, Inc. raises a concern regarding how GMP is

treating the HLBV and the up-front developer fee when its Storage/Solar Joint-Venture22
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("JV") projects are put in service. GMP currently uses this fee to reduce amortization,

which benefits ratepayers in the first year but results in higher costs in subsequent years.

As noted by Mr. Myers, this accounting results is intergenerational inequities. The

normal ratemaking approach is for these benefits to amortized over the life the projects.

Mr. Myers also indicates that the IRS may determine that this upfront treatment violates

its normalizationrules. If that is the case, GMP could lose its ability to use accelerated

depreciation. The Department's position is that this departure from the normal treatment

requires specific approval from the Commission. '

Q3S. What risks do the tax equity investors face?

A38. Very little. The tax equity partner contributes cash to the Project upfront and in return,

receives most of the tax depreciation, ITC benefits, and rights to a small amount of the

cash flow from the Project for the first five years.

Q39. Do GMP investors face any risk that they will not earn their authorized return?

A39. Once the project is added to rate base, GMP will earn its authorized rate of return over

the life of the project. Except for variations due to changes in GMP's authorized return

on equity, or other highly unlikely exogenous events, there is almost no risk associated

with those earnings. However, ratepayers bear a risk associated with the NPV due to the

length of the payback time and the volatility associated with the market price risk.
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Why does the Department recommend that GMP be required to provide financial

assurance that the rate payers will receive the asserted benefits?

In short, it is about ensuring a balance of equities. The primary benefit for ratepayers

being asserted by GMP is economic. GMP and the project investors will earn handsome

retums with minimal risk. These returns are backstopped by rate payer money and the

rate payers are being asked to bear a disproportionate amount of risk as compared to

GMP and project investors. Again, this is not like investing in a substation, transfotmers

or poles, where ratepayers will clearly receive operational benefits from the assets. This

is a speculative investment where the benefits are risky and purely economic. The

Department recommends that the PUC require GMP to provide ratepayers financial

assurance for the asserted economic benefit to ratepayers of these projects and, that GMP

investors indemnifu ratepayers from any financial consequences that result from adverse

IRS rulings relating to GMP's approach to the HLBV and developer fees.
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Forecasted Sales and Customer Growth Costs

Q41. Does the Department have an issue with GMP using forecasted sales for the 2019

rate period?

A4l. Not in this case, especially if the Commission approves a multi-year rate plan for GMP.

Although Commission precedent is clear for traditional ratemaking, the regulatory

mechanics of operating under a multiyear rate plan make that precedent impractical for

several reasons. First, depending on the design of the multi-year plan, there will be a

need to create an annual sales forecast to flow through rate adjustments related to22
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purchased power estimates. To avoid unnecessary volatility, prior period actual sales will

need to be adjusted for known and measurable changes, such as significant known

changes in loads, and will need to be weather normalized. Secondly, Mr. McNamara has

done an extensive review of the forecasting methodology employed by GMP and has

determined that it is an acceptable approach in this circumstance in light of current

market conditions and GMP's sales trends.

Q42, Does the Department support the inclusion of costs related to customer growth for

the 2019 rate period?

A+:2. In this circumstance yes. Again, if a multi-year rate plan is approved, it would be

impractical to apply the traditional rate making approach of excluding customer growth

related costs. It would require that GMP to incur multiple years of regulatory lag related

to the recovery of the growth related costs; or require an annual adjustment mechanism to

true-up to the actual growth related costs incurred.

Vermont.

A43. My understanding of the appropriate ratemaking treatment for growth-related plant

comes from Tarifffiling of Green Mountain Power Corporatio,n, DocketNo. 5428, Order

of ll4l9l. In that case, GMP sought to include a number of capital additions in its rate

base that the Department argued were being put into service to serve new customers,

either in whole or in part. The Board set forth its rule of decision as follows:
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The Board has previously held that since revenues from new customers

are not included in rate year income, exponses associated with serving

those customers should also be excluded. We apply that principle in this
case, but we do not extend it to exclude investments that are made to
maintain adequate and efficient service for test year customers and are

only incidentally available to serve new customers as well. We have

allowed inclusion of certain improvements which will be able to
accommodate some growth-related sales, where the record demonstrates

that the improvements were not undertaken in order to accommodate
growth, but were or are needed to maintain adequate and efficient service

for test year customers, absent any load growth.

Id. at2l.

Q44. Is there any other circumstance where it is appropriate to consider growth-related

plant in establishing utility rates?

A44. Yes. The rule is based on the need to match revenues and costs when setting rates, so that

the numerator (costs) is spread fairly across the appropriate denominator (sales). In the

case cited above, the Board achieved this by using test year sales and excluding growth-

related plant. Theoretically, you can achieve a similar matching using rate year

(projected) sales and including growth-related plant. This too, should achieve a matching

between revenues and sales. Because using projected figures has, in the past, been

considered less reliable than using known test-year figures, it makes sense as a general

matter to use the known test-year figures and exclude growth-related plant. In this case

the Department is satisfied that the method for forecasting sales is acceptable.
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Q45. Please summarize the Departmentts testimony regarding GMP's Customer Service?

A45. Ms. Flint, the Department's CAPI Director, presents an overview of GMP's recent

customer service history including service reliability as well as an opinion of the

Company's provision of certain un-tarifled products and services. Ms. Flint does not

recommend any adjustments to GMP's cost-of-service.

Q46. Does this conclude your testimony?

A46. Yes


