
STATE OF VERMONT 

PUBLIC UTILITY COMMISSION 

 
Case No. 17-3112-INV 

 

Investigation into the petition of Green Mountain Power Corporation's 

tariff filing requesting an overall rate increase in the amount of 4.98%, 

to take effect January 1, 2018. 

 

 

 

 

 

 

 

PREFILED DIRECT TESTIMONY OF 

HELMUTH W. SCHULTZ, III 

 

 

 

 

ON BEHALF OF THE 

VERMONT DEPARTMENT OF PUBLICE SERVICE 

 

 

 

AUGUST 14, 2017 

 

 

 

 

Summary: Mr. Schultz provides a regulatory accounting review of Green Mountain 

Power’s tariff filing. Mr. Schultz reviewed all of the capital project folders 

made available by Green Mountain Power and testifies as to their compliance 

with the known and measurable standard. He identifies deficiencies with 

GMP’s documentation for capital projects included in the rate year. Mr. 

Schultz also discusses Green Mountain Power’s Earning Sharing Adjustment 

Mechanism (“ESAM”) and includes his ESAM report as an exhibit to his 

testimony.
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I. INTRODUCTION 1 

Q1. Please state your name, occupation and business address. 2 

A1. My name is Helmuth W. Schultz, III.  I am a Certified Public Accountant, licensed in 3 

 the State of Michigan, and a Senior Regulatory Analyst in the firm of Larkin &4 

 Associates P.L.L.C., 15728 Farmington Road, Livonia, Michigan 48154. 5 

 6 

Q2. Please describe the firm Larkin & Associates. 7 

A2. Larkin & Associates is a Certified Public Accounting and Regulatory Consulting  firm.  8 

Larkin & Associates performs independent regulatory consulting primarily for public 9 

service utility commission staffs and consumer interest groups (public counsels, public 10 

advocates, consumer counsels, attorneys general, etc.).  Larkin & Associates has 11 

extensive experience in the utility regulatory field as expert witnesses in over 500 12 

regulatory proceedings including numerous electric, gas, water and sewer,  and telephone 13 

utilities. 14 

 15 

Q3. Have you prepared an appendix which describes your qualifications and 16 

 experience? 17 

A3. Yes.  Attached as Exhibit PSD-L&A-7 is a summary of my experience and qualifications.   18 

 19 

 20 

 21 
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Q4. On whose behalf are you testifying? 1 

A4. Larkin & Associates was retained by the Vermont Department of Public Service 2 

("Department" or “PSD”), to review the rate decrease proposed by Green Mountain 3 

Power Corporation ("GMP" or “the Company”).  Accordingly, I am appearing on behalf 4 

of the Department. 5 

 6 

Q5. What is the purpose of your testimony in this proceeding? 7 

A5.  Our firm was requested by the Vermont Department of Public Service to analyze the 8 

4.98% rate increase of $31.709 million requested by GMP in its filing of April 14, 2017.  9 

The change requested by GMP amounts to a 4.98% increase in base rates to be effective 10 

January 1, 2018.   11 

 12 

Q6. What are the results of the Department’s analysis and what is the Department’s 13 

recommended modification to rates for GMP? 14 

A6. As discussed in the testimony of Brian Winn, the Department is recommending that the 15 

Commission allow a rate increase of $9.99 million for GMP.  This recommendation is 16 

shown on Exhibit PSD-L&A-1, Schedule 1, line 38.  Exhibit PSD-L&A-1, Schedule 4, 17 

incorporates the capital structure and return on equity recommendations of Department 18 

witness Richard Baudino.   19 

   20 

 21 

 22 
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Q7. Have you previously testified before the Commission? 1 

A7. Yes, I testified in a number of Dockets on behalf of the Vermont Department of Public 2 

Service regarding various ratemaking issues since 1990. 3 

 4 

Organization of Testimony 5 

Q8. Please explain how your testimony has been organized. 6 

A8. My testimony will address, in order, the following: 7 

 Overall Financial Summary 8 

 Background and Understanding of Filing 9 

 The ratemaking principles that I relied upon as part of my evaluation of the 10 

Company’s filing. 11 

This will then be followed with specific discussions of: 12 

 Rate Base 13 

 Operating Income 14 

 15 

Q9. Have you reflected recommendations by other witnesses in your overall financial 16 

summary? 17 

A9. Yes. Mr. Winn’s testimony summarizes the various recommendations that have been 18 

proposed by the witnesses that are presenting testimony on behalf of the Department. I 19 

have included the recommendations outlined in Mr. Winn’s testimony in my summary 20 

schedules. 21 

 22 
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Overall Financial Summary 1 

Q10. What is the Company requesting in this proceeding? 2 

A10. The Company is requesting that rates be increased by $31.709 million or 5.3%.  The 3 

filing is based on a December 31, 2016 test year adjusted to the rate effective period 4 

beginning January 1, 2018 and ending December 31, 2018.   5 

 6 

Q11. What is the Department’s recommendation for the rate effective period ending 7 

December 31, 2018? 8 

A11. The Department is recommending that rates be increased by $9.99 million or 1.68%.  The 9 

Department’s recommendation is based on changes to operating revenue and expenses, 10 

other than base operating and maintenance (O&M) costs, rate base costs and a reduced 11 

return on equity. 12 

 13 

Q12. What exhibits have you prepared in support of the recommended changes by the 14 

Department? 15 

A12. I have prepared Exhibit PSD-L&A-1 summarizing the Department’s position.  Schedule 16 

1 contains the overall recommended revenue sufficiency for the rate effective year ending 17 

December 31, 2018.  Schedule 2 is a summary of the Department’s proposed adjustments 18 

to operating income.  Schedule 3 is a summary of rate base that reflects the test year as 19 

represented by the Company, the Company’s proposed rate year rate base, and the 20 

Department’s recommended rate base.  Schedule 4 reflects the Department’s 21 

recommended cost of capital, which is sponsored by Department witness Richard 22 
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Baudino.  Schedules 5 through 12 provide supporting information and calculations for 1 

our recommended adjustments to cost of service and rate base.       2 

 3 

Filing Background 4 

Q13. Would you explain your understanding of the purpose of this filing? 5 

A13. Prior to the Company’s filing, GMP was operating under so-called alternative regulation 6 

plans.  GMP’s current alternative regulation plan was set to expire on September 30, 7 

2017, but the Commission approved a three month extension of that plan through 8 

December 31, 2017.  GMP has now elected to file a traditional tariff and cost-of-service 9 

rate filing to take effect upon the termination of the alternative regulation plan for the 10 

calendar year ending December 31, 2017.  Although this filing is termed as a traditional 11 

filing, there is a unique exception to that requirement.  The cost-of-service in this filing is 12 

not subject to changes for a specific group of O&M accounts, with one exception, 13 

because those accounts are included in “Base O&M Rates” that were established in the 14 

Memorandum of Understanding (“MOU”) approved by the Commission in Docket 7770. 15 

Docket 7770 involved a review of GMP’s corporate merger with Central Vermont Public 16 

Service Corporation (“CVPS”). The “Base O&M Rates” are also commonly referred to 17 

as the “O&M Platform.”  The O&M Platform consists of a specific group of accounts for 18 

which a base cost was established for a ten-year period as part of the Docket 7770 MOU 19 

approved by the Commission in conjunction with the alternative rate making process that 20 

was then in effect.  Once established, those base O&M accounts included in rates are 21 

only adjusted based on the change in a consumer price index (“CPI”).  GMP’s filing 22 
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includes an O&M Platform adjustment to the historic test year of $36,925,922.  In the 1 

current filing, which is year seven of the O&M Platform, the Company reflected a 2 

reduction of $18.2 million for merger savings.  This unique exception to traditional 3 

ratemaking is considered significant. 4 

 5 

Q14. What is the significance of the platform adjustment with respect to the revenue 6 

requirement in this filing? 7 

A14. The O&M Platform essentially locks into rates the cost in specific accounts which are 8 

adjusted annually based on a CPI.  The O&M Platform is used as a measurement or 9 

benchmark in determining the level of savings that has been achieved from the merger 10 

between CVPS and GMP. 11 

 12 

Q15. Does the fact that costs are locked in mean there is no need to evaluate the costs in 13 

the designated platform accounts? 14 

A15. No.  The test year costs still need to be analyzed since the difference between the test 15 

year and the O&M Platform is, as stated earlier, the measured savings from the merger 16 

between CVPS and GMP.  In the current filing ratepayers are entitled to 50% of those 17 

savings. Therefore, to the extent that costs have been inappropriately charged to the 18 

designated accounts in the test year, those costs have to be excluded because that will 19 

increase the O&M Platform adjustment and ultimately increase the merger savings to be 20 

applied to the calculated cost-of-service.     21 

 22 
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General Principles of Traditional Ratemaking 1 

Q16. Can you explain why and how traditional ratemaking relies on different review 2 

principles than alternative regulation? 3 

A16. As I indicated above, this filing is different from what GMP has been filing in recent 4 

years.  Under alternative regulation, the revenue for the rate effective period was adjusted 5 

to account for changes in customer load expected in the prospective rate period.  That 6 

change also impacted what plant was allowed in the rate setting process.  Plant and other 7 

operating cost evaluations were also limited because the intent of alternative regulation 8 

was to limit issues while developing reasonable rates.  As a precursor, I thought it would 9 

be important and informative to identify several important guidelines for traditional 10 

ratemaking.   11 

 12 

Q17. Are you familiar with traditional ratemaking as it was prior to alternative 13 

ratemaking? 14 

A17. Yes.  I have been involved in Vermont rate cases since 1990.  I believe I have a good 15 

understanding of what has occurred in prior cases and what the Commission’s standards 16 

are.  Being familiar with a number of cases, I thought identifying specific standards as a 17 

refresher would be advantageous to all parties. 18 

 19 

Q18. What are some of the standards you are referring to? 20 

A18. A significant standard is the known and measurable standard.  In conjunction with 21 

identifying what is known and measurable, there have been Commission Orders that have 22 
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addressed how it is to be applied, what the requirements are, and when that supporting 1 

information is required to be available.   2 

 3 

Q19. Would you identify some of the precedent you are referring to and explain why that 4 

precedent is important? 5 

A19. Yes.  As I noted earlier, plant allowed in rates under traditional ratemaking is not to 6 

include growth related plant that will serve new customers.  In Docket No. 5428 the 7 

Commission stated: 8 

“The Board has previously held that since revenues from new customers are 9 

not included in rate year income, expenses associated with serving those 10 

customers should also be excluded.  We apply that principle in this case, but 11 

we do not extend it to exclude investments that are made to maintain adequate 12 

and efficient service for test year customers and are only incidentally available 13 

to serve new customers as well.  We have allowed inclusion of certain 14 

improvements which will be able to accommodate some growth-related sales, 15 

where the record demonstrates that the improvements were not undertaken in 16 

order to accommodate growth, but were or are needed to maintain adequate 17 

and efficient service for test year customers, absent any load growth.”1   18 

 19 

This is significant because under alternative regulation, GMP would include growth 20 

related additions to plant.  Such additions would not be appropriate here and the 21 

Company has stated in testimony that growth related plant has been excluded. 22 

 23 

 24 

 25 

                                                 
1 Board Order in Docket 5428 dated January 4, 1991at page 21. 
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Q20. What about the known and measurable standard that you identified as being an 1 

important issue that has been addressed by the commission in the past? 2 

A20. The Commission has addressed the known and measurable standard in different Dockets.  3 

An example is Central Vermont Public Service Corp., Docket Nos. 6946 & 6988, where 4 

the Commission addressed the issue along with expectations for future rate filings at 5 

length.  The following text is a notable excerpt from that decision that enunciates the 6 

Commission’s known and measurable standard:  7 

Our evaluation of CVPS's proposed plant additions begins with a review of 8 

the known and measurable standard, as defined by the Vermont Supreme 9 

Court, and as applied by this Board. The Vermont Supreme Court has defined 10 

the known and measurable standard as ‘changes that are measurable with a 11 

reasonable degree of accuracy and have a high probability of being in effect in 12 

the adjusted test year. The Board has consistently held, including in CVPS's 13 

last fully-litigated rate case, that witnesses' representations alone are not 14 

sufficient support for a project to meet the Court's known and measurable 15 

standard.  Rather, the Board has required some tangible work-product that 16 

shows that the project is likely to actually be completed; examples include 17 

work orders, cost-benefit analyses, or other types of written support for a 18 

project's cost and completion date. 2 19 

 20 

 In another proceeding the Board stated the following: 21 

“In the future, GMP should carefully examine each item for which it is 22 

requesting rate base treatment, and only include those items that it believes to 23 

be known and measurable. In addition, for major items, a cost-benefit analysis 24 

should be conducted prior to the rate request, and for smaller items, a financial 25 

analysis should be available in support.” 3  26 

 27 

These Orders state that a cost-benefit analysis “should” be conducted for major projects, 28 

and that the Commission “expects” that certain documentation – workpapers, work orders 29 

                                                 
2 Dockets 6946 & 6988, Order of March 29, 2005, at 66-69. 
3 Tariff Filing of GMP, Docket No. 5983, Order of February 27, 1998 at 39. 
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and cost-benefit analyses – will be presented with the Company’s initial filing.  To meet 1 

these requirements, the Company and the Department adopted a detailed understanding 2 

of what should be included to comply with the known and measurable requirements.  3 

This understanding was memorialized in the MOU adopted by the Board in Dockets 4 

8190/8191. Specifically, so-called “Attachment 7” to the MOU details the documentation 5 

that is required from GMP to support cost recovery for projects. A copy of Attachment 7 6 

is attached as Exhibit PSD-L&A-2.  7 

 8 

Q21. Has the Company complied with Attachment 7 as part of the filing in the current 9 

application for a rate increase? 10 

A21. Not in all cases.  The Company has provided documentation to support capital projects, 11 

and it would be fair to say that the Company’s documentation has improved since the 12 

Docket 8190/8191 MOU was approved by the Commission. However, as will be 13 

discussed in more detail later, much of the documentation supplied by the Company as 14 

support for capital projects falls short of the requirements of Attachment 7 and the known 15 

and measurable standard, especially with respect to necessary cost-benefit and financial 16 

analyses. I am also concerned that GMP’s reliance on blanket work orders potentially 17 

masks deficiencies with known and measurable obligations. However, the Company’s 18 

documentation has gradually improved throughout the alternative regulation process, and 19 

I am appreciative of GMP’s efforts to improve its project documentation processes. 20 

 21 
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Issues Identified 1 

Q22. What are some of the issues that you have identified as part of the Department’s 2 

review of the Company’s filing? 3 

A22. As noted in Attachment 7, part 3, the Company is to provide a cost benefit analysis or 4 

financial analysis depending on the size of the project. As part of that analysis, GMP 5 

should also provide a summary of alternatives considered and rejected.  The Company 6 

has not properly prepared a financial analysis for a majority of the requested projects that 7 

require such an analysis.  The Company has had issues with meeting this requirement in 8 

the prior alternative regulation proceedings, which had been documented in multiple 9 

Larkin Reports provided to the Commission. This trend continues as part of this filing.  10 

This financial analysis information is necessary to show that the Company is undertaking 11 

projects that are cost efficient and necessary and to allow regulators to have an adequate 12 

opportunity to review GMP’s capital investment decisions. I address specific examples of 13 

this concern throughout my testimony. 14 

 15 

Q23. What type of information was not included in the documentation files provided to 16 

you by the Company? 17 

A23. In our review of the 234 listed projects (i.e. excluding blankets and joint owners) we 18 

found that approximately 69.7% (163) of the project files, in my opinion, did not provide 19 

a proper financial analysis.  For example, instead of providing any detail on the cost of 20 

alternatives that were considered and/or whether costs estimates were obtained from 21 

more than one vendor, the financial analyses often provided explanations with no 22 
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financial analysis detail. I reviewed every project filing and have summarized my 1 

findings of the financial analysis on Exhibit PSD-L&A-3. However, below, I provide 2 

examples of the Company’s response to the question of what alternatives were considered 3 

and what was the cost of those alternatives from the various categories. These examples 4 

were randomly selected excerpts from the project list within each category from the 5 

capital folders provided by GMP. The examples are direct quotes taken from the project 6 

folders: 7 

 Communications - Project 148580 (2017 Security Cameras OH) ($22,435) 8 

- Due to GMP's commitment to infrastructure security and public safety, the 9 

Company does not feel it is prudent to not institute some security measures and 10 

the installation of camearas will meet some of the companies needs.  11 

 12 

Computer Hardware – Project 148475 (2017 Cell Amp Sys P&S) ($113,923) 13 

- There are a variety of technologies available for cellular amplification.  We 14 

reviewed multiple types of systems and decided on the Fusion product as the best 15 

fit for this type of installation, due to it's capabilities, cost and ability to obtain 16 

support from a local partner.  17 

   18 

 Computer Software – Project 143208 (Zeacom Upgrade) ($132,907) 19 

- We have evaluated an alternate on-premise system (Avaya) and feel with the 20 

current investment in Zeacom, as well as extensive internal knowledge of the 21 

system, make this the most cost effective and appropriate direction at this time. 22 

 23 

Distribution Substations – Project 143591 (South Burlington RBLD) ($2,777,395) 24 

- GMP considered two different alternatives to the placement of one 15 MVA 25 

transformer.  These included 1) placement of two 10/14 MVA units and 2) use of 26 

one 10/14 MVA units.  The overall increased cost for the installation of two 10/14 27 

MVA versus one 15/28 MVA would be approximately $200,000.  As a result, an 28 

alternative based on the installation of two 10/14 MVA transformers would not be 29 

least cost. The cost of losses for the selected project saves approximately 30 

$160,000 over thirty years compared to the current substation configuration.  The 31 

option of utilizing one 10/14MVA unit was not selected as it would not provide 32 
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sufficient transformer capacity for the affected area.  Demand Side Management 1 

and Distributed Generation were also discussed as alternatives but would not 2 

address the reliability concerns associated with this project.  3 

 4 

Meters – Project 153692 (2018 Increased Meter Inventory) ($314,525) 5 

- We considered not adjusting the meter inventory level but were concerned there 6 

may be period of heavy meter exchanges when our traditional inventory levels 7 

might run too low or even run out and then we would not be prepared to be 8 

responsive to customer needs.       9 

    10 

New Hydro Purchase – Project 151207 (Vermont Hydro Purchases) ($16,339,879) 11 

- In this case, the only alternative to this purchase would be not to make it.  Given 12 

the string financial benefits for customers and the fact that the project furthers 13 

state energy policy and supports renewable energy goals, the purchase makes 14 

tremendous sense for our customers and the state. 15 

 16 

New Initiatives – Project 152045 (2017 Heat Pumps) ($2,122,524) 17 

- In terms of manufacturers, GMP's distributors offer three brands of heat pumps 18 

for our program.  Our model choices are based on their offerings as well as those 19 

models that are recommended by Efficiency Vermont, and customer feedback.  In 20 

terms of heating and cooling technology, GMP has evaluated Electric Thermal 21 

Storage technologies as well as geo-thermal heat pumps, but cold climate heat 22 

pumps provide lower up-front costs, higher efficiencies and lower operating costs. 23 

            24 

Production – Project 141779 (Middlesex U1 & U2) ($1,552,754) 25 

- The original project scope was removal and rebuild of one Runner (Second to be a 26 

future project).  This was the lowest cost option; however it has now been 27 

determined after removal and inspection that the old Runners could not be 28 

refurbished.  GMP has begun the process for replacement of 2 runners at 29 

Middlesex knowing failure of the second runner could be near.  If GMP elected to 30 

postpone runner replacement, the risk for mechanical failure would increase 31 

significantly.  An unplanned outage is the least desirable route, as the outage 32 

would be uncontrolled (time of year and duration). 33 

 Property and Structures –Project 143315 (St Albans Lighting Replacement) ($27,968) 34 

  35 

- Yes, we reviewed the alternative to keep the existing lighting system and this 36 

alternative was rejected.  If we choose to do nothing as an alternative, that would 37 
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result in higher continuing electrical usage, potential safety issues due to the poor 1 

lighting and potential increase in repair costs as a result of failures.   2 

  3 

 Transmission Lines – Project 131747 (Taftsville L107 MOAB) ($366,920) 4 

- No other alternatives were possible to achieve the improved reliability that this 5 

project yields.  Demand Side Management measures or Distributed Generation 6 

are not applicable for this application since load is not the driver.   7 

     8 

Transmission Substations–Project 143311 (Irasburg R/C Upgrade–Velco) ($45,017) 9 

- There are no feasible alternatives to address this asset management issue and 10 

achieve the improved reliability that this project yields.  The application of DSM 11 

measures or DG cannot address the asset management concerns. 12 

  13 

 Transportation – Project 143545 (Fuel Management System) ($65,980) 14 

- Two other alternatives were considered, the first was to do nothing and continue 15 

using multiple fuel systems.  We did not choose this option because one of the 16 

legacy systems was very old and the software is no longer supported and can no 17 

longer be accessed by GMP.  In addition, employees getting on-site fuel would 18 

need access to both options.  The other option was to update the legacy system 19 

that was now outdated.  The estimate to complete this option was $220K so we 20 

did not choose this option either.       21 

    22 

 Vermont Marble–Project 143336 (Beldens Grapple & Rec Improvem) ($359,949) 23 

- There were no other alternatives considered for this project. The Recreation 24 

Improvements are required by FERC and the ANR. The Hydraulic Grapple 25 

installation is essential to worker safety and safe and reliable operations at the 26 

project. The grapple addresses debris removal; this can be accomplished in 27 

several ways depending on the site.  For example; at Proctor Hydro GMP 28 

installed an air blast system; which introduces air into the intake to push debris 29 

off the racks.  This is a good option for small debris (and it can be automated), but 30 

it does not address larger debris.  Another option for debris removal is installation 31 

of a rack racker (automated or manual).  This device is similar to a grapple; but 32 

again is designed for smaller debris.  The grapple is the least cost alternative to 33 

removing large debris (which the river is known to produce).  The grapple is the 34 

best tool for this particular location.  If the grapple were not installed, the process 35 

would continue to be a labor-intensive task.  Removing the manual labor aspect of 36 

this task will improve worker safety.     37 

 38 
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Wind – Project 153333 (Searsburg T4 Generator) ($34,890)    1 

     2 

- One alternative would be to forgo repairs and continue to operate Searsburg 3 

absent Tower 1.  This is a poor option, because it would mean lower generation at 4 

reasonable cost than we are capable of producing.  Renew, and Allegheny were 5 

selected to do the work due their product familiarity with a turbine that has not 6 

been manufactured in quite some time.  Both vendors have provided great value 7 

and a high-quality product in the past.       8 

      9 

 As seen in these random samples, GMP often does not provide a description of 10 

alternatives considered, the cost associated with those alternatives, or why that 11 

alternative(s) was rejected. I also note that Departments witness Robert Rosenkoetter also 12 

references the lack of financial justification as a problem with supporting documentation 13 

as provided by the Company.  14 

 15 

Q24. Would you explain what you would expect in the financial analysis? 16 

A24. GMP’s generic financial analysis document is attached as Exhibit PSD-L&A-4.  There is 17 

no real issue with GMP’s documentation in response to the questions regarding: (1) the 18 

primary reason for completing the project and (2) why the project is appropriate at this 19 

time. 20 

 21 

 Question (3) asks about the other costs or benefits that will result for a project.  In many 22 

instances, GMP’s written response will not provide any quantified cost or benefit.  23 

Instead, GMP’s responses often refer to a generic benefit that does not answer the 24 

question with any detailed analysis.  For example, Project 148858 (Huntington Sub 25 

Rebuild) states “[t]he benefits of completing this project were listed in the ‘project 26 
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justification’ section of the work order. Improved utility protection and generation from 1 

hydro units 1 & 2 (currently out of service). No other costs or benefits will result upon 2 

the completion of the project.” The referenced “Project Justification” states that reliability 3 

will be improved and the upgrade will allow for the re-powering of Turbines #1 and #2.  4 

However, there is no accounting or calculation of cost savings for reduced maintenance 5 

or cost savings from the units being back in service. I would expect to see these benefits 6 

quantified. 7 

 8 

 Question (4) asks whether any alternatives were considered and if so, what was the cost 9 

of the alternatives.  I would expect that GMP’s response would identify the alternative(s) 10 

considered, what the cost was for that alternative and why the option selected was 11 

selected.  If there are costs for external contractors, this should include other quote 12 

information to be able to determine that the selected cost option was reasonable and/or 13 

justified.  Instead, a common response from GMP is that no alternatives were considered.  14 

This raises a red flag as to whether the Company properly planned the project and 15 

whether the least cost approach was not even considered.  In other scenarios a reference 16 

will be made that alternatives were considered without identifying the cost of those 17 

alternatives and why the option selected is the best option. I provided some examples of 18 

this concern in the list of projects above, but I also address this problem with examples in 19 

more detail later in my testimony.  20 

 21 
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 An example of a more sufficient analysis was found with the Distribution Substations – 1 

Project 143591 (South Burlington RBLD) documentation.  The explanation for this 2 

project is included above, as this was one of the random samples that I included above.  3 

The explanation states that two alternatives for the project were considered, it identifies a 4 

cost differential, and it indicates a cost savings.  This is a financial analysis that I found to 5 

be generally sufficient in comparison to others. However, this could be considered 6 

questionable since my reference to being compliant is, as it has been in the past, very 7 

lenient as opposed to be in strict compliance with Attachment 7.  8 

 9 

 I have attached as Exhibit PSD-L&A-3 an analysis of each of the projects and my 10 

opinion as to whether the Financial Analysis met the requirements of Attachment 7.  11 

  12 

Q25. Are there other concerns that you identified? 13 

A25. Yes.  The Company is required to provide a cost summary for each project as part of their 14 

request.  That cost summary is required to have supporting documentation for the costs 15 

requested in the form of external quotes or estimates and invoices.  To satisfy this 16 

requirement, the Company had certain vendors provide quotes for project costs. In some 17 

cases, GMP paid the vendor to prepare the quotes and included those costs in the project 18 

total.  In addition to some concern with some vendors’ background qualifications, I have 19 

concern that the quotes are simply an attempt to provide the required documentation to 20 

meet the requirements under Attachment 7, and may in fact be best guesses and not 21 

realistic quotes.  It is also concerning that in some instances, the Company pays the 22 
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vendor(s) to prepare the quotes and then includes the cost of obtaining the quotes in the 1 

project costs.  This was confirmed by the Company in response to discovery request 2 

PSD5.Q74, where GMP noted that “[j]ust like other vendors, costs associated with 3 

producing estimates were charged to their respective capital job number.” I discuss these 4 

estimates in more detail later in my testimony. 5 

 6 

Q26. Can you describe the cost summaries that are provided by the Company? 7 

A26. The actual cost summary is a computer generated report that lists the project number, the 8 

project category, and a summary of cost by type (i.e. Contractor costs, internal labor 9 

overheads, AFUDC, etc.).  It serves as a simple list of the cost incurred and has as back 10 

up a more detailed summary of costs by type, with vendors and materials listed where 11 

applicable. It is this document for which the vendor documents are to be supplied as a 12 

source document, such as an invoice or a payroll report that would be used to support the 13 

cost listed on that summary.  It is here where a limited number of vendors were utilized 14 

specifically to come up with a budgetary estimate or quote as part of the project cost 15 

development.  16 

 17 

Q27. Is it important to have a financial analysis? 18 

A27. Yes. The Commission has seen the value of the Company performing some analysis to 19 

determine whether a project is cost efficient.  As noted in the orders cited above, and as 20 

noted in past alternative regulation Reports by Larkin, cost benefit analyses and financial 21 

analyses have been expected by the Commission. The Commission has also disallowed 22 
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projects in the past where a utility has not prepared a sufficient cost benefit 1 

analysis/financial analysis or other adequate forms of cost-effectiveness evaluation.  In 2 

my opinion, cost benefit analyses/financial analyses reflect management’s concern 3 

regarding cost controls, and provide assurance to regulators and the public that 4 

management is controlling costs.       5 

 6 

Q28. Are there other issues that you identified while performing the project review? 7 

A28. Yes.  As explained in past Larkin Reports and again in this filing, there is a continued 8 

concern with overhead rates.  Specifically, I am concerned with how GMP calculates 9 

overheads in their cost estimates (i.e. what costs they are applied to).  10 

 11 

Q29. What are overheads and overhead rates? 12 

A29. Overheads are costs that are assumed to be associated with other costs that cannot be 13 

directly captured in a project cost.  For example, for every dollar of labor charged to a 14 

project the Company will incur benefit costs and payroll taxes.  The payroll taxes and 15 

benefits are captured into an account as incurred and then allocated to a project based on 16 

the relationship of the project payroll based upon an overhead rate.  The overhead rate is 17 

the ratio of benefits to payroll (i.e. for every dollar of benefits there are x dollars of 18 

payroll) so a percentage is determined to be the overhead rate.  The Company has 19 

overhead rates for benefits, vehicle costs, materials handling, engineering and 20 

administrative & general costs.  21 

 22 
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Q30. What is the concern with overheads? 1 

A30. The Company provided a summary of the overhead rates to be applied to the costs by 2 

type.  The first concern has been noted in multiple alternative regulation reports prepared 3 

by Larkin.  That concern is that when the documentation is supplied, a supporting study 4 

should be supplied for the overhead rates (i.e. included with the filing).  Larkin had to 5 

request the explanation and calculations.  Attached as Exhibit PSD-L&A-5 is the 6 

summary of overheads and an indication as to what costs that overhead is applied to.  The 7 

second issue, which has also been a concern in the past, is that an administrative 8 

overhead is applied not only to the direct costs incurred, but it is also applied to the other 9 

overheads.  For example, the project has $500 of direct costs and included in that is $100 10 

of labor.  The Company will first apply a non-productive time rate of 24% to the labor 11 

dollars increasing the project cost $24. The Company then applies a vehicle overhead rate 12 

of 28% to the labor increasing the project cost another $28.  The Company will apply the 13 

benefit overhead rate of 56% to the $100 labor portion plus the $24 of non-productive 14 

dollars increasing the cost of the project by another $69. The total project cost is now 15 

$621 ($500 + $24 + $28 + $69).  Finally, the Company applies the administrative & 16 

general overhead rate of 7% to the $621 adding another $43 to the project cost.  Applying 17 

administrative & general to the total cost is equivalent to compounding interest.  An 18 

example of why this application of overhead is a concern is found in Project 148958 19 

(2017 Bucket Trucks).  The Company added $162,880 to the cost of the bucket trucks 20 

and internal labor required to purchase those trucks for administrative & general 21 

overheads.  The Company explains this as the time spent budgeting and prepping the 22 
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vehicles for service.  In my opinion it doesn’t take that much time and added cost to 1 

purchase a vehicle. 2 

 3 

Q31. Are there other concerns with the overhead rates? 4 

A31. Yes.  The Company used an overhead rate of 24.34% for non-productive time in 2017.  5 

Non-productive time consists of sick time, vacation, floating holidays, training, etc. 6 

(PSD5.Q57).  That means that on average each of the employees of GMP are only 7 

actually working 75.66% of the time.  That equates to 11 weeks of the year being non-8 

productive.  This appears to be an excessive amount of time off.  The amount of down 9 

time may be reasonable if employees are required to do a large amount of training on top 10 

of the normal time off, but it is a concern when you factor in that this is the average.      11 

 12 

II. RATE BASE 13 

Plant Additions 14 

Q32. Would you explain the Company’s requested plant additions to be included in rate 15 

base? 16 

A32. Yes.  The Company has requested that projects totaling $212,004,760 be added to rate 17 

base and retirements of $70,720,504 be removed from rate base, resulting in a net plant 18 

increase of $141,284,257 during the calendar years 2017 and 2018.  The average increase 19 

to rate base net of retirements is $150,573,000.  The reduction to plant for retirements is 20 

offset by a similar reduction to accumulated depreciation, so in fact the change to rate 21 

base for plant and retirements is $212,004,760. 22 
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Communications 1 

Q33. What is the Company requesting for additions to its communication systems? 2 

A33. The Communication request for $216,702 for plant additions consists of 4 projects.  The 3 

projects are primarily small projects and the supporting cost detail was generally 4 

sufficient.  Three of the projects identified cost savings as a benefit (the same benefit was 5 

provided for two of the projects).  None of the projects had a real financial analysis, but 6 

because they are under $300,000, none were strictly required under Attachment 7. 7 

However, I have concerns about whether a qualitative analysis, which is required under 8 

Attachment 7, was fully completed, because there is no documentation that alternatives 9 

were considered. 10 

 11 

Q34. Is the Department recommending any adjustments to communications? 12 

A34. Yes.  As explained by Brian Winn, a recommendation is being made to calculate rates 13 

including only the Distribution, Transmission and Production/Generation categories.  14 

Please refer to his testimony for the details. 15 

 16 

Information Technology 17 

Q35. Please explain what is included in the Company’s request for information 18 

technology projects. 19 

A35. The Company requested $15,409,298 for additions to plant for sixty-four Information 20 

Technology (IT) projects and two blanket requests.  Project costs range from a low of 21 

$14,050 to a high of $831,253.   22 
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Q36. Did you identify any concerns with the Company projects requested?  1 

A36. In some cases the project support files included dated quotes which I find to be 2 

concerning. For a majority of the projects, the financial analysis or qualitative analysis 3 

was lacking.  As explained in the Larkin Reports throughout the alternative regulation 4 

process, I do not believe that the use of blankets is appropriate for IT projects, especially 5 

given the range of costs included in specific project requests.  Also, as I will discuss later, 6 

the Company is requesting computer replacements at a pace that exceeds the required 7 

number based on policy and employees.  As explained in my ESAM report, the Company 8 

has a history of not completing planned projects and over-spending on approved projects, 9 

which indicates that the cost estimates and/or dates have, in many instances, been 10 

inaccurate. I have attached the Fiscal Year September 30, 2016 ESAM Report as Exhibit 11 

PSD-L&A-6. 12 

  13 

Q37. Is there any indication in this filing that GMP’s estimates are potentially 14 

inaccurate? 15 

A37. Yes.  The Company response to discovery request PSD5.Q80 indicates that for computer 16 

hardware, 1 of 3 projects that was supposed be in service as of June, 2017 has been 17 

delayed two months.  This one project has a higher cost than the other two together.   18 

There were seven computer software projects to be closed as of June 2017, and one is 19 

delayed until August.  Despite the fact that one project remains to be completed, the total 20 

cost to date is 5% over budget already.  In fact, of the six projects closed, five were over 21 

budget.  This is a concern because these projects should be more known and measurable 22 
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than the projects in the latter six months of 2017 and in 2018, yet there are variances 1 

developing.        2 

   3 

Computer Hardware 4 

Q38. Is the Department recommending a disallowance for computer hardware? 5 

A38. Yes.  As discussed in Mr. Winn’s testimony, the Department recommends that rates be 6 

calculated including only the Distribution, Transmission and Production/Generation 7 

categories.  Please refer to his testimony for the details. 8 

 9 

Q39. Did you identify specific issues with the Company’s request for computer hardware 10 

projects? 11 

A39. Yes.  The Company’s filing includes $656,662 for two blanket requests for computer 12 

hardware projects.  Traditionally, the Company has not included blanket requests for 13 

computer hardware.  This became an added blanket as part of alternative regulation, and 14 

mirrored the use of averages for both transmission and distribution blankets.  The 15 

transmission and distribution blankets have, however, escalated over time as part of 16 

alternative regulation. I have concerns that the ease of use of these blankets (which is 17 

discussed later in this testimony) has created a risk of adding dollars to plant without the 18 

Company providing sufficient written documentation to justify some larger projects.  19 

Allowing computer hardware blankets would exacerbate this problem.  This is a specific 20 

project adjustment that I would recommend. 21 

 22 
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Q40. Are there other project costs that are questionable? 1 

A40. Yes.  First and foremost, as indicated above, the Company has provided very few 2 

financial analyses or qualitative analyses. This problem exists within the Company’s 3 

computer hardware project files.  To the extent that benefits of projects are described, I 4 

find those descriptions to generally be limited. For example, in some cases, the Company 5 

lists no other considerations as an alternative to a proposed project. In my opinion, this is 6 

not sufficient detail to demonstrate that alternatives were considered, what the cost of the 7 

other alternatives was, and why that alternative was not selected. 8 

 9 

 There are specific projects that highlight this problem. They include the purchase of 10 

computers and iPads.  The two requests total $783,737 and include 261 laptops and 250 11 

iPads.  In response to a discovery request from the Department (PSD5.Q61), the 12 

Company stated that as of July 19, 2017, there were 338 laptops, 19 desktops, and 279 13 

iPads for 357 employees who require computers.  GMP’s response stated that the 14 

Company’s replacement period is the industry standard of every 3-4 years. However, the 15 

rate filing indicates a more rapid replacement rate. For example, if the Company used a 16 

four-year replacement cycle, then it would need to purchase 179 computers over a two 17 

year period (357/2) – 82 computers fewer than what is included in the filing.  Based on 18 

the Company’s request in the filing, it appears that iPads have a two year replacement 19 

rate. I would question the need for the replacement rate as reflected in the filing.  It by all 20 

appearances seems that the replacement of computers is driven more by what is fully 21 

depreciated than need.  This is an excessive request and would be recommended for some 22 
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level of disallowance in my opinion.    Using the 179 computer count as reasonable the 1 

cost of the projects could be reduced approximately $246,000 (($783,737/261) x 82).  2 

  3 

Computer Software 4 

Q41. Do you recommend any adjustments to the Company’s computer software project 5 

costs? 6 

A42. Yes. The IT project list for computer software consisted of thirty-nine projects totaling 7 

$9,717,704.  As discussed by Department witness Brian Winn, the Department is 8 

recommending that rates be calculated including only the Distribution, Transmission and 9 

Production/Generation categories.  Please refer to his testimony for the details. 10 

 11 

Transmission and Distribution Projects 12 

Q43. Can you summarize the Company’s request for transmission and distribution 13 

projects? 14 

A43. Yes.  The sum total of requested additions for transmission and distribution is 15 

$81,410,558, including 68 separate projects and six different blanket work orders.  The 16 

projected retirements are $8,855,383.  My discussion of transmission and distribution is 17 

broken down into the following seven categories (including total project numbers by 18 

category): 19 

 Distribution Lines  20 

 Distribution Substation (12) 21 

 Meters (1) 22 



Case No. 17-3112-INV 

GMP Rate Case  

Prefiled Direct Testimony of Helmuth W. Schultz, III 

August 14, 2017 

Page 29 of 67 

 

 

 

 

 Regulators and Capacitors 1 

 Transformers 2 

 Transmission Lines (28) 3 

 Transmission Substations (28) 4 

 5 

Q44. Why does the list above not include the number of projects for several of the 6 

categories? 7 

A44. There are six different blanket transmission and distribution requests that total 8 

$53,800,642.  The project categories without a number next to them are strictly blanket 9 

projects.  The blanket requests are as follows: 10 

 Distribution Lines - $43,808,176 11 

 Distribution Substation - $1,512,048 12 

 Meters - $816,384 13 

 Regulators and Capacitors - $1,547,113 14 

 Transformers - $3,548,141 15 

 Transmission Lines - $2,568,780 16 

 17 

Q45. Are there any general issues that you identified in the transmission and distribution 18 

population that you would like to discuss before you discuss the specific categories? 19 

A45. Yes.  In my review of the five year averaging for blankets, I saw a common trait – 20 

acceleration of the averaging across the blankets. Despite a fluctuation of costs up and 21 

down from year to year, the 2016 spending is accelerated when compared to the previous 22 
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years.  Also, as I have noted in prior alternative regulation reports, the Company’s use of 1 

escalating the five year average is not appropriate.  In my opinion, the Company has not 2 

provided adequate information to demonstrate that this escalation of costs is appropriate.  3 

I also have concern with the growth rate assumed for some blankets.  Additionally, I 4 

believe that the financial analysis and benefit description are not sufficient to meet the 5 

known and measurable requirements.  Although there is some level of financial analysis 6 

for some projects, the analyses for the majority of projects are insufficient.   7 

 8 

 The Department’s witness David Whitman also raises concerns with project planning and 9 

the use of blanket work orders.  In particular Mr. Whitman has taken issue with the 10 

Distribution Line blanket because: (1) there are no specific projects identified as part of 11 

the requested amounts, and (2) this blanket represents a significant portion of the overall 12 

transmission and distribution budget.  Mr. Whitman also added that part of the problem is 13 

that the Distribution Line blanket includes pole replacements, and that GMP’s pole 14 

replacement processes are inadequately documented. I share Mr. Whitman’s concerns 15 

with respect to the Distribution Line blanket, but I have additional concerns regarding the 16 

use of transmission and distribution blankets. Those concerns are addressed by category 17 

in the respective transmission and distribution plant discussions below. 18 

 19 

 20 

 21 
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Distribution Lines 1 

Q46. Please describe the Company’s requested addition for distribution lines? 2 

A46. The Company request includes $43,808,176 for distribution lines.  The five year average 3 

the Company used in estimating 2018 shows an acceleration of the distribution lines 4 

blanket during the years 2014-2016.  The amounts requested for 2017 and 2018 are based 5 

on escalated five year averages.  The costs are an accumulation of line extensions, 6 

reconstruction and minor adds, road relocations, telephone reconstruction, and other. 7 

 8 

Q47. Can you describe your concerns with GMP’s use of historical averaging for this 9 

request? 10 

A47. Yes.  There are four issues: (1) The projects have not been properly reduced for growth; 11 

(2) the Company escalated the average; (3) there is no specificity of projects; and (4) the 12 

level of costs included in the blanket has become excessive. I address each of these 13 

concerns individually below.   14 

 15 

Q48. Why do you contend that the projects were not properly reduced for growth? 16 

A48. The Company has stated in testimony and has shown as part of the averaging that an 17 

adjustment for growth is necessary. See Direct testimony of John Fiske at page 11, line 18 

17 through page 12, line 2. The growth rate for distribution lines reflected by the 19 

Company is 18.78%.  The additions for regulators and capacitors, meters and 20 

transformers include growth of 21.67%, 40.28% and 52.90%, respectively.  21 

 22 
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Q49. Are you aware of how the Company determined the level of growth included in 1 

projects? 2 

A49. The Company determined growth based on an analysis of the 2016 additions.  This 3 

method is an issue, since GMP is using one year of information and applying it to a five-4 

year average.  To be done properly, the growth rate should be a five-year average, just 5 

like the dollars being considered.  Another issue is that the Company performed this 6 

growth analysis, and the results are based on an-after-the-fact assessment that could be 7 

prone to error or lack details of project specifics. 8 

 9 

Q50. Can you describe the concerns that you share with Department witness David 10 

Whitman regarding the distribution blankets? 11 

A50. GMP’s use of blanket projects has grown over the years. Although there may be some 12 

benefits to using blankets for small dollar projects, it has become an all-inclusive process 13 

that is not thoroughly reviewed or subject to the same scrutiny that other plant categories 14 

are.  For example, the specific production projects requested range from $47,596 to 15 

$6,218,914.  The 2016 test year for blanket distribution lines had at least 10 projects that 16 

exceeded $350,000.  In response to a discovery request, GMP provided a list of the 10 17 

largest projects in the test year (PSD5.Q85). The costs ranged from $379,647 to 18 

$786,930.  The project description indicates these are not minor projects.  For example, 19 

Project 144928 entailed reconductoring of line 4 and line 6. However, the same discovery 20 

response indicated that there were 5,118 non-growth projects in 2016, the vast majority 21 

of which are small projects that could appropriately be included as a blanket. 22 
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 1 

 In my opinion, it is a problem that larger projects, which can be separately set up and 2 

accounted for, are included in a blanket with these smaller projects. Using separate 3 

project templates for these larger projects would lead to better cost control and should 4 

lead to better project planning.  Therefore, I agree with Department witness David 5 

Whitman that a threshold should be set for when distribution line projects should be 6 

separated from the blanket request. Indeed, I believe this requirement should apply to the 7 

other project categories.  Including projects of such varying size in the same blanket 8 

creates a risk for lack of accountability. 9 

 10 

Q51. Are there any other indications that spending may be excessive? 11 

A51. Yes. During discovery, the Department requested that the Company provide a 12 

comparison of plant requested to be in service through June of 2017 versus what actually 13 

was put into service.  For distribution lines for the first six months of 2017, the Company 14 

requested $10,885,642. The actual to date as of June 2017 was $16,074,795.  An increase 15 

of $5,189,153, or 47.7%, over the requested amount is significant, especially in that short 16 

of time frame.  With the level of spending that has occurred over the years, there is no 17 

question that the Company is committed to investing in distribution infrastructure. 18 

However, the appropriate question for regulators is whether the level of spending is 19 

appropriate. This level of spending may be necessary and justified, but the broad use of 20 

blankets and lack of project-specific document limits the regulatory safeguards that are 21 

needed to ensure the Company is constructing necessary projects at an appropriate cost.     22 
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Q52. Are projects included in the distribution blanket separately identified with a project 1 

number? 2 

A52. Yes, which is why, in my opinion, it would not be overly burdensome to require that 3 

GMP modify the manner in which it makes requests for large distribution projects in 4 

future rate filings. 5 

 6 

Q53. Are you recommending an adjustment to the blanket work order for distribution 7 

lines? 8 

A53. Yes.  Based on the actual five-year average, the cost for distribution lines would be 9 

$25,944,808 in each of the years 2017 and 2018.  However, using the growth rate of 10 

21.67% (the lowest of three growth computations that I listed above), I calculate an 11 

addition of $20,322,568 for each of the years 2017 and 2018, or a total of $40,645,136.  12 

Based on the Company’s request of $43,808,176 a minimum adjustment of $3,163,040 is 13 

recommended.   14 

 15 

 In addition, the Company should be instructed to implement a change in how distribution 16 

lines are included in future rate requests.  Future rate requests should segregate all 17 

distribution projects that exceed $100,000 from the distribution blanket. Each such 18 

project should be individually documented to demonstrate that is necessary and 19 

appropriately priced. Additionally, all growth projects should be separately accounted for 20 

to remove any ambiguity as to whether the blanket request is growth related or not. This 21 

would allow for the averaging to be done without any concern as to what percentage was 22 
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growth related. Finally, the cost for pole replacement should be separately requested and 1 

accounted for.  Pole replacement has become a specific focus of utilities due to aging 2 

infrastructure and the concerns with storm damage. While GMP should be encouraged to 3 

maintain a robust replacement program, as discussed by Mr. Whitman, there is sufficient 4 

justification to exclude major pole replacement programs from the distribution line 5 

blanket. This is essential since the dollar volume in distribution lines is significantly more 6 

than any of the other blanket requests.   7 

 8 

Distribution Substations 9 

Q54. Please describe the Company’s request for distribution substations? 10 

A54. The Company requests $10,796,659 for distribution substations, including 12 projects 11 

totaling $9,284,611 and $1,512,048 of blanket work orders.  12 

 13 

Q55. Can you describe the blanket request in more detail? 14 

A55. Yes. The blanket request is based on a five-year average.  The request is escalated for 15 

inflation and by 2016 costs, which are twice the average historical spending for the other 16 

four years.  The Company request assumes the blankets are not growth related, which is 17 

consistent with past requests.  Although I take issue with the use of the inflation for 18 

escalating the average, I am not recommending an adjustment because the blanket is 19 

minor and the adjustment for inflation would be minimal.   20 

 21 
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Q56. Do you have any concerns with the twelve projects for which the Company provided 1 

actual cost summaries? 2 

A56. Yes.  For Project 143292 (Graniteville Wetmore Combo S/S), the Company requested 3 

$1,430,338. In its financial analysis, GMP stated that alternatives were considered for this 4 

project, but the project documentation does not contain specific cost detail for those 5 

alternatives.  Conversely, for Project 143591 (South Brattleboro RBLD), GMP requests 6 

$2,777,395 and provided some level of cost information for alternatives as part of the 7 

financial analysis. These project folders indicate that the necessary financial information 8 

is generally available and can be provided by GMP in its documentation. Other projects 9 

had either some dollar factor mentioned in the financial analysis for alternatives 10 

considered or suggested that the only alternative was not to purchase equipment or do 11 

nothing.  I do not, however, have a specific recommended adjustment for Distribution 12 

Substations.    13 

 14 

Distribution Purchases 15 

Q57. Please describe the Company’s request for additions to plant for distribution 16 

purchases? 17 

A57. The Company requests $6,226,163, including: $1,130,909 for meters; $1,547,113 18 

regulators and capacitors; and $3,548,141 for transformers.  The only specific project is 19 

$314,525 that is included within the meter request. The remainder of the request is 20 

included within blankets   21 

 22 
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Q58. Is there an issue with the Company not adjusting the request for growth as there 1 

was for distribution lines and distribution purchases? 2 

A58. No.  The Company has adjusted blanket cost for meters using a 40.28% growth factor. It 3 

used a 21.67% growth factor for regulators and capacitors and a 52.90% growth factor for 4 

transformers. 5 

 6 

Q59. Do you propose any adjustments for distribution purchases? 7 

A59. Yes.  As noted above, this category includes only one individually documented project, 8 

which is Project 153692 (within the meter category). I believe that this project should be 9 

disallowed. The documented justification for Project 153692 is that due to technical 10 

failures with meters, GMP must increase in-house inventory by 2,500 meters. The 11 

description also notes that the failing meters are covered under an extended warranty and 12 

will be repaired at no charge. During discovery, in response to PSD5.Q69, the Company 13 

provided a history of meter failures from 2013 through July 11, 2017. GMP’s discovery 14 

response ostensibly supports the justification for the project as there has been an increase 15 

in meter failures. However, to ask ratepayers to pay for the additional meters is not 16 

appropriate because the current inventory of Advanced Meters is 14,465, and the failure 17 

rate in 2016 was 6,376.  Moreover, the project description states that the meters are 18 

covered by warranty and there is no charge to repair them.  The current inventory is 19 

sufficient to cover the current rate of failure, especially since the inventory is being 20 

replenished as part of the meter blankets.  Ratepayers should not be required to pay a 21 

return on the excess inventory when the meters will be repaired at no charge.  I 22 
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recommend that $314,525 associated with Project 153692 be excluded from the 1 

Company’s request. 2 

 3 

 I also believe that excluding the inflation from the blanket amounts would be an 4 

appropriate adjustment. However, I have not made that adjustment because the impact on 5 

the cost of service would be de minimis.   6 

 7 

Q60. Are there any added concerns that you have identified? 8 

A60. Yes.  In my plant discussion, I have identified my concern with spending for blankets and 9 

how it has increased over the years.  The Company is not experiencing significant 10 

customer growth. Thus, spending for blankets within plant should not experience a 11 

significant upswing.  However, in 2016, meter spending of $1,096,396 was twice the 12 

average of the previous four years. Similarly, in 2016, the regulator and capacitor 13 

spending was $1,666,470 – again over twice the previous four-year average.  In 2016, 14 

transformer spending of $4,506,077 was 32% higher than the previous four-year average.   15 

 16 

 In my opinion, the Company needs to better explain and justify this increased spending. 17 

Absent significant growth, the cost for plant should not be increasing this significantly.  18 

However, based on GMP’s filing and its discovery responses (PSD5.Q80) this trend 19 

appears to be continuing.  For the first six months of 2017, the Company had requested 20 

$881,657 for the distribution transformer blanket.  The response indicates the Company 21 

has expended $2,775,081. Based on the Company’s current use of blankets, any amount 22 
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spent in excess of the requested blanket amount will be compounded over subsequent 1 

years, since the blanket amount requested every year is based on a five-year average.  2 

Therefore, I believe that it is appropriate for a cap to be placed on blanket spending with 3 

the caveat that it can be exceeded if GMP’s provides sufficient justification for the 4 

increase in spending.  5 

 6 

Transmission Lines 7 

Q61. Does GMP’s proposed transmission line spending raise similar concerns to its 8 

distribution line spending? 9 

A61. Not to the same level.  The Company requests $13,247,801 for Transmission Lines, 10 

which is less than one third of the distribution line request.  Within the Transmission 11 

Lines category, there are 28 specific projects totaling $10,679,021 of the $13,247,801.  12 

The blanket cost requested is $2,568,780.  This comparatively reduced reliance on 13 

blankets provides more project-specific information and accountability. 14 

 15 

Q62. Is there an increase in spending in 2016 for the transmission line blanket similar to 16 

the other blankets? 17 

A62. Yes.  However, unlike the other blankets, the 2016 transmission blanket spending is 18 

proposed to increase over the previous four-year average by only 8%.  The only general 19 

concern that I have with the transmission line blanket is that the Company escalated the 20 

average for inflation. In my opinion, GMP has not supplied sufficient information or 21 

evidence to justify the use of inflation within the blanket.  However, as the exclusion of 22 
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inflation would result in a de minimis adjustment (less than $100,000), I am not making 1 

any specific recommendation to change the blanket request. 2 

 3 

Q63. Can you discuss the transmission projects where the Company provided actual cost 4 

summaries? 5 

A63. Yes.  The Company included 28 specific projects in its filing. Like many of the 6 

documentation files from other categories, the Company’s supporting documentation for 7 

some transmission projects does not include a sufficient financial analysis. I note that 8 

some projects did discuss alternatives and included some cost information.  However, 9 

there were projects that simply state either that no other alternatives were considered to 10 

achieve the improved reliability that the proposed project yields or the alternative 11 

considered was not to replace the plant for specified project. For example, Project 131747 12 

stated that there were no alternatives possible to achieve improved reliability. The 13 

financial analysis serves to provide support that the cost estimate is reasonable. The 14 

project cost totaled $366,920.  Direct costs were $171,948 of which only $35,716 was 15 

external cost leaving the remaining $136,232 as internal cost.  This may suggest the 16 

Company is minimizing costs, but when you factor in $191,615 of overheads associated 17 

primarily with internal cost, one would have to question whether it would be cheaper to 18 

have the work performed by external sources.  Absent a financial analysis there is no 19 

assertion that the Company’s planning is cost efficient.  In my opinion, the projects that 20 

lack documentation to demonstrate adequate consideration of alternatives and/or 21 
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appropriate cost analyses do not satisfy the known and measurable requirements under 1 

Attachment 7 and could be subject to disallowance.   2 

 3 

Q64. Are you recommending a disallowance for any of the transmission line projects? 4 

A64. No.  GMP’s responses to discovery (PSD5.Q80) indicate that the requested spending for 5 

transmission projects is on track and that projected plant in service dates have been met.  6 

While plant could be disallowed for the failure to provide some proper financial analysis, 7 

I am not making that recommendation because sufficient supporting cost detail was 8 

provided.     9 

 10 

Transmission Substations 11 

Q65. Can you describe the Company’s request for transmission substations? 12 

A65. The Company requests $7,331,759 for 28 projects.  There are no blankets included in this 13 

request.  Projects range from $9,432 to $1,040,932. I believe that GMP’s ability to 14 

provide project-specific detail for this amount of projects and not rely on blankets for 15 

transmission substations supports my conclusion that more specific project detail can and 16 

should be provided for distribution line projects.  If GMP can produce project-specific 17 

documentation for a $9,432 transmission project, then it should not be overly burdensome 18 

to produce similar documentation for projects that exceed $100,000 within the 19 

distribution lines category.     20 

 21 
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Q66. Can you describe the sufficiency of the documentation for the transmission 1 

substation projects? 2 

A66. In some cases, GMP provided analysis as to what alternatives to the proposed project 3 

were considered and what the cost of those alternatives was. In other cases GMP’s 4 

documentation states there are no feasible alternatives or no other alternatives were 5 

possible to achieve improved reliability. Some project files do not document what 6 

alternatives were considered or lack discussion of the cost of the alternatives.  I note that 7 

the Company has a habit of reproducing verbatim language regarding the alternative 8 

projects considered, which suggests to me that consideration of alternatives was not a 9 

priority.  This is common with all projects. As an example, of the 28 Transmission 10 

Substation projects included in the filing, 11 had the following response for alternatives 11 

considered and what was the cost of the alternative: 12 

  Alternatives such as the application of Demand Side Management measures or 13 

 Distributed Generation cannot address the reliability benefits this Project 14 

 provides and were not considered.    Three manufacturers were evaluated for 15 

 animal deterrent covering.  The cost of the three products was compared on a 16 

 component level.  The selected product was approximately 3 times the cost of 17 

 the other components evaluated, however it was the only one that met all of 18 

 the IEEE1656-2010 requirements, offered a comprehensive assessment and 19 

 installation plan, and was deemed a superior product of the next 25 years of 20 

 repeated product removal and re-installation.  The wild life cover-up is 21 

 manufactured to fit each unique piece of equipment or apparatus, and is 22 

 designed to be precise fit.  This precise fit eliminates any need for taping or 23 

 field modifications, allowing installation in a fraction of the time it takes for 24 

 other cover-up to be installed.  Additionally, the covers can be installed on all 25 

 types of energized equipment. The product has been installed in over 500 26 

 substations without a single product failure.  This wildlife cover is the 27 

 superior product in terms of offering our customers the most reliable power 28 

 quality needed and has been recognized as being 100% effective in 29 

 eliminating bird and animal caused outages in critical substations by 2 major 30 

 utilities. 31 
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           1 

 On the surface, this explanation appears to be responsive to the financial analysis 2 

question of alternatives. However, its verbatim repetition for 11 separate projects 3 

indicates a lack of project-specific consideration. All 11 projects involve mitigating 4 

animal damage. However, each of the 11 explanations lack specificity of the cost of the 5 

three products referenced. Likewise, the identity of the alternatives considered is missing.  6 

         7 

Joint Ownership Plant Projects 8 

Q67. Please describe the Company’s requests for capital plant additions to joint owned 9 

facilities? 10 

A67. The Fiscal year 2017 request is for $1,587,335.  The Fiscal year 2018 request is for 11 

$1,606,699.   The sum total of the increase is $3,194,034. 12 

 13 

Q68. Can you state whether this request is reasonable and meets the known and 14 

measurable standard? 15 

A68. Because of issues with determining the joint owner costs in the past, GMP has previously 16 

agreed that it would use a five year average of actual costs.  This practice eliminated 17 

disputes over the reliability of budget dollars provided by the respective owners.  To 18 

provide cost support for the projects, GMP attached the calculated average. However, the 19 

Company again escalated the cost without providing any substantiation that inflation 20 

should be applied.  Just as I disagree with the use of an inflator for blankets, I disagree 21 
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with the use of inflation in determining the appropriate estimated cost for Joint Owner 1 

construction. 2 

 3 

Q69. Are you recommending an adjustment to the joint owner capital budgets? 4 

A69.  Based on the supporting documentation supplied in the project folders, the actual 5 

average cost for Joint Owner projects is $3,087,764.  The actual average is $106,270 less 6 

than the escalated average of $3,194,034 requested by the Company.  The adjustment to 7 

rate base and the effective impact to the cost of service is minimal.  Therefore, I am not 8 

recommending any adjustment. 9 

 10 

Production Plant Projects 11 

Q70. Can you describe the Company’s request for additions to production plant? 12 

A70. The Company requests an increase of $33,875,860 to production plant for 36 specific 13 

projects. It also has an annual blanket request and $4,342,159 of plant retirements. The 14 

specific projects total $32,690,739 and the blanket total is $1,185,121.  15 

 16 

Q71. Do you have any concerns with the requested production plant additions? 17 

A71. Yes. The Production blanket request is based on an escalated five-year average of various 18 

projects the Company has deemed to be capital projects.  The production request, like the 19 

various other transmission and distribution plant blankets, has evolved through 20 

alternative regulation.  Generally, the projects within the blanket were not supported by 21 

any cost documentation when the Company submitted its filing other than a history of 22 
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costs.  As part of discovery, the Department requested that the Company provide a 1 

summary of the five largest projects completed in 2016.  GMP’s response (PSD5.Q79) 2 

provided a list of the five projects ranging from $42,041 to $102,246, totaling $372,623.  3 

The total generation blanket was $687,791. Thus, the five largest projects make up 54% 4 

of the blanket costs.  GMP states that the use of blankets allows the Company to cover for 5 

unanticipated issues that arise and are required to be addressed during the year. However, 6 

four of the five projects do not meet that criteria.  These include two hand rail projects, 7 

the replacement of a wooden platform with a steel platform, and roof replacement.  These 8 

are all projects that could have been readily identified and included as part of a specific 9 

project request. Therefore, I recommend that the $1,185,121 of blanket cost be 10 

disallowed as there is insufficient evidence that the cost are primarily related to 11 

unforeseen events or needs during the year.  12 

 13 

Q72. Do you recommend any other adjustments for plant projects that have been 14 

requested? 15 

A72. Yes.  I am concerned with the cost development for Production plant project costs, 16 

especially in 2018.  GMP’s discovery responses indicate that for 2018, the Company used 17 

third-party vendors to develop cost estimates for $21,282,872 of the $23,614,104 cost 18 

included in its request (PSD5.Q62).  Discovery response PSD5.Q74 indicates that GMP 19 

paid the vendors to develop the costs and is passing the vendors’ charges on to ratepayers 20 

as part of the project cost. I find this process to be problematic for ratemaking purposes. 21 

In reviewing the project files, I found that five vendors provided estimates totaling 22 
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$18,056,938.  The estimates were described as Budget Estimate, Budgetary Estimate or 1 

Opinion of costs. I believe that this cost documentation is speculative and provided 2 

minimal detail as to how the cost was developed.  One vendor, PC Construction provided 3 

budget estimates for 14 projects totaling $7,375,380.  In reviewing this vendor’s website I 4 

did not see any reference to experience in the electric industry.  I note, however, that it 5 

does have experience with water treatment plants.  My concern is whether the estimates 6 

could be relied on since the vendor has no obvious experience in the electric utility 7 

industry.  The Company was asked in discovery to explain what experience PC 8 

Construction has in the electric industry, and responded as follows (PSD5.Q74): 9 

  PC Construction has been compensated for preparing budgetary estimates (as 10 

 are other vendors, engineers and contractors). Just like other vendors, costs 11 

 associated with producing estimates were charged to their respective capital 12 

 job number. For example: time associated with estimated for the Waterbury 13 

 redevelopment project (Waterbury FERC) was billed to GMP project 14 

 #141781. 15 

 16 

  Regarding PC Construction experience in the electric industry: PC 17 

 Construction has nearly 50 years in the manufacturing and industrial 18 

 construction market. Outside the list of successful projects completed for 19 

 Green Mountain Power, PC’s experience covers a broad spectrum of complex 20 

 and demanding projects including: 21 

 22 

  High-volume Production Facilities 23 

  Biotechnology and Pharmaceutical Facilities 24 

  High-level Cleanroom Space 25 

  Laboratories 26 

  Biomass, Hydroelectric and Digester Biogas Facilities 27 

  Research and Development Facilities 28 
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  Specialty Gas, Chemical and Water Systems 1 

  Tool Relocations and Installations 2 

  PC Construction’s involvement varies on a project by project basis. For 3 

 example, PC Construction provides budgetary estimates on projects for 4 

 planning purposes. One major aspect of the construction management service 5 

 PC provides is working with GMP-selected engineers to administer bid 6 

 packages on behalf of GMP. In some instances, as Construction Manager, PC 7 

 Construction holds the subcontracts for the various contractors and vendors 8 

 selected through the competitively bid process. For instances in which PC 9 

  Construction bids on the scope identified in a “bid package,” bids are 10 

 submitted directly to GMP and compared against other bid packages.    11 

 12 

 GMP’s response does not provide any information with regard to PC Construction’s 13 

electric utility experience.  The Company has indicated that PC Construction is providing 14 

construction management.  15 

 16 

 The estimates raise a separate concern; they lack any commitment and are simply an 17 

opinion of what the cost would be. As discussed earlier, I believe that the estimates 18 

described as Budget Estimate, Budgetary Estimate or Opinion of costs are speculative 19 

and provide minimal detail as to how the cost was developed.   Also, as addressed in my 20 

ESAM discussion below, in recent years there are many requested projects that Company 21 

has not completed and some projects that are completed exceed their budget. The 22 

Company has also added new projects of substituted more expensive alternative projects 23 

to replace some of the uncompleted projects. Therefore, I recommend that production 24 

costs be reduced $9,028,469, which is 50% of the budget estimates and/or opinions 25 

identified. This 50% figure reflects the project costs for completes project dollars being 26 
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approximately half of the actual costs for all projects (projected and added), as discussed 1 

in my ESAM Report that is attached as Exhibit PSD-L&A-6.   2 

 3 

Q73. Does GMP provide sufficient financial analysis to meet the standards of known and 4 

measurable for the production plant projects? 5 

A73. No. Based on my review of the project files, I conclude that the documentation files for 6 

26 of the 36 projects either do not address possible alternatives for the proposed project 7 

or lack detail on the cost of possible alternative projects. For example, documentation for 8 

Project 143377 (Vergennes 9B Redevelopment) specifically stated in the explanation that 9 

“[t]he alternatives reviewed are located in the supporting documentation for this project.”  10 

The supporting documentation included actual cost information, two budgetary estimates 11 

that were relied on by the Company for costs of the project, and an 87 page assessment 12 

report.  However, I was unable to find any information of the alternatives considered by 13 

GMP and the cost of those alternatives.  Conversely, the following projects had some 14 

mention of alternatives and cost: 15 

   Project 146734 Chittenden Saddles 2017 16 

   Project 153169 Bolton Falls HPU 17 

   Project 153707 Chittenden Saddles 2018 18 

 The above listed projects, while still questionable, did have enough information to 19 

consider them sufficiently documented.   However, the inconsistency of the quality of 20 

documentation on alternative projects considered by GMP across its capital folders is 21 

troublesome. Ratepayers are being asked to pay for projects for which GMP has not been 22 



Case No. 17-3112-INV 

GMP Rate Case  

Prefiled Direct Testimony of Helmuth W. Schultz, III 

August 14, 2017 

Page 49 of 67 

 

 

 

 

able to document that, through proper planning and investigation, it attempted to provide 1 

a result based on a reasonable level of costs.   2 

 3 

Q74. Do you recommend an adjustment for the production project request because the 4 

costs are not properly documented? 5 

A74. I would recommend that in addition to the estimate disallowance discussed above, a 6 

further reduction of 10% of the remaining $23,662,270 ($33,875,860 – Blankets of 7 

$1,185,121 – estimates of $9,028,469) or $2,366,227 be excluded from the Company’s 8 

request.  As shown on Attachment 2 to Exhibit PSD-L&A-6 (ESAM Report) the 9 

approximate percentage of project dollars requested not completed is 10% 10 

($9,403,987/$91,369,386) so I believe that is a reasonable level of disallowance. 11 

 12 

Property and Structures 13 

Q75. Please describe the Company’s request for plant additions for property and 14 

structures. 15 

A75. The Company requests $4,650,536 for property and structure additions to plant.  The 16 

request consists of $394,669 of blankets and $4,255,867 for 19 specific projects. 17 

 18 

Q76. Do you have any concerns with these project costs? 19 

A76. Yes. I do not believe that the blanket project request is appropriate. There is no project-20 

specific information within this blanket, and it is not possible for regulators to review the 21 
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necessity of the projects included in this blanket. Accordingly, I do not believe that the 1 

$394,669 should be allowed.   2 

 3 

Q77. Are there any specific projects that you are concerned with? 4 

A77. Yes.  The Company has three cold storage facilities that are being requested.  The 5 

facilities are uninsulated pole barns to be used to protect equipment from the weather.  6 

The facilities are 30 feet by 60 feet and the sum total cost is estimated to be $576,422.  In 7 

reviewing project costs, I find the cost to be high.  In discovery, the Department 8 

requested that the Company explain the apparently high cost of these pole barns. GMP’s 9 

response (PSD5.Q81) provided two estimates from 2016 for storage facilities.  The two 10 

estimates were $146,000 and $125,400.  The response provides no new information as to 11 

why the costs are so high.  The 2016 estimates and the quotes received for this rate filing 12 

all appear high for a cold storage barn.  Absent an actual explanation why the costs are 13 

what they are and why that would be justified, I do not believe that the costs should be 14 

allowed. 15 

 16 

Q78. Do you have concerns about any other project costs within this category? 17 

A78. The Company has included $567,851 for the purchase of land for the Burlington 18 

Substation (Project 143539). The supporting documentation included a financial analysis 19 

that stated that no other alternatives to the project were considered. In response to a 20 

discovery request (PSD5.Q50), the Company stated that the cost will be revised because 21 

there are two potential sites under consideration now. I note that the cost for this project 22 
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was previously included in a rate request for the FY2016, but the project was not 1 

completed.  2 

 3 

Q79. Do you believe that GMP’s financial analysis is sufficient for any of the 19 requested 4 

projects within the category for plant additions for property and structures? 5 

A79. Only four of the nineteen projects had some dollar discussion regarding alternatives 6 

considered and the cost of those alternatives. Project 148725 (Springfield Unit Heaters) 7 

indicated an alternative was considered, and that the selected option provided an annual 8 

savings of $730.  Similarly, Project 148735 provided a quote that had alternative costs 9 

and an explanation why the selected cost was appropriate. The other two projects were 10 

Project 148726 (Royalton Unit Heaters) and 148727 (Sunderland Unit Heaters), which 11 

both indicated alternatives were considered and that a cost savings would result from the 12 

option selected.  For the remaining fifteen projects in this category, I do not believe that 13 

the documentation made available by GMP satisfies the requirements of Attachment 7 or 14 

the known and measurable standard. 15 

 16 

Q80. What is your recommended disallowance for property structures? 17 

A80. As explained in the testimony of Department witness Brian Winn, the Department 18 

recommends that rates be calculated including only the Distribution, Transmission and 19 

Production/Generation categories.  Please refer to his testimony for the details. 20 

 21 
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Q81. If the costs are disallowed in this rate case how will the Company ever recover the 1 

cost they appear to have already spent or will be spending?  2 

A81. When the Company applies for a rate change in a future proceeding, I assume the costs 3 

will be reflected in the average plant as part of the filing.  Unless an issue is raised in that 4 

filing, the Company will then begin to recover the costs for those projects. In other 5 

words, although the Department recommends disallowance of these projects in this 6 

proceeding, it does not foreclose the possibility of the projects being included in future 7 

rate cases if GMP provides necessary documentation to support inclusion of the projects.    8 

 9 

Q82. Does the supporting cost documentation supplied by GMP satisfy the known and 10 

measurable requirement? 11 

A82. Cost documentation is only part of the requirement.  There is also a need to know why 12 

the project is being undertaken (justification), when the Company plans for the work to 13 

be completed, and whether there is a benefit from this project being completed. Even for 14 

projects where GMP has supplied cost documentation, that documentation is not always 15 

sufficiently detailed to answer these basic questions.  16 

 17 

Transportation 18 

Q83. Do you have any concerns with the transportation plant additions requested in the 19 

filing? 20 

A83. Yes.  Transportation plant additions consisted of ten projects for a total increase of 21 

$8,984,613 to plant.  The primary cost contributor is the acquisition of 8 bucket trucks in 22 



Case No. 17-3112-INV 

GMP Rate Case  

Prefiled Direct Testimony of Helmuth W. Schultz, III 

August 14, 2017 

Page 53 of 67 

 

 

 

 

2017 and 9 bucket trucks in 2018, for a total cost of $4,959,150.  Only Project 143545 1 

(Fuel Management System) and Project 148961(2017 Trailer Purchases) had a financial 2 

analysis that identified an alternative and the cost of the alternative. 3 

 4 

Q84. Are there concerns with the Company’s requested acquisitions? 5 

A84. Yes.  The Company is requesting a replacement of 17 bucket trucks over a two year 6 

period.  According to the Company’s depreciation schedule, the bucket trucks have a 7 

useful life of 17 years.  Based on GMP’s response to discovery request PSD5.Q53, I 8 

identified approximately 83 boom/bucket vehicles in the Company vehicle listing.  9 

Assuming 83 vehicles are being depreciated over an average life of 17 years, the annual 10 

replacement would be 5 vehicles per year, or 10 over the two year period.  The project 11 

justification for Project 148958 (2017 Bucket Trucks) is that the trucks are over 10 years 12 

old and at the end of their useful life.  This explanation presents a problem because, for 13 

accounting purposes, assets are to be depreciated over their expected useful life and the 14 

Company is depreciating them over 17 years. However, GMP suggests that once they are 15 

10 years old they have reached the end of their useful life. 16 

 17 

 A similar concern exists for the replacement of diggers.  The Company is requesting a 18 

replacement of 4 diggers over a two year period.  According to the Company’s 19 

depreciation schedule, diggers have a useful life of 17 years.  Based on GMP’s response 20 

to the Department’s discovery request PSD5.Q53, I identified approximately 13 digger 21 

vehicles in the Company vehicle listing.  Assuming 13 vehicles are being depreciated 22 



Case No. 17-3112-INV 

GMP Rate Case  

Prefiled Direct Testimony of Helmuth W. Schultz, III 

August 14, 2017 

Page 54 of 67 

 

 

 

 

over an average life of 17 years, the annual replacement would be at most 1 vehicle per 1 

year. The response indicated that the Company has bought 1 digger in each of the years 2 

2013, 2015 and 2016 and 1 track digger in 2016.  That suggests the 2 per year request is 3 

excessive compared to the historical average of 1 per year.        4 

 5 

Q85. Do you recommend any disallowances for the Company’s request for 6 

transportation? 7 

A85. Yes.  As explained in the testimony of Department witness Brian Winn, the Department 8 

recommends that rates be calculated including only the Distribution, Transmission and 9 

Production/Generation categories.  Please refer to his testimony for the details. 10 

 11 

Vermont Marble Hydro 12 

Q86. Please describe the Company’s request for recovery of Vermont hydro project 13 

costs? 14 

A86. The Company requests $14,481,685 for 10 projects.  As with the other project categories, 15 

in my opinion, the Company has not provided an adequate financial analysis to explain 16 

the alternatives considered and the cost of the alternatives for the majority of the projects.  17 

Only Project 148858 (Huntington Sub Rebuild) and Project 148861 (Huntington U1 and 18 

U2 Mod) made any reference to an alternative and had some discussion of cost.   19 

 20 

 21 

 22 
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Q87. Did you identify any other concerns? 1 

A87. Yes.  Similar to the production projects, the Company supplied budget estimates and 2 

opinions for eight of the ten projects.  PC Construction provided 6 estimates totaling 3 

$1,841,100; EATON provided 1 Budgetary Estimate for $390,300; and Kleinscmidt 4 

provided an opinion of cost totaling $32,100.  As discussed above, this new practice of 5 

estimating costs is a concern as there is no proven record that the estimates are reasonable 6 

and reliable for setting rates.  Unlike a quote or contract, there is no firm commitment. 7 

Therefore, the costs are speculative and should be viewed with some level of regulatory 8 

concern. 9 

 10 

Q88. Is there any evidence that you are aware of that would indicate the costs may not be 11 

reliable? 12 

A88. Yes.  Project 148858 (Huntington Sub Rebuild) was to be placed into service in June, 13 

2017 at a cost of $832,791.  The project was completed and put into service in April, 14 

2017, but at a cost of $1,026,587.  That is a variance of $193,796 or 23.3%.  Another 15 

project was Project 148861 (Huntington U1 & U2 Mod), which was projected to cost 16 

$6,963,279 and to be in service in June, 2017.  The Company has indicated it was in 17 

service in June, 2017 but at a cost of $7,559,109, which $595,830 in excess of the 18 

projected amount. 19 

 20 

 21 

 22 
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Q89. Do you recommend an adjustment to the Vermont marble plant request? 1 

A89. No. While an adjustment could be made under the known and measurable standard and 2 

non-compliance with Attachment 7, unlike other projects, the majority of the 3 

$14,481,685 of costs have already occurred and a major portion of the actual cost were 4 

verified to invoices.  5 

     6 

Accumulated Depreciation Plant 7 

Q90. Has the Company properly reflected the accumulated depreciation for the rate year 8 

in which rates will be in effect? 9 

A90. Yes, I believe so.  It appears that the Company’s model has calculated the changes to 10 

accumulated depreciation properly based on the inputs.  I note, however, that I did not do 11 

a thorough review of model.  The only change I recommend to accumulated depreciation 12 

is a flow-through of the change in depreciation expense based on my recommended 13 

changes to plant.  This adjustment is $1,923,464 as shown on Exhibit PSD-L&A-1, 14 

Schedule 6. 15 

  16 

Other Rate Base Adjustments 17 

JV Microgrid Accounting 18 

Q91. Would you explain the accounting for the JV Microgrid investment as it is reflected 19 

in the filing by the Company? 20 

A91. Within its filing, the Company reflected three components with amounts included in the 21 

rate year 2018 for the Joint-Venture (“JV”) Microgrid investments: (1) the rate base 22 
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reflects an average investment in affiliate of $12,761,090; (2) the rate base also reflects 1 

an average deferred asset of $3,730,281; and (3) the cost of service reflects a reduction to 2 

depreciation/ amortization expense of $10,259,163.  I will discuss the accounting for each 3 

of the respective components separately with some reference to the interplay between 4 

these three components. 5 

 6 

 Deferred Asset Account 7 

 For 2018, the Company assumes that it will have an income from the JV partnership of 8 

$10,259,163.  The Company is charging this earnings to the deferred asset component  9 

and crediting depreciation and amortization expense (i.e. reducing the rate year expense), 10 

to presumably flow back all the earnings to rate payers.  The deferred asset reflects the 11 

$10,259,163 as a temporary charge in 2018.  The $10,259,163 is then offset by a one-12 

time developer fee of $2,500,000 cash paid to GMP, which leaves $7,759,163 in the 13 

deferred asset.  That $7,759,163 is ultimately cleared out and transferred to the 14 

investment in affiliate, subsequently leaving a zero balance in the deferred asset as of 15 

December 31, 2018.  However, because the deferred asset is assumed to exist over the 16 

rate year, there is a 13 month average of $3,730,281 reflected in rate base. This deferred 17 

asset will theoretically not exist in future rate years unless the Company continues to use 18 

it as a conduit to the investment account. 19 

 20 

 21 

 22 
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 Depreciation/Amortization Expense  1 

 As discussed above, GMP’s treatment of the deferred asset reflects an assumed level of 2 

earnings in the initial  year (i.e. 2018) that includes one-time up-front earnings that are 3 

not expected to continue in future periods.  The assumed level of earnings of $10,259,163 4 

was reflected as a one-time reduction to depreciation/amortization expense in the 2018 5 

rate year.  6 

 7 

 Investment in Affiliates 8 

 The investment in affiliate reflects $38,659,368 of cash investment by GMP ($900,000 in 9 

2017 and $37,759,368 in 2018).  This cash investment is reduced by $12,264,128, which 10 

is the assumed payment made to GMP by the tax equity investor, resulting in a net 11 

investment of $26,395,240.  As noted above, the Company transferred $7,759,163 from 12 

the deferred asset account to the investment in affiliate account, which raises the net 13 

investment to $34,154,403 ($26,395,240 + $7,759,163). The last assumption is the 14 

Company will receive a return of $646,963 on its investment beginning in October 2018. 15 

This return reduces the net investment to $33,507,440 ($34,154,403 - $646,963).  The 16 

$33,507,440 is the assumed investment balance at December 31, 2018.  The filing 17 

reflects the changes in investment during the year with average balance of $12,761,090 18 

due to 13 month averaging. 19 

 20 

 21 

 22 
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Q92. What is your concern with the accounting? 1 

A92. The Company reduced the investment by the tax equity partners’ cash infusion, 2 

essentially by the one-time payment of the development fee and by the earnings 3 

distributions received.  Instead of reducing the investment by the up-front $10,259,163 4 

earnings, the Company increased the investment and flowed back the $10,259,163 to rate 5 

payers as a one-time benefit.  This methodology in effect increases rate base on which 6 

rate payers will pay a return on. It also transfers that impact to ratepayers over future 7 

periods.  A key part of this concern is that the $10,259,163 is not expected in future years 8 

as a return to rate payers and I believe that the return that will be received and credited to 9 

ratepayers will be significantly less than that amount. The actual return is not known and 10 

may not be sufficient to offset the return on the investment being charged to ratepayers in 11 

the years 2019 and beyond.  12 

 13 

Q93. What do you mean the return may not be sufficient to offset the return ratepayers 14 

will be paying in the years 2019 and beyond? 15 

A93. As I indicated above, the December 31, 2018 investment balance is estimated to be 16 

$33,507,440. Assume the investment balance is frozen (i.e. no more investments by the 17 

Company).  For the rate year 2019 and beyond, the Company will earn a return of 18 

$2,248,349 using the Department’s recommended rate of return of 6.71% ($33,507,440 x 19 

6.71%).  If the $10,259,163 were applied as a reduction to the investment, similar  to the 20 

development fees and the tax equity investor reductions, the investment balance would be 21 

$23,248,277.  Using the same rate of return, rate payers would pay a return of $1,559,959 22 
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— savings of $688,390 a year.  After 15 years, all things remaining equal, ratepayers 1 

would effectively receive the  $10,259,163.  The concern on my part is while the 2 

$10,259,163 up-front return appears to benefit ratepayers, consideration also must be 3 

given to how this accounting will  affect ratepayers will be impacted in the long run.  I do 4 

not know whether a one year benefit is sufficient enough to offset future costs, especially 5 

with all the unkowns that exist.      6 

 7 

Working Capital 8 

Q94. Are there concerns with the Company’s working capital request? 9 

A94. No. Any adjustments reflected for working capital are based on a flow through from 10 

other adjustments.  11 

   12 

III. INCOME AND EXPENSES 13 

Other Revenue 14 

Q95. Are you recommending an adjustment to other revenue? 15 

A95. Yes.  The Company recorded a net gain of $337,627 on the sale of property during 16 

 the test year.  This gain belongs to ratepayers as ratepayers paid a return on and of 17 

 plant costs throughout the life of the asset.  To the extent a gain is realized that should 18 

 be flowed through to ratepayers. The Company has not reflected this gain in either the 19 

 ESAM calculation for the fiscal year 2016 or as part of the rate filing.  By not 20 

 reflecting the gain in either filing, the Company is allowing the gain to pass through 21 

 to shareholders.  I do not agree with this treatment of the gain.  22 
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Q96. Did you inquire as to how ratepayers are credited with the gain based on the 1 

Company not reflecting it in either the ESAM or the rate filing? 2 

A96. The Company was asked whether the failure to reflect the gain in the ESAM and/or the 3 

rate filing would result in a pass through to shareholders.  The request and response are as 4 

follows: 5 

 PSD5.Q46. Gain from sale of property. Please refer to GMP’s response to 6 

discovery request PSD2.Q1c. If gain from the sale of property is not expected in 7 

the rate year, not credited to ratepayers, and the gain is not reflected as part of the 8 

ESAM, would it be accurate to state that any gains realized flow through only to 9 

shareholders? If not,  please explain how ratepayers receive any of the gain 10 

credited as part of the cost of service and as part of rates. 11 

 12 

 PSD5.A46.  There are no projected gains or losses from the sale of property in the 13 

rate year, which is why no such gains or losses were included in the rate case.   14 

 15 

 GMP’s response does not acknowledge that the gain, as treated by the Company,  flows 16 

through to shareholders. This response also provides no basis for not flowing the gain 17 

through to ratepayers.  Ratepayers are entitled to the gain, and I recommend that an 18 

adjustment increasing other revenue by $337,627 be adopted.  My adjustment is shown 19 

on Exhibit PSD-L&A-1, Schedule 2, Line 7.  20 

 21 

Distribution 22 

Q97. Do you recommend an adjustment to distribution expense? 23 

A97. Yes, as part of the synergies determination.  The test year costs include $1,200,000 for 24 

account 59320 Exogenous Storm Costs – Non Platform.  As the account description 25 

indicates the costs are non-platform, and because the $35,159,338 of distribution costs in 26 
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the test year are O&M Platform costs, then the $1,200,000 should be excluded from the 1 

actual O&M Platform costs.  In other words, the Company is making an apples to 2 

oranges comparison when calculating the O&M Platform adjustment for the rate year.    3 

 4 

 During discovery, when asked about the $1,200,000 being included in the O&M 5 

Platform, the Company responded as follows (PSD5.Q44): 6 

Even though these costs are part of the platform (FERC 593), it was determined 7 

that they should be excluded from the synergy calculation. GMP is required to 8 

absorb the $1.2M exogenous costs in any year. These costs would impact 9 

synergies. If this amount was included in the actual costs when comparing them to 10 

the platform, the synergies would be decreased by $1.2M. The synergies are 11 

currently shared 50/50 with customers so customers would effectively be paying 12 

for 50% of the exogenous costs by reducing their portion of the synergies. 13 

 14 

 The response clearly states that the Company is required to absorb the costs, and that by 15 

including the cost in account 593, the Company has effectively reduced the synergies 16 

when compared to the O&M Platform, which in turn reduces rate payer savings by 50% 17 

of the cost.   18 

 19 

Q98. Does the Company agree that an adjustment is required to the cost-of-service filing? 20 

A98. I would have to conclude the answer is no. In its discovery response (PSD5.Q45), the 21 

Company claims that because this amount was included in the test year, it has no impact 22 

on the 2018 cost-of-service since the test year costs are not used to calculate rate year 23 

platform costs.   24 

 25 
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Q99. Do you agree then with the Company that the cost does not impact the 2018 cost-of-1 

service filing? 2 

A99. No.  As will be discussed later, the O&M Platform adjustment is a reflection of the cost 3 

savings from the merger.  As the Company stated in response to PSD5.Q44, which is 4 

quoted above, if the cost were included in actual costs when comparing them to the 5 

platform, then the synergies would be decreased.  The Company is correct that the O&M 6 

Platform amount is not affected. However, it is the Department’s position that the 7 

synergies reflected in the rate filing are the difference between the test year and the O&M 8 

Platform and that adjustment to the test year amount is required to determine the accurate 9 

synergies.  By reducing the test year for non-platform exogenous cost, the synergies are 10 

increased by $1.2 million and the ratepayers sharing that is reflected as an offset to the 11 

cost of service is increased by $600,000.  12 

 13 

Q100. What adjustment are you recommending with respect to the $1,200,000 of 14 

exogenous storm cost – non platform? 15 

A100. The $1,200,000 should be excluded from the test year amount thereby increasing the 16 

 platform adjustment by $600,000. 17 

 18 

Merger Savings 19 

Q101. Is there an issue with the merger savings as reflected by the Company? 20 

A101. Yes.  The Company reflected a merger savings of $18,200,000 as part of the request for 21 

2018.  The O&M Platform adjustment calculated by the Company is $36,925,900.  This 22 
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represents the merger savings achieved to date (i.e. as of December 31, 2016, the test 1 

year).  Ratepayers are entitled to fifty percent of the merger savings, which equates to 2 

$18,462,950 as of December 31, 2016.  In setting rates for 2018, at a minimum, a merger 3 

savings credit of $18,462,950 should be reflected.  That would mean the merger savings 4 

in the filing should be increased by an additional $262,950 absent any other concerns or 5 

adjustments. 6 

 7 

Q102. Is that what you were alluding to when you said the O&M Platform adjustment 8 

should be increased by $1,200,000? 9 

A102. Yes.  With the additional $1,200,000 adjustment to the platform, ratepayers would be 10 

 entitled to an additional merger savings of $600,000 (50% x $1,200,000).   That 11 

 increases the merger adjustment I am proposing to $862,950 ($262,950 + $600,000). 12 

 13 

Q103. Are you making any other adjustments to test year costs that would impact the 14 

merger savings? 15 

A103. Yes.  The Company in COS Adjustment No. 3 removed the Highgate O&M costs and the 16 

Highgate Property taxes because the investment in Highgate was sold.  However, the cost 17 

for Highgate property insurance was not excluded from the test year.  The unique 18 

disposal of this investment should require all Highgate joint owner costs to be removed.  19 

Therefore, I am reducing the test year expense by $198,553.  That increases the merger 20 

savings by $99,000 to $961,950 ($862,950 + $99,000). This adjustment is shown on 21 

Exhibit PSD-L&A-1, Schedule 2, Line 3.   22 
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Earnings Sharing Adjustment Mechanism 1 

Q104. Does the earnings sharing mechanism (“ESAM”) have any impact on the rates being 2 

requested? 3 

A104. No.  While I do have issue with certain costs on the ESAM (as explained in the Larkin 4 

Report), the adjustments that I have made that suggest the Company over-earned are 5 

within the bandwidths established. Therefore, no revenue sharing is required.  However, 6 

as I did in my analysis for the fiscal year 2016, I have prepared a summary of the 7 

projected plant additions and the actual plant addition as filed by GMP for fiscal year 8 

2016.  The concerns identified in fiscal year 2015 are again present in fiscal year 2016.  9 

Those concerns are that projects requested are not being completed as projected, 10 

significant project substitutions are taking place, and the cost of additions is exceeding 11 

the Company’s request. 12 

 13 

Q105. What level of projected projects were not completed as requested? 14 

A105. The Company requested a total of 138 projects (excludes counting of blankets) at a cost 15 

of $91,369,386.  The Company failed to complete 30 projects (21.7%) totaling 16 

$9,403,987 or 10.3% of the requested additions. Thus, when the ESAM is filed, 17 

ratepayers are being asked to pay for plant and depreciation not subject to the review.  If 18 

not corrected as part of the ESAM, ratepayers could finance projects not subject to 19 

review.  This creates a potentially inequitable result for ratepayers.   20 

 21 

 22 
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Q106. What level of project substitutions occurred? 1 

A106. The Company added 48 projects totaling $7,821,401.  I do not believe that these 2 

adjustments are appropriate because the addition of this plant is occurring without the 3 

appropriate level of regulatory review. Adding 48 projects that have not been subject to 4 

review when the initial request was for 138 is significant. 5 

 6 

Q107. Please explain the concern with project costs. 7 

A107. As noted earlier, the Company requested 138 projects at a cost of $91,369,386.  The 8 

Company failed to complete 30 projects costing $9,403,987.  That left 108 requested 9 

projects in the fiscal year with a cost of $81,965,399.  The completed cost for the 10 

requested projects was $89,224,140, or $7,258,741 over the requested amount.  The 11 

$89,224,410 is 8.9% over budget. If the 48 added projects totaling $7,821,401 that were 12 

not subject to review are also factored, the total cost passed on to ratepayers that was not 13 

reviewed is $15,080,142.  That is significant to ratepayers.      14 

 15 

Income Tax Expense 16 

Q108. Are there any recommended adjustments to income tax expense? 17 

A108. Other than the automatic flow through adjustments discussed below there are no current 18 

recommendations.   19 

 20 

 21 

 22 
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V. FLOWTHROUGH ADJUSTMENTS 1 

Q109. Are there any other adjustments that are being made that are flow through 2 

adjustments? 3 

A109. Yes.  I have reflected the state and federal income tax impact, the gross revenue tax and 4 

working capital associated with the respective adjustments that have been recommended.  5 

The adjustment is reflected on Exhibit PSD-L&A-1, Schedule 7. 6 

 7 

Q110. Does this complete your testimony? 8 

A110. Yes, at this time.  However, I may update my testimony and schedules in response to the 9 

Company’s rebuttal testimony. 10 


