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L lNrnooucrroN

This case concerns the Vermont Public Utility Commission's ('oCommission")

investigation into Green Mountain Power Corporation's ("GMP") tariff filing requesting an

overall rate increase in the amount of 4.98%o, to take effect with bills rendered on or after January

1,2018. GMP, the Department of Public Service ("Department"), GlobalFoundries U.S. 2LLC

("GF"), and Renewable Energy Vermont ("REV") have each presented us with evidence to

consider in our investigation. The Department and GMP have entered into a memorandum of

understanding ("MOU") thatwould increase GMP's rates by 5.02% from today's rates.l GF

advocates for a lower rate base and lower return on equity ("ROE") than is reflected in the MOU,

but does not recommend a specific rate level. REV's case focuses on GMP's accounting for

certain costs associated with its customers' participation in the net-metering program.

The Commission's obligation under Vermont law is to establish just and reasonable rates

necessary for Vermont utilities to provide adequate and efficient service to their customers.

Such rates are usually established through a case such as this, where the justness and

reasonableness of a utility's rate request are tested by the parties and the Commission through

discovery, testimôny, and cross-examination. Often the parties' positions will evolve as

additional information and new perspectives are introduced in the proceeding, and the rates that

I we hereby admit the Mou and its attachments into evidence as exhibit Joint-l
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the Commission approves will differ from those initially requested by thg utility. In the present

case GMP and the Department request that the Commission approve arate increase that is

slightly higher than GMP's initial request. This unusual circumstance is due, in part, to the

removal of three projects - so-called "JV Microgrids" - from the rate year. The removal of these

projects decreases the amount of GMP's capital investments in the rate year, and removes the

countervailing rate benefits that GMP had accounted for in its initial case. The net result of this

modification is an increase in GMP's rate request.

After conducting a seven-month investigation into GMP's request and considering the

parties' positions and the comments of the public, we conclude that the revisions to GMP's cost

of service reflected in the MOU will result in just and reasonable rates. Therefoîe, we approve

an increase of 5.02Yo in GMP's existing rates, to take effect with bills rendered on or after

January 3,2018.2

il. Pnocpoun¡.r.HrstonY

On April t4,2017 , GMP filed a cost of service and revised tariff with the Commission

accompanied by testimony and exhibits, requesting an overall 4.98% increase in its rates to take

effect on January 1, 2018.

On May I5,20I7, the Department recommended that the Commission open an

investigation of GMP's tariff filing and suspend the effectiveness of the rate change. On May

19,2017, the Commission issued an order opening an investigation and suspending the

effectiveness of the filing until a final determination is issued.

On May 18,20I.7, GF filed a motion to intervene.

On June 1,2017, a prehearing conference was held in Montpelier, Vermont, at which the

Commission granted GF's motion to intervene on the record.

Beginning in June 2017,the parties engaged in more than six rounds of discovery.

On June 29,2017, REV filed a motion to intervene.

On June 30,2017 , Associated Industries of Vermont ("AIV") filed a motion to intervene.

2 GMP's petition initially requested an effective date of January l, 2018, for the rate increase. However, due to

weekend days and holidays, GMP's last billing cycle of 2017 will end on January 2,2018. January 3,2078, will be

the first billing cycle date for 2018.
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On July 3,2017,Vermont Energy Investment Corporation (ooVEIC") filed a motion to

intervene.

On July 13,2017, the Commission issued an order granting REV, AIV, and VEIC

intervention,

On August 3,2017, a public hearing was held in Montpelier. Public hearings were also

held in Rutland on August 7,201J, in St. Albans on August I0,2017, and in Brattleboro on

August 29,2017.

On August 14,2017, the Department and GF filed direct testimony and exhibits.

On September 15, 2017, GMP filed rebuttal testimony and exhibits.

On October 4,2017, the Department and REV filed surrebuttal testimony.

On October 16,2017,the Department filed supplemental testimony from one witness.

On October 17-18, 2017, an evidentiary hearing was held in Montpelier, Vermont. GMP,

the Department, and GF attended the full hearings. Counsel for REV and a representative of

VEIC appeared but did not participate, and AIV did not attend the hearings. All prefiled

testimony and exhibits were admitted into evidence without objection'

On October 23,20Ii,the Commission issued an order requesting that GMP and the

Department, and other parties if they wished, include in their briefs their respective

recommendations for appropriate docurnentation standards for GMP to provide in a rate case to

support its filing and meet the "known and measurable" standard when filing a traditional cost-

of-service petition.

On Novemb er 9,2017,GMP filed the MOU between GMP and the Department. On this

date, REV filed a brief, and GF filed a letter stating that it would submit comments on the MOU

by the reply briefing deadline.

On November 14, 2017, VEIC filed a letter reserving the opportunity to comment on the

MOU by the reply briefing deadline.

pn November 21,2017, GF filed its brief in response to the MOU.

Also on November 21,2017, the Department and GMP each filed a response to REV's

brief. GMP also filed its proposed findings of fact and order.

On November 27 , 2017 , GMP filed a motion for leave to respond to GF's brief. GMP

also filed its response. GMP's motion was granted on November 28,20t7 .
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On November 28,2017, the Department filed a response to GF's brief.

ilI. PosItroNs oF THE P¿,nrlns

This section describes the parties' overall recommendations. The parties' positions on

individual issues are discussed in the relevant sections of this Order.3

GMP and the Department

The MOU between GMP and the Department ("MOU Parties") provides that a 5.02%

rate increase is fully supported by the record evidence and will result in just and reasonable rates.

The MOU Parties state that the proposed rate increase resolves all the capital reduction

recommendations made by the Department in this case. Further, the MOU Parties agree that

GMP's allowed ROE should be 9.IYofor the 2018 rateyear and9.3Vo for the 2019 rateyear.

The MOU also includes documentation standards for GMP to satisfy the "known and

measurable" requirements for a traditional cost-of-service rate increase. The MOU provides that

a cost-benefit analysis would be required for all o'major projects" and a financial analysis would

be required for "non-major projects." Exhibit2to the MOU defines oomajor projects" as those

costing more than $2 million, and defines "non-major projects" as those that cost less than $2

million.a Further, Exhibit 2 describes the minimum project-specific financial information that

must be provided to constitute a oofinancial analysis" for non-major projects, and provides

examples of information that would be included in a complete cost-benefit analysis that would

measure the financial impacts of a capital project from the ratepayers' perspective, Finally,

Exhibit 2 describes the contemporaneous documentation that must be maintained by GMP to

allow regulators to subsequently review decisions that affect ratepayers.

GF

GF recommends that the Commission adopt the 8.7So/oROE initially recommended by

the Department's witness, as it contends that GMP's recommendation was based on questionable

assumptions about future long-term interest rates. GF also challenges the reduction in capital

3 AIV and VEIC did not present evidence or briefs in this case'

4 The Commission interprets the definition of "major projects" to include those that cost exactly $2 million. If
that is not the MOU Parties' intent, they should clariff within l0 days of this Order.
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expenditures that would occur under the MOU, contending that the reduction is too small, and

argues that the Department's testimony demonstrates that the reduction should be as much as $75

million. GF did not recommend a specific change in GMP's rates.

REV

REV disagrees with GMP's analysis of costs related to the net-metering program. REV

challenges GMP's use of the term'oexcess" relating to net-metering credits accounted for in

GMP's powet supply costs. REV did not recommend a specific change in GMP's rates.

IV. FrNtrNcs

A. Cost of Service and Rate Base

1. GMP's initial rate request as filed on April 14,2017, was for an overall increase of

4.98o/o, consisting of a base rate increase of 5.33% partially offset by a year-over-year residual

Power Adjustor decrease of 0.35%. Edmund Ryan, GMP ("Ryan") pf ' at 4.

2. GMP's filing is based on test year 2016 (January 1,2016 - December 31,2016) and

rate year 2018 (January !,2018 - December 31,2018). Ryan pf. at 4'

3. GMP represented that its request for a rate increase was primarily driven by three

factors: (1) increases in transmission expenses; (2) increases in costs from the ISO New England

regional capacity market; and (3) increased costs due to net-metering. Depreciation, property

tax, and return on equity are also drivers. Ryan pf. at 4.

4 . The initial proposed rate base of $ 1 .45 8 billion reflected the 1 3 -month average level

of investment for the period ending December 3I,2016, adjusted for known and measurable

changes through the end of the rate year (December 31,2018). Ryan pf. at 8, 18.

5. GMP calculated a 13-month average balance for plant in service for the rate year.

Growth-related capital projects were excluded from the calculation. Ryan pf. at 19.

6. In its prefiled direct testimony, the Department initially recommended that the

Commission approve arate increase of 1.68%. Instead of GMP's proposed revenue deficiency

of $31.7 million, the Department concluded that there was a deficiency of $9.99 million. Brian

Winn, Department ("Winn") pf. at 3.
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7 . In rebuttal testimony, GMP revised its rate request to 5.02Yo, reflecting acceptance

roughly $2 million of power supply changes based on information that became available after the

April 14 filing. Ryan rebuttal pf. at 14-16.

8. GMP's original rate request reflected revenues of $10,259,163 from the JV Microgrid

projects during the 2018 rate year. During the evidentiary hearing, GMP agreed to the

Department's recommendation to remove these projects from rate base. As a result, the related

revenues needed to be removed from the rate calculation. These changes resulted in an increase

in GMP's rate requestto 6.46%o. Tr. of I0lI7ll7 at 15 (Smith); tr. of l0ll7lll at 31 (Ryan);

Schultz surrebuttal pf. at3; Ryan rebuttal pf. at 12; V/inn surrebuttal pf. af 3,8; exh. GMP-ER-1

(Sched. I/II Rev. 2).

9. GMP also accepted of the Department's final power supply cost adjustments. Tr. of

l0lI7lI7 at 15 (Smith).

10. The MOU between GMP and the Department provides for an agreed-upon rate

increase of 5 .02o/o, based on a revenue deficiency of $3 1 ,9 1 5,000. The rate increase consists of a

base rate increase of 5.37% partially offset by a year-over-year residual Power Adjustor decrease

of 0.35%. Exh. Joint-l at tf 19 and Exhibit 1.

11. The 5.02% rate proposed in the MOU includes the following agreed-upon provisions

in GMP's cost-of-service:

a. a $10 million reduction of plant in service in the l3-month average balance for the

2018 rate year (reflecting the removal of $20 million of capital spending in the 2018

rate year,including ancillary changes to Accumulated Deferred Income Taxes

("ADIT"), Accumulated Depreciation, and Depreciation expense);

b. inclusion of heat pumps and heat-pump hot water innovative services;

c. $18.2 million of projected "synergy savings"s for the 2018 rate year;

d. an allowed rate of return on equity of 9 .lo/o for the 20 1 8 rate yeat, and 9 .3%o for the

2019 rute year.

Exh. Joint-l at fllf 2l-24 and Exhibit 1.

s "synergy savings" reflect GMP's obligation to share with its customers cost savings that accrue from the

*rtgrrôf GüP with the former Central Vermont Public Service Corporation, approved by the Commission in

DocketNo.7770.
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12. After the adjustments agreed to in the MOU, GMP's cost of service is $626,580,000.

Exh. Joint-l at Exhibit 1.

Discussion

Traditionally, utility rates in Vermont are based on a company's cost to provide utility

services (including a retum on its prudent investments that are used to provide service to

ratepayers). The standard practice is for a utility to prepare a cost-of-service filing that is based

on a historic test year, adjusted for known and measurable changes. The cost-oÊservice filing

includes information on the utility's revenues, costs, rate base, and cost of capital. This filing is

then reviewed, and further adjustments may be made to it. Ultimately, in a fully litigated rate

case, the utility's rates are based upon the final, adjusted cost-oÊservice, rate base, and cost of

capital.

Before turning to the overall settlement reflected in the MOU, we address the three issues

that are contested by other parties. In this case the unresolved topics for the Commission to

decide include GMP's accounting for net-metering costs, GMP's rate base, and an allowable

ROE. 'V/e address the first two topics in this section, and ROE in the following section.

GMP's accounting treatment of net-metering credits

REV disagrees with GMP's characterization of $31 million in expenses related to the net-

metering program as "excess" power costs. REV alleges that GMP has not provided the

necessary financial analysis and accounting to support its claims about the purported magnitude

of net-metering impacts on rates. REV urges the Commission to find that "utilities do not pay

customers (or anyone else) for net metering generation."6 REV cites a report from Lawrence

Berkeley National Laboratory ("LBNL") as ooindependent empirical analysis" that refutes GMP's

claims about the effect of net-metering on rates.

GMP responds that it believes that REV is not seeking any specific relief in this

proceeding and that the dispute over the use of the term o'excess" is really a cost-of service-

neutral disagreement over how best to account for net-metering credits. GMP asserts that its

6 REV Proposed Findings of Fact at I
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method of tracking net-metering credits is appropriate and follows the specific requirements of

Commission Rule 5.100. GMP asserts that REV has mischaracterized GMP's testimony

regarding the relative cost of the net-metering program. GMP maintains that the cost of the net-

metering program is not $31 million annually. Instead, GMP represents that the $31 million

figure is the total value of excess net-metering credits expected to be created in 2018. GMP

further explains that when certain savings related to the program are considered, the overall net

increase in power costs in the 2018 rate year resulting from net-metering was approximately $9

million.

The Department responds that REV's assertion that utilities "do not pay" for net-metering

"does not recognize the full extent of GMP's financial obligations under its net-metering

program."T The Department states that net-metered customers are compensated by GMP through

a credit to the çustomer's bill at arate that exceeds the retail rate paid by GMP's customers. The

Department contends that it is appropriate to categoÅze a portion of,these credits as "excess"

because "[w]hile customers can retain credits for a 12-month period, in some months they will be

producing an amount in excess of what they use."8 Therefore, according to the Department, any

net-metered generation not used by the customer within that billing cycle necessarily becomes a

financial obligation that must be accounted for on GMP's books. The Department maintains that

whether GMP uses the term o'excess" to describe these credits or another term, the effect on rates

would be the same. The Department represents that it has thoroughly reviewed GMP's net-

metering accounting practices and believes that GMP has accurately tracked its net-metering

obligations.

Finally, the Department asserts that REV's reliance on the LBNL report is misplaced.

The Department states that the LBNL report contains the caveat that the report does not reflect

regional or other factors that could cause the rate effect of net-metering to fall well outside the

ranges discussed in the report. The Department contends that one such factor is that Vetmont's

net-metering rate structure provides customers with credits that are 20o/o mote valuable than the

retail rate in some cases. For these reasons, the Department disagrees with REV's arguments

and maintains that the accounting methodology used in this case accurately tracks GMP's net-

7 Department response to REV at 2
I Department response to REV at 3
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metering obligations and allows for regulators to understand how Vermont's energy policy

affects the final costs that are passed on to ratepayers.

The Commission does not find REV's criticism of GMP's accounting practices for net-

metering credits to be persuasive. GMP incurs a financial obligation when it issues net-metering

credits to its customers, and it is appropriate that these obligations be reflected as a power supply

cost because these expenses are incurred when GMP obtains power from net-metering

customers. Contrary to REV's assertions, GMP has provided detailed, specific evidence

documenting its net-metering expensese and REV has not offered persuasive evidence to the

contrary. For example, the LBNL report cited by REV is national in scope and does not contain

any analysis of GMP's costs that would allow the Commission to dispute the figures presented

by GMP. Therefore, the Commission finds that the excess net-metering costs presented by GMP

are reliable. The Commission recognizes that, as GMP's testimony states, these costs must be

considered in context with other savings that GMP realizes because of net-metering.l0

Rate Base

A utility's rate base represents the unrecovered prudent investment in facilities dedicated

to the provision of a public service. Upon this rate base, the utility earns a risk-adjusted return

comparable to similarly situated companies. Unlike revenue or expense adjustments, a dollar

change in rate base does not result in a dollar reduction in the expected earning potential of a

regulated utility. Rather, a dollar reduction in rate base equals a reduction in expected earnings

equal to the utility's cost of capital multiplied by the amount of the rate base adjustment. For

example, arate base reduction of $100 for a utility with a cost of capital of 10% would reduce

the utility's expected earnings by $10 per year (before adjusting for income tax and depreciation

effects).

Plant investment is typically the largest component of a utility's rate base. This

investment is constantly changing as the utility acquires new plant and performs periodic

maintenance and replacement of its existing plant. When the Commission sets rates for an

e See e.g., Smith pf. 17-24; exh. GMP-DCS-2
ro smith pf. at23.
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investor-owned utility, such as GMP, it determines the utility's plant investment for the test year

and adjusts that investment for known and measurable changes'

GF challenges the agreement between the Department and GMP to reduce capital

expenditures by $20 million from the amount included in the initial cost-of-service filing.

According to GF, the Department's testimony had demonstrated that GMP's documentation of

and justification for fnany of the proposed plant additions to the test-year capital costs had

significant deficiencies. GF stresses that, had the Department conducted a project-by-project

review of the documentation, a significant portion of GMP's capital investments would not have

been found to meet the o'known and measurable" standard that the Commission has applied for

inclusion in changes from test-year costs. GF points to testimony from the Department that as

much as $75 million of GMP's projected capital expenditures did not meet the known and

measurable standard due to inadequate documentation. GF asserts that the Commission cannot

accept the $20 million reduction to rate base agreed to in the MOU because it has no basis in

evidence.

GMP responds that GF "cherry-picks some of the most extreme" aspects of the

Department's case, and fails to reflect counter evidence. GMP argues that the Department never

suggested that $75 million in capital costs should be removed from the projected rate base. GMP

points instead to the Department's recommended reduction in capital costs of $24.6 million,

which it states is nearly equivalent to the $20 million adjustment in the MOU. GMP thus asserts

that there is no credible evidence to support the $75 million adjustment. Further, GMP maintains

that the $75 million adjustment sought by GF would have a significant negative impact on the

safety and reliability of GMP's service. GMP also objects to GF raising these issues for the first

time in its Reply Brief.

The Department states that it "believes that the MOU reflects a reasonable resolution of

the issues that were central to the litigation in this rate case." The Department notes that it shares

some of GF's concerns about GMP's projected rate trajectory, but argues that the compromises

in the MOU are reasonable based upon the evidentiary record.

Ratemaking in Vermont has traditionally been based upon a company's costs in the test

year (arecent period), adjusted for known and measurable changes that are expected to occur

during the period in which the rates will be in effect (the adjusted test year). The application of
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this standard is laid out in a number of Vermont Supreme Court and Commission decisions. In

Dockets 694616988 (one of the most recent fully litigated rate cases) the Commission explained

the standard as follows:

Our evaluation of CVPS's proposed plant additions begins with a review
of the known and measurable standard, as defined by the Vermont Supreme

Court, and as applied by this [Commission]. The Vermont Supreme Court has

defined the known and measurable standard as 'changes that are measurable with
a reasonable degree of accuracy and have a high probability of being in effect in
the adjusted test year. The [Commission] has consistently held, including in
CVPS's last fully-litigated rate case, that witnesses' representations alone are not

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

standard. Rather, the [Commissionl has required some tangible work-product that

shows that the project is likely to actually be completed; examples include work
orders, cost-benefit analyses, or other types of written support for a project's cost

and completion date.

The application of this standard has been an issue between the Department and GMP over

time, including during annual examinations of changes to GMP's rates. To better define the

nature of the documentation necessary to demonstrate that a particular plant addition is

reasonably likely to occur (i.e., known and measurable), in2}l4the Department and GMP

agreed to a methodology that would apply going forward in alternative regulation proceedings.

This agreement was embodied in a memorandum of understanding between these two parties in

Dockets S190/S191 that has been referred to as Attachment 7, which was an attachment to the

alternative regulation plan. That agreement, however, was set in the context of GMP's

alternative regulation plan, where the standard for allowing plant additions has not always been

the same as that applied in fiaditional cost-of-service review'

To a large degree, the dispute on the amount of plant additions that should be allowed in

rates revolves around the amount of documentation necessary to meet the known and measurable

standard. The Department presented testimony stating that, with a strict application of the

standard, over $70 million of plant additions could be disallowed. The Department did not

present a comprehensive list of the projects that would be disallowed. Instead, the Department

recommended a smaller 824.6 million reduction in rate base. This figure was arrived at through

the exercise ofjudgment by the Department after it reviewed the initial filing.
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Importantly, although the Department stated that strict application of the known and

measurable standard could result in much larger adjustments, the Department acknowledged that

some of the plant additions over which it expressed concern needed to occur before the end of

the rate year. The Department testified that excluding the larger amount would likely foreclose

GMP from receiving money from ratepayers for necessary projects during the2017-2018 period'

Even a cursory review of some of the projects questioned by the Department demonstrates that

the full $75 million disallowance was unrealistic. For example, the Department questioned the

reasonableness of GMP's costs for technology upgrades (iPads, personal computers), stating that

the cost-benefit analysis suggested a payback on these investments of 54.5 years. Obviously,

technology needs more frequent replacement than suggested by this analysis; personal computers

have been around for less than 40 years and iPads far less, and it is widely accepted that it is

necessary to regularly replace and upgrade these technologies.

Thus, we cannot conclude that areduction in capital plant of $75 million, as

recommended by GF, is appropriate. The evidence presented by GMP in reply to the

Department's initial filing, and the Department's acknowledgement that some portion of the $75

million will need to be spent during the2017-2018 period, shows that GF's position is

unfounded.

The next question is the appropriate amount of an adjustment to plant. Here, the $20

million adjustment agreed to by the Department and GMP is reasonable. It is close to the $24'6

million adjustment originally recommended by the Department. It also reflects a material change

to GMP's cost of service, reflecting the fact that some of the proposed plant additions might not

meet the known and measurable test.

Finally, the MOU Parties propose a documentation standard for GMP to employ that will

inform whether proposed capital projects meet the'rknown and measurable" standard in future

rate requests. This documentation standard appears to provide useful guidance to GMP and is

expected to yield efficiencies in the review of proposed capital projects in future rate cases. 
'We

appreciate the MOU Parties' continued attention to this important aspect of utility ratemaking.
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B. Capital Structure and Return on E

13. GMP's current authorized ROE is 9.02%, Tr.l0l17lI7 at84 (Coyne); tr. 10/18117 at

29 (Baudino).

14. GMP's witness, Mr. Coyne, and the Department's witness, Mr. Baudino, both

conclude that GMP's proposed capital structure of 48.6% equity and 51 .4o/o debt is a reasonable

capital structure for GMP. James Coyne, GMP ("Coyne") pf. at 48'49; Richard A. Baudino,

Department ("Baudino") pf. at 4 and33.

15. Mr. Coyne recommended a return on equity of 95% for GMP based primarily on his

analysis of the range of results produced from his discounted cash flow ("DCF") model, capital

asset pricing model ("CAPM"), and risk premium approach. Mr. Coyne considered an ROE

range of 9.5Yoto l\Yo to be reasonable. Coyne pf. at 3 and24-39.

16. Mr. Baudino recommended a return on equity of 8.75% for GMP based primarily on

his DCF model and his analysis of the CAPM and risk premium approaches relied on by GMP's

witness. Mr. Baudino considered an ROE range of 8.62%to 9.\2Yoto be reasonable. Baudino

pf. at14,31, and 40to 46.

17. GMP and the Department agree in the MOU to an allowed ROE for the 2018 rate

year of 9.Io/u Exh. Joint-l at\21.

Discussion

There are three essential steps in setting the weighted average cost of capital in a utility

rate case. First, we determine an appropriate capital structure. Second, we determine the cost of

each capital component. Third, we determine the cost of each component according to its

proportion of the total capital structure. The sum of these weighted capital components is the

weighted-average cost of capital.

GMP and the Department were the only parties to this case that provided testimony as to

GMP's proposed capital structure and cost of debt. Based on the undisputed evidence, the

Commission accepts as reasonable the capital structure and cost of debt proposed by GMP. The

remaining question for the Commission to decide is the appropriate return on the equity portion

of GMP's capital.
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GF recommends that the Commission reject the MOU and instead adopt the 8.75% ROE

initially recommended by the Department's witness. GF asserts that GMP's analysis of the

appropriate ROE is based on questionable forecasts of long-term interest rates. According to GF,

this approach relies on interest rate forecasts that are often wrong and should not form the basis

for an ROE in this proceeding. GF also observes that if interest rate market conditions change,

GMP can request a further rate adjustment, whereas if the ROE is set too high, "GMP will

receive a windfall atratepayer expense." GF also contests GMP's assertion that the 8.75% ROE

proposed by the Department might jeopardize its credit rating; GF argues that there is no

concrete evidence to support this conclusion. Finally, GF contends that the agreement in the

MOU to an ROE of 9.3Yo unnecessarily locks in an ROE for 2019.

GMP asserts that the 9.1% ROE agreed to in the MOU represents the mid-point of the

Department's and GMP's cases and will result in GMP having one of the lowest allowed ROEs

of any investor-owned utility in the nation in 2018. GMP contends that GF's adoption of the

ROE recommended by the Department's witness does not acknowledge or give weight to

conflicting testimony. Further, GMP obr.ru", that GF's own witness provided no opinion on

what an appropriate ROE for GMP would be.

As the Commission has previously stated:

Neither the law hor regulatory precepts prescribe a specific methodology for

setting the appropriate return on equity. Instead, the [Commission] has sub'stantial

discretion to weigh factors so as to achieve the overarching goal of authorizing a

return on equity that is fair and reasonable to all stakeholders. The critical element

is the reasonableness of the result, not necessarily the methodology used to

achieve it.l I

The testimony of the witnesses for GMP and the Department provided conflicting

recommendations regarding the appropriate ROE for GMP, representing a range 8.620/ofo

10.0%. In the MOU, GMP and the Department have agreed to an ROE of 9.lo/o for the 2018 rate

year. A 9.1% ROE for the 2018 rateyear falls near the middle of the range of ROEs proposed by

GMp and the Department arrd supported by their respective witnesses. Based on the available

evidence, a9.lo/oROE for the2018 rate year is reasonable and is accepted by the Commission.

rr Docket TS43,Investigation into tarifffiting of Vermont Gas Systems, Inc. re: proposed cost of service,Order of 8l21l72at

26. See, a/so, Docket 8190, Investigation into Green Mountain Power Corporation's Tariff Fíling, Order of 8/25114 at2l'
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As stated in the MOU, GMP intends to file a traditional cost-of-service tariff next year, to

be effectiv e in2019. To provide certainty with respect to GMP's ROE over a two-year period,

the MOU parties agree that the allowed ROE for the 2019 rate year should be locked in at 9.3o/o'

The Commission appreciates the desire of GMP and the Department to provide certainty as to

GMP's ROE over a two-year period and the interest that GMP's customers have in maintaining

GMP's current credit rating.r2

Nonetheless, while the Commission acknowledges the agreement of the MOU Parties to

lock in a9.3o/o ROE for the 2019 rate year, it cannot approve in this Order an ROE for the 2019

rcte year. The jointly proposed rate increase stipulated in the MOU for 2018 is, as the MOU

Parties maintain, supported by evidence in the record in this case.13 However, the proposed

9.3% ROE for the 2019 rate year is outside the parameters of this rate case, especially in light of

GMP's intention to make a traditional cost-oÊservice tariff filing next year that will be effective

in the 2019 rate year.

The Commission has no objection to this MOU ROE provision to the extent it represents

an agreement between GMP and the Department that a 9.3% ROE for the 2019 tate year is

appropriate and will be mutually supported by them in next yeat's rate case. However, the MOU

appears to additionally propose that the Commission's Order in this case lock in an ROE of 9'3Yo

for the 2019 rateyear before GMP makes a tariff filing for such rate year and before the

Commission considers any evidence.

If the Commission opens an investigation of GMP's tariff filing next year, a 9.3% ROE

will have to be supported by the evidence presented in such future traditional rate case. At this

time, we have no basis to determine what evidence will be presented in that case and what parties

might intervene and present different perspectives in testimony. Thus, we cannot now determine

the ROE that will apply to that future rate period. We expect that the MOU Parties will advocate

for the adoption of a9.3o/o ROE in the next rate proceeding. However, we do not adopt it at this

time.

12 ..[T]he MOU Parties agree that it is in customers' best interest for GMP to maintain its current credit rating, and that

therefore providing certainty-on [ROE] over a two year period is reasonable and appropriate." Exh. Joint-l at 5 (1T l7)'
13 cMP/DPS Mou at 3 (11 1o).
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V. Punuc CourunNrs

On August 3,7, 10, andlg,respectively, public hearings were held in Montpelier,

Rutland, St. Albans, and Brattleboro, Vermont. No members of the public attended the first

three hearings. Seven members of the public spoke at the August 29 hearing in Brattleboro. In

addition, the Commission received two written public comments. The PUC considered these

comments in developing questions to ask GMP at the evidentiary hearing. What follows is a

summary of the issues raised by the public, as well as a brief response from the Commission.

Where applicable, the Commission has indicated that certain issues are not within the scope of

this rate proceeding.

l. Shoutd GMP have to seek rate approvals directly from the ratepayers and not only

from the PUC?

This issue is outside of the scope of the Commission's jurisdiction. The Vermont statutes

assign the Commission the responsibility of reviewing GMP's rates and determining whether

such rates are'Just and reasonable."l4 The Vermont General Assembly is the appropriate forum

for addressing whether GMP should be required to seek approval from its customers for its rates.

2. Are the notices of proposed rate increases sfficiently informative to qllow ratepayers

to lclow the issues and understand the bases for the requests? Such notices should come with the

monthly bill and proyide more information, especially the date, time, and place of a hearing and

a clear explanation of what it's about.

It is important for customers to have adequate notice of proposed rate increases. Pursuant

to state law, GMP may not change its rates without providing notice of such proposed changes to

the Commission and to the Department and "such notice to parties affected by such schedules as

the Commission shall direct."ls In this case, the Commission directed GMP to provide notice of

its proposed rate change to each of its retail customers on their monthly bill. The notice stated

the amount of the proposed rate increase, provided a link to GMP's rate filing materials, and

described how the public could file comments with the Commission. The Commission will

'4 30 v.s.A. $$ 225 and226
ls 30 V.S.A. S 225(a).
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continue to consider the best ways to communicate to customers the dates and times of public

hearings in future rate cases.

3. Shoutd the þrmal filings on proposed rate inøeases include an explanation of the

information beingfited in language more easily understood by people who are not experts? For

example, it would be helpfut to have an "execî,ttive summary" of each case in ePUC in lay

Ianguøge.

The Commission agrees that it can be challenging for members of the public to read rate-

case filings. Commission Rule 2.402 specifies the materials that a utility seeking arate change

must file with the Commission, including specific calculations and projections of the utility's

costs. This detailed, and often complex, information is necessary so that the Department and the

Commission can perform their duty to review the justness and reasonableness of the rate request.

V/hile there is not a specific requirement for an "executive summary," it is the

Commission's experience that utilities often provide information similar to what is normally

found in an executive summary. For example, in this case, GMP's initial filing included a letter

from Mary Powell, CEO of GMP, providing an overview of GMP's case. Further, GMP

provided expert testimony from Edmund Ryan that included an "overview of the rate change."

Mr. Ryan also identified GMP's other witnesses and described what topics would be addressed

in the frling. The Commission will consider in a future proceeding whether utilities should be

required to submit this type of information in a format other than testimony that is more

accessible to the public.

4. To the extent a rate increase is a result of the impact of more people generating power

at their home or business, such øs from relatively small solar projects that reduce utility electric

sales, should the other ratepayers be required to pøy more for their electricity to make up the

dffirence in utility revenue?

As discussed in greater detail earlier in this Order, customer-generated power, otherwise

known as "net-metering," has an increasing role in Vermont's energy portfolio. This increased

role is not without consequence for other ratepayers. In this case, GMP has testified that net'
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metering has increased its power supply costs by approximately $9 million, which translates to

roughly 1% of upwardrate pressure.16

Prior to 2017,the compensation paid to net-metering customers for power was set by the

Vermont General Assembly. This chang ed in 2017 , when the Commission was assigned the

responsibility for setting the amount of net-metering compensation, pursuant to 30 V.S.A. $

S010(c). Under that law, the Commission is required, among other things, to "ensure [if
feasible] that net metering does not shift costs included in each retail electricity provider's

revenue requirement between net metering customers and other customers." Commission Rule

5.128 provides that the Commission will review net-metering rates every two years. The next

review under Rule 5.128 will be conducted in 2018.

5. To the extent the þroposed rate increase is in response to charges imposed on GMP by

the entities that control the transmission of electricity (ISO-NE and VELCO), are those

charges too high?

The rates for the interstate transmission of electricity are subject to the jurisdiction of the

Federal Energy Regulatory Commission ("FERC"). Therefore, it is outside the Commission's

jurisdiction to investigate the reasonableness of such charges in this proceeding. However, the

Commission engages in regional electricity matters and advocates before ISO New England and

the FERC for policies that would result in just and reasonable transmission rates for Vermont

customets.

6. Provide afutter explanation of how ISO-NE and VELCO determine the charges they

will impose on utilities in New England and Vermont and how they determine GMP's share of

those costs. WiU witnesses from ISO-NE and VELCO appear at the evidentiary hearings to

explain the bases for those charges?

As stated above, the rates charged by ISO-NE and VELCO are approved by the FERC

and are not within the Commission's jurisdiction.

16 Ryan pf. aI4; Smith pf. at 23-24. Mr. Smith further testified that the ultimate rate impact of net-metering will
likely be greater in the future, when GMP's sales will be adjusted downward as a result of net-metering.
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7. Are other Vermont utilities also askingfor rate increases in response to higher ISO-NE

and VELCO charges?

Yes. In Docket 8877,the Commission granted a request by Washington Electric

Cooperative for a 5.95% rate increase. V/EC represented that its rate request was due in part to

o'increased power supply costs due to increases in capacity and transmission costs."l7

8. In tough economic times, 5% is a significant and unaffordable increase þr many

people.

The Commission recognizes that any increase in the cost of utility service will fall

hardest on those with the least economic resources. However, the Commission is not

empowered to deny arate request on that basis alone. Under traditional ratemaking principles,

"utilities are entitled to recover legitimate, verifiable, and otherwise recoverable and prudently

incurred costs."l8 Likewise, the Commission is required by statute to ensure that GMP's rates

are just and reasonable. For these reasons, the Commission must base its decisions in rate cases

upon the evidence and through the application of accepted regulatory principles. The

Commission does so with care to ensure that. any resulting economic impact on ratepayers is

justifred.

9. What is being done to protect the New England gridfrom "hackers"?

On a national level, the FERC has certified the North American Electric Reliability

Corporation ("NERC") as the nation's Electric Reliability Orgarrization. The NERC has

developed what are known as "Critical Infrastructure Protection cyber security reliability

standards," which are designed to protect the reliability of the bulk electric system.

On a regional level, ISO-NE is addressing cybersecurity concerns for New England.

ISO-NE is an independent, non-profit Regional Transmission Organization serving New England

that oversees the operation of New England's bulk electric power system and transmission lines'

ISO-NE has in place comprehensive, round-the-clock protection against cyber threats of all

t1 Investigatíon into l(øshington Electric Cooperative, Inc.,Docket 8877 Order of 712812017 at4.
tB In re R"estructuring of Etectric Utitity Industry in Vermont,Docket 5854, Order of December 31, 1996, at 58.
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types.le ISO-NE implements the NERC standards for the New England system, as well as its

own additional standards.

On a local level, the Commission is addressing cybersecurity concerns in Case No. 7307 -

Investigation into Vermont Electric Utilities' Use of Smart Metering and Time-Based Rates,

which can be accessed on the Commission's electronic case management system at

https://epuc.vermont.gov. Specifically, in this case the Department is working with Vermont

utilities to draft a Cybersecurity Protocol, which includes standards with which utilities will

comply to protect utitity infrastructure from cyber-attacks. Additionally, in October 2009,

Vermont's electric utilities were awarded approximately $69 million in American Recovery and

Reinvestment Act funds through Smart Grid Investment Grants to deploy smart grid technology;

a cybersecurity plan was adopted in conjunction with that grant.

10. Why isn't there more public information about, qnd use of, variable electric rates that

will encourage ratepayers to use electricity when the rates are lower - i.e., during offpeak hours

hours?

This issue is outside the scope. of this proceeding. The purpose of this case is to

determine the amount of money that GMP must raise from customers (known as the Company's

oocost of service") in order to cover its expenses and earn a reasonable rate of return on its

investments. Decisions about how the cost of service is recovered from ratepayers, such as

whether to use variable or static rates, is a topic that is investigated in a type of proceeding

known as a "rate design case." The Commission expects that GMP will file arute design case in

2018 and will consider this issue in that case.2O In addition to the foregoing, the Commission is

aware that GMP offers off-peak, time-of-use, and critical peak pricing rates to its customers.

I I. Ilhat role is GlobalFoundries playing in this rate proceeding, and is it getting special

treatment thqt results in higher rates þr other ratepoyers?

re Examples of ISO-NE's cyber-initiatives can be found at https://www.iso-ne.com/aboulregional-electricity-

outlook/cybersecurity-initiatives,
20 GMp is required to file a rate design case in 2018. GMP has indicated that it might request an extension of

time to file its rate design case, but no such request has been frled.
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GlobalFoundries has been granted "party status" in this case. This means that

GlobalFoundries has the right to present evidence and participate in the Commission's

evidentiary hearing. Global Foundries has not been given any special treatment in this

proceeding that would result in higher rates for other ratepayers.

I2. I4that are the dffirences in calculating the proper rate between the Department of

Public Service's recommended rate increase of L68% and GMP's initial rate request of 4.98%?

In its initial testimony, the Department recommended limiting GMP's proposed rate

increase to 1.68Yo.21 This difference reflected the Department's position that GMP had not

adequately justified certain capital spending projects. The Department also recommended that

certain power supply costs not be included in GMP's rates because those projects would not be

in service in the rate year. Additionally, the Department recommended that the Commission

allow GMP a lower rate of return on its investments.

As discussed in more detail earlier in this order, the Department's recommendation

changed over the course of the proceeding. After the evidentiary hearing, GMP and the

Department signed an MOU whereby they settled their differences concerning the company's

rate request. As a result, both GMP and the Department now contend that GMP should be

granted a 5.02o/o rate increase. The MOU and the reasons for the new recommended rate change

are discussed in more detail above.

13. Will GMP be able to .maíntain its cunent, commendable level of commitment to clean

energ)l and innovative technology if its røte increose is not granted?

As discussed in greater detail earlier in this Order, the Commission has decided to grant

the rate request that is reflected in the MOU. As a result, the Commission expects that GMP's

approach to renewable energy and innovation will not be affected by the outcome of this

proceeding

2r Winn pf. at3-4.
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VI. CoNcr,usroN

Based upon the evidence in this proceeding, we conclude that the overall rate increase

agreed to by the Department and GMP results in just and reasonable rates. In reaching this

conclusion, we have considered the reasonableness of the individual components of the cost of

service as well as the resulting 5.02% rate increase.

As to the overall rate level, prior to the MOU, the Department and GMP disagreed about

the appropriate rate base and ROE. As a result of the MOU, the Department and GMP have

agreed on the appropriate rate base to be included in the cost ofservice in 2018, and have agreed

to an ROE that is midway between their initial positions and is supported by their experts'

testimony. In addition to the express MOU terms, GMP and the Department have resolved all

disputes regarding GMP's power supply costs for the rate year.

V/e have independently evaluated the MOU and the adjustments to GMP's cost of service

contained therein. Our conclusion is informed by the MOU Parties' proposed resolution of these

issues. The cumulative effect of the adjustments agreed to by the MOU Parties results in just and

reasonable rates for GMP's ratepayers.

VII. Onunn

Ir Is Hrnrsy ORDERED, AoluoceD, AND DpcRpeo by the Vermont Public Utility

Commission ("Commission") that:

l. Green Mountain Power Corporation ("GMP") may implement a rate increase of

5.02% for bills rendered on or after January 3,2018.

2. GMP shall file tarifß in compliance with the decisions described herein within 10

days of this Order.
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Dated at Montpelier, Vermont this
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Filed: at, ?ot z
Attest ¿

Clerk of the Commission

Notice to Readers: This decision is subject to revision of technical enors. Readers are requested to notifu
the Clerk of the Commission (by e-mail, telephone, or in writing) of any apparent errors, in order that any necessqry

corrections møy be made. (E-mail address: puc.clerk@vermont.gov)
Appeal of this decision to the Supreme Court of Vermont must befiledwith the Clerk of the Commission

within thirty days. Appeal will not støy the ffict of thß Order, absentfurther order by this Commission or
appropriate action by the Supreme Court of Vermont. Motions for reconsideration or stay, if any, must be filed with
the Clerk of the Commission within ten days of the døte of this decision and Order.


