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Summary:  The purpose of Ms. Fischer and Mr. McNamara’s testimony is to explain the 

Department of Public Service’s recommendations with respect to Green Mountain Power 

Corporation’s (“GMP”) power supply component of GMP’s proposed Multi-Year Rate Plan.  

Ms. Fischer and Mr. McNamara recommend that the Public Utility Commission (the 

“Commission”) exclude several items from GMP’s proposed Power Supply Adjustor because 

they are immaterial in scope or are within GMP’s control. Ms. Fischer and Mr. McNamara also 

recommend that the Commission modify GMP’s proposed power supply Efficiency Band to an 

asymmetrical range from -$307,000 to $150,000.
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Direct Joint Testimony 

of 

Maria Fischer and Edward McNamara 

 

Q1. Please state your name, occupation, and address. 1 

A1. My name is Maria Fischer. I am a Utilities Economic Analyst at the Vermont Department 2 

of Public Service (“Department”).  My business address is 112 State Street, Montpelier, 3 

Vermont. 4 

   5 

Q2. Please describe you professional and educational background. 6 

A2. I began working at the Department in July of 2018.  My current role in the Planning and 7 

Energy Resources Division includes supporting the development of state energy policy, 8 

implementation and compliance review of the Renewable Energy Standard, review of 9 

rate cases, and evaluating utility integrated resource planning for electric and natural gas 10 

utilities, among other responsibilities. Prior to this position, I worked in the power supply 11 

departments at Vermont Public Power Supply Authority (“VPPSA”) for 3 years and the 12 

Green Mountain Power Corporation (“GMP”) for 7 years as an Analyst and Trader for 13 

energy, capacity, and Renewable Energy Credits (“RECs”). Before entering the energy 14 

industry, I spent 5 years in the actuarial field at Mutual of America Life Insurance 15 

Company.   16 

 17 

 I earned a Bachelor of Arts degree with majors in Mathematics and Economics from 18 

Lafayette College. 19 
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Q3.  Have you ever testified before the Vermont Public Utility Commission (the 1 

“Commission”)? 2 

A3. No. 3 

 4 

Q4. Please state your name, occupation and address. 5 

A4. My name is Edward McNamara.  I am the Director of Energy Policy and Planning for the 6 

Vermont Department of Public Service (“Department”).  My business address is 112 7 

State Street, Montpelier, Vermont. 8 

 9 

Q5.   Please describe your professional background and experience. 10 

A5.  I have worked for the Department since 2012.  Prior to becoming Director of Energy 11 

Policy and Planning I was Director of Regional Policy for the Department, focusing on 12 

wholesale electric markets and transmission planning.  I was also a staff attorney and 13 

hearing officer for the Public Utility Commission (the “Commission”) from 2003 until 14 

2012.   15 

 16 

Q6.   Have you previously testified before the Commission? 17 

A6.   Yes, in Dockets 8400, 8685, 8887, 17-3087-PET, 17-3112-INV, and 18-0974-TF, among 18 

others.   19 

 20 

 21 

 22 
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Q7. What is the purpose of your testimony in this case? 1 

A7. The purpose of our testimony is to provide the Department’s recommendations on the 2 

power supply component of GMP’s proposed Multi-Year Rate Plan (“MYRP”). 3 

 4 

Q8. Please summarize your recommendations. 5 

A8. The Department supports several aspects of the power supply component of GMP’s 6 

proposed MYRP, including: the Retail Revenue Adjustor, annual updates to power costs, 7 

quarterly distribution or collection of the Power Supply Adjustor (“PSA”), and the use of 8 

a regional market simulation model.   9 

  10 

 The Department, however, recommends the removal of several cost categories from the 11 

PSA, and an asymmetrical Efficiency Band. Each of these recommendations are 12 

discussed in detail below. 13 

 14 

Q9. Does GMP currently have a MYRP? 15 

A9. No, GMP does not currently have a MYRP similar to the plan that GMP has proposed in 16 

this proceeding.  In 2007, GMP began operating under an alternative regulation plan, 17 

which was approved by the Commission on December 22, 2006, in Dockets 7175/7176.  18 

The plan was intended to better reflect actual costs to the utility with annual rate 19 

adjustments for operating costs and quarterly adjustments for power costs. GMP has 20 

operated under some variation of this plan since then.   21 

 22 
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Q10. Please provide a summary of the power supply component of GMP’s current 1 

regulation plan. 2 

A10. GMP’s current alternative regulation plan, as approved by the Commission in its 3 

November 29, 2017 Order in Case No 17-3232-PET, includes a power adjustor with five 4 

structural elements: (1) components A and B; (2) volume variance adjustment; (3) 5 

efficiency band; (4) benchmark, and (5) duration and timing. 6 

  7 

 Components A and B include all power costs that flow through the power adjustor.  8 

Component A is made up of costs that are largely outside GMP’s control and are entirely 9 

passed through to customers on a dollar-for-dollar basis.  Component B is made up of 10 

costs that GMP has some control over, and therefore GMP absorbs a portion of the 11 

variance between expected and actual costs before sharing the variance with customers.   12 

 13 

 The volume variance adjustment addresses the difference between forecasted and actual 14 

sales volumes (kWh).  It multiplies the volume variance (kWh) by GMP’s average power 15 

costs ($/kWh) to determine a dollar adjustment to be included in the quarterly PSA. 16 

 17 

 The efficiency band, or “dead band” is the amount of the Component B variance that 18 

GMP absorbs.  Requiring GMP to absorb a portion of the variance provides an incentive 19 

for GMP to minimize its power costs.  The current efficiency band is plus or minus 20 

$307,000 each quarter, plus 10% of all variances outside of that range.  21 

 22 



Case No. 18-1633-PET 

GMP Multi-Year Rate Plan 

PSD Direct Testimony of Maria Fischer and Ed McNamara 

December 14, 2018 

Page 5 of 17 

 

  

 Benchmark power costs are the projected rate year power costs and are the basis of 1 

comparison for quarterly variance calculations. 2 

 3 

 The current plan calculates the PSA on a quarterly basis, but the return or collection of 4 

the adjustment occurs on an annual basis.   5 

 6 

Q11. Please explain the rationale for a power supply adjustor. 7 

A11. The purpose of the PSA is to pass through actual power costs from the utility to 8 

customers. Power costs are typically the largest expense for electric utilities, and costs 9 

can be volatile and unpredictable.  In order to remain viable, utilities must recover their 10 

cost to serve load. The PSA is the mechanism that enables GMP to recover its actual 11 

power costs.  Absent the PSA, if electric rates do not cover power costs, then the utility 12 

would more frequently request rate increases through time intensive cost-of-service rate 13 

cases; or, if electric rates collected more than needed to cover power costs, the utility 14 

would profit.  The PSA strengthens the connection between retail rates and actual power 15 

costs while incentivizing the utility to minimize power costs and reduce the utility’s risk 16 

associated with costs that are not within its control. 17 

 18 

 GMP’s current power adjustor includes an efficiency band where variances between 19 

forecasted and actual power costs within a range are absorbed by GMP.  Therefore, when 20 

power costs turn out less than forecasted, GMP realizes a direct benefit.  Likewise, when 21 

power costs turn out more than forecasted, GMP realizes a loss.  While GMP has a strong 22 
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incentive to minimize power costs to the extent possible, if there are significant variances 1 

between actual and expected costs, that variance is returned to or collected from 2 

customers.  This pass-through mechanism shifts some risk from GMP to customers, 3 

effectively reducing GMP’s financial risk profile and improving its credit rating.  A better 4 

credit rating results in lower costs to borrow and service debt.  These lower costs 5 

ultimately flow through to rates and serve to reduce rates and provide a benefit 6 

ratepayers.    7 

 8 

Q12. Does the Department agree that the current PSA is effective? 9 

A12. Yes.  But, as Mr. Smith notes in his direct prefiled testimony, while the current PSA is 10 

effective, there is room for improvement.  The current structure increases the connection 11 

between retail rates and power costs, but does so in a complicated, non-transparent way. 12 

The changes proposed by GMP provide more transparency, simplified calculations, and 13 

greater decoupling of sales from revenues than the existing mechanism.   14 

 15 

Q13. What would be the Department’s role throughout the term of the MYRP?  16 

A13. As with GMP’s current alternative regulation plan, the Department would expect to 17 

receive quarterly filings from GMP detailing its actual and forecasted Component A and 18 

Component B power costs, resulting variances, and a calculation of the net PSA.  The 19 

Department would review these filings, including, at a minimum, performing spot audits 20 

and following up with GMP to better understand variances. 21 

    22 
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Q14. Please summarize the significant power supply component features of the proposed 1 

Multi-Year Rate Plan (MYRP). 2 

A14. As described in detail in Mr. Smith’s prefiled direct testimony, the MYRP features: 3 

 Projected base rate power costs updated annually; 4 

 Quarterly variance calculations of projected base rate power costs compared to 5 

actuals; 6 

 Full reconciliation and disbursement of the power supply adjustment on a 7 

quarterly basis; 8 

 A Retail Revenue Adjustor to replace the existing Volume Variance Adjustment 9 

that will provide greater decoupling of revenues and sales in a simple calculation;  10 

 A comparison of power costs per kWh in base rates compared to actuals rather 11 

than the existing complex method that blends volume and price variances into a 12 

single calculation. 13 

 14 

Q15. What are the most significant benefits to customers of GMP’s proposed MYRP 15 

compared to the current alternative regulation plan with respect to power costs? 16 

A15. With GMP now having been regulated for more than ten years under an alternative 17 

regulation plan approved pursuant to 30 V.S.A. § 218d, the Department sees value to 18 

both customers and GMP of this type of regulatory framework, but also sees room for 19 

improvement. 20 

 21 



Case No. 18-1633-PET 

GMP Multi-Year Rate Plan 

PSD Direct Testimony of Maria Fischer and Ed McNamara 

December 14, 2018 

Page 8 of 17 

 

  

 The primary benefits of the proposed MYRP plan are greater transparency, simplicity, 1 

and smoother year-over-year rates.  The proposed Retail Revenue Adjustor is based on a 2 

simple formula comparing actual retail revenues to base rate retail revenues.  In the 3 

current plan, the volume adjustor is based on a complicated formula that combines kWh 4 

sales and dollars. The proposal to return or collect variances on a quarterly basis (rather 5 

than annually) combined with other changes to the calculation are expected to result in 6 

less volatility in the ultimate amount being returned or collected; however, over time the 7 

total amount is expected to be similar.  8 

 9 

 Not included in GMP’s proposal, but recommended by the Department, is a reduction in 10 

the number of items included in the PSA, which will further increase transparency and 11 

simplicity.  Additionally, the Department recommends an asymmetrical Efficiency Band 12 

so that GMP will bear more downside risk, while ratepayers benefit more from 13 

unexpected windfalls.      14 

 15 

Q16. Please explain what costs are included in the PSA. 16 

A16. Essentially all power costs are included in both the current and proposed PSA.  These 17 

costs make up about 60% of GMP’s total cost-of-service.  See Exhibit PSD-MRF/EM-1 18 

for a complete list of included categories. 19 

 20 

 Power Costs are categorized as either Component A or Component B.  Component A 21 

costs are those that are generally outside of GMP’s control and are directly passed 22 
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through to customers.  Component B costs are those that GMP has some limited ability to 1 

manage, and GMP takes on more risk by only passing through costs that fall outside of an 2 

Efficiency Band, or dead band.  3 

 4 

 Currently, Components A and B include all power costs, which is an extensive list of 5 

items (See, exhibit PSD-MRF/EM-1).  The Department recommends that fewer items be 6 

included, which will further increase transparency and the ability track these costs.   7 

 8 

Q17. What are the criteria that the Department considers for including costs in the PSA?   9 

A17. The PSA is intended to facilitate the utility achieving and maintaining a higher credit 10 

rating, which benefits ratepayers by lowering the borrowing costs the utility passes 11 

through to them in rates.  In turn, the PSA reduces the utility’s financial risk associated 12 

with costs that are outside of its control.  With the adjustor’s objective in mind, costs 13 

should only be included in the PSA and passed through to customers if they are: 14 

1. Largely outside of the utility’s control; 15 

Rationale: Requiring the utility to absorb all shortfall and windfalls resulting 16 

from outcomes outside of its control could harm its credit ratings resulting in 17 

higher costs to ratepayers. 18 

2. Material in their character; 19 

Rationale: Allowing all costs to be passed through, regardless of the size, creates 20 

a burdensome regulatory review process without adding much value given certain 21 

categories’ insignificant impact on total power costs. 22 
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3. Volatile to a degree that would place undue risks on the utility; 1 

Rationale: Similar to categories that are outside of the utility’s control, volatile 2 

costs could result in shortfalls and windfalls that would result in significant year-3 

over-year variations in the utility’s bottom line and compromise its credit rating. 4 

 5 

Q18. Does the Department propose to make changes to the categories that are currently 6 

included in GMP’s PSA? 7 

A18. Yes.  The Department finds most of the items currently in the PSA to be appropriate for 8 

pass-through treatment of costs.  However, there are several items that do not meet the 9 

criteria outlined above. Many categories currently included in the PSA individually 10 

account for less than 1% of power costs or are within GMP’s control.  See Exhibit PSD-11 

MRF/EM-2 for a detailed list of categories the Department recommends including and 12 

removing from the PSA.   13 

 14 

Q19. What is the reason for removing these items from the PSA?   15 

A19. The first group of items that the Department recommends that the Commission exclude 16 

from GMP’s proposed PSA are both immaterial and difficult to verify.  To make the PSA 17 

more transparent and efficient to review, the Department suggests excluding these items.  18 

The Department’s primary objective in reducing the number of categories in the PSA is 19 

to improve efficiency and transparency in the review of the PSA.  Items that are time 20 

intensive to verify and review, but their contribution to overall power costs and 21 

associated variances are minimal should not be included in the PSA.  The Department 22 
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believes reducing the number of categories included in the PSA would allow time and 1 

resources to be used more efficiently.   2 

 3 

 In total, the immaterial items identified for exclusion make up less than 2% of GMP’s 4 

total power costs; therefore, the Department finds the improved transparency and 5 

efficiency outweighs the potential for some additional variances to GMP. The actual 6 

items that the Department recommends for exclusion on this basis are detailed in Exhibit 7 

PSD-MRF/EM-2. 8 

 9 

 The Department also recommends that Operations and Maintenance Costs (O&M) costs 10 

be excluded from the PSA.  Company and Joint-Owned O&M make up about 4% of total 11 

power costs.  These costs should largely be within the utility’s control, and therefore 12 

should not be included in the PSA.  Additionally, these categories are often the most 13 

difficult and time intensive to verify in comparison to their relatively small share of total 14 

power costs.  15 

 16 

 Mr. Smith acknowledges that the Company does have some control over O&M costs 17 

(especially for units fully owned by the utility) but raises concern of a mismatch between 18 

excluding this item and incurring additional energy costs. For example, if there is an 19 

emergency repair needed at a hydro facility, the Company will not be incentivized to 20 

complete the repair as quickly as possible if those costs are not included in the power 21 
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adjustor, resulting in a generator with no fuel cost sitting idle while the utility purchases 1 

replacement energy from ISO-NE and passes through those additional costs to customers. 2 

 3 

 The Department understands GMP’s reasons for wanting to include these costs in the 4 

adjustor, but ultimately the Department believes that these costs can and should be 5 

managed by GMP and therefore should not passed through to customers.  In total, the 6 

Department is recommending to remove categories that make up about 6% of GMP’s 7 

total power costs. 8 

 9 

Q20. If these categories were removed from the PSA, how would they be handled? 10 

A20. These categories would be included in base rates. As discussed by Mr. Riley Allen in his 11 

direct testimony, the Department recommends that GMP complete a three-year forecast 12 

of these items heading into the MYRP, which would then be updated on an annual basis 13 

and included in the annual base rate adjustment.  This would result in the potential for 14 

GMP to experience shortfalls or windfalls, but it simplifies the filing and review process, 15 

and increases transparency.  16 

 17 

Q21. Please describe the proposed Retail Revenue Adjustor. 18 

A21. The Retail Revenue Adjustor is the proposed decoupling mechanism.  Decoupling is the 19 

disassociation of utility revenues from energy sales.  In today’s energy landscape, many 20 

utilities face the challenge of flat or declining sales with increasing costs.  As the 21 

Commission recognized in its July 23, 2018 Order in Case No. 17-3142, alternative 22 
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regulation can address this dynamic with mechanisms that allow the utility to break the 1 

connection between sales and profits.   2 

 3 

 In GMP’s first iteration of alternative regulation, the Volume Variance Adjustor 4 

attempted to address this dynamic.  The Volume Variance Adjustor was a difficult to 5 

follow calculation that was rolled into Component B of the PSA.  It calculated a dollar 6 

amount to account for the difference in actual versus base rate sales volumes (kWh). 7 

While this mechanism reduced the link between sales and revenues, it did so in an 8 

approximate, incomplete, complicated, and non-transparent way.   9 

 10 

 The proposed Retail Revenue Adjustor will look exclusively at GMP’s base rate retail 11 

revenues compared to actual retail revenues.  On a quarterly basis, the difference between 12 

projected and actual revenues will be returned or collected from customers accordingly.   13 

 14 

 The Department supports the proposed Retail Revenue Adjustor, as it provides the 15 

benefits of more complete decoupling, transparency, and simplicity.  16 

 17 

Q22. Please describe the proposed annual updates to power costs. 18 

A22. GMP has proposed to set base rates annually throughout the MYRP by updating forecasts 19 

of power supply costs and retail rates each year. The Department supports this approach 20 

and recognizes that market outlooks and circumstances can change significantly year to 21 

year, and that utilizing the most current forecasts heading into a rate year should result in 22 
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the best outcomes, for both ratepayers and GMP, in minimizing variances that flow 1 

through the PSA.   2 

 3 

Q23. Please describe the Efficiency Band. 4 

A23. On Page 7 of his direct testimony, Mr. Smith describes the Efficiency Band as “a tool to 5 

increase the utility’s financial stake in managing power costs between rate cases, because 6 

cost variances within that band are absorbed by the utility, not shared with customers.”  7 

The current Efficiency Band applies to Component B of the PSA and became effective 8 

October 1, 2014.  It is set at plus or minus $307,000 per quarter, which means that any 9 

variance that falls between -$307,000 and $307,000 is absorbed by GMP.  Additionally, 10 

the Company also absorbs 10% variances outside of that range.  Prior to this mechanism 11 

going into effect, the Efficiency Band was plus or minus $615,000.  The proposed MYRP 12 

further narrows the Efficiency Band to $150,000 (while retaining 10% of variances 13 

outside of that range) effectively reducing GMP’s risk and financial stake in managing 14 

power costs.  15 

 16 

Q24. Does the Department propose any changes to the Efficiency Band? 17 

A24. The Department proposes an asymmetrical Efficiency Band, such that GMP is held more 18 

financially accountable for adverse outcomes resulting from poor forecasting or 19 

management of power costs, while the customer share more in unexpected windfalls. 20 

Because GMP has some control over these Component B items and the customer does 21 
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not, it seems fair that GMP should bear more of the downside risk. As such, the 1 

Department proposes an efficiency band of - $307,000 to $150,000.   2 

 3 

Q25. What would be the impact of this change? 4 

A25.  The result of an asymmetrical efficiency band would be less collections from the 5 

customer through the PSA. 6 

 7 

 Looking at historical data, GMP tends to under-forecast power costs and recoup those 8 

costs with after-the-fact PSA collections.  In keeping power cost forecasts as low as 9 

possible, GMP is able to limit its rate increase requests as they relate to power costs and 10 

cover those costs through PSA collections (less the amount absorbed in the dead band).  11 

Since 2013, GMP has recovered more than $30 million through the PSA.  GMP’s 12 

proposal to further reduce the dead band to +/- $150,000 represents an amount that is 13 

insignificant to a company of its size, shifts too much risk away from GMP, and does not 14 

incentivize accurate power cost forecasting.        15 

 16 

Q26. Please describe the timing of returns and collections of the PSA. 17 

A26. The MYRP proposes to distribute or collect power supply adjustments on a quarterly 18 

basis.  GMP’s original alternative regulation plan became effective on January 1, 2007, as 19 

approved by the Commission in its December 22, 2006 Order in Dockets 7175 and 7176.  20 

This plan implemented quarterly collections or returns of the PSA. The plan approved by 21 

the Commission in Docket 8191, which became effective October 1, 2014, transitioned to 22 
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an annual PSA collection or return.  Therefore, the difference between actual costs and 1 

projected costs are currently passed through to customers annually.  The Department 2 

supports GMP’s proposal to change back to quarterly adjustments, as increasing the 3 

frequency of the adjustments should reduce the magnitude of each adjustment, potentially 4 

smooth rates, and increase transparency.     5 

 6 

Q27. Does the Department support GMP’s planned use of a regional market simulation 7 

model to project energy costs? 8 

A27. Yes.  The Department has previously expressed concerns regarding GMP’s monthly on- 9 

and off-peak spreadsheet model used on forecasting power costs.  GMP has been 10 

responsive in addressing these concerns and keeping the Department informed of its 11 

status in making the transition to a regional simulation model.  The Department is 12 

optimistic that this change will improve the accuracy of GMP’s benchmark power cost 13 

forecast, specifically for the “balancing factor” that has historically been applied.  The 14 

balancing factor was used to account for the fact that when GMP’s loads are highest, 15 

demand in the region is also high, which results in higher locational marginal prices 16 

(“LMPs”) than are reflected in monthly average prices.  This relationship cannot be 17 

adequately captured in a simple monthly on- and off-peak spreadsheet model and was 18 

accounted for in the balancing factor.   19 

 20 
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Q28. Please summarize your findings and recommendations. 1 

A28. Generally, the Department supports the proposed power supply components of GMP’s 2 

proposed MYRP.  Specifically, the Department supports GMP’s proposal regarding: 3 

 Retail Revenue Adjustor; 4 

 annual updates to power costs; 5 

 quarterly distribution or collection of the PSA; and, 6 

 the use of a regional market simulation model.   7 

The Department, however, recommends the following modifications to achieve a more 8 

appropriate balance of risk between GMP and its ratepayers: 9 

 The exclusion of several items from the PSA because they are immaterial or 10 

within the Company’s control, and  11 

 changing the Efficiency Band to and asymmetrical range from -$307,000 to 12 

$150,000 so that GMP is held more accountable when actual costs are greater 13 

than forecast and ratepayers realize greater benefit when actual costs are less than 14 

forecasted. 15 

 16 

Q29. Does this conclude your testimony? 17 

A29. Yes. 18 


