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Summary: Mr. Allen details the Department of Public Service’s (the “Department”) overall 

position on the Green Mountain Power Corporation’s (“GMP”) proposed multi-year 

rate plan. Mr. Allen testifies that the Department supports approval of a multi-year 

rate plan for GMP so long as the Public Utility Commission requires a series of 

modifications to GMP’s proposed plan that are intended provide more incentives 

for GMP to provide least cost energy services and create a better balance of risks 

and rewards between GMP and its ratepayers. 
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of 
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Introduction and Background 

 

Q1. Please state your name and occupation.   1 

A1.  My name is J. Riley Allen. I am the Deputy Commissioner for the Vermont Department 2 

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

Vermont.   4 

 5 

Q2.  Please describe your educational background and experience.  6 

A2.  I have now worked for, with, or advised economic regulators in many nations for more 7 

than 30 years. I began by working with the Department of Public Service (the 8 

“Department”) in various planning positions from 1988 through 1994. Beginning in 1994 9 

I worked with the Vermont Public Service Board (“Board,” now called the Public Utility 10 

Commission, or “Commission”) as a Hearing Officer. I concluded my first job with the 11 

then Board in 2001, when I participated in some overseas consulting work. Also, from 12 

portions of 1998 and 1999 I took a leave of absence from the Board and I worked on a 13 

USAID initiative in South Africa helping with the establishment of a new regulatory 14 

body in Johannesburg. From 2001 through February, 2004 I was employed by various 15 

consulting firms involved with the establishment and capacity building for newly formed 16 

regulatory bodies throughout the Southern African Development Community. From 2004 17 

through 2008 I again worked with the Department as its Director of Regulatory Utility 18 

Planning. I returned to the Board in 2008 and started with the Regulatory Assistance 19 
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Project, in various roles, from January of 2010 through February of 2017 when I assumed 1 

my present position as the Deputy Commissioner of the Department. I received a B.A. in 2 

Economics from the University of Florida, and an M.A. in Economics from the 3 

University of Virginia. 4 

 5 

Q3.  Have you ever testified before the Vermont Public Utility Commission 6 

(“Commission”)?  7 

A3.  Yes. Most recently I testified before the Commission on the GMP extension of the 8 

alternative regulation plan in Case 17-3232 and then, more recently, in the GMP rate 9 

design proceeding in Case 18-2850. I have testified before the Commission in many 10 

proceedings covering a span of three decades, always while employed at the Department.  11 

I have participated as a policy witness for the Department or a hearing officer in cases 12 

associated with the evolution of non-traditional forms of regulation since 1992 in relation 13 

to the Vermont Telecommunications Agreement.  I also advised commissions in Africa 14 

on the terms of license agreements with providers that formed the basis for the regulatory 15 

regime that should be established.  I was the Department’s lead witness in Vermont Gas 16 

Systems first alternative regulation plan in 2006 and the Green Mountain Power 17 

Corporation’s (“GMP” or the “Company”)) first alternative regulation plan, which was 18 

approved by the Commission in a December 22, 2006 Order in Dockets 7175/7176. 19 

 20 

 21 

 22 
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Purpose of Testimony 1 

Q4.  What is the purpose of your testimony in this case? 2 

A4.  The purpose of my testimony is to provide the Department’s recommendations regarding 3 

the Green Mountain Power Corporation’s (“GMP” or the “Company”) proposed multi-4 

year rate plan and to provide context for the Department’s recommendations as they 5 

relate to the plan. 6 

 7 

Q5. How is your testimony structured? 8 

Q5. First I provide a broad summary of GMP’s proposed multi-year plan. Then I outline the 9 

Department’s general concerns regarding some aspects of the proposed plan and its 10 

compliance with the requirements of 30 V.S.A. § 218d. Next I lay out a series of 11 

recommendations and proposed revisions to the multi-year rate plan that should provide 12 

more incentives for GMP to provide least cost services and better balance risk and 13 

rewards between GMP and its ratepayers. I have also prepared Exhibit PSD-JRA-1, 14 

which, for illustrative purposes, includes a redlined version of GMP’s proposed plan that 15 

reflects the Department’s recommended revisions to GMP’s proposed plan.   16 

 17 

Purpose and Goals for Multi-year Rate Plans 18 

Q6.  Please describe how a well-designed multi-year rate plan can serve to advance 19 

ratepayer interests.   20 

A6.  A multi-year rate plan provides a framework for facilitating relative price stability and 21 

certainty for ratepayers, while incentivizing the utility to manage its costs as it works to 22 
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advance state public policy objectives established by the Legislature and regulators to 1 

realize the long-term interests of Vermont ratepayers. A well-structured plan will create 2 

flexibility for GMP to provide services that enhance customer value and provide 3 

additional earnings opportunities for the Company and its investors.   4 

 5 

 A multi-year rate plan is a form of rate regulation that is authorized under 30 V.S.A. 6 

§ 218d as an alternative to the traditional regulatory approach to ratemaking that was 7 

used in Vermont until the mid-2000s, when the Legislature enacted Section 218d in 8 

recognition of the need to modernize rate design and rate setting practices.  Alternative 9 

regulation authorizes departures from traditional ratemaking principles as warranted to 10 

enable rates to be designed or set with the flexibility needed to accommodate state policy 11 

considerations that are directed at serving long-term ratepayer needs for a smart, 12 

modernized grid powered by renewable and sustainable energy at least cost and 13 

consistent with other pertinent state goals.  For instance, unlike under traditional Vermont 14 

ratemaking law, alternative regulation can facilitate a utility’s ability to use an automatic 15 

rate adjustment mechanism to directly pass through to ratepayers a portion of the power 16 

supply costs it incurs to serve ratepayers.  This type of fuel adjustment mechanism 17 

produces a welcome degree of price stability for ratepayers that is paired with greater 18 

assurance for the utility – and its lenders – of realizing adequate revenue for cost 19 

recovery.  A Section 218d multi-year plan can also provide a utility such as GMP with 20 

the flexibility to experiment with innovative services, which is critically important at this 21 

time when the long-term interests of ratepayers require new ways of constructing, 22 
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operating, and relating to a grid that is undergoing an essential modernizing 1 

transformation in a rapidly changing energy landscape. The limitations inherent in 2 

yesterday’s traditional regulatory approach to reviewing tariff filings are fundamentally 3 

incompatible with the experimentation and innovation that utilities need to engage in so 4 

as to be in a position to serve ratepayers safely and reliably at least cost consistent with 5 

state law requirements. 6 

 7 

 When designed properly, a multi-year rate plan can benefit ratepayers by lowering rates 8 

and bills and making it possible for customers to experiment with and adopt innovative 9 

services. From the ratepayer perspective, a multi-year plan provides the advantage of 10 

predictability and therefore confidence in the reliability of rates over an extended period 11 

of time.  Multi-year rate plans also are a means for regulators to better align appropriate 12 

incentives for utilities to manage costs over a sustained timeframe, which includes 13 

providing a degree of flexibility for them to reduce costs and to pursue innovations that 14 

create value for ratepayers.  15 

  16 

Q7.   Ms. Powell provided context and goals for the plan.  Do you agree with those goals 17 

and objectives? 18 

A7.  I agree with her framing of the goals for the plan.  That said, I would stress that the plan 19 

GMP has devised to achieve the Company’s goals must also be found to satisfy the 20 

statutory goals and requirements of Section 218d in order to be approved by the PUC. 21 

 22 
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Description of GMP’s Proposed Multi-Year Rate Plan 1 

Q8.  Please describe the proposed GMP plan. 2 

A8. GMP has proposed a three-year multi-year rate plan.  The plan, as proposed, is 3 

bookended by formal cost-of-service investigations, beginning with the cost-of-service 4 

review that is currently pending before the Commission in Case 18-0974-TF.  The link 5 

between the initial cost-of-service and the onset of the plan means that the plan will build 6 

off of an initial cost-of-service that is established for a nine-month period beginning in 7 

January, 2019.  The proposed plan includes a tracker mechanism that covers power costs 8 

for the duration of the three years, from October, 2019 through September, 2022. That 9 

mechanism, as proposed, will cover roughly 60% of GMP’s overall cost-of-service and is 10 

largely the same as the power supply adjustment mechanism that has been in place as part 11 

of GMP’s alternative regulation plans that have been in place since 2007.  Notably, the 12 

proposed plan caps capital spending at about $85 million per year. It also adheres to the 13 

Base Operations and Management (“O&M”) costs and merger savings requirements 14 

(commonly referred to as the “O&M Platform”) that were conditions of the 15 

Commission’s final order in Docket 7770, which involved a review of GMP’s merger 16 

with Central Vermont Public Service (“CVPS”).  The O&M Platform, in effect, creates 17 

an assumed base level of O&M costs that GMP includes in its cost-of-service over the 18 

life of the plan. The O&M Platform also requires that GMP provide ratepayers with 19 

guaranteed levels of O&M savings that were realized as a result of the merger with 20 

CVPS.  Together, the power supply adjuster and the O&M Platform costs account for 21 

almost 80% of GMP’s overall cost-of-service.  The remaining 20% of the cost-of-service 22 
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is associated with mechanisms that are proposed to be updated on an annual basis through 1 

forecasts.   2 

 3 

Statutory Criteria and Issues Identified by the Department 4 

Q9.  Are there statutory criteria that govern the Commission’s review of the plan GMP 5 

has proposed? 6 

A9.  Yes. In order to warrant departing from traditional regulatory ratemaking principles, the 7 

plan must satisfy the criteria set out in 30 V.S.A. § 218d, one of which is that the plan 8 

must result in just and reasonable rates.  In his direct testimony, Mr. Ryan explains why 9 

GMP believes that the statutory criteria have been satisfied.   10 

 11 

Q10.  Does the proposed plan as filed satisfy the criteria? 12 

A10.  I agree with Mr. Ryan that the plan, as proposed, satisfies most of statutory requirements 13 

of 30 V.S.A. § 218d.  However, from the Department’s perspective, the proposed plan 14 

does not establish adequate incentives to manage costs and provide least-cost service 15 

(§ 218d(a)(1)) or establish a reasonably balanced system of risks and rewards. 16 

(§ 218d(a)(7)).  I will discuss each of these points in more detail below.  That said, I 17 

would emphasize that these deficiencies are not necessarily fatal.  The proposed plan can 18 

be cured with targeted revisions that reflect a more appropriate balancing of risk between 19 

GMP and its ratepayers.  20 

 21 

 22 



Case No 18-1633-PET 

GMP Multi-Year Rate Plan 

PSD Direct Testimony of J. Riley Allen 

December 14, 2018 

Page 8 of 48 

 

 
 

Q11.  Please explain your general concerns regarding GMP’s proposed plan. 1 

A11.   A plan proposed for approval under Section 218d(a)(1) must establish “a system of 2 

regulation in which such companies have clear incentives to provide least cost energy 3 

service to their customers.”  Section 218d(a)(4) requires incentives for “improved 4 

performance.”  Section 218d(a)(7) requires that the Commission “establish a reasonably 5 

balanced system of risks and rewards that encourages the company to operate as 6 

efficiently as possible using sound management practices.”  In many respects GMP’s 7 

proposed plan is designed to meet the statutory objectives and requirements quite well, 8 

but in my opinion, the proposed plan does not reflect an appropriate or acceptable 9 

balance of risks and rewards between shareholders and ratepayers.   10 

 11 

Q12. Can you address incentives to provide least cost energy? 12 

A12. Yes. The Department recognizes that the O&M Platform, which is embedded within the 13 

proposed plan, creates a risk sharing mechanism and an incentive to drive down GMP’s 14 

O&M costs. The O&M Platform, however, predates the proposed plan.  The O&M 15 

Platform is a ratemaking mechanism that is already binding on the Company by virtue of 16 

the Commission’s final order in Docket 7770; the O&M Platform’s underlying sharing 17 

requirements are already mandatory for GMP and will remain so irrespective of whether 18 

GMP operates under an alternative regulation plan going forward.  Other than the 19 

familiar O&M Platform that is already in effect, there are few mechanisms within the 20 

proposed plan that establish incentives for GMP to drive down costs and advance policy 21 

objectives.  The proposed Power Supply Adjuster (“PSA”) incorporates a small 22 
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efficiency “dead band” around forecasted power costs, which Mr. McNamara and Ms. 1 

Fischer discuss in their testimony on behalf the Department. The PSA, however, is not 2 

likely to have a material impact on financial performance and to serve as a strong 3 

incentive to manage power costs.  4 

 5 

 Thus, in the interest of ensuring adequate ratepayer protections and in order to comply 6 

with Section 218(d), GMP should be required to establish additional, meaningful 7 

incentives to control costs as it seeks to transition into a multi-year alternative regulation 8 

plan. While the proposed plan provides opportunity for ratepayer benefits, the 9 

Department maintains that generally relying on existing regulatory requirements does not 10 

satisfy Section 218d’s mandates regarding incentives to provide least cost energy. 11 

 12 

Q13. Can you discuss the balancing of risk? 13 

A13. This criterion is inherently intertwined with incentives to provide least-cost services, 14 

because when GMP carries more risk, it will have greater incentive to manage its risk 15 

exposure by identifying and achieving savings. The proposed plan includes a symmetrical 16 

framework that places guardrails around the potential for earnings variability.  This 17 

framework implies that GMP’s management and ratepayers share a symmetrical 18 

opportunity to manage costs and operations and to deliver services and innovations.  19 

While it is true that there is much in the utility environment that neither the ratepayer nor 20 

management control, much, if not most of what is outside of the control of utility 21 

management is covered in the plan through various mechanisms that all but ensure cost 22 
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recovery.  Specifically, the plan establishes minimal risk of non-recovery for power costs 1 

(roughly 60% are passed through the PCA), capital costs (are capped at $85 million with 2 

provision for a pass through of the expected levels of depreciation), the base O&M 3 

Platform (the rules for which were defined more than 5 years ago in Docket 7770 related 4 

to the merger between CVPS and GMP or about 18% of the revenue requirement), and 5 

the return on rate base that is covered by adjusters to the allowed rate of return on equity 6 

(“ROE”).  The GMP plan also includes forecasted updates to debt costs and updated 7 

annual forecasts to other line item expense categories.  The plan further includes an 8 

adjuster for unexpected, exogenous events such as weather and/other potential external 9 

factors including changes in applicable laws or regulations.  The plan establishes revenue 10 

assurances through its decoupling framework.  The plan contemplates annual updates 11 

through forecasts for many features of the plan that include updates to debt, taxes, and 12 

residual components of O&M not included in the base O&M Platform.  The plan 13 

additionally includes provisions for earning adders to serve as inducements for the 14 

achievement of certain goals that GMP characterizes as “stretch” goals.   15 

 16 

 The Department recognizes that GMP’s organizational culture is focused on serving its 17 

customers and therefore logically should be deemed to be focused on economic 18 

efficiency and cost management.  But the Department would like to see the Company’s 19 

proposed form of alternative regulation be more tightly designed to ensure that end as 20 

well.  In the Department’s view, the performance risk of the proposed plan is 21 

disproportionately resting on ratepayers rather than management.  Over time, ratepayers 22 
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would be better served if the performance risk were placed more squarely on 1 

management, who are well positioned to drive economic efficiency and manage costs.  In 2 

sum, the proposed plan should be designed to strengthen incentives for GMP to further 3 

manage its costs. 4 

 5 

 The plan as presented places a strong emphasis on short-term cost recovery and the flow-6 

through of expenses into rates with inadequate emphasis on cost management and 7 

associated emphasis on driving down the prices. In certain areas the plan creates 8 

opportunity for strong financial performance incentives to the company and its 9 

shareholders without a commensurate return to ratepayers. But the plan fails to fully 10 

capture improvements that can reasonably be expected to be realized through the normal 11 

course of business under even traditional forms of regulation, let alone the benefit to 12 

ratepayers that should be expected to be realized through a multi-year plan that provides 13 

GMP with additional flexibility and certainty of cost recovery relative to frequent cost-of-14 

service rate proceeding under traditional regulatory practice.  15 

  16 

 In summary, the Department believes GMP’s proposed plan does not achieve an 17 

appropriate or acceptable balance of risks and rewards.  Under the plan, GMP would 18 

enjoy a high level of certainty for cost recovery that is backstopped by an earnings-19 

sharing adjustment mechanism that is symmetrically bounded by a dead band. The plan 20 

also includes earnings-sharing adjusters in the event that there is deviation from expected 21 

and frequently updated elements of the plan. Therefore, the Department recommends that 22 
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the plan be modified to either shift performance risk to GMP or ensure that ratepayers 1 

receive a larger share of the rewards that are generated by the assurances that the plan 2 

creates. 3 

 4 

Q14. Can you describe the Department’s opinion with respect to GMP’s proposed 5 

performance metrics? 6 

A14. The Department is also concerned that the plan does not have a robust framework for 7 

measuring the performance of the plan relative to the objectives that were presented in 8 

Ms. Powell’s testimony.  As I said earlier, I agree with Ms. Powell’s framing of the 9 

objectives.  Over time, the Department would like to see a system of objective 10 

performance measurements and create links to financial incentives that become part of a 11 

future plan.  The Department was encouraged to see in Mr. Otley’s testimony that GMP 12 

has identified some measurements for tracking the accomplishment of the plan’s 13 

objectives.  These measurements are certainly a sensible starting point for devising the 14 

type of accountability framework the Department would urge the Commission to require.   15 

 16 

 Mr. Otley proposes to tie certain service-quality related metrics to ROE incentives, but 17 

does not attempt to link to the transformative measures.  I agree with Mr. Otley that the 18 

transformative measures should not be linked to financial performance incentives in this 19 

plan.  This is a complex area that warrants additional experience and actual data 20 

regarding metrics prior to linking them to actual incentives.  Performance metrics can be 21 

challenging to get right and there is always the risk that the metrics in the end do not 22 
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achieve their intend outcomes. This imbalance can be the result of any number of factors, 1 

but among them are concerns associated with the ability of a provider to “game” or 2 

exploit the metrics.  To be clear, the Department has no reason to believe that GMP 3 

would attempt to exploit metrics, but it seems sensible to gain some experience with 4 

these metrics prior to linking them to actual additional earnings or penalties. Later in my 5 

testimony I will provide additional measures that I believe GMP should be required to 6 

track as part of any plan the Commission may approve. 7 

 8 

Q15. Does the Department have any concerns with GMP’s proposed annual updates? 9 

A15. Yes. A major component of GMP’s proposed plan is annual forecast updates to various 10 

line items built into GMP’s cost-of-service. A summary of these line items is contained in 11 

Mr. Ryan’s testimony as Attachment I. Notably, many line item expenses and even 12 

revenues are proposed to be updated through annual forecasts conducted by an 13 

independent third-party entity that reports to GMP. I have never before seen such an 14 

annual forecast update feature in any of the alternative regulation or multi-year rate plans 15 

that I have previously reviewed. It is a feature that has not been included in prior 16 

alternative regulation plans reviewed by the Commission and it accordingly warrants 17 

careful consideration before adoption. 18 

 19 

 The proposed forecasting methodology adds an additional layer of complexity to the 20 

plan. However, it also triggers an annual regulatory review, which raises a separate 21 

concern regarding transparency, or rather lack thereof, that could arise from such forecast 22 
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updates. While this proposed updating feature is not likely as complex as the annual base 1 

rate reviews that were conducted under GMP’s prior alternative regulation plans, the 2 

Department’s expectation is that any multi-year plan should seek to simplify the 3 

necessary annual regulatory reviews.  Such simplicity is key to enhancing transparency, 4 

not just for regulators, but also for the public at large. 5 

  6 

 To the extent that these updates are a feature of the plan, there is an additional risk of 7 

pressure developing to bring undue subjectivity to bear on the forecasts that could skew 8 

them toward improving the prospect of generating profits. The Department therefore 9 

recommends that the overall framework revised to bolster the focus on creating positive 10 

consumer outcomes. 11 

 12 

Q16. Does the Department have any additional general concerns regarding the proposed 13 

plan? 14 

A16. Yes, the Department has concerns with the overall complexity of the proposed plan.  15 

Simply put, there are too many moving parts.  In turn, some of the features of this 16 

proposed plan remain opaque to the Department, and by extension, to the public and any 17 

interested stakeholders.  For instance, some components of the plan, including the ROE 18 

adjustments, link to online services and portals that the Department was unable to access 19 

in reviewing the plan.  There is also still some uncertainty regarding how GMP will 20 

implement some of the annual line-item forecast updates.  The complexity raises 21 

potential practical concerns over implementation and the associated costs of regulatory 22 
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scrutiny or the risk of inadequate scrutiny.  In the interest of fostering transparency and 1 

public confidence in alternative regulation practice as an appropriate and effective means 2 

of supervising ratemaking for regulated utilities, the Department recommends that the 3 

plan be as simple and efficient as possible, which means paring back the complexity of 4 

GMP’s current proposal.  The framework should be simplified and the moving parts 5 

should be readily accessible to any regulator or member of the public who wants to 6 

review the plan and examine it in action. 7 

 8 

Department Recommendations and Proposed Modifications 9 

Q17.  Given the Department’s concerns, can you please summarize your 10 

recommendations for revising GMP’s proposed plan? 11 

A17.  In broad terms, I recommend that the framework for the proposed plan be more directly 12 

aligned with a more traditional form of a multi-year or incentive regulation plan.  This 13 

approach is consistent with the Department’s positions in Case 17-3142 (which involved 14 

a general review of alternative regulation in Vermont). First, the Department agrees that 15 

the plan should include a Power Supply Adjustor (“PSA”).  Such an adjuster is 16 

pervasively in use in most other states in the nation, even under traditional forms of 17 

regulation.  Vermont has long been an outlier on this point of utility ratemaking, to the 18 

detriment of the ratepayers who have to bear the resulting higher borrowing costs that 19 

lenders are inclined to charge due to heightened uncertainty of the utility’s recovery of 20 

power supply costs.  Mr. McNamara and Ms. Fischer discuss the Department’s proposed 21 

revisions to GMP’s proposed PSA in their testimony.  Second, the Department recognizes 22 
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that the plan should include a base rate component that covers virtually all other elements 1 

of the plan, which I discuss in more detail below. Third, the plan should allow for 2 

recovery of extraordinary expenditures or changes through an exogenous adjustment 3 

mechanism. Finally, there should be provision for adjusting the cost-of-capital on a year-4 

to-year basis based on changing financial conditions.   5 

 6 

With respect to the PSA, the categories of costs included should be reduced so that only 7 

the costs that meet certain criteria quality for treatment through the pass through. Mr. 8 

McNamara and Ms. Fischer detail those recommendations in their testimony.  The 9 

Department’s recommended PSA adjustments will reduce the amount of costs that are 10 

tracked through the PSA. 11 

 12 

With respect to the base rate, the Department recommends that instead of annual forecast 13 

updates, there should be a reasonable provision for year-to-year changes in costs 14 

reflecting formulaic adjustments to the base rate based on a reasonable measure of 15 

inflation less productivity.  The productivity adjustment here should be set so as to reflect 16 

a reasonable level of performance improvement by the industry generally, with ideally an 17 

additional consumer dividend to reflect that additional freedom to manage costs and 18 

provide innovative services that result from the plan itself.  Much of the room for 19 

productivity improvement is already captured through the base O&M Platform in the 20 

form of the ratepayers’ share of savings, which GMP projects to produce $39 million in 21 

year two of the plan and $39.9 million in third year.  However, ratepayers deserve an 22 
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additional dividend beyond the savings resulting from the O&M Platform to reflect the 1 

expected productivity that should result from additional flexibility, potential efficiency of 2 

regulation, and certainty of cost-recovery that this plan provides.   3 

 4 

There should be provision for capital expenditures.  The Department agrees with the 5 

reasonableness of the proposed cap on capital expenditures proposed by the Company.   6 

 7 

As already discussed, the Department maintains that there should be a number of 8 

additional metrics for GMP’s performance under the plan.  These should exist not only to 9 

track the success of the plan in advancing transformation of the sector, but also to provide 10 

further transparency in implementing the plan.  I describe these below in my testimony 11 

and provide them as an attachment.   12 

 13 

Q18.  Does the Department support the timeframe and opportunity for early termination 14 

of the plan as proposed in the GMP-filed plan? 15 

A18.  Yes.  The plan would be in force for three-years following the 9-month rate year that the 16 

Commission is currently reviewing in Case No. 18-0974.  The Department agrees that a 17 

three-year framework for the plan is reasonable and that the plan should be bookended 18 

through a formal cost-of-service review.  It may be appropriate for future plans to be set 19 

for longer terms, but three years is an appropriate time frame for the first attempt to 20 

implement a multi-year plan. 21 

 22 
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 Also pursuant to Section I of the plan, either the Department or GMP can request early 1 

terminations of the plan. The Department also supports the ability of either GMP or the 2 

Department to petition the Commission for early termination of the plan in case the plan 3 

does not function as intended or other unanticipated events significantly harm GMP or its 4 

ratepayers.  Either the Department or GMP should be able to petition the Commission for 5 

termination and/or a rate investigation under traditional ratemaking principles. 6 

 7 

Q19.  Please identify the elements of the plan that the Departments supports. 8 

A19.  While I outlined the Department’s general concerns with the proposed plan above, there 9 

are many components of the plan that the Department supports. First, the Department 10 

agrees that the plan should be bookended by traditional cost-of-service reviews. The 11 

Department agrees with this approach because it helps ensure that there are routine 12 

regulatory reviews to comprehensively verify that rates that are appropriately linked to 13 

GMP’s underlying cost-of-service.  This is a fundamental issue of fairness to both 14 

ratepayers and GMP. 15 

 16 

Other features that the Department supports include the following (the structure below 17 

parallels that of Section II in the Plan): 18 

 Infrastructure costs and a cap on capital investment – Plans for capital investment 19 

are addressed in Section IV.a of the plan. The Department supports the 20 

establishment of an annual cap on capital investment.  The Department concludes 21 

that the investment level of $85 million per year is reasonable for the term of the 22 
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plan with the first year being $86.5 million and a total investment of $256.5 1 

million.  The Department agrees that depreciation and other expenses can be set 2 

for the duration of the plan and help inform the establishment of a base rate 3 

attrition relief mechanism (“ARM”), which I will discuss in more detail below.  4 

Final adjustments for the depreciation study should be incorporated in the plan in 5 

the second and third year of the plan.   6 

 7 

 GMP proposes some additional flexibility for two seaprate categories of capital 8 

investment, including unforeseen opportunities that allow it to petition the 9 

Commission for additional spending authority.  The Department concludes that 10 

this is a reasonable departure from the capital commitments contained in the plan.   11 

GMP also proposes additional flexibility for innovative products. As described 12 

below, the Department supports the efforts of GMP around innovative products 13 

and recognizes the need for additional flexibility.  However, the Department has 14 

further proposals around large investments in innovative products. 15 

 16 

 O&M Costs and the Base O&M Platform – The vast majority of GMP’s O&M 17 

expenses are tied to the O&M Platform.  Treatment of the O&M Platform is 18 

addressed in Section II.2 and IV.2 of the plan. The O&M Platform exists in the 19 

plan as it was approved by the Commission in Docket 7770.  The GMP multi-year 20 

plan reflects the annual O&M Platform adjustments, which are tied to inflation.  21 

Savings are estimated for each plan year and the ratepayer share of savings flow 22 
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back to customers based on a formula. Any adjustments from earlier years will 1 

flow through the Merger Savings Adjuster. In FY 2018, the O&M Platform was 2 

$123,158,242 and continues to rise with inflation.  Actual savings relative to this 3 

base were $34,045,203 (in 2018), yielding a net O&M Savings to customers of 4 

$17,022,602 (representing 50%).  In FY 2020, 2021, and 2022, the customers 5 

share of savings are projected to be $19.2 million, $39.0 million, and $39.8 6 

million, respectively, if projections for inflation are correct (representing a 50% 7 

ratepayer savings share in the first year of the proposed plan, and 100% in the 8 

second and third year).  The ratepayer savings are essentially captured through the 9 

plan in base rate elements of the plan.  As described below, the Department’s 10 

proposal also includes the O&M Platform as an embedded component of the base 11 

rates. 12 

 13 

 Financing Costs and the Earning Sharing Adjustment Mechanism (“ESAM”) – 14 

The ESAM is addressed in Sections II.8 and V.D of the plan.  The Department 15 

supports the establishment of an ESAM, which provides a backstop on the 16 

financial performance and rate performance of the plan in relation to its drivers.  17 

The ESAM mechanism may not be needed if other performance parameters in the 18 

plan work as intended, but the Department views it as a valuable safeguard to 19 

both shareholders and ratepayers during the term of the plan.  However, as 20 

described in the discussion below, the Department recommends an alternative 21 



Case No 18-1633-PET 

GMP Multi-Year Rate Plan 

PSD Direct Testimony of J. Riley Allen 

December 14, 2018 

Page 21 of 48 

 

 
 

approach to the ESAM that reflects a more appropriate balance of risks and 1 

rewards. 2 

 3 

 The Retail Revenue Adjuster related to decoupling – The Retail Revenue Adjuster 4 

is first addressed in Section II.4 of the plan and a description of the adjuster is 5 

contained in V.A.  The plan as proposed presents a robust form of revenue 6 

decoupling.  Decoupling helps to ensure that the Company’s success in advancing 7 

policy objectives for renewables and energy efficiency do not come at the price of 8 

utility financial performance.  Approaches like this were clearly intended for 9 

plans that were required to meet the criteria of 30 V.S.A. § 218d, especially 10 

subsection (4).  Decoupling also helps provide revenue assurance and financial 11 

stability in an era of declining loads.  12 

 13 

 Power Supply Adjuster (“PSA”) – The PSA is included in Section II.4 of the plan 14 

and is linked to the Retail Revenue Adjuster in setting quarterly rate adjustments.  15 

The PSA is also addressed in Section IV and implementing features of the PSA 16 

are contained in Section IV.5.  A description of the PSA is contained in Section 17 

V.A.  While the Department takes issue with the scope of the PSA as it currently 18 

exists and is proposed for the plan, we acknowledge that the PSA has merit.  In 19 

the Department’s view, the mechanism should be used to cover the costs that are: 20 

(1) material in character, and (2) represent volatile elements of the cost of service, 21 

and (3) a generally beyond the control of the utility and beyond the ability of the 22 
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utility to fully hedge during the term of the plan. Ms. Fischer and Mr. McNamara 1 

detail the Department’s proposed revisions to the PSA in their testimony. 2 

 3 

 Investment in and Earnings from Affiliates – Sections II.5 and IV(5) of the plan 4 

describe this category.  GMP proposes an annual forecast of earnings and 5 

investment in distributions from existing companies.  The Department supports 6 

the approach but recommends that the forecast be performed at the beginning of 7 

the plan and inform the based-rate ARM mechanism that is applied under the plan 8 

as described below. 9 

 10 

 Other Costs & Revenues – Sections II.6 and IV(6) of the plan describe this feature 11 

of the plan and propose annual forecasts.  The Department supports inclusion of 12 

such revenues, but under an alternative approach tied to the base-rate ARM 13 

further described below. 14 

 15 

 Exogenous Change Adjustment – The Exogenous Adjuster is addressed in 16 

Sections II.7. The exogenous adjuster is also covered in Section IV.B and in 17 

Section V.B of the plan.  The Department supports the proposal for an exogenous 18 

adjuster.  The Department recognizes that the adjustor has two parts, one for 19 

weather events, and a second covering a range of unforeseen events that are 20 

outside of the direct control of GMP.  A threshold of $1.2 million is used to 21 

identify qualifying events, and serves as a one-time deductible and the aggregate 22 
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on all category events.  The Department further agrees that provision should be 1 

made for the establishment of an accounting mechanism and separate line item on 2 

the bill to ensure timely recover of costs more contemporaneous with the adverse 3 

weather patterns that appear to be occurring with increasing frequency.  This 4 

approach will also hopefully allow for better rate stability. The Department agrees 5 

that $8 million is a reasonable amount for such a mechanism at this time.  Given 6 

our experience over the last handful of years, major weather events are becoming 7 

part of the new normal.  Over time, consideration should be given to its inclusion 8 

in the base rate.  The Department supports treatment as a separate line item at this 9 

time to bring additional transparency to the charge. Over time, the complexity of 10 

itemized billing may argue for simplification of the bill and embedding the 11 

component as a base rate element. 12 

 13 

 New Initiative Spending Capital – In Section IV.1(d) of the plan, there is 14 

provision for additional capital spending above a $5 million threshold.  As 15 

mentioned above, the Department supports the concept, but proposes alternative 16 

guardrails on such spending. 17 

 18 

 Unspecified Opportunities and Strategic Opportunities – In Section IV.1(e), the 19 

plan makes additional provision for further potential capital investment 20 

opportunities.  The Department supports this provision.  21 

 22 
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 Innovative and Performance Metrics – Section II.9 addresses the benefit of 1 

innovative and performance metrics.  Future plans may link these or alternative 2 

versions to the financial performance of the Company.  In this plan, the 3 

Department proposes a list that reflects objective metrics that link to customers 4 

and public policy objectives for the plan.  The Department’s proposed list is 5 

presented below and contained in Exhibit PSD-JRA-1. 6 

 7 

 Innovative Pilot Program – The Innovative Pilot Program is described in Section 8 

VII.a of the plan and Appendix 2 of the plan.   The Department supports GMP’s 9 

commitment to providing innovative products and services.  As such, the 10 

Department supports the ability of the Company to introduce new service 11 

offerings that provide value to their customers.  That said, the Department also 12 

has some concerns with the program and the boundaries of risk and rewards that 13 

GMP believes is appropriate for customers to bear without a more rigorous review 14 

of large capital projects.  A fuller discussion is discussed below along with our 15 

recommendations for modifications of the plan.  16 

 17 

Q20.  Please describe the Department’s recommendations for revising GMP’s proposed 18 

multi-year plan to account for the issues that the Department has identified.   19 

A20.  Above, I outlined the broad features of the plan that raise concerns for the Department. 20 

Within that discussion, I raised general concerns regarding the complexity of the 21 

proposed plan. Many of the plan components that the Department supports (as discussed 22 
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in my response to the preceding question) contribute the complexity of the plan. 1 

However, on balance, the Department believes that the value that those plan components 2 

provide outweighs the complexity that they bring to the plan. The Department also 3 

recognizes that ratemaking is a complex endeavor, whether through traditional cost-of-4 

service reviews or under alternative regulation. Accordingly, any tariff filing or 5 

alternative regulation plan will by necessity include some degree of complexity that 6 

renders such regulatory filings difficult to review and digest.   7 

 8 

 The Department, however, believes that GMP’s proposed plan can be revised to (1) 9 

enhance transparency by reducing complexity, (2) better balance risk between ratepayers 10 

and shareholders, and (3) include additional incentives to put downward pressure on 11 

rates. These goals can be accomplished without stymying GMP’s continued drive to 12 

promote innovation or otherwise inhibit GMP from operating its network safely and 13 

reliably. Below I provide a series of specific proposed revisions that the Department 14 

recommends that the Commission adopt to ensure that GMP provides customers with just 15 

and reasonable rates over the term of the plan. 16 

 17 

1. Set Formula and Framework for Base Rates 18 

Section IV of the plan addresses the base rate elements of the plan and the adjustments 19 

that are permitted under GMP’s proposal.  The Department supports the grouping and the 20 

elements that are included (with additions proposed by Ms. Fischer and Mr. McNamara), 21 

but the Department takes issue with the line-item approach to updating the elements of 22 
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costs contained in the plan in its current form.  The Department recommends that the 1 

GMP plan minimize the reliance on the line-item year-to-year adjustments that need to be 2 

forecasted periodically throughout the plan.   3 

 4 

The Department recommends that the plan include a PSA that reflects roughly half of 5 

GMP’s cost-of-service and the remainder be picked up in year-to-year adjustments 6 

through a high-level attrition-relief mechanism (“ARM”).  An ARM usually provides 7 

relief from pressures like inflation overall rather than with respect to specific line-items.  8 

Usually it is accompanied by an adjustment for multi-factor productivity in recognizing 9 

that the electric utility sector has historically and is expected to perform at a rate that is 10 

better than inflation. An ARM is a common feature of multi-year rate plans and the 11 

Department believes the GMP would be well-served to include this mechanism in its 12 

plan.  Under such a proposal, the plan would be flexible enough to capture some of the 13 

external realities that may be driving up costs generally (e.g., higher import tariffs that 14 

are driving up inflation), but avoid the need to engage in detailed examination of certain 15 

costs on an annual basis either as had existed under earlier versions of alternative 16 

regulation, or through updated annual forecasts of costs that need to be revisited and 17 

updated annually.  18 

 19 

The reason that the Department would like to see an actual formulaic plan versus the 20 

proposal (which includes annual updates based on forecasts) is that the Department 21 

believes it provides a better balance of risk and creates enhanced incentives to reduce cost 22 
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by placing more responsibility and flexibility on the entity that is in the position to 1 

manage the costs and the risk exposure.  The GMP plan, as filed, already includes 2 

features that provide a high degree of certainty for cost recovery of at least 80% of its 3 

costs through either the PSA or the O&M Platform.  The O&M Platform itself represents 4 

an example of why it is helpful to place responsibility for management in the form of a 5 

set recovery platform like that which the Department would like to see in this plan.  6 

Under the O&M Platform, GMP is required to deliver value that is ultimately split 7 

between shareholders and ratepayers.  Investors were motivated to drive down costs and 8 

increase the dividend to ratepayers and shareholders.  To its credit, GMP has exceeded 9 

expectations and ratepayers are now projected to receive savings in excess of the initial 10 

$144 million guarantee.  The Department seeks to foster a multi-year plan that builds on 11 

the same dynamic, but also maintains the current O&M Platform obligations (including 12 

the 100% savings assurances to ratepayers in years 2 and 3 of the plan).   13 

 14 

This proposed revision is a two-step process. First, the Department proposes shifting a 15 

portion of the PSA to the base rate element of the plan (as discussed in Ms. Fischer and 16 

Mr. McNamara’s testimony).  Second, the Department proposes an ARM as discussed 17 

above.  Rather than annually update the line item components of the cost-of-service, the 18 

Department proposes to adjust the base rate in the plan by an inflation and a productivity 19 

offset.  The O&M Platform would be an embedded component of base rates and the 20 

100% consumer share of the savings split in year 2 and 3 of the plan would be built into 21 

the rate.  An inflation offset, at a minimum by the base O&M Platform savings share, 22 
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would flow to ratepayers, largely as proposed by GMP. The base rate would adjust over 1 

time based on a high-level formula that is informed by some top down indicators of 2 

productivity improvements that can be reasonably expected.  Base rate adjustments 3 

would also be informed by the bottom up projections of costs and savings that GMP now 4 

associates with the term of plan.   5 

 6 

2. Productivity Adjuster 7 

Traditional multi-year or incentive rate plans typically include an inflation adjuster and a 8 

productivity offset (the so-called attrition adjustment mechanisms just mentioned usually 9 

come in the form of a Consumer Price Index (“CPI”) or Gross Domestic Product 10 

(“GDP”) deflator -X)).  The “X” factor is a recognition that on a year-to-year basis, the 11 

industry and similarly situated electric utilities perform at a rate that is better than 12 

inflation.  Put another way, the cost of electricity service is increasing at a rate that is 13 

better (lower) than inflation.  The recent history of both GMP and the electric utility 14 

industry generally bear out this fundamental reality.  There are many reasons for this 15 

outcome, but certainly new generation technologies, innovations around storage, 16 

distributed generation, the cost of transmission and distribution systems, and metering 17 

technologies all create efficiencies in service delivery that are separate and distinct from 18 

the efficiencies that should have been the focus of the O&M Platform.  But the list just 19 

referenced should be viewed as largely independent of merger savings that might have 20 

resulted from the operational efficiencies of combining two distinct enterprises.  21 

Advances in technology are largely driven by factors outside Vermont.  The 22 
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Department’s focus on bringing these forward is a product of company leadership and the 1 

regulatory and performance environment that supports company leadership to effectively 2 

harness these benefits.   3 

 4 

The Department recommends a productivity factor be included in the year-to-year 5 

adjustments under the plan, but be structured in a way that does not duplicate merger 6 

savings already being harnessed through the O&M Platform.  The savings that are due to 7 

ratepayers from the O&M Platform should flow through the base rate portion of plan.   8 

 9 

GMP’s proposed plan, with the embedded merger savings component, already resembles 10 

in some respects a productivity adjuster.  At projected levels of inflation, the savings 11 

offset escalates at a rate of roughly $600 to $900 per year based on pro-forma estimates 12 

provided by GMP in discovery showing formulaic savings levels of $38.4 million, $39.0 13 

million, and $39.9 million during the term of the plan.  Relative to base rate levels of 14 

roughly $260 million, this saving implies a year-to-year productivity offset of roughly 0.2 15 

to 0.25 percent during the term of the plan, rather disappointing levels of productivity 16 

improvement relative to the industry and GMP’s historic performance prior to the 17 

merger.  During the first 6 years of the O&M Platform, GMP yielded a productivity 18 

offset of approximately 1.6 percent. This calculation is based on data provided by GMP 19 

in its November 15, 2018 filing regarding merger savings under the O&M Platform ($65 20 

million in cumulative savings relative to a customer cost of service of roughly $650 21 

million). These figures suggest that most of the year-to-year savings and merger 22 
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synergies are going to be realized by the time the plan begins in FY 2020.  Given the 1 

confluence of advancements in technology (which GMP was presumably not capable of 2 

having fully anticipated when the O&M Platform was approved by the Commission in 3 

Docket 7770) GMP should be expected to yield efficiency savings in excess of the 4 

amounts targeted through the end of the O&M Platform term. In exchange for the 5 

assurances of rate and financial stability through the end of the plan, the Department 6 

seeks to incorporate those productivity gains in the current plan.  There is clearly room 7 

for a productivity adjustment in the plan over and above that which was linked to the 8 

merger savings based O&M Platform.   9 

 10 

In effect, the Department proposes to accept the O&M Platform and the formula for 11 

savings that was tied to the benefits from the merger, subject to recognizing that the year-12 

to-year productivity levels should at least be consistent with industry standard and GMP’s 13 

past performance (independent of the merger and the O&M Platform).  To the extent the 14 

multi-year plan creates additional opportunity for generating efficiencies beyond the 15 

O&M Platform savings, GMP’s ratepayers should share materially in those savings.  16 

 17 

In the Department’s view, the productivity offset should be both a function of a top-down 18 

analysis and a bottom up review.  The Department has reviewed appropriate reference 19 

materials and concluded that a top-down estimate of productivity improvement would be 20 

0.86 percent, meaning that ratepayers should expect an improvement in productivity, all 21 

else being equal.  Net of that which is already incorporated in the O&M Platform, the 22 
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Department would propose a level of 0.66 percent per year that should be secured 1 

through the plan (current expected platform shared savings plus an additional 2 

productivity level).   3 

 4 

More specifically, the proposed 0.86 percent multi-factor productivity (MFP) adjustment 5 

is derived from a report issued by the GRID Modernization Laboratory Consortium, U.S. 6 

Department of Energy titled State Performance-Based Regulation Using Multiyear Rate 7 

Plans for U.S. Electric Utilities dated July 2017. A copy of the report is attached as 8 

Exhibit PSD-JRA-2. Authored by Mark Newton Lowry, Matt Makos and Jeff Deason, 9 

the report provides in-depth analysis of multiyear plans as an approach to performance-10 

based regulation. Even more pertinent is the inclusion of GMP in a Power Distributor 11 

multifactor productivity (“MFP”) Trends of Individual Electric Utilities table contained 12 

in the report. The highlighted results (taken from Table B-6 of the report) are as follows: 13 

 GMP Full Sample Average  

Date Range MFP MFP Difference 

1980 - 2014 0.82% 0.45% 0.37% 

1996 - 2014 0.52% 0.39% 0.13% 

2008 - 2014 1.05% 0.22% 0.83% 

 14 

The consistently positive differences indicate that GMP has produced favorable results 15 

compared to other U.S. electric utilities over time and even more so under Ms. Powell’s 16 

leadership in the near term. As such, the Department placed a greater weighting on the 17 

results from 2008 – 2014 and the proposed 0.86 percent is calculated as follows: 18 

   19 
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    Estimated     

  GMP Department  Proposed MFP 

Date Range MFP Weighting   Adjustment 

1980 - 2014 0.82% 25.00%  0.205% 

1996 - 2014 0.52% 25.00%  0.130% 

2008 - 2014 1.05% 50.00%  0.525% 

   Total   0.860% 

          

     1 

The Department feels the proposed MFP adjustment of 0.86% encourages GMP to 2 

innovate while allowing for the recovery of costs for efficient and cost-effective 3 

management. 4 

 5 

The 0.86 figure represents the result of only a top-down analysis. That value can likely be 6 

further modified to account for a qualitative bottom-up analysis that assesses line items 7 

within GMP’s base rates and cost-of-service that can reasonably be expected to yield 8 

efficiency or productivity gains under the plan. As an example, the depreciation rate 9 

study that will affect rates in the second and third years of the plan is real and material, 10 

and cannot be summarily dismissed as something that GMP can avoid.  Arguably such 11 

studies are always part of industry trends and should simply be assumed to be part of 12 

such a top-down formulation of a productivity formulation, but such adjustments can be 13 

“lumpy” and do not always move in the same direction consistently.  For our purpose, we 14 

simply want the best forecast and formulation of expected base-rate cost elements 15 

included at the onset of the plan.   16 

 17 
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There are other elements of the forecasted cost structure that are arguably beyond GMP’s 1 

ability to manage and where productivity gains may not be as feasible.  Here, one might 2 

include other costs, depreciation rates, and tax rates.  But there is considerable 3 

uncertainty in these costs categories.  As an example, the property tax levels that have 4 

been shared with the Department have been reduced by almost 2.5 million dollars in the 5 

three years of the plan.  The Department’s own estimates are substantially below both 6 

GMP estimates.  This underscores the importance of fully gauging and understanding the 7 

forecasts of the Company that form part of the base rate.  In the context of a multi-year 8 

plan’s framework that is consistent with industry standard, it is important to get it right 9 

and to understand the basis behind the forecast.  From the Department’s perspective, this 10 

is an issue of calibration of the productivity offset that will be used to adjust base rates 11 

throughout the term of the plan.  This can be addressed as an implementation phase of the 12 

plan analogous to the annual forecast updates for the line-by-line elements of the base 13 

rate, but in our view performed only at the front end of the plan and performed only for 14 

the purpose of calibrating the productivity offset that will be used throughout the plan.  15 

This forecast period is described further below.  16 

 17 

The specific formula for adjusting the revenue requirement in a matter that incorporates 18 

the Department’s concerns is addressed in Section IV.5 of my Exhibit PSD-JRA-1. 19 

 20 

 21 

 22 
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3. Adjustments to Return on Equity 1 

As noted above, the Department has concerns with GMP’s proposed mechanism for 2 

adjusting ROE under the plan. The Department is not opposed to linking ROE 3 

adjustments to a benchmark index. However, GMP’s proposal benchmarks the ROE 4 

adjustments to an index that appears to have proprietary protections and cannot be readily 5 

accessed without paying a fee. The Department is fundamentally concerned about 6 

transparency and verification issues that attend the use of forecast values, access to key 7 

forecast data --- or rather lack of access to proprietary services without paying fees. 8 

 9 

The Department recommends a simpler, more transparent, and accessible form of the 10 

year-to-year adjustments of ROE based on movement in the rate of 10-year bonds.  This 11 

framework has worked reasonably well in prior plans, and so the Department sees no 12 

need to move away from it.  The relationship between bond yields and utility allowed 13 

returns is not direct, even while they tend to move in the same direction.  The risk 14 

premium drops in periods of rising bond rates and rises in periods of declining bond rates.  15 

Consequently, the Department recommends that the movement in the allowed or targeted 16 

ROE levels be set at 50% of the change in the bond rates.  Even while the multi-year plan 17 

does not formally begin until October of 2019, the Department recommends that the ROE 18 

adjustments take place at the beginning of each fiscal year and be keyed to the year-to-19 

year changes the average yields based on August averages. For the first year, the change 20 

would be based on an eight-month period from December of 2018 to August of 2019.  In 21 

subsequent years, the adjustment would be relative to the movement in 10-year Treasury 22 
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Bond notes on a year-to-year basis from August to August of each year.  The Department 1 

proposes a simple average of the daily yields reported for the month.  2 

 3 

The Department’s proposed revisions to the ROE adjustments are detailed in Exhibit 4 

PSD-JRA-1. 5 

 6 

4. Earning Sharing Adjustment Mechanism 7 

The Department supports the establishment of an earnings sharing adjustment mechanism 8 

(“ESAM”) as is reflected in the GMP proposal.  The Department, however, recommends 9 

that the character of the ESAM change from the relatively straight forward symmetric 10 

ESAM with an initial 50 basis point dead band, with a separate concentric boundary of an 11 

additional 50 basis points of sharing, concluded with a boundary limit beyond which 12 

under-earnings would be returned to ratepayers.   13 

 14 

The Department recommends that in place of the proposed ESAM, the earnings sharing 15 

adjuster that is used in the GMP plan be asymmetric. The rationale for this adjustment is 16 

straightforward.  Outside of the costs that flow through the PSA, GMP’s management 17 

exerts considerable control over the operations of the company and opportunities for cost 18 

containment, including those through strategic placement of plant.  GMP’s management 19 

also drives its strategic direction into new services, opportunity for innovations in rate 20 

design, and the management of power costs.  These factors in turn determine, or at least 21 

help to drive the company’s earnings.  The ratepayer lacks such power.   22 
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 1 

There is little or no symmetry between shareholders and ratepayers for realizing earnings, 2 

and the ESAM and its guardrails should correspondingly recognize that asymmetry.  The 3 

Department proposes modifications for the plan such that there is a 50 basis point 4 

boundary or “dead band” around earnings of the upside and 100 basis points on the 5 

downside.  An even split for earnings is proposed for a second band that would fall 6 

between 50 basis points and 100 basis points on the upside, and 100 and 200 basis points 7 

on the downside.  Beyond that second band ratepayers and shareholders would be 8 

covered such that earnings would never exceed 75 basis points above the targeted ROE 9 

on the upside and never below 150 basis points on the downside.  10 

 11 

The specific formula adjusting the targeted ROE and the related formula for the ESAM 12 

are addressed in Section V.D.1 of my Exhibit PSD-JRA-1. 13 

  14 

5. Forecast Period Prior to Onset of the Plan 15 

The Department proposes that the proposed plan be modified to allow adequate time for 16 

adjusting the parameters used in the formula based on the most up-to-date information 17 

and a full review of the costs during summer of 2019.  The Department requests a 2 18 

month period for the review of GMP’s forecast of costs over the term of the plan to give 19 

the Department sufficient time and attention to the final form of the ARM and the 20 

productivity offset. 21 

 22 
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As reflected in Section 1 of Exhibit-PSD-JRA-1, the Department proposes that the final 1 

proposed form of the plan and supporting materials be presented on June 1, giving the 2 

Department 60 days to review the forecasts and supporting materials for the three years 3 

of the plan.  The purpose of this effort will be simply to determine and calibrate the 4 

productivity offset.  Absent such a review period, as discussed above, the Department 5 

recommends an annual productivity offset of 0.86 %.    6 

 7 

6. Power supply adjuster 8 

As indicated above, the plan has many moving parts.  One of the more important moving 9 

parts is the PSA.  GMP’s proposed PSA (which mirrors PSAs from GMP’s prior 10 

alternative regulation plans) represents what is sometimes referred to as a “tracker” 11 

mechanism design to recover almost all of the costs that are associated with power costs.  12 

In reality, the mechanism that exists and is proposed under the plan is much more than an 13 

adjuster for power costs.  All combined, the mechanism represents a pass through of 14 

roughly 60% of GMP’s overall cost-of-service that is recovered through rates.  The 15 

mechanism also covers movement in bulk transmission costs that alone comprise roughly 16 

1/6 (or 16.66%) of GMP’s cost-of-service.  In the interest of establishing a better 17 

alignment of incentives for ratepayers, the Department proposes a mechanism that moves 18 

some of the accounts embedded within the proposed plan to the base rate elements of the 19 

plan.  The criteria that the Department attempts to apply in distinguishing its placement in 20 

one category or another were outlined above, but include materiality, variability, and 21 

management ability to influence.   22 
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Though the Department supports the establishment of a PSA, a PSA is not essential to the 2 

health and well-being of GMP or any Vermont electricity utility.  Indeed, 16 of 3 

Vermont’s 17 electricity utilities currently operate without a PSA.  GMP itself existed for 4 

the better part of a century without such a mechanism.  Vermont utilities manage the 5 

costs of potentially variable components of power supply costs due to swings in fuel 6 

prices, market volatility, and weather through a variety of mechanism that include 7 

contracts that hedge against the drivers of variability, owned resources, and portfolio 8 

diversity.  Fully 90% of GMP costs are hedged more than a month ahead.  9 

 10 

That said, the Department supports the establishment of a PSA for GMP because the 11 

Department also recognizes that the existence of the PSA can help to diminish volatility 12 

in utility financial performance. The PSA also contributes to better ratings from GMP’s 13 

rating agencies that, in turn, translate into ratepayer benefit through lower costs of capital 14 

and reductions to power contracts that result from security requirements related to 15 

counterparty contracts. 16 

 17 

In place of the company’s proposal, the Department recommends reducing the scope of 18 

the PSA by 6% (relative to GMP’s overall cost-of-service) consistent with the testimony 19 

of Ms. Fischer and Mr. McNamara. These recommended adjustments are reflected in the 20 

composition and formula adjustments to the base rate as reflected in Exhibit PSD-JRA-1, 21 

Attachment 1.  22 
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7. Performance Incentive Mechanisms 2 

The multi-year rate plan proposed by GMP includes some performance metrics.  The plan 3 

also includes some performance mechanisms that relate to “stretch goals” or targets for 4 

the ESAM. 5 

 6 

The Department disagrees with the application of an incentive mechanism for meeting 7 

targets of service quality that GMP has routinely met in the past. Incentive mechanisms 8 

should center on service quality improvements, not maintaining current standards.   9 

While the Department respects GMP’s solid track record of meeting these targets in the 10 

past, rewards should be the result of continued improvement.   11 

 12 

That said, the Department believes that the industry is changing and this plan represents a 13 

pivotal stage in GMP’s efforts to succeed into the more distant future.  As indicated 14 

above, the Department agrees with Ms. Powell with respect to the goals for the plan 15 

looking forward.  The Department offers the following list of performance mechanisms 16 

to help GMP, regulators, and the public to gauge GMP’s performance.  The list is 17 

included as modifications to Attachment X to the Plan.  The Department understands that 18 

the list is long, and would like to narrow the list.  At this stage, however, we share the list 19 

in the hope that it will drive and inform the development of a list of performance 20 

indicators that help the company and regulators to objectively assess the performance of 21 
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the plan beyond the existing focus on the cost of electricity, reliability, and service 1 

quality. Although the list is included in Exhibit PSD-JRA-1, it is also reproduced below: 2 

Capital Investment  3 

 Capital spending levels by year; 4 

 Capital spending amount closed to plant by year; 5 

 Exceptions to capital spending caps exercised by the company each year. 6 

 7 

Power Costs 8 
 9 

 Change in power costs from year-to-year relative to regional benchmarks; 10 

 Variability of power costs from quarter to quarter relative to regional benchmarks. 11 

 12 

Exogenous Adjustments to due to Storm costs  13 
 14 

 Exogenous storm costs year-to-year 15 

 16 

Load Management 17 
 18 

 Change in winter/summer peak from historic benchmarks; 19 

 Percent load subject to dynamic curtailment, interruption, use by the Company 20 

directly or through aggregators; 21 

 Percent of DER fleet that is “flexible,” i.e. controllable by GMP or responsive to 22 

rate signals 23 

 24 

Environment 25 
 26 

 Change in emissions profile/intensity of portfolio – lbs CO2/kWh; 27 

 Share of generation that is carbon free/renewable. 28 

 29 

Distributed Generation 30 
 31 

 Change in hosting capacity for distributed generation; 32 

 Reduction in average time to interconnect DG systems (bucketed by size); 33 

 Capacity of grid-connected DERs. 34 

 35 

Electric Vehicle Public Charging Capacity and EV Adoption 36 
 37 

 Change in EV public charging capacity by level of charging from (2018); 38 

 Number of customers on time-varying or that are subject to load control (directly 39 

or indirectly); 40 
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 Number and capacity of makereadies for public charging; 1 

 Response time for makeready requests for EV charging. 2 

 3 

Tier III 4 

 Number of electric vehicles adopted by GMP customers that participate in EV 5 

rates or incentives; 6 

 Number of heat pumps adopted by customers (total and supplemental to Tier 3 or 7 

other customer incentive). 8 

 9 

 Interconnection 10 

 Number of interconnection requests denied and/or abandoned due to high 11 

interconnection costs. 12 

 13 

Storage and microgrid islanding 14 

 Number and percentage of storage systems that are capable of islanding 15 

individual customers or groups of customers; 16 

 Percent of customers that can be islanded for > 4 hours, > 8 hours, > 24 hours, > 17 

48 hours. 18 

 Change in outage frequency/duration for critical facilities/first responders. 19 

 20 

Locational Constraints 21 

 Percent of the system or number of circuits that is subject to restrictions to DER 22 

capacity; 23 

 Customer and third-party adoption of location-based incentives/rate design to 24 

manage loads in constrained areas. 25 

 26 

Third-party providers 27 

 Number of partnerships with third-party providers and load aggregators; 28 

 Service contracts with third-party aggregators; 29 

 Capacity of load-related services provided through third-parties. 30 

 31 

 32 

8. Non-tariffed Alternative Proposal for Innovative Pilots 33 

As indicated above, the Department supports the delivery of innovative products and 34 

services by GMP.  The Department would like these programs and services to continue 35 

under the new plan.  However, the Department is proposing two fundamental changes to 36 

the program to address the Department’s concerns with: (1) an inappropriate balance of 37 
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risk to ratepayers, and (2) the potential for harm to nascent competitive services and new 1 

business models.   2 

 3 

With respect to the former, that is, the balance of risk to ratepayers, the Department is 4 

concerned about the potential scope large pilots with significant capital investment in 5 

proportion to GMP’s overall capital budgeting.  For large capital commitments, the risks 6 

to ratepayers are potentially significant, and the potential for a return can be speculative.  7 

These concerns are accentuated by the fact that most of these investments are made in 8 

areas that are already open to competition in delivery products and services that are 9 

readily available from a range of competitive providers.  The Department proposes to 10 

balance ratepayer interest in fostering these innovative pilots against the downside risks 11 

with either additional opportunity for review and approval, or by allowing the Company 12 

to alter the regulatory frame.  That is, the Department proposes that for innovative pilots 13 

that are expected to exceed $5 million, the pilot either be subject to additional review and 14 

formal approval by the Commission or that the Company declare the pilot to be deemed 15 

an unregulated service offering for which it will not seek cost recover in a future rate 16 

setting proceeding.  The details of the Department’s recommendations are outlined in 17 

Exhibit PSD-JRA-1, Section IV.1.d. 18 

 19 

With respect to the second concern, that associated with the potential inadvertent harm to 20 

competitive service opportunities and emerging business models, the Department 21 

proposes that the Company establish a clear timeframe for any deep discounts (relative to 22 
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generally available commercial prices) that are not available from other suppliers. The 1 

Department also recommends that the Company establish a plan for making available 2 

comparable values streams to customers or third-party providers that seem to make 3 

similar opportunities available to current and future customers.   4 

 5 

9. Asymmetric PSA Dead Band 6 

Ms. Fischer and Mr. McNamara explain why the PSA should contain an asymmetric 7 

efficiency or “dead band” for the PSA adjustment.  Again, this asymmetry is attempting 8 

to recognize the fundamental asymmetry between management and customers in 9 

managing these costs.  This proposed revisions is reflected in Section V of Exhibit PSD-10 

JRA-1. 11 

 12 

Q21. Can you please demonstrate how the formula adjustment on Exh. DPS-JRA-1 might 13 

apply in practice? 14 

A21. Certainly.  The annual base rate adjustment under the Department’s formula would apply 15 

as follows.  The base rate revenues for each year of the plan would first be adjusted by 16 

the base rate revenues for the prior years based on a traditional inflation less productivity 17 

or attrition relief mechanism adjustment.  The Department relies on the percentage 18 

change in the GDP-deflator for the adjustment. The formula is as follows where BRi and 19 

BRi-1 reference the base rate revenue for years i and year i-1.  The term GDPDi 20 

corresponds to inflation over the relevant year-to-year change (based on the most recent 21 
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available quarterly figure) relative to the quarterly figure for a year prior.  X corresponds 1 

to the productivity offset and is also expressed in percentage terms.   2 

 3 

BRi = BRi-1 * (1+(GDPDi  – X)) + (RBi * 0.5 * 10YearTi * Income Tax adj.) 4 

 5 

If we assume that the base rate revenue amount for the year prior (i – 1) equaled $270 6 

million, there was a percentage change in the GDP deflator of 2.2 percent, and the default 7 

productivity adjustment was used absent further information (i.e., 0.86), then the first part 8 

of the formula would yield an allowed base rate revenue amount of $270 million * 9 

(1+(2.2%-0.86%)) = $271.0 million.   10 

 11 

 The formula includes further adjustments for movement in the allowed ROE which the 12 

Department proposes to allow to move with 50% change in the US Treasury Bond yields.  13 

The Department proposes average daily yields over the first 20 days of the month in each 14 

instance.  The term RBi pertains to the rate base that pertains to a given year.  The term   15 

10YearTi  pertains to the change in applicable Treasury Bond yields between the base 16 

ROE of 9.3% and the year in question.  Assuming the movement of 20 basis points or 17 

(0.2 percent), then the allowed ROE for year i would be 10 basis points or (0.1 percent) 18 

yielding an allowed ROE of 9.4%.  One final adjustment would be needed for the 19 

increment or decrement of tax burden associated with the change.  For purpose of my 20 

calculations, I assume a value of 22.8%, which corresponds to an income tax adjustment 21 

of 1.2953 (1/(1-0.228)), which I understand to correspond to the marginal combined 22 
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federal and state tax rate for GMP.   So assuming that the rate base was 1.5 billion, the 1 

product of the formula yields 1.5 billion * (0.5 * 0.20%) * 1.295 = $1.9 million.  This 2 

would be added to the first part of the adjustment.  Combining both portions of the 3 

formula would yield and adjustment to the base rates by $2.9 million for a new base rate 4 

revenue requirement of $272.9 million.   5 

 6 

 7 

Q22.  Does the Department’s proposal in any way violate the agreements and terms of 8 

Docket 7770 Order related to the base O&M Platform? 9 

A22.  No.  The Department has reviewed the MOU and the Commission’s final order from 10 

Docket 7770 and found nothing to suggest that the base O&M Platform cannot be an 11 

embedded component of a base rate and an ARM as I have recommended.   12 

 13 

Q23.  But does a productivity adjustment that serves as a governing component of a base 14 

rate with an embedded ratepayer savings share somehow violate the O&M Platform 15 

obligations? 16 

A23.  No.  The base O&M Platform and the savings sharing continue to exist and are reflected 17 

as an embedded component of a new modified plan. GMP’s proposed plan will likely 18 

generate a new, separate stream of productivity gains and savings. A productivity 19 

adjustment is a logical and transparent means for ensuring that a portion of those savings 20 

flow through directly to ratepayers over the term of the plan.  This recommended 21 

approach is consistent with GMP’s consumer-focused standard of performance and we 22 
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expect that GMP will embrace the challenge and opportunity to provide additional value 1 

to ratepayers. This approach is also consistent with 30 V.S.A. § 218d(b), which mandates 2 

that any savings that result from an alternative regulation plan shall be shared with 3 

ratepayers. 4 

 5 

Procedural Recommendations 6 

Q24. If the Commission agrees with your recommendations, what should the next steps 7 

be to implement the proposed revisions and commence the plan? 8 

A24.  The petition was filed on June 4, 2017. Under 30 V.S.A. § 218d(f) the Commission has a 9 

year to complete its review and issue a final order on the plan. GMP proposes an annual 10 

forecast update prior to the onset of each fiscal year.  GMP also proposes a month of 11 

review, a month for deliberation, and a month for approval to move forward form the 12 

Commission.  The Department recommends that the Commission conclude this phase of 13 

the investigation by adopting the Department’s recommendations and allow for a 14 

subsequent phase of compliance filings, prior to the onset of the plan to further refine 15 

forecasted costs of service under the GMP pro forma analysis so that the Department, and 16 

potentially, the Company can work together to establish a forecast that can be used to 17 

inform the establishment of the ARM and the associated base rate productivity 18 

adjustment mechanism.  The Department recommends a period of at least 60 days to 19 

conclude the work.   20 

 21 

 22 
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Summary 1 

Q25.   Please summarize the Department’s position on the GMP proposed multi-year rate 2 

plan?  3 

A25.   GMP’s proposed plan has the potential to provide meaningful benefits to both ratepayers 4 

and the Company. It reflects many of the elements of an alternative regulation plan that 5 

the Department advocated for during the Commission’s review of alternative regulation 6 

plans generally in Case No. 17-3142 and is largely consistent with the Commission’s 7 

final order from that investigation. The Department especially appreciates efforts by 8 

GMP to directly address concerns that the Department has previously raised regarding 9 

GMP’s rate of capital spending.  That said, the Department has concerns that the 10 

proposed plan does not adequately balance risk between shareholders and ratepayers or 11 

include sufficient incentives for GMP to provide least cost energy service to its 12 

customers, as required under 30 V.S.A. § 218d. Through its testimony and proposed 13 

revisions contained in Exhibit PSD-JRA-1, the Department has proposed a series of 14 

recommended revisions to GMP’s proposed plan that will satisfy the statutory 15 

requirements of 30 V.S.A. § 218d and result in just and reasonable rates.  The 16 

Department’s recommendations focus on simplifying the plan’s moving parts, increasing 17 

transparency of the plan through implementation, adjusting the balance between costs 18 

that are tracked and those that are recovered through formula, and the inclusion of 19 

broader formulaic adjustment of base rates proposed for year-to-year adjustments.   20 

 21 

 22 
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Q26.  Does this conclude your testimony? 1 

A26.  Yes. 2 


