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INTRODUCTION

WHAT IS YOUR NAME, OCCUPATION AND BUSINESS ADDRESS?
My name is John Defever. | am a Certified Public Accountant, licensed in
the State of Michigan. | am a senior regulatory consultant in the firm of
Larkin & Associates, PLLC, with offices at 15728 Farmington Road,

Livonia, Michigan.

PLEASE DESCRIBE THE FIRM LARKIN & ASSOCIATES, PLLC.

Larkin & Associates, PLLC is a Certified Public Accounting and Regulatory
Consulting Firm. The firm performs independent regulatory consulting
primarily for public service/utility commission staffs and consumer interest
groups (public counsels, public advocates, consumer counsels, attorneys
general, etc.). Larkin & Associates, PLLC, has extensive experience in
the utility regulatory field as expert witnesses in over 800 regulatory
proceedings including numerous gas, electric, water/sewer and telephone

utilities.

HAVE YOU PREPARED AN EXHIBIT DESCRIBING YOUR
QUALIFICATIONS AND EXPERIENCE?

Yes. | have attached Appendix JD-1, which summarizes my experience
and qualifications.

ON WHOSE BEHALF ARE YOU APPEARING?
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Larkin & Associates, PLLC was retained by the Office of Consumer
Services (“OCS”) to conduct a review of Dominion Energy Utah’s (“DEU"
or “Company”) application to increase its distribution rates. Accordingly, |

am appearing on behalf of the OCS.

HOW WILL YOUR TESTIMONY BE ORGANIZED?

The testimony is organized as follows: Introduction; Overall Financial

Summary; Rate Base; and Operating Income.

OVERALL FINANCIAL SUMMARY

HAVE YOU PREPARED ANY EXHIBITS IN SUPPORT OF YOUR
TESTIMONY?

Yes. | have prepared OCS Exhibit 2.1D, consisting of Schedules A, B, C
and D with supporting Schedules B-1 through B-7 and C-1 through C-18,
and OCS Exhibit 2.2D consisting of the data requests referenced in my

testimony

HAVE YOU INCORPORATED THE RECOMMENDATIONS OF OTHER
OCS WITNESSES IN YOUR SCHEDULES?
Yes, | have incorporated the capital structure and rate of return

recommendations of OCS witness Daniel Lawton. | have also
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incorporated adjustments regarding the Company’s new Liquefied Natural

Gas (“LNG”) Facility sponsored by OCS witness Alex Ware.

PLEASE DISCUSS SCHEDULE A OF OCS EXHIBIT 2.1D, WHICH IS
ENTITLED “OVERALL FINANCIAL SUMMARY.”

Schedule A presents the overall financial summary for the 2023 test
period in this case, incorporating all the adjustments the OCS is
recommending and the rate of return sponsored by OCS witness Daniel
Lawton. The rate base and operating income amounts for the test period
ending December 31, 2023 are taken from Schedules B and C,
respectively. The overall rate of return of 6.65% for the 2023 test period
as presented in the testimony of OCS Witness Daniel Lawton is provided
on Schedule D for convenience. The income deficiency shown on line 5 is
obtained by subtracting the achieved operating income on line 4 from the

required operating income on line 3.

PLEASE DISCUSS SCHEDULE B OF OCS EXHIBIT 2.1D, WHICH
SUMMARIZES RATE BASE, AS ADJUSTED BY THE OCS.

The starting point on Schedules B and C is the Company’s adjusted rate
base taken from DEU Exhibit 4.20 (Report tab) for the test period ending

December 31, 2023. All of the adjustments the OCS is recommending to
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the projected rate base are summarized on OCS Exhibit 2.1D, Schedule B

and Schedule C, page 2.

PLEASE DISCUSS SCHEDULE C OF OCS EXHIBIT 2.1D, WHICH
SUMMARIZES NET OPERATING INCOME, AS ADJUSTED.

The starting point on Schedule C is the Company’s adjusted net operating
income for the 2023 test period, as found on DEU Exhibit 4.20 (Report
tab). The OCS’s recommended adjustments to DEU’s revenues and
expenses for the 2023 test period presented in this testimony are provided
on Schedule C. Schedules C-1 through C-18 provide further support and
calculations for the revenue and expense adjustments the OCS
recommends. The adjustments result in the OCS’s recommended net

operating income.

BASED ON THE OCS’S REVIEW OF DEU’S FILING, WHAT CHANGE
IN REVENUE REQUIREMENT DOES THE OCS RECOMMEND AT THIS
TIME?

Based on the adjustments that have been quantified to date, coupled with
the OCS’s recommended overall rate of return of 6.65%, the result is a
projected revenue deficiency of $33,635,709 (Utah) for the test period

ending December 31, 2023.
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86 RATE BASE

87 Plant in Service - Contingencies

88 Q. PLEASE DISCUSS THE COMPANY’S USE OF CONTINGENCIES IN
89 ITS FORECASTED CAPITAL PROJECTS.

90 A. In response to OCS data requests, the Company stated that it applies a

91 contingency factor in its estimates for “large individual projects like high-

92 pressure installation or replacement projects” and the contingency factor
93 applied ranges between 10% and 20% based on the level of risk

94 associated with the particular project.” However, in the response to OCS
95 data request 11.06 Attachment 1, DEU included a project with a 25%

96 contingency.

97

98 Q. WHAT LEVEL OF CONTINGENCIES HAS THE COMPANY INCLUDED
99 IN PLANT IN SERVICE FOR RECOVERY IN THE 2023 TEST PERIOD?

100 A In the response to OCS 11.06, Attachment 1, the Company provided all

101 contingencies for planned capital projects included in the 2023 test period
102 which totals $29,821,762.
103

" Docket 22-057-03 DEU Response to OCS Data Requests 3.02 and 8.15.
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104 Q. WHY IS THE INCLUSION OF COSTS FOR CONTINGENCIES AN

105 ISSUE?

106 A The Company has the burden to support costs for which it seeks recovery.
107 For contingencies, the costs cannot be supported because, by definition, it
108 is not known whether the costs will occur. If DEU is unsure whether the
109 costs will occur, they cannot be considered to meet the known and

110 measurable standard nor is it a reasonable forecast method on which to
111 set just and reasonable rates.

112

113 Q. ARE THERE ANY OTHER CONCERNS WITH THE USE OF

114 CONTINGENCIES?

115 A Yes, the Company’s projections may include estimates from contractors
116 that also include contingencies which could result in ratepayers paying
117 even more for costs that do not occur.

118

119 Q. CAN THE USE OF A CONTINGENCY FACTOR LEAD TO INCREASED
120 PROJECT COSTS?

121 A Yes. When the budget is overly inflated with a contingency factor, the

122 incentive to contain costs and to stay within the original budget (i.e., the
123 budget if the contingency is not necessary) is lessened. In essence, the
124 original budget with the added contingency can become the new target

125 budget.
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126

127 Q. ARE THERE ANY OTHER ISSUES WITH THE RECOVERY OF

128 CONTINGENCIES FROM RATEPAYERS?

129 A Yes. DEU has the burden of providing a reasonable forecast of costs. The
130 use of contingencies, instead of providing a reasonable forecast, results in
131 a budget buffer. If the additional costs are necessary, they are

132 automatically funded by ratepayers without additional justification. If the
133 additional costs are not necessary, ratepayers pay unnecessarily. This
134 improperly shifts the burden of risk from the Company to the ratepayers.
135

136 Q. WHAT IS YOUR ADJUSTMENT?

137 A | recommend removing the contingency amounts the Company has

138 included in its forecasted capital expenditures. | calculated the reduction
139 to plant in service by taking the total contingencies DEU included in its test
140 period capital expenditure forecast and reduced that by 50% to convert
141 that to an average rate base amount. My adjustment results in a reduction
142 of $14,910,881 ($14,463,555 Utah) as shown on OCS Exhibit 2.1D,

143 Schedule B-1.

144

145 Q. IS THE REMOVAL OF CONTINGENCIES CONSISTENT WITH
146 RULINGS IN ANY OTHER JURISDICTIONS?

147 A Yes. The California Public Utilities Commission stated the following:
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148 Consistent with ratemaking policy, disallowing these contingencies
149 should motivate SCE to remain within its forecast budgets for these
150 projects. If additional funds become necessary, SCE may seek to
151 establish that necessity in the next GRC.?

152

153 While this citation is from a different state, the same fundamental

154 ratemaking policy should be upheld in this case. | also agree with the

155 conclusion that if “additional funds become necessary” in this case, DEU
156 could “seek to establish that necessity in the next GRC.”

157 Capitalized Incentive Compensation

158 Q. HAS DEU INCLUDED INCENTIVE COMPENSATION IN RATE BASE?
159 A Yes. The Company has included $1,530,867 of capitalized incentive
160 compensation related to financial goals in rate base.3

161

162 Q. WHY SHOULD THIS COST BE REMOVED FROM RATE BASE?

163 A DEU has removed the incentive compensation in O&M related to financial
164 goals stating the following:

165 In accordance with previous Commission orders in Docket Nos.
166 93-057-01, 95-057-02, 99-057-20 and 02-057-02, Dominion Energy
167 has removed, for ratemaking purposes, incentive-compensation
168 expenses related to net-income, earnings-per-share, and return-on-
169 equity goals either paid directly by Dominion Energy or allocated
170 from Dominion Energy Services, Inc. (“DES”) for incentive

171 payouts.*

2 CPUC D.19-05-020 p.152 dated May 16, 2019.
3 Docket 22-057-03 DEU Response to OCS Data Request 8.38.

4 Docket 22-057-03 DEU Exhibit 3.0 p.20, citations omitted
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Ruling that incentive compensation related to financial goals should be
removed from O&M expense, the Utah PSC Report and Order stated the

following in Docket No. 93-057-01:

We find that incentive compensation expense associated with the
attainment of purely financial goals should not be recovered in
rates.

Accountability, responsibility, and motivating employees to pursue
goals should guide incentive compensation. Rewarding employees
for factors like weather changes reduces incentive compensation to
something akin to a general wage or salary increase, as the
Division pointed out. To be acceptable for ratemaking purposes,
we find that an incentive plan should be based on employee
performance alone

To summarize, our policy has been to allow recovery of expenses if
ratepayer benefit is demonstrated, and is not merely conjectural.

We reaffirm this policy here and disallow expenses for financial
goals and the net income trigger.®

As the same reasoning applies to incentive compensation related to
financial goals in rate base, the equivalent adjustment, disallowing

expenses related to financial goals, should also be made.

5 Docket 93-057-01 Report and Order, p.45-47, 50
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202 Q. THE RESPONSE TO OCS DATA REQUEST 8.38 CLAIMS THAT THE

203 REMOVAL OF INCENTIVE COMPENSATION COSTS RELATED TO
204 FINANCIAL GOALS IN O&M BUT NOT IN RATE BASE IS

205 CONSISTENT WITH APPROVED METHODOLOGY DATING BACK
206 OVER TWO DECADES. SHOULD THIS BE A DETERMINING

207 FACTOR?

208 A. No. Itis presumed that the allowance of incentive compensation related
209 to financial goals in rate base in prior cases is simply because it has not
210 been challenged or contemplated in those cases. DEU has not provided
211 any examples of Utah PSC Orders that explicitly determined that such
212 allowance was appropriate. As explained above, the reasons behind the
213 Commission’s Order to disallow this cost in O&M apply equally to

214 disallowing the cost in rate base. A cost should not be allowed simply
215 because it has been unchallenged in prior cases.

216

217 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT TO RATE BASE FOR

218 INCENTIVE COMPENSATION?

219 A The recommended adjustment is the removal of incentive compensation
220 related to financial goals from rate base, a reduction of $1,530,867

221 ($1,484,941 Utah) as shown on OCS Exhibit 2.1D, Schedule B-3.

222
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223 Cash Working Capital

224 Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO CASH WORKING
225 CAPITAL.

226 A Due to the possibility of COVID-19 impacts to 2020 collections, DEU used

227 a three-year average for collection lag in its lead lag study.® The result
228 was a collection lag of 44.312 days shown in DEU Exhibit 3.29 page 8.
229 The problem with DEU’s methodology for using a three-year average to
230 calculate the collection lag days is that two of the three years used in the
231 three-year average are impacted by COVID-19. It would be more

232 appropriate to use 2019 data that is unaffected by COVID-19 instead of
233 the three-year average including the two years that are affected.

234

235 Q. WHATIS THE IMPACT OF USING 2019 DATA FOR THE COLLECTION
236 LAG?

237 A By request, DEU recalculated the collection lag using 2019 data resulting
238 in a collection lag of 42.634 days or a reduction of 1.678 days.’

239

240 Q. WHATIS YOUR RECOMMENDED ADJUSTMENT TO CASH WORKING

241 CAPITAL?

6 Docket 22-057-03 DEU Response to OCS Data Request 2.66.

7 Docket 22-057-03 DEU Response to DPU Data Request 1.15.



OCS-2D Defever 22-057-03 Page 12 of 40

242 A | recommend using the 2019 data to calculate the collection lag which,
243 coupled with the OCS’s flow through adjustment discussed below,

244 reduces working capital by $4,229,739 (Utah). The OCS’s working capital
245 adjustment is shown on OCS Exhibit 2.1D, Schedule B-2.

246

247 Plant Held For Future Use

248 Q. HAVE YOU MADE AN ADJUSTMENT TO PLANT HELD FOR FUTURE

249 USE (“PHFFU”)?

250 A Yes. The Company has included $5,037 in its revenue requirement

251 schedules for PHFFU as shown on Exhibit 3.02 Summaries tab line 31.
252 However, DEU has stated that this was the result of a formulaic issue and
253 there will be none included in 2022 or 2023.8 As such, this amount should
254 be removed, a revenue requirement reduction of $5,037 (Utah) as shown
255 on OCS Exhibit 2.1D, Schedule B-6.

256

257 LNG Prepayments

258 Q. HAVE YOU REFLECTED AN ADJUSTMENT FOR LNG

259 PREPAYMENTS RECOMMENDED BY OCS WITNESS ALEX WARE?

8 Docket 22-057-03 DEU Response to OCS Data Request 8.19.
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A.

Yes. | have reflected OCS witness Alex Ware’s recommendation to

remove the LNG prepayments from rate base. This is a reduction of

B s shown on OCS Exhibit 2.1D, Schedule B-7. | have

also removed the corresponding amortization expense on OCS Exhibit

2.1D, Schedule C, p. 2.

OPERATING INCOME

Late Fee Revenues

WHAT AMOUNT OF LATE FEE REVENUE HAS THE COMPANY
INCLUDED IN THE 2023 TEST PERIOD?

DEU has included $1,128,521 in the filing.®

HOW WAS THE LATE FEE REVENUE FORECAST CALCULATED?
The 2023 test period forecast is the same as the 2021 base period amount.

DEU witness Jordan Stephenson stated:

Other Revenue tends to be consistent from year to year. Because
the most recent historical year represents a reasonable expectation
for annual revenues going forward, | used the 2021 base period

9 Docket 22-057-03 DEU Response to OCS Data Request 3.09.
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280 revenue amounts for the 2023 test period revenue requirement
281 calculation.°

282

283

284 Q. IS THERE A FLAW IN DEU’S APPROACH TO FORECASTING LATE

285 FEE REVENUE?
286 A. Yes. The Company’s reliance on 2021 data overlooks the fact that late
287 fees had been waived from 3/16/20 through 4/7/21 as shown in DEU
288 Exhibit 1.0 p. 5. For over three quarters of 2020 and one quarter of 2021,
289 the Company was not collecting late fees which makes both years
290 inappropriate for use in this calculation. As the table below shows, in both
291 2020 and 2021, the late fees collected were substantially less.
292
Late Fees

2017 $2,002,958

2018 $2,153,062

2019 $1,817,056

2020 $612,995
203 2021 $1,128,521 |11
294
295
206 Q. WHAT METHOD SHOULD BE USED TO FORECAST LATE FEES?
297 A It would be most appropriate to use an average of the three years prior to
298 the period in which the late fees were waived.

0 Docket 22-057-03 Direct Testimony of Jordan K. Stephenson for DEU

1 Docket 22-057-03 DEU Response to OCS Data Request 3.09.
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299
300 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT TO LATE FEE
301 REVENUE?

302 A The average of late fees for 2017-2019 is $1,991,025. Using this amount

303 for the 2023 test period is an increase to the late fee revenue of $862,504
304 (Utah) as shown on OCS Exhibit 2.1D, Schedule C-1.

305

306 Gain on Sale of Utility Property

307 Q. HAS DEU REFLECTED THE GAINS ON THE SALE OF UTILITY

308 PROPERTY?

309 A No. However, DEU stated that the Bluffdale Field Office was sold in 2020
310 with net proceeds of $3,047,347 for a gain of $2,332,765.12

311

312 Q. SHOULD THIS GAIN BE REFLECTED IN THE CURRENT

313 PROCEEDING?

314 A Yes. As stated in the response to the OCS data request, the building had
315 previously been included in rate base. As ratepayers have paid a return

316 on and of this investment, they are entitled to the gain that results from the

2 Docket 22-057-03 DEU Response to OCS Data Request 2.16.
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317 sale. If the gain is not reflected, the Company will retain the proceeds to
318 the detriment of ratepayers.
319

320 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR THE SALE OF

321 THE BLUFFDALE FIELD OFFICE?

322 A The OCS recommends amortizing the gain over three years, which
323 increases operating revenues by $777,588 (Utah). This adjustment is
324 shown on OCS Exhibit 2.1D, Schedule C-7.

325

326 Directors and Officers Liability Insurance

327 Q. HAS DEU INCLUDED COSTS FOR DIRECTORS AND OFFICERS
328 LIABILITY INSURANCE (“D&0O”)?

329 A Yes. The Company has included $273,234 for D&O in the 2023 test
330 period. 3

331

332 Q. WHATIS THE PURPOSE OF D&O LIABILITY INSURANCE?

333 A D&O provides protection to the Company’s directors and officers from

334 lawsuits that may arise as a result of their actions.

3 Docket 22-057-03 DEU Response to OCS Data Request 2.10S.
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335
336 Q. WHO TYPICALLY INSTIGATES LAWSUITS INVOLVING D&O?

337 A Lawsuits involving D&O are typically brought by the Company’s

338 shareholders. As a result, the shareholders are usually the recipients of
339 any payouts that result from the lawsuits.
340

341 Q. WHO BENEFITS FROM D&0O?

342 A The Company and its directors and officers receive the liability protection
343 provided by D&O and the shareholders receive the proceeds paid out from
344 D&O coverage. As such, the Company and its shareholders are the

345 primary beneficiaries of D&O liability insurance.

346

347 Q. AS D&O MAY BE CONSIDERED A LEGITIMATE BUSINESS

348 EXPENSE, SHOULD IT BE FULLY RECOVERED FROM

349 RATEPAYERS?

350 A No. Not all legitimate business costs are recovered from ratepayers. For
351 example, lobbying costs and advertising costs related to image building,
352 although common business expenses, are typically excluded from rates.
353

354 Q. WHO SHOULD BE RESPONSIBLE FOR THE COSTS?
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355 A As the Company and its shareholders receive most of the benefits, they
356 should be responsible for most of the costs. A 75/25 sharing of costs
357 between shareholders and ratepayers, respectively, would be appropriate.
358

359 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT?

360 A. | recommend the removal of 75% of this cost, a reduction of $204,926
361 ($198,778 Utah). This adjustment is shown on OCS Exhibit 2.1D,

362 Schedule C-2.

363

364 Q. IS THIS ADJUSTMENT CONSISTENT WITH ADJUSTMENTS IN
365 OTHER JURISDICTIONS?

366 A. Yes. The Connecticut Public Utilities Authority (“PURA”) has disallowed

367 75% of D&O liability insurance cost in Dockets 16-06-04, 13-01-19, and
368 13-06-08.
369 Insurance Expense

370 Q. PLEASE DISCUSS YOUR ADJUSTMENT TO INSURANCE EXPENSE.

371 A The adjustment includes reductions to Workers Compensation and Other
372 Insurance. | will address each aspect below.

373

374 Workers Compensation

375 Q. WHAT AMOUNT HAS THE COMPANY INCLUDED FOR WORKERS

376 COMPENSATION?
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A.

In response to OCS data request 2.31, the Company indicated it has
included $171,525 for Workers Compensation. The cost was based on

2021 actual booked amounts inflated to calculate 2023 amounts (Id).

DO YOU AGREE WITH DEU’S FORECASTING METHOD?

No. As shown below, Workers Compensation costs fluctuate over time.

Workers Compensation
2017 2018 2019 2020 2021
$44,929 | $125,305 | $107,965 | $162,748 | $164,381 |14

Because the costs fluctuate, it cannot be assumed that the most recent
cost will be the best representative or that it will increase from that

amount.

WHAT METHOD WOULD BE MORE APPROPRIATE FOR
FORECASTING THIS EXPENSE?

The use of a five-year average would be more appropriate. Five years is
recent enough to be relevant and long enough to smooth out any low or

high years.

4 Docket 22-057-03 DEU Response to OCS Data Request 2.31.
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WHAT IS YOUR RECOMMENDED ADJUSTMENT TO WORKERS
COMPENSATION?

| recommend the use of an average of the costs from 2017-2021. Using
the average of $121,066 results in a reduction of $50,459 ($48,945 Utah)

to Worker's Compensation.

Other Insurance

PLEASE DISCUSS YOUR ADJUSTMENT TO OTHER INSURANCE.
The adjustment to other insurance is very similar to the adjustment to
Workers Compensation. The Company based its requested amount on
the 2021 costs and the OCS instead recommends the use of a five-year

average.

Other Insurance
2017 2018 2019 2020 2021 2023
$116,929 | $35,527 | $76,597 | $143,411 | $119,795 |$125,000 |15

As shown, the cost for Other Insurance also fluctuates. For the reasons
stated above, a five-year average is more appropriate for forecasting this

cost.

5 Docket 22-057-03 DEU Response to OCS Data Request 2.31.
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413

414 Q. WHAT IS YOUR ADJUSTMENT TO OTHER INSURANCE?

415 A The use of a five-year average results in a reduction to Other Insurance
416 expense of $26,548 ($25,752 Utah). Together, both adjustments to

417 insurance expense result in a reduction to insurance expense of $77,008
418 ($74,697 Utah). This adjustment is shown on OCS Exhibit 2.1D, Schedule
419 C-3.

420

421 Economic Development

422 Q. WHAT AMOUNT HAS THE COMPANY REQUESTED FOR ECONOMIC
423 DEVELOPMENT?

424 A In the 2023 test period, the Company has included $57,817 for economic
425 development.'®

426

427 Q.  WHAT COSTS ARE INCUDED IN ECONOMIC DEVELOPMENT?

428 A. The DEU response to OCS data request 8.27 states the following:

429 Economic development expenses consist of annual contributions to
430 the Economic Development Corporation of UTAH (EDCUtah). In
431 2021, economic development expense also includes a small

432 contribution to St. George City.

6 Docket 22-057-03 DEU Response to OCS Data Request 3.33.
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Q. DO RATEPAYERS BENEFIT FROM THIS EXPENSE?
A. Very little if at all. In OCS 8.27, the Company was asked how ratepayers
benefit from economic development expense. The response stated:

As a founding member, the Company has long donated to
EDCUtah which conducts research and pursues objectives to
benefit residents of the state of Utah. From its website: “A private,
non-profit organization founded in 1987, the Economic
Development Corporation of Utah (EDCUtah) is a catalyst for
quality job growth and increased capital investment in the state.

EDCUtah is a statewide economic development organization (EDO)
specializing in corporate recruitment, economic research, site
selector marketing, and community development. A partner of the
Governor’'s Office of Economic Opportunity (Go Utah) for corporate
recruitment, EDCUtah is supported by state government, local
governments, and organizations from the private sector.”
Over the years the Company has benefitted from research and
publications released by EDCUtah, particularly concerning where
growth and development may occur throughout the Company’s
service territory.
The Company’s donations are not providing any benefits to ratepayers.
Even when asked directly, the Company was unable to give examples of

ratepayer benefits from these donations.

Q. SHOULD THIS EXPENSE BE RECOVERED FROM RATEPAYERS?
No. This expense is not necessary for the provision of utility service and
ratepayers receive very little, if any, benefit. If the DEU wants to make

these contributions, it should be responsible for the costs.
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465 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT?

466 A. The recommended adjustment is the removal of the entire cost, a
467 reduction of $57,817 ($56,082 Utah) as shown on OCS Exhibit 2.1D,
468 Schedule C-4.

469

470 Payroll Expense

471 Q. HOW MANY FULL TIME EMPLOYEES IS THE COMPANY

472 REQUESTING IN THE 2023 TEST PERIOD?

473 A The Company has budgeted 924 employees for 2023, 916 of which are
474 full-time. "

475

476 Q. HAS DEU USED A VACANCY FACTOR IN ITS 2023 FORECAST?

477 A, No.'® However, as shown below, the use of a vacancy factor would have
478 been appropriate.
479

480 Q. HOW MANY EMPLOYEES DOES THE COMPANY CURRENTLY

481 HAVE?

7 Docket 22-057-03 DEU Response to OCS Data Request 8.39.

8 Docket 22-057-03 DEU Response to OCS Data Request 2.37.
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In response to OCS data request 2.43, DEU stated that as of May 2022,

the Company had 876 employees, of which 868 were full time. This

means the Company is planning to increase its full-time employee count

by 48 as of January 2023.

CAN IT BE ASSUMED THAT DEU WILL ATTAIN THE BUDGETED

NUMBER OF EMPLOYEES?

No. The historical record shows that it cannot be assumed that the

Company will hire and retain the budgeted number of employees. The

chart below shows the budgeted and actual number of full-time employees

for the past five years.

Full Time Employee Count
Year Budgeted | Avg Actual | Avg Vacancy
2017 943.1 906.1 37.0
2018 901.8 897.3 4.5
2019 890.0 895.6 -5.6
2020 855.9 841.8 14.2
2021 887.3 836.9 50.3

9 Docket 22-057-03 DEU Response to OCS Data Request 2.43.

19
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497 As shown, over the past five years the Company has had significantly less
498 employees than budgeted. DEU has averaged over 20 vacancies per year
499 for the years 2017-2021. This vacancy issue has continued into the

500 current year. In May 2022, the Company budgeted 907 full time

501 employees but had only 868, leaving 39 vacancies.?°

502

503 Q. WHY ARE VACANCIES AN ISSUE?

504 A. Vacancies represent non-existent employees for which ratepayers pay
505 salaries, benefits and taxes. Ratepayers should only be responsible for
506 the costs of employees that have actually been hired and are engaged in
507 providing utility service.

508

509 Q. WHAT NUMBER OF FULL-TIME EMPLOYEES SHOULD BE ALLOWED
510 IN RATES?

511 A DEU had 868 full-time employees as of May 2022. As this is the number

512 of actual full-time employees providing service, it is the most known and
513 measurable amount and should be used for the 2023 test period. This is a
514 reduction of 48 employees. DEU has the burden of providing and

515 supporting reasonable forecasts of costs. Based on its historical record of
516 vacancies, DEU has not provided sufficient support that its forecast of a

201d.
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517 significantly higher employee count would be a more reasonable
518 calculation of its costs.
519

520 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT TO PAYROLL

521 EXPENSE?

522 A The adjustment is the disallowance of all costs related to 48 full-time
523 employees, a reduction of $4,817,870 ($4,673,334 Utah) to test period
524 payroll expense, which is shown on OCS Exhibit 2.1D, Schedule C-5.
525 There are corresponding adjustments to benefits and taxes discussed
526 below.

527 Employee Cafeteria

528 Q. WHAT AMOUNT HAS DEU INCLUDED IN THE 2023 TEST PERIOD
529 FOR THE EMPLOYEE CAFETERIA?

530 A. According to DEU'’s response to OCS data request 3.35 the Company has
531 included $196,891 in the 2023 test period for the employee cafeteria.

532

533 Q. PLEASE DESCRIBE THE EMPLOYEE CAFETERIA.

534 A In OCS 8.36, DEU explained the cafeteria is located within the Company’s

535 Salt Lake Operations Center and is open to all Dominion employees. The
536 cafeteria services are provided by Sodexo Inc. (Id)
537 The Company subsidizes the employees’ meals. The employees are

538 charged for meals and the Company makes up the difference between
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539 Sodexo’s costs and the revenue received. (Id) Sodexo is not charged for
540 the use of the Company’s existing café. (Id)
541

542 Q. IS THE EMPLOYEE CAFETERIA NECESSARY FOR THE PROVISION

543 OF UTILITY SERVICE?

544 A No. The provision of utility service does not require the DEU to offer a
545 cafeteria or subsidize employee meals.

546

547 Q. WHO SHOULD BE RESPONSIBLE FOR THESE COSTS?

548 A. Ratepayers should not be responsible for any of the costs related to
549 employee meals. If the Company wants to subsidize employee meals it
550 should be responsible for the costs.

551

552 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR THE

553 EMPLOYEE CAFETERIA?

554 A. | recommend the disallowance of 100% of cafeteria costs, a reduction of
555 $196,891 ($190,984 Utah) as shown on OCS Exhibit 2.1, Schedule C-6.
556

557 Supplemental Executive Retirement Plan

558 Q. HAS DEU INCLUDED COSTS IN THE 2023 TEST PERIOD FOR

559 SUPPLEMENTAL EXECUTIVE RETIREMENT PLAN (“SERP”)?
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560 A. The Company is requesting $445,917 for SERP in the 2023 test period.?
561

562 Q. PLEASE DESCRIBE SERP.

563 A. Generally, SERP is an additional retirement benefit received by a select
564 few Company executives that exceed limits that the IRS has placed on the
565 size of qualified plans.

566

567 Q. PLEASE DESCRIBE DEU’S SERP PLANS

568 A. The response to OCS data request 2.55 states that the Company has two

569 SERP plans, the Retirement Benefit Restoration Plan (BRP) and the

570 Frozen Executive Supplemental Retirement Plan (Frozen ESRP). The
571 response further states, “The BRP restores benefits that cannot be paid
572 under the Pension Plan due to Code limits.” The IRS code limits referred
573 to “are Code Section 401(a)17 which limits the compensation on which
574 qualified pension benefits can be calculated to $305,000 per year in 2022,
575 and Code Section 415(b) which limits the total benefit payable from a

576 qualified plan to $245,000 per year in 2022.7%?

21 Docket 22-057-03 DEU Response to OCS Data Request 2.54.

22 Docket 22-057-03 DEU Response to OCS Data Request 8.42.
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577

578 The Frozen ESRP covers 25% of final base salary and target annual
579 incentive compensation according to the response to OCS 2.55.

580

581 Q. SHOULD RATEPAYERS BE RESPONSIBLE FOR THIS EXPENSE?

582 A No. This is a generous benefit which, as stated above, exceeds IRS

583 limits for qualified plans. It should also be noted that this benefit is

584 provided in addition to the retirement benefits that the Company is already
585 providing to these executives. If the Company wants to provide this

586 generous benefit, the costs should be borne by the Company and not the
587 ratepayers.

588

589 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR SERP?

590 A. | reccommend removing all SERP related costs, a reduction of $445,917
591 ($432,539 Utah) as shown on OCS Exhibit 2.1D, Schedule C-8.
592

593 Q. IS THIS ADJUSTMENT CONSISTENT WITH DECISIONS IN OTHER
594 JURISDICTIONS?

595 A Yes. The Connecticut PURA removed 100 percent of SERP in Docket

596 No. 13-02-20. The Decision states on pages 68-69:
597
598 The Authority considers this expense, by its very definition, to be an

599 additional retirement benefit offered to a highly compensated group
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600 of employees that provides post-retirement benefits above limits set
601 by the IRS for qualified plans. Since these retirement benefits are
602 above limits set by the IRS, the Authority considers them to be
603 excessive. Therefore, the Authority disallows the SERP expense
604 for ratemaking purposes.

605

606 | am also aware of total or partial disallowance of SERP costs in rate
607 cases in the following jurisdiction: Arizona?3, District of Columbia??,

608 Idaho?5, Maryland?6, Nevada?’, Oklahoma?®, Oregon?®, Texas®', and
609 Washington3'.

610 Caregiver Program

611 Q. HAS DEU REQUESTED ANY RECOVERY OF CAREGIVER COSTS IN
612 THE 2023 TEST PERIOD?

613 A. Yes. The Company has included $12,783 of caregiver expense in the
614 2023 test period.32

615

23 Docket No. E-04204A-09-0206, UNS Electric, Order #71914 p.30.
24 Formal Case No. 939, Potomac Electric Power Company, Order p.128.
25 Docket No. PAC-E-10-07, Rocky Mountain Power, Order 32196 p.21.

26 Docket No. 9311, Potomac Electric Power Company, Order p.60.
27 Docket No. 03-10001, Nevada Power Company, Order p. 103.

28 Docket No. 200800144, Public Service Company of Oklahoma, Order p.19.
29 Docket No. UE-116, PacifiCorp, Order 1-787 p.44.

30 Docket No. 39896, Entergy, Order p.25.

3" Docket No. UE-090704/UG-090705, Puget Sound Energy, Inc., Order p.32.
32 Docket 22-057-03 DEU Response to OCS Data Request 8.30.
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616 Q. PLEASE DESCRIBE THE CAREGIVER PROGRAM.

617 A. The Company describes the program as follows:

618 Bright Horizons Back-Up Care™ provides access to urgent back-up
619 care for your children, adult, and elder family members during a
620 lapse or breakdown in your normal care arrangements. The cost of
621 the care is subsidized by Dominion Energy. Eligible family

622 members include children under 13 years of age who qualify as
623 your tax dependent and adult or elderly family members for whom
624 you normally provide regular care. Center-based back-up care is
625 available to eligible children who are not ill and who are current on
626 any required shots, vaccines, and other health guidelines. In-home
627 back-up care is also available for children meeting the same

628 requirements as those eligible for center-based care and includes
629 eligible children who are mildly ill. For adult or elderly family

630 members, only in-home back-up care support is available.33

631

632 Q. SHOULD THESE COSTS BE RECOVERED FROM RATEPAYERS?

633 A No. These costs are not necessary for the provision of utility service, nor
634 an industry standard. In addition, the Company has not provided a link
635 between the costs for this program and any ratepayer benefits. If DEU
636 wants to provide this extra benefit to its employees, it should bear the
637 costs.

638

639 Q. HAS THIS EXPENSE BEEN DISALLOWED IN OTHER

640 JURISDICTIONS?

33 Docket 22-057-03 DEU Response to OCS Data Request 2.06.
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641 A. Yes. The Massachusetts Department of Public Utilities disallowed these

642 costs in Docket No. 20-120. The Decision stated:

643 The Company bears the burden of demonstrating that proposed
644 costs benefit Massachusetts ratepayers, are reasonable, and were
645 prudently incurred.

646

647 First, the Department must determine whether the costs associated
648 with ... and Caregiver Program benefit Massachusetts

649 ratepayers. The Department commends the Company for offering
650 programs such as . . . Caregiver Program. Based on the evidence
651 presented, however, the Department is not persuaded that, at this
652 time, ratepayers should be responsible for these costs. . ..

653 Further, the Company has not supported its claims that the

654 Caregiver Program leads to a direct increase in productivity and
655 “further enables the Company to provide safe, reliable, and efficient
656 service to its customers.” Moreover, National Grid has not

657 substantiated that it has been unable to attract and retain qualified
658 employees

659

660

661 Finally, the Company has not provided evidence demonstrating the
662 industry standard . . . according to the Company, only 14 other
663 utilities offer a benefit like the Caregiver Program to non-union

664 employees (Exhs. AG-JD-1, at 8-10; AG 19-11). Accordingly, the
665 Department finds that the Company has not supported its claims
666 that . .. Caregiver Program provide benefits to ratepayers. While
667 fringe benefits, such as these programs, may benefit ratepayers, a
668 mere conclusory statement that fringe benefits promote employee
669 good D.P.U. 20-120 Page 225 will, by itself will not be sufficient to
670 demonstrate a direct benefit to ratepayers. See D.P.U. 92-78, at 39.
671 Based on the foregoing, the Department disallows . .. $31,611
672 associated with the Caregiver Program.3* (Emphasis added)

34 Decision Massachusetts D.P.U. 20-120 p.223-225
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673
674 Q. HAS DEU PROVIDED EVIDENCE THAT THE CAREGIVER PROGRAM

675 LEADS TO INCREASED PRODUCTIVITY OR ENABLES THE

676 COMPANY TO PROVIDE SAFE, RELIABLE AND EFFICIENT

677 SERVICE?

678 A. No, DEU has not demonstrated a link between the caregiver program and
679 productivity or the provision of service.

680

681 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR THE

682 CAREGIVER PROGRAM?

683 A. | recommend the removal of the entire amount of caregiver program

684 expense, a reduction of $12,783 ($12,400 Utah) as shown on OCS Exhibit
685 2.1D, Schedule C-9.

686

687 Lobbying Costs

688 Q. HAS DEU INCLUDED ANY LOBBYING COSTS FOR RECOVERY IN
689 THE 2023 TEST PERIOD?

690 A. Yes. According to the DEU response to OCS 2.11, while preparing a data

691 request related to dues, the Company found three items related to
692 lobbying that had been coded to utility expense. The three items total
693 $5,729 in the 2023 test period after inflation.

694
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695 Q. HAVE YOU REMOVED THESE LOBBYING COSTS?

696 A. Yes, lobbying costs are traditionally disallowed. My understanding is that

697 these costs were included by error and the Company should not object to
698 their removal.
699

700 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR LOBBYING

701 COSTS?

702 A | recommend the removal of all lobbying costs, a reduction of $5,729
703 ($5,557 Utah) as shown on OCS Exhibit 2.1D, Schedule C-10.

704

705 Fitness Center

706 Q. HAS DEU INCLUDED FITNESS CENTER COSTS IN THE 2023 TEST
707 PERIOD?

708 A Yes. The Company has included $16,605 for recovery of fithess center

709 costs3®. This includes $1,024 allocated for the Utah Center Fitness
710 Center and $15,581 allocated for the fitness center located at the
711 Company'’s corporate headquarters in Virginia.3®

712

35 Docket 22-057-03 DEU Response to OCS Data Request 2.17.

36 Docket 22-057-03 DEU Response to OCS Data Request 10.1.
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713 Q. IS ACCESS TO A FITNESS CENTER NECESSARY FOR PROVIDING
714 UTILITY SERVICE?

715 A No.

716

717 Q. SHOULD THESE COSTS BE RECOVERED FROM RATEPAYERS?

718 A No. If the Company wants to provide a fithess center to its employees in
719 Utah the costs should be its responsibility. Similarly, Utah ratepayers
720 should not be responsible for providing a fitness center for the use of the
721 Company’s employees in Virginia.

722

723 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR FITNESS

724 CENTER COSTS?

725 A. | recommend the removal of all fithess center costs, a reduction of

726 $16,605 ($16,107 Utah) as shown on OCS Exhibit 2.1D, Schedule C-11.
727 LNG O&M Expense

728 Q. HAVE YOU REFLECTED AN ADJUSTMENT FOR VARIABLE O&M

729 ASSOCIATED WITH THE LNG FACILITY IN OCS EXHIBIT 2.1D?

730 A Yes. DEU requested Commission approval to recover the variable

731 electricity costs associated with the LNG Facility to be collected in its

732 Pass-Through Account filing, Docket No. 22-057-08. The Company stated

733 that if the request was approved, the variable electricity costs of $2.1
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734 million (Utah) will be removed from the test period in this case.3” The

735 Commission approved the DEU’s request, therefore we have reflected the
736 removal of these costs on OCS Exhibit 2.1D Schedule C-2, page 2.3

737 Rate Base Flow Through Adjustments

738 Working Capital

739 Q. PLEASE DISCUSS YOUR FLOW THROUGH ADJUSTMENT TO
740 WORKING CAPITAL.

741 A The adjustment is a flow through from the OCS’s adjustments to O&M

742 expenses. OCS’s O&M adjustments, coupled with the adjustment to

743 collection lag days, decreases working capital by $4,229,739 (Utah). The
744 OCS'’s working capital adjustment is shown on OCS Exhibit 2.1D,

745 Schedule B-2.

746

747 Accumulated Depreciation

748 Q. PLEASE DISCUSS YOUR FLOW THROUGH ADJUSTMENT TO
749 ACCUMULATED DEPRECIATION.
750 A The adjustment is a flow through from the OCS’s adjustments to plant in

751 service and capitalized incentive compensation. OCS’s adjustment

37 Docket 22-057-03 Direct Testimony Jordan K Stephenson, p. 17.

38 Docket No. 22-07-08 Order, page 9, July 28, 2022
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752 decreases accumulated depreciation by $280,759 (Utah), as shown on
753 OCS Exhibit 2.1D, Schedule B-4.

754

755 Accumulated Deferred Income Taxes

756 Q. PLEASE DISCUSS YOUR FLOW THROUGH ADJUSTMENT TO
757 ACCUMULATED DEFERRED INCOME TAXES.

758 A The adjustment is a flow through from the OCS’s adjustments to rate

759 base. OCS’s adjustments decrease accumulated deferred income taxes
760 by $263,815 Federal (Utah) and $61,739 State (Utah), as shown on OCS
761 Exhibit 2.1D, Schedule B-5.

762

763 Operating Income Flow Through Adjustments

764 Payroll Taxes

765 Q. PLEASE DISCUSS YOUR ADJUSTMENT TO PAYROLL TAX.

766 A The adjustment is a flow through from the OCS’s adjustment to payroll.

767 OCS’s adjustment reduces payroll tax by $236,508 (Utah) which is shown
768 on OCS Exhibit 2.1D, Schedule C-12.

769

770 Benefits

771 Q. PLEASE DISCUSS YOUR ADJUSTMENT TO EMPLOYEE BENEFITS.



OCS-2D Defever 22-057-03 Page 38 of 40

772 A The adjustment is a flow through from the OCS’s adjustment to payroll.

773 OCS’s adjustment increases employee benefits by $349,644 (Utah) as
774 shown on OCS Exhibit 2.1, Schedule C-13.

775

776 Depreciation

77 Q. PLEASE DISCUSS YOUR ADJUSTMENT TO DEPRECIATION.

778 A This adjustment is a flow through from the OCS’s adjustment to plant in

779 service and capitalized incentive compensation. OCS’s adjustment
780 reduces depreciation expense by $619,168 (Utah), which is shown on
781 OCS Exhibit 2.1D, Schedule C-14.

782

783 Property Taxes

784 Q. PLEASE DISCUSS YOUR ADJUSTMENT TO PROPERTY TAX.

785 A The adjustment is a flow through from the OCS’s adjustment to plant, and

786 capitalized incentive compensation. OCS’s adjustment reduces property
787 tax by $170,085 (Utah) as shown on OCS Exhibit 2.1D, Schedule C-15.
788

789 Income Tax

790 Q. PLEASE DISCUSS YOUR ADJUSTMENT TO INCOME TAX.
791 A The adjustment is a flow through from the OCS’s adjustment to O&M

792 expenses. OCS’s adjustment increases federal income taxes by
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793 $2,042,917 (Utah) and state income taxes by $495,866 (Utah) as shown
794 on OCS Exhibit 2.1D, Schedule C-16.

795

796 Interest Synchronization

797 Q. PLEASE DISCUSS YOUR ADJUSTMENT TO INTEREST
798 SYNCHRONIZATION.

799 A The adjustment is a flow through from the OCS’s adjustments to rate

800 base. The OCS’s adjustments increase interest expense, which increases
801 income tax expense by $438,613 (Utah) as shown on OCS Exhibit 2.1D,
802 Schedule C-17.

803

804 Q. DOES THIS COMPLETE YOUR TESTIMONY?
805 A. Yes, at this time. | reserve the right to supplement my testimony following

806 the receipt of additional information from DEU.
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John Defever, CPA is a regulatory consultant with Larkin & Associates. As such, Mr.
Defever is responsible for the review and analysis of regulatory filings and the
preparation of testimony, discovery requests, briefs, schedules, exhibits and reports.
Mr. Defever also assists with the annual audit of a Michigan Railroad Company. Mr.
Defever has been employed with the firm of Larkin and Associates since 2010.
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Connecticut Department of Utility Control

Docket No. 10-70 Western Massachusetts Electric Company
Massachusetts Department of Public Utilities

Docket No. 10-12-02 Yankee Gas Services Company
Connecticut Department of Utility Control

Docket No. 11-01 Fitchburg Gas & Electric Light Company
Massachusetts Department of Public Utilities

Case No. 9267 Washington Gas Light Company
Maryland Public Service Commission
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Case No. 9286

Docket No. 13-06-08
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Docket No. 8190
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Case No. 9354

Docket No. 13-135

Docket No. 14-05-06
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Case No. 9390

Docket No. 15-03-01

Docket No. 15-03-02

Docket No. 15-149

Potomac Electric Power Company
Maryland Public Service Commission

Connecticut Natural Gas Corporation
Connecticut Public Utility Regulatory Authority

Fitchburg Gas & Electric Light Company
Massachusetts Department of Public Utilities

Green Mountain Power Company
Before the Vermont Public Service Board

Green Mountain Power Company
Alternative Regulation
Before the Vermont Public Service Board

Columbia Gas of Maryland, Inc.
Maryland Public Service Commission

Western Massachusetts Electric Company
Massachusetts Department of Public Utilities

Connecticut Light & Power Company
Connecticut Public Utilities Regulatory Authority

Massachusetts Electric Company and Nantucket
Electric Company D/B/A/ as National Grid
Massachusetts Department of Public Utilities

Columbia Gas of Maryland, Inc.
Maryland Public Service Commission

Connecticut Light & Power Company
Connecticut Public Utilities Regulatory Authority

United llluminating Company

Connecticut Public Utilities Regulatory Authority

Western Massachusetts Electric Company
Massachusetts Department of Public Utilities
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Docket No. 8710

Docket No. 8698

U-15-091 / U-15-092

Docket No.16-06-04

Docket No. 15-05-42

Docket No. 20160251-El

Docket No. 20170141-SU

Application No. A.16-09-001

Case No. 18-0409-TF

Docket No. 17-10-46

Docket No. 2017-0105

Docket No. 18-03-01

Docket No. 18-03-02

Vermont Gas Systems Inc.
Before the Vermont Public Service Board

Vermont Gas Systems Inc.
Alternative Regulation
Before the Vermont Public Service Board

College Utilities Corporation
Golden Heart Utilities, Inc.
Regulatory Commission of Alaska

United llluminating Company
Connecticut Public Utilities Regulatory Authority

Southern Connecticut Gas Company
Connecticut Public Utilities Regulatory Authority

Florida Power & Light Company
Florida Public Service Commission

KW Resort Utilities
Florida Public Service Commission

Southern California Edison
California Public Utilities Commission

Vermont Gas Systems, Inc.
Vermont Public Utility Commission

Connecticut Light & Power Company
Connecticut Public Utilities Regulatory Authority

Hawaii Gas Company
Hawaii Public Utilities Commission

Connecticut Light & Power Company
Connecticut Public Utilities Regulatory Authority

United Illuminating Company
Connecticut Public Utilities Regulatory Authority
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Docket No. 18-05-10
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Docket No. RPU-2019-0001

Docket No. 2018-0388

Docket No. DE 19-057

Docket No. 20-03-01
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Application No. A.19-08-013

Docket No. D.P.U. 19-120

Docket No. 2019-00333

Docket No. 20-08-03

Pacific Gas & Electric
California Public Utilities Commission

Connecticut Natural Gas
Connecticut Public Utilities Regulatory Authority

Yankee Gas
Connecticut Public Utilities Regulatory Authority

Connecticut Light & Power Company
Connecticut Public Utilities Regulatory Authority

SJW Group and Connecticut Water Service
Connecticut Public Utilities Regulatory Authority

Interstate Power and Light
lowa Utilities Board

Kona Water Service Company
Hawaii Public Utilities Commission

Public Service Company of New Hampshire
New Hampshire Public Utilities Commission

Connecticut Light & Power Company
Connecticut Public Utilities Regulatory Authority

United llluminating Company
Connecticut Public Utilities Regulatory Authority

Southern California Edison
Public Utilities Commission

NSTAR Gas Company d/b/a Eversource Energy
Massachusetts Department of Public Utilities

Maine Water Company — Skowhegan Division
Public Utilities Commission

The Connecticut Light and Power Company &
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The United llluminating Company
Connecticut Public Utilities Regulatory Authority

Docket No. D.P.U. 19-113 Massachusetts Electric Company &
Nantucket Electric Company
Each d/b/a National Grid

Docket No. D.P.U. 20-120 National Grid
Massachusetts Department of Public Utilities

Docket No. 20-12-30 Connecticut Water
Connecticut Public Utilities Regulatory Authority
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