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Summary of Carol B. Myers

My testimony includes the following findings and recommendations:

1)

2)

3)

4)

5)

6)

7

8)

The estimated lifetime revenue requirement of the 12 MW CVOW Project in nominal dollars
is $694.41 million over the 25-year service life of the Project. On a net present value ("NPV")
basis, the lifetime revenue requirement of the CVOW Project is $347.42 million.

In comparison, the lifetime revenue requirements in nominal dollars of the generic solar and

onshore wind projects identified in the Company's 2018 Integrated Resource Plan are [BEGIN
CONFIDENTIAL

[END CONFIDENTIAL]

The costs of the CVOW Project will be included in earnings tests in the Company's triennial
reviews to be conducted pursuant to § 56-585.1 of the Code. Inclusion of these costs in
triennial reviews will serve to reduce the Company's base rate earnings and, thus, reduce
potential refunds due to customers in those proceedings.

If the Company elects to designate the costs of the CVOW Project for customer credit
reinvestment offset ("CCRO") in a future triennial review, this will reduce refunds due to
customers in that proceeding and will also reduce the CCRO dollars available for other capital
investments in solar, wind, or grid transformation projects and could shift cost recovery of
these projects to rate adjustment clauses.

In response to a Staff Interrogatory, the Company indicated that it has not made a determination
as to whether it would seek additional Commission approval should it need to exceed the $300
million budget for the Project.

The Company's internal risk assessment presented to the Board of Directors in May 2017
indicates that |BEGIN EXTRAORDINARILY SENSITIVEI *

[END
EXTRAORDINARILY SENSITIVE] The Company, however, subsequently [BEGIN
EXTRAORDINARILY SENSITIVE] *&
I

[END CONFIDENTIAL] as presented in the Petition.

If the Commission approves the CVOW Project, it may wish to set a spending limit for the
Project at $300 million to protect customers from potential cost overruns and require additional
Commission approval to exceed the $300 million budget for the Project.

The Company projects that it will spend a total of [BEGIN EXTRAORDINARILY
SENSITIVE] [END EXTRAORDINARILY SENSITIVE] on a larger
offshore wind project prior to the projected commercial operations date for the CVOW Project
in late 2020 and a total of approximately [BEGIN EXTRAORDINARILY SENSITIVE]
[END EXTRAORDINARILY SENSITIVE] by the end of 2021 when the
CVOW Project is projected to be commercially operational for approximately one year.
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PREFILED TESTIMONY
OF
CAROL B. MYERS

VIRGINIA ELECTRIC AND POWER COMPANY
CASE NO. PUR-2018-00121

September 20, 2018

PUBLIC VERSION

PLEASE STATE YOUR NAME AND THE POSITION YOU HOLD WITH THE
STATE CORPORATION COMMISSION (""COMMISSION").
My name is Carol B. Myers. I am a Manager in the Commission's Division of Utility

Accounting and Finance.

PLEASE PROVIDE A BRIEF OVERVIEW OF THE PETITION.

On August 3, 2018, Virginia Electric and Power Company d/b/a Dominion Energy Virginia
("Dominion" or "Company") filed a petition ("Petition") for a prudency determination with
respect to the Coastal Virginia Offshore Wind Project ("CVOW Project" or "Project")
pursuant to § 56-585.1:4 F of the Code of Virginia ("Code"). The Company presents the
CVOW Project as a demonstration project consisting of two 6 megawatt ("MW") (nominal)
wind turbine generators located approximately 27 statute miles off the coast of Virginia
Beach, Virginia, in federal waters and their associated distribution interconnection
facilities ("CVOW Interconnect Facilities"), currently projected to commence commercial
operations in December 2020. The Company represents that the capital cost of the CVOW
Project is approximately $300 million, excluding financing costs. The Company further

represents that it will include the cost of the CVOW Project in its base rates for generation
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and distribution services and may, if necessary, designate the costs for customer credit

reinvestment offset ("CCRO") in the future pursuant to Code § 56-585.1 A 8.

WHAT ARE THE FINDINGS AND RECOMMENDATIONS PRESENTED IN
YOUR TESTIMONY?

I present the following findings and recommendations with regard to the CYOW Project:

Lifetime Revenue Requirement

1) The estimated lifetime revenue requirement of the 12 MW CVOW Project in
nominal dollars is $694.41 million over the 25-year service life of the Project. On
a net present value ("NPV") basis, the lifetime revenue requirement of the CVOW
Project is $347.42 million.

2) In comparison, the lifetime revenue requirements in nominal dollars of the generic
solar and onshore wind projects identified in the Company's 2018 Integrated

Resource Plan ("2018 IRP")! are [BEGIN CONFIDENTIAL)
d [END CONFIDENTIAL] On an NPV basis,
these lifetime revenue requirements are [BEGIN CONFIDENTIAL) N
I (5 CONFIDENTIAL)

Base Rate Recovery

3) By including the costs of the CVOW Project in base rate cost of service, the
Company will recover the $694.41 million lifetime revenue requirement of the
Project from customers over the 25-year useful life of the Project.

4) The costs of the CVOW Project will be included in earnings tests in the Company's
triennial reviews to be conducted pursuant to § 56-585.1 of the Code. Inclusion of
these costs in triennial reviews will serve to reduce the Company's base rate
earnings and, thus, reduce potential refunds due to customers in those proceedings.

5) If the Company elects to designate the costs of the CYOW Project for CCRO in a
future triennial review, this will reduce refunds due to customers in those
proceedings.

6) Designating the costs of the Project for CCRO will reduce the CCRO dollars
available for other capital investments in solar, wind, or grid transformation

! See Commonwealth of Virginia, ex rel. State Corporation Commission, In re: Virginia Electric and Power
Company's Integrated Resource Plan filing pursuant to Va. Code § 56-597 et seq., Case No. PUR-2018-00065.
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projects and could shift cost recovery of these projects to rate adjustment clauses
("RAC").

Spending Limit
7) In response to a Staff Interrogatory, the Company indicated that it has not made a
determination as to whether it would seek additional Commission approval should

it need to exceed the $300 million budget for the Project.

8) The Company's internal risk assessment presented to the Board of Directors in Ma
2017 indicates that [BEGIN EXTRAORDINARILY SENSITIVE

[END EXTRAORDINARILY SENSITIVE] The Company,
however, subsequently [BEGIN EXTRAORDINARILY SENSITIVE
hd [END

CONFIDENTIAL]J as presented in the Petition.

9) If the Commission approves the CYOW Project pursuant to § 56-585.1:4 F of the
Code, it may wish to set a spending limit for the Project at $300 million to protect
customers from potential cost overruns and require additional Commission
approval to exceed the $300 million budget for the Project.

Larger Offshore Wind Project Spending

10) Company witness Mark D. Mitchell states that "[tJhe Company must pursue the
CVOW Project now if it is to be ready to potentially pursue a larger offshore wind
project in the future — likely in the mid-2020 timeframe" and that "[t]his timeline
would provide several years of valuable data on turbine operation and performance
prior to potential deployment of a larger commercial wind project... which could be
as early as 2024, if economic."?

11) The Company's projections indicate that it would cost approximately [BEGIN
EXTRAORDINARILY SENSITIVE] & [END

EXTRAORDINARILY SENSITIVE] in capital expenditures to complete a larger
offshore wind project consisting of 440 MW by 2024.

12) Of this amount, the Company projects that it will spend a total of approximately
[BEGIN EXTRAORDINARILY SENSITIVE] ﬂ [END
EXTRAORDINARILY SENSITIVE] prior to the projected commercial
operations date for the CVOW Project in late 2020 and a total of approximately
[BEGIN EXTRAORDINARILY SENSITIVE] ﬂ [END
EXTRAORDINARILY SENSITIVE] by the end of 2021 when the CVOW
Project is projected to be commercially operational for approximately one year.

2 Prefiled Testimony of Company witness Mitchell at page 12.

3
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13) Further, the Company projects that it will spend a total of approximately [BEGIN
EXTRAORDINARILY SENSITIVE] ﬂ [END
EXTRAORDINARILY SENSITIVE] by the end of 2022 and 2023, respectively
on the larger offshore wind project consisting of 440MW.

Lifetime Revenue Requirement

DID STAFF CALCULATE THE ESTIMATED LIFETIME REVENUE
REQUIREMENT OF THE CVOW PROJECT?

Yes. As presented in my Extraordinarily Sensitive Schedule 1, the estimated lifetime
revenue requirement of the CVOW Project in nominal dollars is $694.41 million.> On an
NPV basis, the estimated lifetime revenue requirement of the CVOW Project is $347.42
million. The estimated lifetime revenue requirement consists of the following cost
components: (1) depreciation expense; (2) financing costs; (3) operations and maintenance
("O&M") expenses; and (4) asset retirement obligation ("ARO") costs. Additionally, the
estimated lifetime revenue requirement of the Project is offset, in part, by: (1) investment
tax credits ("ITCs") and (2) proceeds from the sale of renewable energy certificates
("RECs"). The following Extraordinarily Sensitive table presents the lifetime revenue

requirement by category in nominal dollars:

3 Staff calculated the lifetime revenue requirement on a total Company basis. Based on 2017 Virginia jurisdictional

demand factor 1, the Virginia jurisdictional percentage of the estimate presented herein is 80.3661 percent.
Workpapers supporting my Extraordinarily Sensitive Schedule 1 are included in Appendix A to my testimony.

4 The nominal lifetime revenue requirement is the amount that customers will pay for the Project over the next 25
years, denominated in dollars for those years. The lifetime revenue requirement on an NPV basis is the amount that
customers will pay for the Project over the next 25 years, denominated in 2018 dollars, To calculate the lifetime
revenue requirement on an NPV basis, Staff used a discount rate of 6.58%, which is the discount rate included in the
Company's 2018 IRP adjusted to reflect the lower corporate income tax rate of 21 percent pursuant to the federal
Tax Cuts and Jobs Act of 2017 ("TCJA").
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[BEGIN EXTRAORDINARILY SENSITIVE]

[END EXTRAORDINARILY SENSITIVE]

PLEASE IDENTIFY THE SOURCE OF THE DATA USED TO CALCULATE THE
LIFETIME REVENUE REQUIREMENT OF THE CVOW PROJECT.
Staff relied upon cost projections provided by the Company to calculate the lifetime

revenue requirement presented herein.

PLEASE EXPLAIN THE DEPRECIATION EXPENSE QUANTIFIED IN
EXTRAORDINARILY SENSITIVE TABLE 1.

Depreciation expense provides for the recovery of the Company's projected $300 million
in capital expenditures for the CVOW Project over the useful life of the Project. Based on
the in-service date of December 2020 identified in the Petition and a 25-year useful life,

the CVOW Project will be in-service through 2045.3 Thus, the recovery of the $300 million

% The Company represents that it will operate the CYOW Project over its full 25-year useful life regardless of
whether a larger offshore wind facility is constructed and, thus, has no plans to decommission the CVOW Project
before the end of its useful life. See the Company's response to Staff Interrogatory Set 7, Question No. 82, All
interrogatory responses referenced herein are included in Appendix B to my testimony.
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of capital expenditures through depreciation expense will occur from 2021 through 2045.
The $300 million in capital expenditures comprises approximately [BEGIN
EXTRAORDINARILY SENSITIVE] B [END EXTRAORDINARILY
SENSITIVE] for construction of the CVOW Interconnect Facilities and [BEGIN
EXTRAORDINARILY SENSITIVE| I (END EXTRAORDINARILY

SENSITIVE] for construction of the wind turbine generators.5

PLEASE EXPLAIN THE FINANCING COSTS QUANTIFIED IN
EXTRAORDINARILY SENSITIVE TABLE 1.

Financing costs provide the Company with a return on its projected capital expenditures
for the CVOW Project during the construction period and over the useful life of the Project.
Such financing costs include: interest expense, a return on equity ("ROE"), and income tax
expenses associated with the ROE. Staff's calculation of financing costs is based on a two-
year average net rate base for the CVOW Project and the weighted-average cost of capital
used as the discount rate applied in the 2018 IRP, adjusted to include income tax expense

associated with the ROE.”

PLEASE IDENTIFY THE O&M  EXPENSES INCLUDED IN

EXTRAORDINARILY SENSITIVE TABLE 1.

¢ See the Company's supplemental response to Staff Interrogatory Set 4, Question 58.

7 The discount rate used in the 2018 IRP is an after tax weighted average cost of capital of 6.31%, which was
calculated using the higher 35 percent income tax rate in effect prior to the federal TCJA. Staff adjusted this after
tax weighted average cost of capital to 6.58% to reflect the lower 21 percent income tax rate pursuant to the TCJA.
Staff then grossed-up the 6.58% after tax weighted average cost of capital to provide for the recovery of income
taxes associated with the ROE at the 21% corporate income tax rate.

6
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A8. The Company provided estimated annual O&M expenses for the CVOW Project through
2045, including the following cost categories: (1) labor; (2) environmental; (3) base
port/warehouse, wharf, slip, and vessel; (4) wind turbine, foundation, and cable
maintenance; and (5) insurance. The Company's projected O&M expenses are summarized
in the following Extraordinarily Sensitive table:

[BEGIN EXTRAORDINARILY SENSITIVE]

[END EXTRAORDINARILY SENSITIVE]

The Company represents that these O&M expenses were modeled using normal weather
conditions.? Further, the Company represents that it did not conduct any sensitivity
analyses of O&M expenses for the Project based on varying weather conditions or any

other varying conditions.’?

8 See the Company's response to Staff Interrogatory Set 1, Question No. 6.

9 See the Company's response to StafT Interrogatory Set 1, Question No. 7.

-
o
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PLEASE EXPLAIN THE ARO COSTS INCLUDED IN EXTRAORDINARILY
SENSITIVE TABLE 1.

The Company is required by Generally Accepted Accounting Principles to record an ARO
liability on its books when it has a legal obligation related to the retirement of an asset,
pursuant to Accounting Standard Codification 410 — Asset Retirement and Environmental
Obligations (“ASC 410”).!® Under the terms of the lease agreement for the CVOW Project,
Dominion is required to remove and decommission the facilities and clear the leased area
at the end of the Project life. The ARO costs included in Extraordinarily Sensitive Table 1
represent the Company's current cost projections for this work that is subject to ARO
accounting pursuant to ASC 410.!" The Company stated that it has not assessed the full
cost estimate of decommissioning the CVOW Project beyond what is required by ASC

410.12

PLEASE EXPLAIN THE INVESTMENT TAX CREDITS INCLUDED IN
EXTRAORDINARILY SENSITIVE TABLE 1.
Approximately 50 percent of the Company's capital expenditures on the CVOW Project

are expected to qualify for an ITC of 12 percent.!3 This translates to an effective ITC rate

19 ASC 410 was formerly known as Financial Accounting Standard 143.

' See the Company's response to Staff Interrogatory Set 1, Question No. 11.

12 See the Company's response to Staff Interrogatory Set 1, Question No. 12.

13 See the Company's response to Staff Interrogatory Set 1, Question No. 8. Internal Revenue Code § 48 provides
for an initial 30 percent ITC for wind facilities with a phaseout provision. For wind facilities with construction
beginning during 2019, like the CVOW Project, the phaseout provision requires a 60 percent reduction to the 30
percent ITC. This equates to a 12 percent ITC for the qualifying CVOW Project capital expenditures.
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of 6 percent for the Project, which will reduce the revenue requirement of the CVOW

Project over its 25-year useful life.

PLEASE EXPLAIN THE RECS INCLUDED IN EXTRAORDINARILY
SENSITIVE TABLE 1.

As Company witness Fasca explains in his testimony, the Company expects the CVOW
Project to generate RECs, which will be sold to offset the cost of the Project.'* For the
REC sale proceeds shown as a reduction to the CVOW Project lifetime revenue
requirement in Extraordinarily Sensitive Table 1, Staff relied upon the Company-provided
projections of the generation output for the CVOW Project and annual average REC prices

over the 25-year useful life of the Project.!®

DOES COMPANY WITNESS FASCA IDENTIFY OTHER RENEWABLE
GENERATION RESOURCES FOR COMPARISON TO THE CYOW PROJECT?

Yes, he does. Company witness Fasca compares the CVOW Project to a generic solar
project and an onshore wind project from the Company's 2018 IRP. He acknowledges that
the cost of the CVOW Project does not compare favorably to either of these other
renewable generation resources. These projects, as reflected in the 2018 IRP, each consist

of [BEGIN CONFIDENTIAL] ] [END CONFIDENTIAL)] of capacity (nominal).

14 See Company witness Fasca's testimony at page 11.

13 See the Company's response to Staff Interrogatory Set 1, Question No. 9.

FPSERTEBEET



10

11

Q13. DID STAFF CALCULATE ESTIMATED LIFETIME REVENUE
REQUIREMENTS FOR THE GENERIC SOLAR AND ONSHORE WIND
PROJECTS TO COMPARE TO THE CYOW PROJECT?

Al3. Yes. The following Extraordinarily Sensitive table shows the estimated lifetime revenue
requirements of the [BEGIN CONFIDENTIAL] [l [END CONFIDENTIAL]
generic solar and onshore wind projects and the CVOW Project in nominal dollars and on
an NPV basis.'® For purposes of calculating the lifetime revenue requirements of the
generic solar and onshore wind projects, Staff relied upon cost projections provided by the
Company in this proceeding that were originally included in the Company's 2018 IRP.!”
Staff included the same general cost categories for the generic solar and onshore wind

revenue requirements as those described above for the CVOW Project.

16 The generic solar and onshore wind amounts in this table are designated as Confidential while the CVOW Project
amounts are designated as Extraordinarily Sensitive. My Confidential Schedules 2 and 3 present additional detail on
the onshore wind and generic solar lifetime revenue requirements, respectively. Workpapers supporting these
schedules are included in Appendix A to my testimony.

17 See the Company's supplemental response to Staff Interrogatory Set 1, Question No. 3.

10
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[BEGIN EXTRAORDINARILY SENSITIVE]

[END EXTRAORDINARILY SENSITIVE]

Base Rate Recovery

IS THE COMPANY PROPOSING TO RECOVER THE CVOW PROJECT
THROUGH ITS EXISTING BASE RATES?

Yes. The Company proposes to include the costs of the CVOW Project in its base rate cost
of service. The Company's base rate cost of service is subject to review by the Commission
in triennial reviews pursuant to § 56-585.1 A of the Code, as amended by the Grid
Transformation and Security Act ("GTSA"). The Company's first triennial review will be

filed with the Commission by March 31, 2021, and will include, among other things, an

11
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earnings test for the four consecutive 12-month test periods of calendar years 2017 through

2020.18

HOW WILL THE COSTS OF THE CVOW PROJECT BE REFLECTED IN THE
COMPANY'S TRIENNIAL REVIEWS?

All costs associated with the CVOW Project will be included in the base rate cost of service
evaluated in the earnings tests in triennial reviews in the year in which they are incurred.
This means that depreciation expense, O&M expense, ARO costs, ITC amortization, and
REC proceeds will be included as period costs in the earnings test in the year in which they
are incurred. Further, the undepreciated balance of the CYOW Project capital investment

will be included in rate base to earn a current return in the earnings test.'?

DOES INCLUDING CVOW PROJECT COSTS IN THE BASE RATE COST OF
SERVICE IN EARNINGS TESTS MEAN THAT THE COMPANY WILL
RECOVER THE LIFETIME REVENUE REQUIREMENT OF THE PROJECT
FROM CUSTOMERS?

Yes, it does. As quantified above, the CYOW Project has an estimated lifetime revenue

requirement of $694.41 million. The Company will have the opportunity to recover this

'® In accordance with changes to Code §§ 56-585.1 and 56-585.1:1 made by the GTSA, after the conclusion of the
transitional rate period on December 31, 2016, reviews of Dominion's rates for generation and distribution services
shall resume in 2021, "utilizing the four successive 12-month test periods beginning January 1, 2017, and ending
December 31, 2020." All other reviews that will occur after the end of the transitional rate period encompass three
test periods. While four successive test periods compose the Dominion 2021 review, Code § 56-585.1 as amended
by the GTSA requires, "All such reviews occurring after December 31, 2017, shall be referred to as triennial
reviews."

19 As noted above, such current return on rate base provides for the recovery of financing costs for the CVOW
Project, including interest expense, an ROE (profit margin), and income taxes associated with the ROE.

12
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revenue requirement from customers over the 25-year useful life of the Project, regardless
of the recovery mechanism (i.e., base rates or a RAC) through which the Company chooses

to recover the Project.2’

HOW WILL THE CVOW PROJECT COSTS IMPACT THE DETERMINATION
OF EARNINGS AND POTENTIAL REFUNDS DUE TO CUSTOMERS IN
TRIENNIAL REVIEWS?

The costs of the CVOW Project will reduce the Company's base rate earnings. This
reduction in earnings will reduce refunds potentially due to customers in triennial reviews
pursuant to § 56-585.1 A 8 of the Code.?' Said another way, absent the inclusion of the
CVOW Project in base rate cost of service, the Company's base rate earnings would be
higher, all other things remaining equal, and potential refunds due to customers would also

be higher,

MIGHT THE COMPANY DESIGNATE THE CVOW PROJECT CAPITAL
EXPENDITURES FOR CUSTOMER CREDIT REINVESTMENT OFFSET IN A

FUTURE TRIENNIAL REVIEW?

20 The Company frames this matter differently. Specifically, the Company stated in response to a Staff interrogatory
requesting a calculation of the lifetime revenue requirement of the Project that it "will include CVOW costs in its
base rate cost of service for recovery through its rates for generation and distribution services...[a]Jccordingly, there
is no "lifetime revenue requirement’ associated with the CVOW Project...because it will be a component of base
rates." See the Company's response to Staff Interrogatory Set 1, Question No. 2.

2! Pursuant to § 56-585.1 A 8 (b) of the Code, if Dominion earns more than 70 basis points above a fair combined
rate of return in a triennial review, then the Commission must direct that 70 percent of the amount of such earnings
that were more than 70 basis points above a fair combined rate of return be credited to customers' bills.

13
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Al18. Yes. The Company represents in the Petition that it may designate the CVOW Project

capital expenditures for CCRO pursuant to Code § 56-585.1 A 8, if necessary.??

Q19. HOW WOULD DESIGNATING CVOW PROJECT CAPITAL EXPENDITURES
FOR CCRO IMPACT CUSTOMERS?

A19. Such a designation would reduce refunds due to customers in the triennial review in which
the Company elects to designate the capital expenditures for CCRO. Further, to the extent
that the Company makes other investments in solar, wind, or electric distribution grid
transformation projects, fewer CCRO dollars would be available for the Company to use

for these projects. This could potentially shift recovery of these investments to RACs,

PSEBTEBEET
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which would result in increases to customers' bills.

Spending Limit

Q20. HAS THE COMPANY STATED THAT IT WOULD SEEK FURTHER

COMMISSION APPROVAL SHOULD IT NEED TO EXCEED THE
MILLION BUDGET FOR THE PROJECT?
A20. No, it has not. In response to a Staff Interrogatory, the Company stated that:

[Dominion] is requesting that the Commission issue an Order finding that
the construction of the CYOW Project is prudent. The Company has not
made any determination regarding future actions related to the hypothetical
situation in which "the Company subsequently needs to exceed the $300
million total budgeted cost for the CVOW Project."?

2 Pyursuant to § 56-585.1 A 8 (d) of the Code, the Commission, at the request of Dominion, shall determine in

triennial reviews the-amount by which customer refunds are to be offset due to certain capital investments in solar,
wind, and electric distribution grid transformation projects. This is referred to as the customer credit reinvestment
offset in the Code. If the Company elects use the CCRO for the Project, in Staff's view, the Company would remove
the depreciation expense and return on rate base associated with the Project from base rate cost of service going
forward. O&M expenses and other costs associated with the Project would continue to be recovered through base
rates.

2 See the Company's response to Staff Interrogatory Set 4, Question No. 55.
14
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IS STAFF CONCERNED THAT THE COMPANY MAY EXPERIENCE COST
OVERRUNS FOR THE PROJECT?

Yes. While the Petition states that the 87 percent of the costs of the Project are fixed
pursuant to the Company's engineering, procurement, and construction ("EPC") contracts
with @rsted and L.E. Myers, Staff is concerned that the contingency budget of [BEGIN
EXTRAORDINARILY SENSITIVE] I (END EXTRAORDINARILY
SENSITIVE] included in the $300 million cost estimate for the Project may be too low.2
Exceeding the contingency budget included in the $300 million cost estimate will result in
cost overruns for the Project. As a result, less than 87 percent of the costs of the project

may actually be fixed through the EPC contracts by Project completion.

WHY IS STAFF CONCERNED THAT THE CONTINGENCY BUDGET MAY BE
TOO LOW?
In May 2017, the Company presented a risk assessment of the CVOW Project to the Board

of Directors. The Company's internal risk assessment at that time [BEGIN

EXTRAORDINARILY SENSITIVE| NG

24 See the Petition at page 5.
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P (D

EXTRAORDINARILY SENSITIVE}?

WHO BEARS THE RISK OF POTENTIAL COST OVERRUNS FOR THE CVOW
PROJECT?
Should the Company exceed its $300 million budget, the Company may propose to include

these additional costs in base rates to be recovered from customers.

MIGHT THE COMMISSION WISH TO SET A SPENDING LIMIT ON THE
CYVOW PROJECT TO PROTECT CUSTOMERS FROM POTENTIAL COST
OVERRUNS?

Yes. If the Commission approves the CVOW Project pursuant to Code § 56-585.1:4 F at
a capital cost of $300 million, it may wish to set a spending limit for the Project at $300
million and require the Company to seek additional Commission approval should it need
to exceed the budget for the Project. On advice of counsel, Staff believes that the

Commission has the authority to set a spending limit for the CVOW Project.

HAS THE COMMISSION PREVIOUSLY SET A SPENDING LIMIT ON A
COMPANY PROPOSED GENERATION FACILITY?
Yes. The Commission set a spending limit in Case No. PUE-2007-00066, pursuant to

§ 56-585.1 D of the Code, related to the Company's request to construct a coal-fired electric

25 See the Company's Extraordinarily Sensitive response to Office of Attorney General's ("OAG") Set 2, Question
No. 3 for the Company's internal risk assessment and Company witness Mitchell's Extraordinarily Sensitive
Schedule 8 for the contingency budget currently included in the CVOW Project. See also the Company's response
to Staff Interrogatory Set 4, Question No. 54.

16
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generation facility in Wise County, Virginia. In its Final Order, the Commission stated

that:

Similarly, if the Commission determines that the Company's proposed investment in the
CVOW Project is prudent pursuant to Code § 56-585.1:4 F at a capital cost of $300 million,
it may wish to require the Company to demonstrate in a subsequent proceeding that any

costs of constructing the CVOW Project that exceed the costs estimates comprising the

Pursuant to § 56-585.1 D of the Code and based on the record before us, we
do not find that it is reasonable or prudent for the Company to incur any
amount of costs above the cost estimates that comprise the projected level
of $1.8 billion. We cannot approve in essence a blank check for [Dominion]
to build the Coal Plant at any cost above the amount represented by the
Company in this proceeding. While we recognize that construction cost
overruns may occur for reasons that are both unforeseeable and outside the
control of [Dominion], any costs of constructing the Coal Plant that exceed
the cost estimates comprising the $1.8 billion level must be proven by
[Dominion] in a future proceeding to be reasonable or prudent under
§ 56-585.1 D of the Code before any recovery thereof from ratepayers shall
be permitted. 26

$300 million are prudent before any recovery of such costs from customers occurs.

DOES COMPANY WITNESS MITCHELL DISCUSS THE POTENTIAL FOR A

Larger Offshore Wind Project Spending

LARGER OFFSHORE WIND PROJECT IN THE FUTURE AND ITS IMPACT ON

THE TIMING OF THE CVOW PROJECT?

A26. Yes. Company witness Mitchell states that:

The Company must pursue the CVOW Project now if it is to be ready to
potentially pursue a larger offshore wind project in the future — likely mid-
2020 timeframe....Specifically, the current schedule for the CVOW Project

PSEGEGART

26 This facility is known as the Virginia City Hybrid Energy Center. See Application of Virginia Electric and Power
Company, For a certificate of public convenience and necessily to construct and operate an electric generation
Jacility in Wise County, Virginia, and for approval of a rate adjustment clause under §§ 56-585.1, 56-580 D, and
56-46.1 of the Code of Virginia, Case No. PUE-2007-00066, 2008 S.C.C. Ann. Rept.385, 389, Final Order (Mar. 31,
2008).
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contemplates operations commencing in December 2020. This timeline
would provide several years of valuable data on turbine operations and
performance prior to potential deployment of a larger commercial wind
project in the adjacent [Virginia Wind Energy Area], which could be
deployed as early as 2024, if economic....Thus, the timing of the CVOW
Project should allow for an informed assessment regarding the viability and
cost-effectiveness of a large-scale offshore wind project, and a decision to
be made, at that future time.?’

Q27. DID THE COMPANY PROVIDE PROJECTED CAPITAL EXPENDITURES FOR
A LARGER SCALE OFFSHORE WIND PROJECT WITH A COMMERCIAL
OPERATIONS DATE IN 2024?

A27. Yes. In response to a Staff Interrogatory in this proceeding, the Company provided the
projected capital expenditures for a larger offshore wind project used in its 2018 IRP.?
For purposes of the 2018 IRP, the Company assumed that the larger scale offshore wind
project has a nameplate capacity of 440 MW, consisting of fifty-five 8 MW turbines. The

following Extraordinarily Sensitive table quantifies the Company's projected capital

expenditures for such a project through 2024:2°

27 Prefiled Testimony of Company witness Mitchell at page 12.

28 Ultimately, the larger scale offshore wind project was not selected as a generation resource in any plan presented
in the Company's 2018 IRP.

2 See the Company's response to Staff Interrogatory Set 2, Question No. 29. As of June 30, 2018, the Company has
actually spent [BEGIN CONFIDENTIAL)] & [END CONFIDENTIAL] on the larger scale offshore
wind project. Of this amount, [BEGIN CONFIDENTIAL] I [END CONFIDENTIAL] was
recovered from customers in the Company's 2015 biennial review, as part of the 70 percent of offshore wind costs
incurred through December 31, 2013, that were to be recovered ratably through existing base rates pursuant to

§ 56-585.1 A 6 of the Code. See the Company's response to Staff Interrogatory Set 7, Question No. 85. See also
Application of Virginia Electric and Power Company, For a 2015 biennial review of the rates, terins and conditions
Jor the provision of generation, distribution and transmission services pursuant to § 56-585.1 A of the Code of
Virginia, Case No. PUE-2015-00027, 2015 S.C.C. Ann. Rept, 299. Final Order (Nov. 23, 2015).
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[BEGIN EXTRAORDINARILY SENSITIVE]

[END EXTRAORDINARILY SENSITIVE]

The Company's projections from the 2018 IRP indicate that it will spend a total of
(BEGIN EXTRAORDINARILY SENSITIVE] [ (=\p
EXTRAORDINARILY SENSITIVE] on the larger offshore wind project prior to the
projected commercial operations date for the CVOW Project in late 2020 and a total of
[BEGIN EXTRAORDINARILY SENSITIVE] I (=N»
EXTRAORDINARILY SENSITIVE] by the end of 2021 when the CVOW Project is
projected to be commercially operational for approximately one year. Further, the

Company projects that it will spend a total of approximately [BEGIN

EXTRAORDINARILY SENSITIVE] I =D

PEEGTEGET
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Q28.

A28,

Q29.

A29.

EXTRAORDINARILY SENSITIVE] on the larger offshore project by the end of 2022

and 2023, respectively.3°

HAS THE COMPANY MADE A DECISION AS TO WHETHER TO PURSUE THE
LARGER OFFSHORE WIND PROJECT?

Not at this time. The Company stated that "[u]tility scale off-shore wind is not currently
economically competitive with conventional or renewable resource options" and that
"before moving forward with a larger offshore wind project, the project would need to be

economical."!

Further, the Company stated that it "has not made a decision to construct
the larger utility scale offshore wind project at this time" and that "the annual cash flow
estimates shown for the utility scale offshore wind project are used primarily for modeling

purposes." However, the Company indicated that it "would need to make a decision in
2019 to pursue the larger offshore wind project with the target in-service date of August

20243

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

30 Currently, the Company is deferring the capital costs it has actually incurred for a larger offshore wind project on
its books for potential future recovery. If the Company incurs significant capital costs for a larger scale offshore
wind project and then does not proceed with completing the project in the timeline identified above, this could create
a large cost deferral on the Company's books for an indefinite period of time. This is similar to the costs currently
being deferred associated with a third nuclear reactor at North Anna Power Station.

31 See the Company's responses to OAG Set 2, Question No. 8 and Staff Set 2, Question No. 27.

32 See the Company's response to Staff Set 4, Question No. 57.
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Scheduleﬁm

Extraordinarily Sensltl@

VIRGINIA ELECTRIC AND POWER COMPANY
CASE NO. PUR-2018-00121

ESTIMATED LIFETIME REVENUE REQUIREMENT -
COASTAL VIRGINIA OFFSHORE WIND PROJECT

EXTRAORDINARILY SENSITIVE

PCEQCES

(IN THOUSANDS OF DOLLARS)

Depreciation Financing O&M ARO investment REC Total Total Net
Expense Costs Expense Costs Tax Credits Proceeds Nominal Dollars  Present Value

2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045

Tota! I ¢ 694413 347,420

*Presented on a Total Company basis. Based on 2017 Virginia Jurisdictional Factor 1, the Virginia jurisdictional lifetime
revenue requirement in nominal dollars is approximately $558.21 miilion.



Schedule 2

Conﬁdentlaua

VIRGINIA ELECTRIC AND POWER COMPANY .
CASE NO. PUR-2018-00121

ESTIMATED LIFETIME REVENUE REQUIREMENT -
2018 IRP ONSHORE WIND PROJECT

CONFIDENTIAL

PoEGCEE

{IN THOUSANDS OF DOLLARS)

Depreciation Financing O&M ARO Investment REC Total Total Net
Expense Costs Expense Costs Tax Credits Proceeds Nominal Dollars  Present Value




Schedule §
Confidentialy

VIRGINIA ELECTRIC AND POWER COMPANY
CASE NO. PUR-2018-00121

ESTIMATED LIFETIME REVENUE REQUIREMENT -
2018 IRP GENERIC SOLAR PROJECT

CONFIDENTIAL

FPSEBZEE

(IN THOUSANDS OF DOLLARS)

Depreciation Financing O&M ARO Investment REC Total Total Net
Expense Costs Expense Costs Tax Credits Proceeds Nominal Doliars  Present Value
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