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Ms. Brinda Westbrook-Sedgwick  
Public Service Commission 
 Of the District of Columbia Secretary 
1325 G Street, NW, Suite 800 
Washington, DC  20005 
 
Re: Formal Case No. 1156 – In the Matter of the Application of Potomac Electric Power 

Company for Authority to Implement a Multiyear Rate Plan for Electric 
Distribution Service in the District of Columbia. 

 
Dear Ms. Westbrook-Sedgwick: 
 
On behalf of the District of Columbia Government and the Office of People’s Counsel for the 
District of Columbia, please find enclosed for filing a Stipulation to and Joint Motion for the 
Admission into the Record of the Deposition Transcript of Mr. Kevin M. McGowan (Joint 
Motion).  The transcript of Mr. McGowan’s deposition, deposition exhibit,s and uncontested 
Errata sheets are attached to the Joint Motion.  If you have any questions regarding this filing, 
please contact the undersigned.  
 

Sincerely, 
 

KARL A. RACINE 
Attorney General 

 
 
By: /s/ Brian Caldwell 

BRIAN CALDWELL 
Assistant Attorney General 
(202) 727-6211 – Direct 
Brian.caldwell@dc.gov 

 

cc: Service List 
 



BEFORE THE 
PUBLIC SERVICE COMMISSION 

OF THE DISTRICT OF COLUMBIA 
 

In the Matter of 
 
The Application of Potomac Electric 
Power Company for Authority to 
Implement a Multiyear Rate Plan 
for Electric Distribution Service in 
the District of Columbia 

§ 
§ 
§ 
§ 
§ 
§ 

Formal Case No. 1156 

STIPULATION TO AND JOINT MOTION FOR THE 
ADMISSION INTO THE RECORD OF THE DEPOSITION 

TRANSCRIPT OF MR. KEVIN M. MCGOWAN  

Pursuant to Rules 105.8, 125.10, and 128.4 of the Rules of Practice and Procedure of the 

Public Service Commission of the District of Columbia (Commission),1 the District of Columbia 

Office of the People’s Counsel (OPC), District of Columbia Government (DCG, collectively 

with OPC, Movants) hereby move for the admission into the record of the transcript of the 

deposition of Mr. Kevin M. McGowan, Vice President of Regulatory Policy and Strategy at Pepco 

Holdings LLC and a witness in this proceeding for the Potomac Electric Power Company (Pepco 

or Company).2  The Movants are authorized to state that Pepco stipulates to the admission of the 

transcript and does not oppose the motion. 

In support of the motion, Movants state that on February 7, 2020, the Company voluntarily 

made Mr. McGowan available for oral examination at OPC’s offices.  During the deposition, 

attorneys for OPC and DCG examined Mr. McGowan with respect to his testimonies and several 

contested issues in this proceeding, including the design of Pepco’s proposed multiyear rate plan 

 

1 15 DCMR §§ 105.8, 125.10, 128.4. 

2 A copy of the transcript is attached to this motion and for purposes of the record is identified as Exhibit OPC-S1. 
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and performance incentive mechanisms, potential impacts of these mechanisms on ratepayers, and 

the relationship between these mechanisms and the District’s environmental goals .   

As information contained in the deposition transcript is relevant to matters in this 

proceeding, Pepco and Movants have stipulated to the admission of the transcript of 

Mr. McGowan’s deposition into the record.  Good cause exists to grant this motion and admit the 

transcript to the record prior to the hearing.  Consistent with the Commission’s directive to parties 

to streamline the hearing process,3 by granting this motion, the Commission can assist with 

streamlining the testimony drafting and review processes.  If any party wishes to reference 

information contained in the transcript, that party will have the ability to examine and/or cite to 

the same exhibit as other parties.  The admission of the transcript into the record does not waive 

any party’s right to object to or challenge the use of the transcript, or any portion thereof.  This 

reservation of rights includes, but is not limited to, the parties’ right to argue about the weight or 

relevance of the document or oppose the use of the document as inconsistent with Commission 

precedent or Rules of Practice and Procedure. 

In order to facilitate the preparation of OPC and Intervenor Direct Testimony, the Movants 

respectfully request expedited consideration of this Motion and ask that the Commission admit the 

stipulated deposition transcript into the record without waiting for responses to the motion.4   

 

  

 

3 Formal Case No. 1156, Order No. 19956, ¶ 10; Formal Case No. 1156, Order No. 20204 ¶ 40. 

4 15 DCMR § 105.10. 
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Respectfully submitted, 

 

/s/ Brian Caldwell 
BRIAN CALDWELL  
(D.C. Bar #979680)
  
Assistant Attorney General 
Office of the Attorney General for the  
District of Columbia 
Social Justice Section 
441 4th Street, N.W., Suite 600-S 
Washington, D.C. 20001 
(202) 727-6211 
Brian.Caldwell@dc.gov 
 
Attorney for the District of Columbia 
Government 
 

/s/ Sandra Mattavous-Frye 
Sandra Mattavous-Frye 
People’s Counsel 
D.C. Bar No. 375833 
 
Karen R. Sistrunk 
Deputy People’s Counsel 
D.C. Bar No. 390153 
 
Anjali G. Patel 
Senior Assistant People’s Counsel 
D.C. Bar No. 1000826 
apatel@opc-dc.gov  
 
OFFICE OF THE PEOPLE’S 
COUNSEL FOR THE DISTRICT OF 
COLUMBIA 
1133 Fifteenth Street, NW, Suite 500 
Washington, DC 20005 
(202) 727-3071 

February 28, 2020 
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THE DISTRICT OF COLUMBIA
OFFICE OF THE PEOPLE'S COUNSEL

+ + + + +

______________________________
: 

IN THE MATTER OF: : 
: 

The Application of Potomac    :
Electric Power Company for    : Formal Case No.
Authority to Implement a : 1156
Multiyear Rate Plan for :
Electric Distribution Service : 
in the District of Columbia   :
______________________________:

Friday,
February 7, 2020

Washington, D.C.

DEPOSITION OF:

KEVIN McGOWAN

called for examination by Counsel, pursuant to

The Office of the People's Counsel for the

District of Columbia's Unopposed Motion for Leave

to Conduct Deposition, in the Office of the

People's Counsel, located at 1133 15th Street,

N.W., Washington, D.C. 20005, when were present

on behalf of the respective parties:

Exhibit OPC-S1
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APPEARANCES:

On Behalf of Pepco Holdings:

KIM F. HASSAN, ESQ.
ANDREA H. HARPER, ESQ.
Pepco Holdings
701 9th Street, N.W.
Suite 700
Washington, D.C. 20068-0001
202-872-2967
202-331-6649
kim.hassan@exeloncorp.com
ahharper@pepcoholdings.com

COLETTE D. HONORABLE, ESQ.
ReedSmith
1301 K Street, N.W.
Suite 1000 - East Tower
Washington, D.C. 20005
202-414-9444
chonorable@reedsmith.com

On Behalf of Office of the People's Counsel:

SCOTT STRAUSS, ESQ.
JEFFREY A. SCHWARZ, ESQ.
AMANDA C. DRENNEN, ESQ.
Spiegel & McDiarmid, LLP
1875 Eye Street, N.W.
Suite 700
Washington, D.C. 20006

202-879-4000

scott.strauss@spiegelmcd.com

jeffrey.schwarz@spiegelmcd.com

amanda.drennen@spiegelmcd.com
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On Behalf of the District of Columbia:

BRIAN CALDWELL, ESQ.
Office of the Attorney General
441 4th Street, N.W.
Suite 630 South
Washington, D.C. 20001
brian.caldwell@dc.gov

ALSO PRESENT:

FRAN FRANCIS, Apartment and Office Building 
      Association

KARIM HUSSAIN, D.C. Department of Energy

      and Environment

IAN McGINNIS, FTI Consulting

ADRIENNE MOUTON-HENDERSON, Office of the 

      People's Counsel

ANJALI PATEL, Office of the People's Counsel

KEN SOSNICK, FTI Consulting

LARIZA SEPULVEDA, General Services 

      Administration

TAMIKA TAYLOR, Office of the People's Counsel
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1                 P-R-O-C-E-E-D-I-N-G-S

2                                           10:02 a.m.

3 WHEREUPON,

4         KEVIN McGOWAN

5 was called for examination by Counsel for the

6 Office of the People's Counsel, and having been

7 first and duly sworn, assumed the witness stand,

8 was examined and testified as follows:

9             DIRECT EXAMINATION

10             BY MR. STRAUSS:

11       Q     Good morning.

12       A     Good morning.

13       Q     Mr. McGowan, for the record, I am

14 Scott Strauss, and I'm going to ask you questions

15 today on behalf of the District of Columbia

16 Office of People's Counsel.  If you don't hear me

17 or don't understand a question, please let me

18 know.

19       A     Okay.

20       Q     Let me start off by asking you a

21 question or two about your background.  Do you

22 have your direct testimony Exhibit Pepco B with

Exhibit OPC-S1
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1 you today?

2       A     I do, yes.

3       Q     If you could turn to page 2, I'm

4 focusing on the statement you make at lines 5

5 through 8, where you recount some of your

6 background.

7       A     Yes.

8       Q     You state that in November 2012 you

9 became Vice President, Regulatory Affairs, and

10 upon closing the merger between Exelon and PHI,

11 you were named Vice President, Regulatory Policy

12 and Strategy.  Do you see that?

13       A     Yes.

14       Q     Did the scope of your responsibilities

15 change when you took on the job following the

16 merger?

17       A     The responsibilities were generally

18 the same.  They covered all the state commissions

19 and FERC.  The only group that I did add to my

20 responsibility was energy procurement, which was

21 previously managed by a different group.

22       Q     Thank you.  You are the Pepco

Exhibit OPC-S1
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1 executive in charge of the development of the

2 multiyear rate plan or the MRP that's at issue in

3 this case.  Is that correct?

4       A     Yes.

5       Q     And was it developed by any particular

6 group within the company or department?

7       A     It would have been developed by the

8 regulatory team, which I control.

9       Q Okay.  Very well.  Thank you.  You are

10 eligible, as a Pepco executive, for incentive

11 compensation.  Is that correct?

12       A     Yes.

13       Q     And is your incentive compensation

14 dependent in any way on the outcome of this

15 proceeding?

16       A     No.

17       Q     Now, Pepco is one of several electric

18 distribution utilities that are part of the

19 Exelon corporate family.  Is that correct?

20       A     Yes.

21       Q     None of Exelon's distribution

22 companies operate under MRP.  Is that correct?

Exhibit OPC-S1
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1       A     That is correct.

2       Q     So if the MRP is approved, Pepco will

3 be the first of Exelon's distribution utilities

4 to operate under a multiyear rate plan.  Is that

5 correct?

6       A     Yes.

7       Q     All right.  Let's take a look back at

8 Exhibit Pepco B, your direct testimony.  Again,

9 I'm looking at page 2, starting on line 12 where

10 you present the purpose of your testimony.  Do

11 you see that?

12       A     Yes.

13       Q     And you state that you will present

14 the company's overall case.  Correct?

15       A     Correct.

16       Q     The company's case in support of the

17 MRP does not include a cost-benefit study.  Is

18 that correct?

19       A     Correct.

20             MR. STRAUSS:  Let me show you a

21 document.  It's a data response, one of yours in

22 this proceeding.  I'd like to have that

Exhibit OPC-S1
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1 identified for the record.  We're going to pass

2 it out.  Let me just state for the record that it

3 is Pepco's response to OPC Data Request No.  12-

4 1, and you are the sponsors who will see Mr.

5 McGowan.  I request that that be marked as OPC 1

6 in this deposition.

7             (Whereupon, the above referred-to

8             document was marked as OPC Exhibit No.

9             1 for identification.)

10             MR. STRAUSS:  If you could take a

11 moment to look at that.

12             THE WITNESS:  Okay.

13             BY MR. STRAUSS:

14       Q     You're asked in this question, you

15 see, about cost-benefit studies, and you respond

16 by referring to a bill impact statement that's

17 one of Mr. Blouzoutis' (phonetic) exhibits, and

18 it states that the subject is also addressed in

19 your direct testimony.  Do you see that?

20       A     I do.

21       Q     And you state in the data response

22 that under the MRP, customers will see bills in

Exhibit OPC-S1
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1 2022 that are expected to be 6.5 percent lower

2 than they were in 2011.  Do you see that?

3       A     Yes.

4       Q     Approval of the MRP would impact the

5 charges that customers pay to Pepco for

6 distribution services.  Is that correct?

7       A     Yes.

8       Q     Is it your testimony that the charges

9 that customers will pay to Pepco for distribution

10 service in 2022 will be 6.5 percent lower than

11 what they paid to Pepco for distribution service

12 in 2011?

13       A     The statement in the DR and also my

14 testimony focuses on a total bill.  Customers are

15 -- they look at the total bill and not individual

16 components.  So this statement is in relation to

17 the customer's entire bill.

18       Q     All right.  So let me ask my question

19 again, then.  I believe you answered my question;

20 I think I got an answer, but I'm going to ask you

21 again.  It is not your testimony that customers

22 will pay to Pepco for distribution service in

Exhibit OPC-S1
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1 2022 a charge that will be 6.5 percent lower than

2 what they paid for that service in 2011.  Is that

3 correct?

4       A     Yes.  The distribution portion of the

5 customer's bill I'm not saying would be 6.5

6 percent lower.

7       Q     Very well.  All right.  If you could

8 turn to your supplemental direct testimony. 

9 That's Exhibit Pepco 2B, and I'm looking at page

10 4.

11       A     Okay.  I'm there.

12       Q     All right.  And at lines 11 through 12

13 on page 4, you state that SOS customers will

14 benefit from lower SOS prices scheduled to take

15 effect in 2019.  Do you see that?

16       A     I do.

17       Q     Now, SOS, that's a Standard Office

18 Service.  Is that correct?

19       A     Correct.

20       Q     SOS charges are for the purchase of

21 electricity and not for the purpose of

22 distribution service.  Is that correct?

Exhibit OPC-S1
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1       A     Correct.

2       Q     Electricity and electric distribution

3 service aren't the same thing.  Is that correct?

4       A     The supply portion of the bill and the

5 distribution charge are two different charges on

6 the customer's bill.

7       Q     Very well.  Thank you.  And the lower

8 SOS supply costs to which you refer here on page

9 4 of Exhibit 2B, they're not dependent on the

10 approval of the MRP.  Is that correct?

11       A     That is correct.

12       Q     All right.  Looking at the chart on

13 page 4, starting at line 3, this table, there are

14 figures in a column headed Monthly Distribution

15 Increase.  Do you see those?

16       A     Yes.

17       Q     So if we look at the row for November

18 1st, 2020, under the heading Monthly Distribution

19 Increase, we see the dollar amount $8.49.

20 Correct?

21       A     Yes.

22       Q     What information are you providing in

Exhibit OPC-S1
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1 that column at that row?  What is that $8.49? 

2 What does it represent?

3       A     That represents the company's proposed

4 monthly distribution increase for the average

5 residential bill.

6       Q     So that means that, as of November 1,

7 2020, Pepco estimates that a typical residential

8 customer will pay $8.49 more per month for

9 distribution service for the distribution portion

10 of a bill, then that customer was paying for that

11 service during October 2020.  Is that correct?

12       A     If the Commission approves the

13 company's application, that is correct.

14       Q     Okay.  So would I be correct then that

15 that $8.49 there on page 4, that's the monthly

16 dollar impact in November of 2020 of the approval

17 of the proposed MRP alone?  Is that correct?

18       A     Yes.

19       Q     Thank you.  All right, so next to it

20 is a column labeled Overall Net Increase.  Do you

21 see that?

22       A     Yes.

Exhibit OPC-S1
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1       Q     And what does that reflect in that

2 same row, November 1st, 2020?

3       A     So that is the expected overall bill

4 increase that the customers would experience on

5 November 1st, if the multi-rate plan is approved.

6       Q     So that's the difference between what 

7 a customer would pay in October 2020 for the

8 total bill versus what that customer will pay in

9 November 2020 if the MRP is approved.  Is that

10 correct?

11       A     That is correct.

12       Q     So the total bill that the customer

13 would pay, that's a combination of separate

14 charges for distribution, for supply, for

15 transmission, and for surcharges and taxes.  Is

16 that correct?

17       A     Yes.

18       Q     Anything else?  Have I left anything

19 out?

20       A     I think you covered all the

21 categories.

22       Q     Very well.  So the overall net

Exhibit OPC-S1
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1 increase column, that's the dollar impact of

2 changes as a result of the MRP, along with

3 changes that are expected to any other components

4 of the bill.  Is that correct?

5       A     Yes.

6       Q     So looking at the two numbers,       

7     $8.49 and $6.01, there on line 3 of page 4,

8 the distribution charge increase is $8.49, but

9 because of the lowering of other components on

10 the total bill, the overall impact is anticipated

11 to be $6.01, as compared to what it would be the

12 month before.  Do I have that right?

13       A     Yes.

14       Q     Okay.  And the last column, the one

15 that's headed Percentage Bill Increase, what does

16 that represent?

17       A     So the 7 percent on the row November

18 1st, 2020, represents the overall net increase of

19 $6.01 divided by the average bill on October

20 2020.

21       Q     Thank you.  So that percentage does

22 not reflect the percentage increase in the

Exhibit OPC-S1
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1 distribution charge alone.  Is that correct?

2       A     That is correct.

3       Q     Do you present that calculation, the

4 one I just mentioned, anywhere in your testimony,

5 sir?

6       A     I do not.  I do not recall if Mr.

7 Blouzoutis (phonetic) has it in his testimony and

8 schedules.

9       Q     It's not in yours, and it's certainly

10 not here in this table that we're looking at on

11 page 4.  Is that correct?

12       A     That's correct, yes. 

13       Q     All right.  Now, looking at page 4

14 again, a little further down on lines 15 through

15 18, you repeat there a statement you made in your

16 direct testimony.  I can show you where if you'd

17 like.  It's also in the data response.  You

18 repeat the statement that a typical SOS customer

19 will have an estimated total bill in 2022 that is

20 6.6 percent lower than the same customer paid in

21 2011.  Do you see that?

22       A     I do, yes.

Exhibit OPC-S1
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1       Q     And again, when you say the total

2 estimated bill that's on line 16, you're

3 referring to the combination of the distribution,

4 supply, transmission, surcharges, and taxes

5 charges all combined.  Is that correct?

6       A     Correct.

7             MR. STRAUSS:  All right.  I'd like to

8 show you a data response.  Give me a moment, and

9 we'll distribute and I'll mark it for the record. 

10 So this is the response, for the record, to OPC

11 Data Request No.  38-2.  I'd ask that it be

12 marked as Exhibit 2 in this deposition --- OPC 2

13 is what we're calling it. 

14             (Whereupon, the above referred-to

15             document was marked as OPC Exhibit No.

16             2 for identification.)

17             BY MR. STRAUSS:

18       Q     If you could take a moment to look at

19 the request and the attachment to it which is

20 printed on the back of the page.

21       A     Okay.

22       Q     All right.  Very well.  It's been

Exhibit OPC-S1
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1 distributed.  So in subpart A, if you look at the

2 question, you're asked to demonstrate how you

3 calculated the 6.6 percent figure that's in your

4 testimony.  Do you see that?

5       A     I do.

6       Q     And the response refers the reader to

7 an attachment, and if you flip the page that

8 attachment is the one you're referring to in the

9 data response, correct?

10       A     That is correct.

11       Q     Now, looking at this chart, and I'm

12 looking specifically on the right side at the

13 total bill component, on the top line there you

14 see that the total bill as of July 21st, 2010

15 under the rates then in effect for this typical

16 customer would have been $105.73.  Do you see

17 that?

18       A     Yes.

19       Q     And then if we look down at the very

20 bottom at MRP RY3, which is MRP Rate Year 3,

21 would that be correct?

22       A     Yes.
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1       Q     And if you go over all the way to the

2 right to the total bill, the number is $98.75.

3 Correct?

4       A     That is correct.

5       Q     And would you accept, subject to

6 check, that the difference between those two

7 numbers is $6.98?

8       A     The percent difference, yes.

9       Q     That says a dollar difference, I

10 wouldn't have gotten the percent. 

11       A     I'm sorry.

12       Q     The difference between $105.73 and

13 $98.75.

14       A     Yes.  There was six dollars --

15       Q     -- and 98 cents.  I think that's why

16 --

17       A     Okay.  It appears right, subject to

18 check.

19       Q     Subject to check, yes.  And that

20 comparison between those two numbers, the $105.73

21 and the $98.75, that's the basis for the 6.6

22 percent reduction to which you've testified.  Is

Exhibit OPC-S1
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1 that correct?

2       A     That is correct.

3       Q     Okay.  Now, looking at this chart, if

4 I wanted to determine the estimated percentage

5 increase in the distribution component of the

6 customers billed for Year 1 of the MRP, I could

7 look at the distribution charge in effect

8 immediately prior to Year 1 and compare it to the

9 amount of the charge estimated under Year 1. 

10 Would that be correct?

11       A     Can you say it one more time?

12       A     Sure.  If I wanted -- what I'm looking

13 for is to determine the estimated percentage

14 increase in the distribution component of the

15 customer's bill for the first year of the MRP. 

16 That's what I'm trying to do.  If I wanted to do

17 that, would it be correct that I could look at

18 the distribution charge in effect immediately

19 prior to MRP Year 1 and compare it to the amount

20 of the charge that Pepco estimates will be in

21 place during Year 1?  Would that be one way to

22 examine that?
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1       A      So you would be comparing the -- are

2 you saying --

3       Q     So let's look at the numbers.  So I

4 would be comparing the $23.13 which is shown as

5 the August 13, 2018 effective rate --

6       A     Right.

7       Q     -- the monthly distribution charge,

8 versus the $31.76 charge for proposed multiyear

9 rate plan Year 1.  I want to -- would that be the

10 way I could determine the estimated percentage

11 increase in the distribution component?

12       A     I believe that is correct.

13       Q     Okay.  All right.  Very well.  So

14 looking at the numbers on the chart which we were

15 just doing, I think we just spoke about -- as of

16 immediately prior to the beginning of the multi-

17 rate plan, for your typical customer, who I think

18 you've said is a customer who purchases 692

19 kilowatt hours a month, that customer's

20 distribution charge, or the distribution

21 component of that customer's total bill would be

22 $23.13 immediately prior to the multiyear rate

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

22

1 plan, and Pepco estimates $31.76 during the first

2 year.  Do I have that right?

3       A     Your statement is correct, but my only

4 concern was that this chart was developed to

5 estimate the overall percent increase from 2010

6 to 2022 with the last multiyear rate plan

7 increase.  It was not developed to look at

8 specific years and compare the percentages.  So I

9 just wanted to let you know that the purpose was

10 an overall bill unpacked for 2011 to 2022, not an

11 individual year-by-year.

12       Q     Do you have any reason, sitting here,

13 to doubt the accuracy of the figures in the

14 distribution column or any of the figures on this

15 chart?  You're the sponsor. 

16       A     No, I believe these are correct.  I

17 just want to make that -- that was -- the purpose

18 was to look at the 2011 to 2022 bill impact. 

19       Q     Very well.  Let me ask you about the

20 numbers in the distribution column, and I'll take

21 your answer subject to the caveat that you just

22 presented.
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1             The difference between the August 13,

2 2018 monthly bill for the typical customer and

3 the proposed multiyear rate plan Year 1, total is

4 $8.63.  Would you accept that subject to check?

5       A     That looks correct.

6       Q     Assuming the accuracy of these

7 numbers, that would mean that there would be an

8 increase in the monthly distribution component

9 for this typical customer in Year 1 of the rate

10 plan of 37.3 percent.  Would that be correct,

11 subject to check?

12       A     So the $8.63 divided by the $23.13?

13       Q     Correct, correct.

14       A     Is what percent?

15       Q     37.3.

16       A     Subject to check.

17       Q     Okay.  All right.  Now, if you look at

18 that $23.13 figure, which is the monthly charge

19 in effect immediately prior to the multiyear rate

20 plan, and the number that Pepco estimates will be

21 the charge for this typical customer at the end

22 of the rate plan in Year 3, that's the difference
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1 between $23.13 and $39.07.  Do you see that?

2       A     I do see the numbers, yes.

3       Q     Okay.  And would you accept, subject

4 to check, that that's $15.94?  The difference

5 between the $23.13 and the $39.07?

6       A     Yes.

7       Q     Okay.  And on a percentage basis, that

8 would be an increase, if you compare the monthly

9 bill the month before the rate plan goes in

10 effect and the bill in the final year of the rate

11 plan, of almost 69 percent.  Would that be

12 correct?

13       A     Subject to check.

14       Q     Thank you.  I was a little confused

15 about something.  In Pepco 2B, if we go back to

16 your testimony in the supplemental direct on page

17 4 at line 6, and if you look at that first

18 monthly distribution increase, it's $8.49.

19 Correct?

20       A     Yes.

21       Q     If we go back to your direct testimony

22 for a moment, Pepco B on page 48, you have the
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1 same table.  That one is a number from May 1st,

2 and it's $8.57.  Correct?

3       A     Yes.

4       Q     And then in looking at the chart in

5 the data response, if we compare the numbers

6 $23.13 and $31.76 in that distribution column,

7 it's $8.63.  Do you recall we discussed that?

8       A     Yes, I do.

9       Q     Can you explain why each of these

10 numbers are a little different?

11       A     Sure.  First of all, the direct

12 testimony was the original case file on May 1st. 

13 These were the numbers that relate to that

14 filing.  The supplemental direct testimony was

15 filed as we updated the traditional rate case as

16 we required in the order, and there were some

17 small adjustments to the multi-rate plan.  So the

18 bill impacts shown in my supplemental direct tie

19 to the filing that was done with the supplemental

20 direct.

21             This chart -- and that's why I made

22 the comment earlier -- this chart was not -- and
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1 those tie into the actual rate case.  The purpose

2 of this chart was to look at the overall impact

3 of the customer bill from 2011 to 2022, how these

4 distribution numbers were calculated.  They were

5 very close, but this was estimating what the bill

6 impact of what '11 to '22 was.  The purpose of

7 this was not to tie into the rate case.

8       Q     I see.  Thank you.  Let's look again

9 now at the data response, the attachment, and I

10 want to focus again on the chart.  On the top

11 line, the total bill for the rates in effect July

12 21, 2010, as we discussed, that was $105.73.

13 Correct?

14       A     Yes.

15       Q     And the distribution component of that

16 total was $15.54.  Correct?

17       A     Correct.

18       Q     So would you accept, subject to check,

19 that as concerns July 2010, at that time the

20 distribution component of the overall bill was

21 roughly 14.7 percent?  Would you accept that

22 subject to check?
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1       A     Yes.

2       Q     Okay.  And then if we look at Year 3

3 of the MRP, the data shows as we discussed that

4 the estimated monthly distribution charge for the

5 typical customer is $39.07.  Correct?

6       A     Correct.

7       Q     So if we look just at those two

8 figures, the $15.54 in 2010 and the $39.07 in the

9 third year of the rate plan, 2022, that would

10 indicate that for a typical customer the

11 distribution component of the bill has increased

12 by roughly 151 percent during those years.  Would

13 that be about right?

14       A     Subject to check.

15       Q     Subject to check, thank you.  And as

16 of 2022, the $39.07 monthly charge, would you

17 accept, subject to check, that that is

18 approximately 39.5 percent of the total bill

19 shown there, which is $98.75?

20       A     Subject to check.

21       Q     Thank you.  All right.  Now, there are

22 other components of the bill, as we discussed: 
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1 supply, transmission, surcharges, and taxes.

2 Correct?

3       A     Correct.

4       Q     And I think we've already discussed

5 that approval of the MRP doesn't impact the

6 supply charge.  Do you recall that?

7       A     That is correct.

8       Q     And would it also be correct that

9 approval of the MRP will not impact the

10 transmission or the surcharge and taxes

11 components of the bill.  Would that be correct?

12       A     It would not impact the rate.

13       Q     The rate, I'm sorry.

14       A     That's correct.

15       Q     Okay.  All right.  Let's turn to your

16 supplemental direct testimony, that's Exhibit

17 Pepco 3B.  And I wanted to --

18       A     Supplemental direct?

19       Q     I'm sorry, the second supplemental

20 direct which labeled Pepco 3B.  If we could turn

21 to page 9.  There you have a heading, section 3,

22 and you're asked about providing a discussion of
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1 incremental customer benefits.  Do you see that?

2       A     Yes.

3       Q     All right.  On line 9 there on page 9

4 in 3B, you say that you're going to address what

5 you call measurable quantitative and qualitative

6 incremental customer benefits.  Is that correct?

7       A     Yes.

8       Q     Okay.  So let's look at -- and you've

9 numbered the benefits.  Correct?  And that goes

10 on to page 12, correct?

11       A     Correct.

12       Q     All right.  So item 1 you've

13 underlined facilitates investments that support

14 the District's energy policy goals.  Do you see

15 that?

16       A     Yes.

17       Q     Is this claim to benefit a measurable,

18 quantitative or qualitative benefit in your mind?

19       A     This benefit would be measurable and

20 qualitative.

21       Q     Okay.  It would be measurable and

22 qualitative?
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1       A     Yes.

2       Q     And how would we be able to measure

3 it?

4       A     So to the extent that the multi-rate

5 plan includes investments that go beyond the

6 company's obligation to provide safe and reliable

7 service, these are investments that help support

8 the District's goals around energy reduction,

9 around clean energy.  Those certainly could be

10 measured as to what investments the company is

11 making, and the benefits of those could be

12 measured.

13       Q     Okay.  Thank you.  Now at lines 12 to

14 13 you state that the MRP would permit the

15 company to provide its capital investment and O&M

16 plans to the Commission and stakeholders in

17 advance.  Do you see that?

18       A     Yes.

19       Q     The company can do that whether or not

20 an MRP is in place, can it not?

21       A     The company can make a compliance

22 filing with the Commission to provide
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1 information; however, the benefit of the multi-

2 rate plan is to provide the three-year capital

3 plan and O&M plan and have a collaborative

4 discussion with stakeholders as to what the

5 company's investing as part of its next three-

6 year program.

7       Q     But you could do that whether you had

8 the MRP or not, could you not?

9       A     There's a big difference between

10 making a compliance filing and laying out a plan

11 that is an integral part of the company's capital

12 plan and rate setting.

13       Q     I'm trying to figure out, what is the

14 big difference that you're describing, sir?

15       A     Sure.  So we can make a compliance

16 filing with the Commission, and the parties could

17 choose to act on it or not.  That is just nothing

18 more than a compliance filing.

19             What the multi-rate plan allows

20 parties to do is to evaluate what the company is

21 making, there's plenty to spend, to evaluate what

22 investments are being made, how those investments
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1 align with the goals of the District,

2 expectations of customers, et cetera, and to

3 evaluate what the cost of those investments are

4 to customers, and also what our performance

5 incentive metrics are in terms of level of

6 service.

7             It's an integrated way to look at the

8 overall three-year plan and make a decision that

9 the parties agree with what the company's

10 investing in.  They understand what the cost is,

11 they recognize the cost to customers, and the

12 plan gets approved, and the company executes it. 

13 To me that's much different than just making a

14 compliance filing with the Commission.

15       Q     But compliance filing aside, what

16 stops Pepco tomorrow from announcing they're

17 going to have that dialogue with customers and

18 providing the data and explaining to customers:

19 this is our plan going forward.  This is the rate

20 relief we're going to see.  Why couldn't we do

21 that without the MRP?

22       A     We are doing that, and that's our MRP
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1 filing.

2       Q     But what I'm asking you about is, you

3 could do that without making the MRP filing,

4 couldn't you?  I mean, if Pepco wanted tomorrow

5 it could announce: we're going to make this

6 information available.  We're going to have a

7 dialogue with our stakeholders over the next two

8 months, and after that, we're going to file it. 

9 What would stop Pepco from doing that?

10       A     We think this is the best approach. 

11 We think it's the best way to do it, and this is

12 our proposal.

13       Q     To be clear, you're not aware of any

14 constraint on Pepco's ability to make this

15 information available to stakeholders outside of

16 the MRP, are you?

17       A     There's no prohibition that I'm aware

18 of.

19       Q     Are you aware of any prior occasion on

20 which Pepco has provided its capital investment

21 and O&M plans to the Commission or to

22 stakeholders in advance of a rate filing?
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1       A     When we make our rate filings, we do

2 have an obligation to provide a construction

3 report as to what capital we are seeking recovery

4 for, whether it's historic or future.

5       Q     And have you ever provided that

6 information in advance of a rate filing to

7 customers?

8       A     I don't know.

9       Q     Am I correct that from the perspective

10 of Pepco, one benefit of the proposed MRP is it

11 gives the company the opportunity to have the

12 prudence of its investments considered before

13 they're made, rather than having to demonstrate

14 prudence on an after-the-fact basis?

15       A     The company always has the obligation

16 to demonstrate the prudence of its investments,

17 whether before or after.

18       Q     Right, but under the MRP is one

19 benefit that the company will have the

20 opportunity to demonstrate the prudence before

21 the investment is made.  Is that correct?

22       A     That could be on opportunity.
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1       Q     Does Pepco view having that

2 opportunity under the MRP as a benefit to the

3 company?

4       A     Having the opportunity to review the

5 capital plan with Commission stakeholders would

6 be a benefit to the company and stakeholders to

7 confirm that the company is in alignment with the

8 types of investments that the Commission,

9 customers, and stakeholders are looking for.  It

10 benefits everyone.

11       Q     The company and everyone else.  Is

12 that correct?

13       A     Yes.

14       Q     Under traditional rate regulation,

15 Pepco bears the risk that an investment it made

16 could subsequently be found to have been

17 imprudent.  Isn't that correct?

18       A     It bears that risk regardless of the

19 recovery mechanism, whether it's a traditional or

20 multi-rate plan.

21       Q     Well, as I understood the multiyear

22 rate plan, when will prudence issues be
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1 addressed?  Will they be addressed before you

2 make the investment under the multiyear rate plan

3 or after you've made the investment?

4       A     The multi-rate plan doesn't change,

5 again, the obligation for the company to

6 demonstrate prudence.  If a party raises the

7 prudency of an investment during the annual

8 reconciliation file once the plan is approved,

9 they certainly have the ability to do that, and

10 the Commission could disallow it if the party has

11 proved that we weren't prudent in the

12 expenditure.

13       Q     But that's a very limited right. 

14 Doesn't that only apply to the extent that the

15 investment exceeds certain thresholds that Pepco

16 has proposed?

17       A     It is our proposal that the parties

18 focus on the variances, just because we think

19 that is the most efficient way to process the

20 rate case.  We lay out the capital plan, and we

21 focus on the variances going forward once folks

22 have reviewed the program.
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1             To the extent that a party wishes to

2 raise a prudency on an expense, even though it's

3 within the variance, they could clearly raise

4 that.

5       Q     But isn't it the case -- haven't you

6 testified, and I believe other Pepco witness

7 testified -- that, to the extent that the

8 variance doesn't exceed a pre-defined threshold,

9 it's treated as on-budget, and that no further

10 actions could be taken.  Have I misunderstood?

11       A     So our proposal is that we would, if

12 there's an item on budget, and the proposal is

13 that the company would deem it to be on budget,

14 and we would not provide the variance report and

15 explanations as part of the compliance filing.

16             The parties are clearly able to raise

17 prudency on an expense that is on budget.  I'll

18 give you a good example.  Let's say we assume

19 that we're going to budget $10 million of

20 contractor expense, and we actually spend $10

21 million on contractor expense.  However, if a

22 party is aware that contractor rates went down 30
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1 percent, they would have the right to say: why

2 are you on budget when I understand rates went

3 down 30 percent?  So they have the ability at any

4 time, to raise the prudency of an expense.

5             We don't want the annual

6 reconciliation filing to become a mini-rate case,

7 so the proposal would be that the three-year

8 capital plan and O&M plan is reviewed up front,

9 and we focus on the variances, but that doesn't

10 preclude a party from raising an issue on

11 anything that is on budget.

12       Q     So in the example you gave where the

13 contractor expense had been shifting lower, says

14 the customer --

15       A     Right.

16       Q     -- the annual reconciliation filing

17 will show that the expense was on budget.  If the

18 customer then asks discovery questions about that

19 number and about the possibility that it should

20 have been 30 percent lower or whatever the number

21 was, those are questions the company will answer.

22 Is that correct?
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1       A     Absolutely.

2       Q     So if a project is in the long-range

3 plan, can a customer, during the reconciliation

4 process -- let's say in the long-range plan

5 there's a $10 million capital investment.  And in

6 the reconciliation filing, the company says, It

7 costs $10 million, exactly what we estimated. 

8 Will the customer, at that point, be able to

9 challenge the prudence of the decision to make

10 the investment?

11       A     When you say customer, which customer?

12       Q     Let's say OPC was, just as an example. 

13   Let's say OPC reviews the reconciliation filing

14 and in there there's a $10 million capital

15 investment that the company's made that was in

16 the long-range plan.  OPC looks at it and says,

17 you know, this should never have happened.  It's

18 an imprudent investment.

19       A     Right.

20       Q     Will OPC be able, at the

21 reconciliation stage, to challenge the prudency

22 of the investment decision?
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1       A     The parties have the right to

2 challenge the prudency of the investments at the

3 beginning of the multi-rate plan and during the

4 annual reconciliation process.

5       Q     So is the answer to my question yes?

6       A     If they have a basis for challenging

7 it, yes.

8       Q     Even though it's on budget to the

9 dollar, OPC can still challenge the prudence at

10 that time?

11       A     Yes.

12       Q     Just give me a minute, sir.

13       A     Sure.

14             (Pause.)

15             MR. STRAUSS:  Okay.  Let's go back to

16 your second supplemental testimony at page 9, and

17 starting at line 11.  I wanted to ask you -- I'm

18 going to show you the discovery request and ask

19 you about it.

20             THE WITNESS:  Pages 9 through 11?

21             MR. STRAUSS:  No, page 9 at line 11. 

22 It is a discovery request.  It is the answer to
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1 OPC Discovery Request 10-14.  Okay.  I'll

2 identify that for the record as Exhibit OPC-3.

3             (Whereupon, the above referred-to

4             document was marked as OPC Exhibit No.

5             3 for identification.)

6             MR. STRAUSS:  And I note that you are

7 not the sponsor of this exhibit, sir.

8             THE WITNESS:  That's correct.

9             BY MR. STRAUSS:

10       Q     But I did want to ask you a question

11 about it.  Let's see if you are able to answer

12 it.  If you look in subpart A, the company is

13 asked to identify investments that are in the

14 capital plan through 2022 that would allow the

15 widespread adoption of technologies that are

16 discussed in Mr. Velasquez testimony.

17             In response, Mr. Velasquez and Mr.

18 Clark say: many of these initiatives like Pepco's

19 proposal for transportation electrification and

20 the work that will come out of the Power Path DC 

21 process require further Commission action before

22 budget can be completed, and as such are not
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1 specifically included in the capital budget.  Do

2 you agree with that statement, sir?

3       A     Yes.

4       Q     All right.  Now looking at subpart C,

5 the company is asked if the investments currently

6 being made are not needed to allow widespread

7 adoption of technologies, then what is the

8 purpose of these current investments?  And the

9 answer is that the current plans remain focused

10 on distributing electricity to Pepco's customers

11 safely and reliably.  Do you agree with the

12 answer in subpart C, sir?

13       A     You will have to defer to Witness

14 Clark on that.  He sponsored the capital budget.

15       Q     Very well.  Thank you.  So you don't

16 know today whether that answer is correct or not?

17       A     It's not my answer.  I would defer to

18 Mr.  Clark.

19       Q     Fair enough.  Thank you.  Let's go

20 back to your second supplemental testimony. 

21 We're on page 10, starting at line 4, that's item

22 3.  You offered a view that the MRP provides
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1 customers with rate predictability over the MRP

2 term.  Do you see that?

3       A     Which lines?  I'm sorry.

4       Q     Line 4 on page 10 of your second

5 supplemental.

6       A     And you're on which lines?

7       Q     I'm on line 4; it's item 3.

8       A     Yes, I see that.

9       Q     Okay.  This incremental benefit that

10 you describe there, rate predictability, is this

11 one measurable and quantitative or qualitative? 

12 Which category does it fall into for you?

13       A     I believe it falls in all three

14 categories.

15       Q     If it was quantitative, how would I

16 measure it?  How would I measure rate

17 predictability on a quantitative basis?

18       A     Many customers, for budgeting purpose,

19 would like to know what their bills are for the

20 next two or three years, and if you can provide

21 an estimate of what the bills will be over the

22 next three years, that's a qualitative benefit
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1 for customers in the budget process.

2       Q     A qualitative benefit?

3       A     Qualitative, yes.

4       Q     Okay.  I think you said you thought it

5 was a quantitative benefit.

6       A     I believe it's all three of them. 

7 It's measurable, it's qualitative, and it's

8 quantitative.

9       Q     In what sense is it quantitative?  The

10 sense that they know the number?

11       A     We quantify the numbers, absolutely.

12       Q     When you say it's quantifiable, are

13 you quantifying the degree of predictability, or

14 are you quantifying something else?

15       A     So we're quantifying what the rate

16 would be over the three-year period.  I think it

17 was also to the other benefits about lower costs

18 and a multi-rate plan versus traditional rate

19 case.  But the fact that you can estimate what

20 the rates will be over a three-year period,

21 estimate what the savings would be in a multi-

22 rate plan over the three-year period, that's
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1 quantitative, and I think it's a qualitative

2 benefit to customers.

3       Q     So you can estimate the savings on the

4 multi-rate plan over a three-year period? 

5 Savings over what?

6       A     The cost.  The cost of --

7             You estimate the --

8       A     Estimate the cost of a multi-rate plan

9 versus a traditional annual rate case filing.

10       Q     I see.  So you're not saying that you

11 can quantify the degree of predictability.  Is

12 that correct?

13       A     I'm not sure I understand what you're

14 asking.

15       Q     Let's come back to it.  Under

16 traditional rate regulation, customers will know

17 that their rates will remain fixed until changed

18 by the Public Service Commission.  Isn't that

19 correct?

20       A     Yes.

21       Q     There's no annual reconciliation

22 filing or earnings sharing mechanism under
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1 traditional rate regulation.  Is that correct?

2       A     That's correct.

3       Q     And you say on page 10 on your second

4 supplemental testimony at lines 10 to 11 that

5 currently customers do not know the timing and

6 amounts of planned rate case filings over the

7 next three years.  Correct?

8       A     Yes.

9       Q     Well, further down on the same page at

10 lines 20 to 22 you say that the company will most

11 likely file rate cases on the 12 to 18 month

12 cycle for the foreseeable future.  Do you see

13 that?

14       A     Yes.

15       Q     Has that been the pattern over the

16 past few years?

17       A     With the exception of the period of

18 time when the company was in the merger

19 discussions with Exelon, yes.

20       Q     Okay.  If Pepco believes there's a

21 value to customers in knowing when the company

22 will be seeking rate relief, then Pepco could

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

47

1 commit to file rate case on a defined schedule,

2 could it not?

3       A     Yes.

4       Q     And the dollars that customers end up

5 paying for distribution service under the MRP,

6 those dollar amounts can vary depending on

7 whether adjustments are made through the proposed

8 earnings sharing mechanism.  Isn't that correct?

9       A     The annual reconciliation process

10 could adjust rates up or down -- both directions.

11       Q     And the annual reconciliation filing

12 that Pepco will make will test year numbers to

13 actual results.  Is that correct?

14       A     Yes.  That's correct. 

15       Q     So let's be a little bit more precise. 

16 The reconciliation filing will compare estimated

17 revenue requirement numbers or estimated costs,

18 I'm sorry, against actual costs for the period of

19 time.  Is that correct?  Would that be a more

20 precise way to say it?

21       A     So the annual reconciliation process

22 will measure the company's actual return equity
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1 versus the approved target equity by the

2 Commission.

3       Q     And it will do that through a

4 comparison of estimated costs and revenues to

5 actual costs and revenues for the period under

6 study.  Is that correct?

7       A     Yes.

8       Q     All right.  And the filing, as I

9 believe we had started to discuss earlier, the

10 filing would report on variances between actual

11 and estimated numbers.  Is that correct?

12       A     Yes.

13       Q     And if the size of the difference

14 between the estimated and the actual number

15 exceeds certain thresholds, the company will be

16 obliged to explain why that happened.  Is that

17 correct?

18       A     Yes.

19       Q     And if the size of the difference does

20 not exceed the threshold -- let's go back to this

21 -- my understanding is that the company, under

22 the MRP, will treat that difference as on budget
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1 and no further action will be sought from the

2 Commission on those numbers.  Is that correct?

3       A     What the Commission ultimately

4 decides, how they want to treat that is up to

5 them.  The company's proposal is that if it is

6 within the variance, it's deemed to be on budget,

7 and no further action will be taken by the

8 company.  However, as I mentioned, if there is a

9 day request on a certain expense, the company

10 would certainly respond to it.

11       Q     So the company won't provide an

12 explanation up front, but if they're asked to

13 provide one, they will.  Is that correct?

14       A     That's correct.

15       Q     All right.  And in the context of the

16 MRP as proposed by the company, what is the

17 significance of an actual cost component in the

18 reconciliation filing being treated as on budget?

19       A     The company's proposal for the annual

20 reconciliation process was designed to be

21 efficient and to focus on material differences in

22 the plan as proposed by the company.  If there is
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1 a variance of 1 percent on an account, it would

2 be deemed immaterial, and the focus would be on

3 any variances that were material.

4       Q     So I'm hearing different messages from

5 you.  So if an actual cost number is below the

6 threshold, I believe what you told me is that the

7 company will treat that variance as immaterial

8 and on budget, and will not seek further action

9 from the Commission about that variance, but

10 would answer a question about it if a stakeholder

11 asked a question about it.  Have I said that

12 correctly?

13       A     You say: seek action from the

14 Commission.  In the annual reconciliation filing,

15 if an account is within the threshold and deemed

16 to be on budget, the company would not provide

17 any detailed explanation or reconciliation in the

18 actual filing.  The actual annual reconciliation

19 filing that it would make with the Commission

20 would only focus on those accounts that are over

21 the threshold.

22       Q     So it seems as though if a stakeholder
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1 had an issue with a variance that was below the

2 threshold, the stakeholder would need to raise

3 that issue with the company, ask the company to

4 explain the difference.  I think you've indicated

5 the company would provide that explanation, and

6 then the stakeholder would be free to raise that

7 with the Commission.  Is that how this might

8 work?

9       A     Yes.

10       Q     And a cost does not have to be -- an

11 actual cost component does not have to be below

12 the threshold for it to be taken into account in

13 applying the earnings sharing mechanism.  Is that

14 correct?

15       A     Can you ask that again?

16       Q     Sure.  A cost -- let's try it this

17 way.  A cost does not have to be treated as on

18 budget under the MRP for it to be taken into

19 account in applying the earnings sharing

20 mechanism.  Is that correct?

21       A     You're saying a cost --

22       Q     Let's try with numbers.  Maybe that
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1 will make it easier.  So the estimated cost

2 component is $10 million, and the actual cost

3 component comes in above the threshold.  Let's

4 say the threshold is $1 million, and it comes in

5 at $15 million.  So it's above the threshold.

6       A     Okay.

7       Q     If it was below the threshold, the

8 company would treat it as on budget.  But if it's

9 above the threshold, it could still be taken into

10 account in applying the earnings sharing

11 mechanism.  Isn't that correct?

12       A     If a cost is above or below the

13 estimate, whether it's within the variance or

14 outside the variance, if it's deemed to be a

15 prudent investment, it would be taken into

16 consideration in the overall calculation of the

17 earnings sharing.

18       Q     All right.   Let's talk about

19 specifics.  The variance or the threshold for

20 electric plant and service and related rate-based

21 items is 1 percent, with a minimum of half a

22 million dollars.  Is that your understanding?
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1       A     If you're going to get into details

2 about the actual annual reconciliation filing,

3 company witness Wolverton sponsors the actual

4 mechanics behind that.  I just covered high-level

5 in my testimony.

6       Q     Okay.  But you are the executive in

7 charge of this proposal.

8       A     I am, yes. 

9       Q     I'm going to try to ask you some

10 questions about it.  If they're beyond the scope

11 of your understanding, then you obviously don't

12 have to answer them.  But I think they're general

13 enough.

14             Let's ask it this way:  If the

15 threshold variance on the earnings of the

16 electric plant and service is one percent, are

17 you familiar, do you know, that if this threshold

18 is approved it means that the actual cost

19 electric plant and service amount contained in

20 the annual reconciliation file would be treated

21 as on budget as long as it did not exceed the

22 estimate by more than $42 million?  Does that
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1 sound --

2       A     I don't have the numbers on that.

3       Q     Let's assume for the sake of

4 discussion that that number is correct.  I think

5 we can have the discussion with that assumption

6 in mind.  Let's assume that the threshold for the

7 electric plant and service item in the annual

8 reconciliation filing is $42 million.

9             I want to make sure I understand how

10 this works, and I think we've talked about some

11 of this already, so I hope you would be able to

12 stay with me on these.

13             So if a project in the company's long-

14 range plan is a $10 million capital investment,

15 let's assume there is such a project, and it's to

16 be made during Year 2 of the MRP.  Do you have

17 that in mind?

18       A     Okay.

19       Q     And let's assume the project is

20 completed, but it ends up being over budget.  It

21 costs $20 million instead of $10 million.  Do you

22 have that in mind?
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1       A     Yes.

2       Q     The threshold variance that I've been

3 talking about, does that apply to an individual

4 project, or is it only to the overall electric

5 plant and service?

6       A     I would defer that to company witness

7 Wolverton.

8       Q     If the dollar amount of the overrun

9 were below the threshold, within the -- on budget

10 -- I believe you've told me this -- Pepco would

11 have no obligation in the annual reconciliation

12 filing to explain why the overrun had occurred. 

13 Is that correct?

14       A     No.

15       Q     That's not correct?  And why is that?

16       A      What I mentioned before is that if an

17 item is outside the threshold as part of the

18 annual reconciliation filing, we will provide the

19 detail and the explanation as to why it's over

20 budget.  If it's within the threshold it would be

21 deemed on budget, no explanation would be

22 provided in the filing; however, the company

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

56

1 would respond to inquiries from parties if they

2 had a question on it.

3       Q     Would the information that the company

4 provides in the annual reconciliation filing be

5 project-specific?

6       A     I would check with Witness Wolverton

7 on that.

8       Q     You don't know?

9       A     I don't recall.

10       Q     So in the scenario we've just been

11 discussing where the project was supposed to cost

12 $10 million and cost $20 million, if it's within

13 below the threshold, the company has no

14 obligation to come forward and explain why that

15 cost overrun was prudent.  But it would explain

16 it if someone asked about it.  Is that correct?

17       A     The word "obligation" is what I'm

18 pausing on.  As I mentioned, as part of our

19 annual reconciliation filing, we would only

20 provide the detail on the variances for those

21 outside of the variance because we would not know

22 which projects individuals would have an interest
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1 in knowing about that was in the variance to be

2 able to provide information.  So we're providing

3 information for all projects outside the

4 variance, and we would answer any questions on a

5 particular project a party might have.

6             MR. STRAUSS:  This might be a time for

7 a 10 minute break.

8             MS. HASSAN:  Indeed.  Thank you.

9             (Whereupon, the above-entitled matter

10 went off the record at 11:02 a.m. and resumed at

11 11:19 a.m.)

12             MR. STRAUSS:  Mr. McGowan, before the

13 break we were talking a little bit about the

14 opportunity that OPC or other stakeholders might

15 have to challenge the prudence of an investment

16 by the company.  And I look at this as involving

17 two types of situations; one would be the

18 decision to undertake the investment at all, and

19 two would be the cost of the investment.

20             And I believe you told me, but I'm

21 going to ask you again to make sure, that OPC,

22 for example, as one stakeholder, would have the
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1 opportunity, both at the outset of the MRP

2 proceeding and in the course of the annual

3 reconciliation filings, to challenge the prudence

4 of a decision to make an investment or to

5 challenge the cost of an investment.  Did I hear

6 you right?

7             THE WITNESS:  Yes, and my comment was

8 that if a party has a basis for challenging the

9 prudency of an investment that was previously

10 approved, they could certainly make that

11 argument.

12             The purpose of the multi-rate plan in

13 this proceeding today is to look at those

14 investments and discuss the prudency of if these

15 investments are needed.  And our hope is that a

16 party wouldn't, for three years in a row,

17 challenge the prudency of an investment that was

18 previously reviewed in a multi-rate plan filing

19 ultimately approved by the Commission, but if

20 they want to challenge that investment every

21 single year, that's certainly a right they have. 

22 But that is not the hope of what we're trying to

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

59

1 accomplish with a multi-rate plan.

2             MR. STRAUSS:  All right.  Let me show

3 you a data response and ask you a question.  I'd

4 ask that this be marked as the next exhibit. 

5 This is the response, marked for identification

6 as OPC Data Request 12-6.  I'd ask that to be

7 marked as Exhibit OPC 4 in this deposition.

8             (Whereupon, the above referred-to

9             document was marked as OPC Exhibit No.

10             4 for identification.)

11             MR. STRAUSS:  It is a data response

12 that you provided, Mr. McGowan.

13             THE WITNESS:  Yes, I see it.

14             BY MR. STRAUSS:

15       Q     Okay.  In this response you state that

16 if a variance exists with a capital project, the

17 annual reconciliation filing should not be

18 another opportunity for a party to re-litigate

19 the prudency of whether the project should have

20 been pursued.

21             So would the company take the position

22 then, in the context of an annual reconciliation
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1 filing, if a prudence challenge were raised to

2 the prudence of pursuing a project that this

3 should not be an opportunity to do that, and the

4 Commission should not entertain such a challenge. 

5 Would that be the company's position, consistent

6 with your data response?

7       A     Well, consistent with what I just

8 said, this response talked about if, an example,

9 there was a capital project that was a million

10 dollars, and the costs came in at $1.1 million;

11 could someone challenge that the cost of the

12 project was imprudent because there was a

13 variance?  That's what this data request is

14 focused on.

15             But consistent with what I said

16 earlier is that the benefit of a multi-rate plan

17 is to look at the three-year capital plan, look

18 at the projects today, and confirm that the

19 investments the company is making are consistent

20 with meeting the goals of the District, the

21 Commission stakeholders, and the capital plan is

22 appropriate and is driving to the right -- taking
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1 the city in the right direction.

2             The annual reconciliation process is

3 set up to evaluate the execution of that three-

4 year plan, and that is the most efficient way to

5 do this, and we can focus on the variances and

6 the cost.  If parties want to re-litigate over

7 and over again a particular project because it

8 may be litigated in a multi-rate plan, but the

9 Commission approved it, the purpose is that they

10 shouldn't keep re-litigating the same project

11 over and over again.  You'll lose the

12 efficiencies of a multi-rate plan if that's the

13 case.  But they have the right to do that.

14       Q     But the company will not take the

15 position that they're prohibited from doing that;

16 is that correct?

17       A     That's correct.

18       Q     Let's say you have a multi-rate plan,

19 and it calls for a substation upgrade.  Do you

20 have that in mind?

21       A     Yes.

22       Q     And let's say that's supposed to
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1 happen sometime during year two.  But between

2 year one and year two there's a change in system

3 topography.  Maybe a major customer leaves or

4 some other change in the system happens, and the

5 project is no longer needed, but the company

6 pursues it anyway.  Do you have that scenario in

7 mind?

8       A     Okay.

9       Q     Is the company required to provide

10 data to the customers during the multi-year rate

11 plan about changes in system topography so that

12 the customers might know whether there's an issue

13 with a previously-agreed-upon investment?

14       A     That's a hypothetical situation where

15 you're saying that the company -- that an upgrade

16 to a substation is not needed, but the company

17 went ahead and did it.  I would argue that the

18 company wouldn't do it in the first place.

19       Q     Okay.  I understand that.  But what

20 I'm trying to figure out is this: a customer, OPC

21 or another customer, might feel differently about

22 that because of a change in system topography or
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1 a major customer leaving the system or something

2 happens on the system that changes it.

3       A     Right.

4       Q     The company may disagree; they think

5 it's still needed.  What I'm trying to figure out

6 is, how would the customer know, during the

7 course of the multi-year rate plan, that there

8 had been a change in system topography, that

9 something had changed on the system that might

10 call into question the need to go forward with

11 this particular investment?

12       A     I don't know specifically what

13 information would be available; however, as I

14 mentioned before, the company always has the

15 obligation to justify the prudency of the

16 investments it makes.  You're presenting a

17 situation that I just don't think will occur.  If

18 the company doesn't think the investment is

19 needed, the company is not going to pursue it.

20       Q     As you go through the course of the

21 three-year multi-rate plan, there may be policy

22 changes or other kinds of changes that happen in
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1 the District, correct?

2       A     Yes.

3       Q     And will you be adjusting the plan

4 along the way to the extent necessary to reflect

5 those changes?

6       A     Once the multi-rate plan is approved

7 by the Commission, the targets in the plan are

8 set.  If there are adjustments -- if there are

9 investments that are made that are not part of

10 the multi-rate plan, the company could make

11 those.  They could request recovery of those in

12 the annual reconciliation filing, which the

13 Commission could approve or disapprove.

14       Q     So if the company -- I'm only trying

15 to make sure I understand -- so let's say the

16 company decides in year two there's a new $10

17 million investment estimate that wasn't in the

18 long-range plan.  Do you understand that?

19       A     Yes.

20       Q     And what would happen then?  How would

21 the company go about treating that investment? 

22 During year two, it goes ahead and makes a $10
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1 million investment; it's completed.  What happens

2 then?

3       A     So in the annual reconciliation filing

4 the company would request recovery of that $10

5 million investment and explain why it changed,

6 because obviously there would be a variance.

7             And the Commission -- the parties

8 would do their due diligence; the parties would

9 take a position whether they agree with it or

10 not, and the Commission could agree to adjust

11 rates to include -- or they could disapprove it.

12       Q     If the $10 million investment didn't

13 exceed the threshold for electric plant and

14 service, how will the customers know that there

15 was this additional investment?

16       A     Well, if it was a new project, they

17 would probably have a zero number in the multi-

18 rate plan, so we have a $10 million variance.

19       Q     I guess that goes back to questions we

20 asked before:  Is the information in the annual

21 reconciliation filing going to be project-

22 specific so that we would see the difference

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

66

1 between the zero and the $10 million?

2       A     Right.  As I mentioned, I don't recall

3 at what level the variance is set.

4       Q     Let's assume it wasn't exceeded.  It

5 doesn't matter for purposes of my question.  The

6 variance wasn't exceeded.  It's an additional $10

7 million investment that wasn't in the long-range

8 plan.  If I'm OPC, and I look at that annual

9 reconciliation filing, is it going to tell me;

10 Hey, there was this $10 million investment that

11 we didn't talk about before because something

12 changed, and we had to do it?

13       A     You'd have to ask Tyler Wolverton on

14 that.  That's getting into the mechanics of the

15 annual reconciliation filing and the variances. 

16 He sponsors the mechanics and how that all works.

17       Q     So just to be clear, sitting here

18 today, you don't know whether in the circumstance

19 I just described, whether or not customers,

20 stakeholders, whomever, will be advised in the

21 annual reconciliation filing that the company has

22 a new $10 million investment they made that
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1 hadn't previously been discussed or described; is

2 that true?  You don't know?

3       A     I don't know.  Company Witness

4 Wolverton would be able to walk you through the

5 mechanics of that.

6       Q     Do you know this: if the variance does

7 not exceed the threshold for electric plant and

8 service, as I understand it, I believe this is

9 what we discussed earlier this morning.  The

10 company would not have the obligation to explain

11 the basis for that variance up front; is that

12 correct?

13       A     As I said, I don't know at what level;

14 I don't recall at what level the variances apply

15 to.  But if, whether it's a project category or

16 whatever category, but if the investment exceeds

17 that variance, then we would report on it.  And

18 if it doesn't exceed the variance, we would not.

19       Q     Okay.  Now, let me ask you a different

20 way.  Assume the long-range plan includes, again,

21 this $10 million investment we've been talking

22 about, and in year two there were changes in the
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1 system, and the company decides not to do it. 

2 How does that get reflected?

3       A     If the company did not make an

4 investment, then that would be reflected in the

5 annual reconciliation filing.

6       Q     As a cost reduction; is that correct?

7       A     All things being equal, yes.

8       Q     Okay.  And I believe you were talking

9 a moment ago about a new $10 million investment. 

10 You said it would be included in the

11 reconciliation filing, and the Commission would

12 have to decide how to put it in rates or

13 something to that effect.  Do I recall that

14 correctly?

15       A     They would -- the annual

16 reconciliation filing for additional costs have

17 to be approved by the Commission.

18       Q     And are you -- I'm trying to

19 understand what you mean by that.  Are you

20 envisioning a change in the rates in year two to

21 reflect this additional investment?  How would

22 that work?
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1       A     So we would make the annual

2 reconciliation filing, and with that filing would

3 be -- first of all, if we were even outside the

4 deadband -- our expectation is that we always be

5 in the deadband, and there would be no adjustment

6 up or down.

7             But it should be said that if there

8 are additional costs that the company has

9 incurred, it would seek recovery of those costs

10 from the Commission, and the Commission could

11 decide to approve those costs, in which they

12 would be reflected in the next year's rate, or

13 they would disallow the costs, in which the rates

14 would not change.

15       Q     Okay.  So if in year two you made a

16 $10 million investment that was not in the long-

17 range plan, I think what you're telling me is

18 that you could seek rate recovery for that

19 investment at that time in the following year's

20 rates; is that correct?

21       A     So in year one of the multi-rate plan,

22 if you make the investment, the annual
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1 reconciliation filing would be made in the

2 following year, which would be the middle of year

3 two.

4       Q     Right.

5       A     And that would be reflected in rates

6 at the beginning of year three.

7       Q     Let me make sure I understand this. 

8 As I understood the way this works, any

9 adjustments under the earnings sharing mechanism

10 would be reflected in year three, but I think

11 we're talking about something different here,

12 aren't we?

13       A     So the annual reconciliation filing is

14 focused on a return on equity.  There is a target

15 return equity that is approved by the Commission,

16 and the company would evaluate its actual earned

17 ROE relative to that target.  And the adjustment,

18 if you're within the deadband, there's no

19 adjustment rates; if you're outside, you would

20 adjust rates the following year.

21             So when I talk about over-recovery,

22 when we talk about additional capital or lower
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1 capital, it all factors into the ROE calculation.

2       Q     You said earlier that the expectation

3 is that you will always be within the deadbands. 

4 What's the basis for that?

5       A     The company is providing a multi-year

6 rate plan that is its forecast of capital and

7 O&M.  And it's our expectation was that's the

8 plan we want to execute on, and we're going to

9 drive to try to meet that plan.  So the

10 expectation is that we will always be in the

11 deadband.

12       Q     Let me try this hypothetical.  Let me

13 ask you this: let's say in the long-range plan

14 Pepco has proposed on undertaking ten capital

15 investments, ten separate investments.  One of

16 them ends up being over budget by $60 million,

17 but the remaining nine are under budget by a

18 combined $19 million.

19             So in that instance, the forecast has

20 been exceeded, but by only $41 million, just

21 under the threshold.  Do you have that in mind?

22       A     Yes.
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1       Q     In that circumstance under the MRP as

2 you proposed it, all ten projects would be

3 treated as being on budget; isn't that correct?

4       A     Again, Tyler would be able to explain

5 that.  But what I can tell you is, the $40

6 million threshold does not sound correct.  That

7 is a very high threshold.  I don't think the

8 company is proposing that anything $40 million or

9 under, we would not report on, depending on the

10 level of detail, project, category, program level

11 that we provide in the reconciliation and how

12 those variances are applied, it depends if these

13 ten projects that you reference are separate

14 projects which the variances are applied to or

15 they're combined; it just depends on how they are

16 reported.  And Tyler Wolverton would be able to

17 give you more detail.

18       Q     Okay.  And sitting here today, you

19 don't know how they would be reported; is that

20 correct?

21       A     He's the witness who would be able to

22 respond to that.  He would have all the details.

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

73

1       Q     I know, but you're the person in

2 charge of the development of the program, so I'm

3 just asking if you happen to know.  If you don't,

4 the answer is no, I don't.

5       A     I don't know.

6       Q     Okay.  Let me try another

7 hypothetical, and I would emphasize this is truly

8 a hypothetical.

9       A     Okay.

10       Q     Pepco decides to build a new

11 substation.  As estimated in the long-range plan,

12 it's going to cost $30 million to do it.  After

13 the MRP is approved, the plan is in place, a

14 Pepco executive decides that the substation

15 should be constructed so that it resembles Trump

16 Tower.  In order to do that, it adds $25 million

17 to the cost.

18             If that adjustment, that remodeling

19 investment, was the only difference between

20 estimated and actual plant and service, then

21 would I be correct that under the proposed MRP

22 the project would be considered on budget?
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1       A     Again, that hypothetical situation

2 would not occur.

3       Q     I agree with you that that's at the

4 boundaries of what could possibly occur, but I

5 think the point remains that if a decision were

6 made that caused the cost of an investment to go

7 up very substantially, you could have the

8 circumstance under this MRP that it could still

9 be treated as on budget; isn't that correct?

10       A     Again, I don't recall the details, but

11 a $25 million project overrun would certainly be

12 outside the threshold.

13       Q     Okay.

14       A     And would be reported.

15       Q     So the outcome of the annual

16 reconciliation filing process; that's going to

17 determine whether the earning sharing mechanism

18 results in an adjustment; is that correct?

19       A     The outcome determines whether there

20 is a rate adjustment in the following rate year.

21       Q     Okay.  And sitting here today, of

22 course, we don't know what those annual
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1 reconciliation filings are going to show,

2 correct?

3       A     We don't know what information will be

4 provided, that's correct.

5       Q     We don't know, sitting here today,

6 whether at any year under the rate plan, the

7 earnings sharing mechanism will result in

8 adjustment.  We obviously don't know that today.

9       A     That's correct.

10       Q     And whether the earnings sharing

11 mechanism results in an adjustment depends on

12 whether the reconciliation filings indicate that

13 the company's return is more than 25 basis points

14 above or below the deadband, correct?  I'm sorry

15 -- above or below the return used in setting

16 rates.

17       A     The target?

18       Q     The target.

19       A     That's correct.

20             MR. STRAUSS:  I'm going to show you

21 two data responses.  They are Response to OPC

22 Data Request 12-21 and 12-22.  They could be
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1 marked as Exhibits 5 and 6.

2             (Whereupon, the above referred-to

3             documents were marked as OPC Exhibit

4             Nos.  5 and 6 for identification.)

5             MR. STRAUSS:  You can take a look at

6 them.

7             THE WITNESS:  Okay.

8             BY MR. STRAUSS:

9       Q     And you stand by these responses?

10       A      Yes.

11       Q     So we were talking earlier, and you

12 said that it was the company's expectation that

13 they would be within the deadband.  They have no

14 reports or analyses to back that up?  Is that

15 correct?  Is that what I'm getting from this,

16 from these responses?

17       A     Well, these responses are asking if we

18 did any analysis to show if we would be above or

19 below the 25 basis points, and we say we have not

20 prepared any.

21       Q     And I know Pepco hasn't prepared any,

22 but I believe you stated in Discovery that Exelon
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1 Utilities participated in the review and

2 discussions concerning the MRP filing; is that

3 correct?

4       A     Yes.

5       Q     I just want to be clear that with

6 reference to these questions in 12-21 and 12-22,

7 Exelon Utilities also has done no analysis on how

8 often Pepco expects to be under or over the 25-

9 point-basis deadband.

10       A     No.

11       Q     What customers would pay under the MRP

12 is also dependent upon whether the company makes

13 a filing to re-open the MRP and is successful in

14 doing so; is that correct?

15       A     If the company files a re-opener and

16 is successful, the current rates stay as they are

17 until the company files a new rate case.

18       Q     I'm not following you there.

19       A     Can you ask the question again?

20       Q     Yeah.  If the company files a re-

21 opener seeking relief from the current MRP rates,

22 and they're successful in that attempt, that will
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1 have an impact on what the rates are, will it

2 not?

3       A     The purpose of the re-opener is to

4 essentially end the multi-year rate plan, and

5 whatever the rates are in effect at that time are

6 the rates.  Then the company has the right to

7 file a new multi-rate plan or a traditional rate

8 case.

9       Q     So the ability to make the re-opener

10 filing that you've just described, that

11 diminishes the rate predictability benefit of the

12 MRP, does it not?

13       A     The re-opener is a protection for

14 customers and the company to the extent that

15 there's an unforeseen issue that creates an

16 adverse impact for the multi-rate plan on

17 customers of the company.  It is viewed by us as

18 a last resort; I think it's a necessary option

19 and feature to add to the multi-rate plan.

20       Q     But to the extent that it's

21 successful, it can result in different rates

22 being put into place, isn't that right?
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1       A     Again, it doesn't change the rate.  It

2 ends the multi-rate plan, and the rate, in

3 effect, stays in effect until the company files a

4 new multi-rate plan or a traditional rate case.

5       Q     So is it your testimony that the

6 ability to make the re-opener filing end the rate

7 plan and possibly put new rates into effect has

8 no impact on the extent to which the MRP advances

9 rate predictability as a benefit?

10       A     A re-opener, again, is a last resort,

11 and the probability of a re-opener being pursued

12 and approved is very low.

13       Q     I'd like to show you another document.

14       A     Sure.

15       Q     This is the response to OPC Data

16 Request 22-11 and, Mr. McGowan, your response

17 along with two other witnesses.

18       A     Yes.

19             MR. STRAUSS:  If you could take a look

20 at that for a minute, and I'd like that marked as

21 OPC 7.

22             (Whereupon, the above referred-to
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1             document was marked as OPC Exhibit No.

2             7 for identification.)

3             MR. STRAUSS:  And I believe you just

4 said the re-opener is a last resort.  So in

5 general, the circumstances to invoke it would

6 have to be pretty dire; wouldn't that be right?

7             THE WITNESS:  That is one situation,

8 yes.

9             BY MR. STRAUSS:

10       Q     But in general; I'm asking in general. 

11 Wouldn't the circumstances to invoke a re-opener

12 have to be pretty dire?

13       A     They would have to be very significant

14 on the company or the customer for a party to

15 invoke a re-opener.

16       Q     Okay.  As I read this question and

17 answer, is what you're saying there that if there

18 was a penalty imposed on Pepco for failure to

19 meet a PIM metric, that that could be the basis

20 for invoking the re-opener?  Is that correct?

21       A     No.  Can I see -- this reference is

22 Mr. Poncia's testimony.  Do you have a copy that
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1 I can look at?

2             MR. STRAUSS:  I think so.  I believe

3 we do.  This is the portion that is in the

4 question.  Can we go off the record?

5             (Pause.)

6             THE WITNESS:  Okay.

7             MR. STRAUSS:  Is that -- could we have 

8 the question back in the -- I'm not sure where we

9 were on the last question.  You said you wanted

10 to see Mr. Poncia's testimony.

11             THE WITNESS:  Yes.  I read the -- his

12 testimony where it was referenced.

13             MR. STRAUSS:  Right.

14             THE WITNESS:  Can you read the

15 question back?  I'm sorry.

16             COURT REPORTER:  It will take just one

17 second.

18             BY MR. STRAUSS:

19       Q     I think -- I can ask the question

20 again; that's okay.

21             I'm looking at this data response, and

22 now you've had a chance to look at the testimony
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1 that is cited in the data response.  What the

2 data response says is that the imposition of a

3 penalty on Pepco for failure to meet a PIM metric

4 could be a basis for invoking the re-opener and

5 asking the Commission to terminate the MRP; is

6 that correct?

7       A     So the question asks about under the

8 MRP, would the company be allowed to petition for

9 a leave from a penalty to the re-opener.  It

10 doesn't specifically exactly what you mean when

11 you say penalty.  If the company missed a PIM,

12 the company is not going to file for a re-opener.

13             If the penalty that you're referring

14 to is significant and material, then the company

15 would have the option to, if it could not be

16 remedied elsewhere, the company would have a

17 right to file for a re-opener in which the

18 parties could comment on and the Commission could

19 approve or deny.

20       Q     What kind of penalty would you

21 envision could be sufficient to justify the

22 invocation of the re-opener?  You said a PIM
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1 metric; missing a PIM metric wouldn't do it, but

2 what would?

3       A     Whatever the penalty was, if it

4 created a significant challenge, or it materially

5 altered the multi-rate plan, then -- sitting here

6 today I don't know what that would be, but if it

7 had material impact on the multi-rate plan, then

8 we would have the right to petition for a re-

9 opener.  And again, it must be approved by the

10 Commission.

11       Q     So in the data response when you

12 answered yes, you didn't have any specific

13 circumstance in mind?  You had just a general,

14 very -- I'm sorry -- what did you have in mind

15 when you answered yes?

16       A     Well, you asked if we would be able

17 to, and I answered yes, we would be able to

18 petition for relief from a penalty.  If the

19 penalty was material and had a material impact on

20 the multi-rate plan you would have the ability to

21 file for a re-opener.

22       Q     Do you have a sense of how, what would
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1 the magnitude of a penalty that would be material

2 in the context of a three-year multi-year rate

3 plan?

4       A     Sitting here today, I don't know what

5 it would be, based on facts and circumstances.

6       Q     But it would not include missing a PIM

7 metric; is that right?  That could not be the

8 basis for a re-opener petition; is that correct?

9       A     If we missed one PIM metric, that

10 would not be a basis for a re-opener.

11       Q     If you missed two PIM metrics, all

12 three years, might that be a basis for a re-

13 opener?

14       A     Again, if there is a material impact

15 on the multi-rate plan that can't be remediated

16 in a different fashion, the company would have

17 the ability to petition for a re-opener.  Again,

18 sitting here today, it's all based on facts and

19 circumstances.

20       Q     And one thing the company might ask

21 for in that context is to terminate the rate plan

22 and have the opportunity to file a new rate case;
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1 is that correct?

2       A     That's what the purpose of the re-

3 opener is, yes.

4       Q     Staying with the topic of the re-

5 opener, you said that you might invoke the re-

6 opener when something had a material impact on

7 the multi-rate plan.  What does that mean?  Do

8 you mean a material impact on the company?  What

9 exactly would be a material impact on the multi-

10 year rate plan?

11       A     The company or customers?

12       Q     What would be an example of material

13 impact on the company in that context?  I

14 understand you said it depended on the facts and

15 circumstances; what might be an example of such

16 an impact?  I'm having a little trouble following

17 that.

18       A     There could be a tax law change. 

19 There could be legislation in the district that,

20 based on what occurs, the company has a financial

21 obligation that was not otherwise contained in

22 the multi-rate plan.
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1             On the flip side, the TCJA tax reform

2 at the end of 2017, if it wasn't addressed in the

3 multi-rate plan, would have had a material impact

4 on customers that would have to be addressed. 

5 Those are some good examples.

6       Q     Okay.  But for example, if there were

7 legislation in the District that gave the company

8 an obligation it didn't have before, I think we

9 talked a little earlier about the possibility

10 that during the multi-year rate plan, because of

11 policy changes, the company might have to make

12 new investments that it didn't plan on before. 

13 Is that the sort of thing you're talking about?

14       A     Again, the re-opener is a last resort,

15 and it is there for an unforeseen event.  What

16 that event is, again, facts and circumstances. 

17 It could be a tax law change; it could be

18 legislation.  I just don't have an example,

19 because again, it's unforeseen; an unplanned

20 event.

21       Q     Let's go back to your second

22 supplemental testimony; that's Exhibit Pepco 3B. 
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1 I'm looking at page 10, and I'm focusing on the

2 testimony that begins at line 15; that's item 4. 

3 Do you see where you're talking about a reduction

4 in an administrative burden?

5       A     Yes.

6       Q     And that's because you've reduced the

7 frequency of annual rate case filings, correct? 

8 Is that what you're talking about?

9       A     That is correct.

10       Q     And at lines 20 to 22 there on page

11 10, you say that absent the MRP, for the

12 foreseeable future you could be looking at rate

13 cases every 12 to 18 months, correct?

14       A     That's correct.

15       Q     So taking the average, if Pepco files

16 a rate case every 15 months or so, then it would

17 seem that under a three-year MRP there would be

18 one fewer general rate case filing; is that

19 correct?

20       A     No.  We would file three traditional

21 rate case during the duration of the multi-rate

22 plan.
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1       Q     Well, you'd file one at the start in

2 year one; you'd file a second at 15 months; and

3 then you'd file a third at the end; is that

4 correct?  Year three, if you're looking at 15 to

5 18 months or 12 to 18 months?

6       A     Again, over a 12- to 18-month period,

7 depending on what month you use, we believe we

8 would be filing three traditional rate cases over

9 that period of time.

10       Q     And under the MRP you'll file the MRP

11 in year one --

12       A     Yes.

13       Q     -- and you'll file something to

14 replace the MRP in year three, right?

15       A     Yes.

16       Q     So those would be two rate cases

17 during that period of time, correct?

18       A     So had we filed a traditional rate

19 case and stayed with that, we would have filed

20 the traditional rate case on May 1st, 2019.  We

21 would have filed another traditional rate case in

22 the middle of 2020, and probably another rate
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1 case in the middle toward the end of 2021.

2       Q     Okay.

3       A     And the next multi-rate plan would be

4 filed -- I believe we were filing it in the first

5 half of 2021 to cover the next three years.

6       Q     Okay.  Let's see --

7       A     I'm sorry.  We would have filed it in

8 the first half of 2022 to take effect for the '23

9 to '25 year period, so I count three traditional

10 rate cases.

11       Q     So let's be clear and not go back over

12 this again.  I'm sorry for being a vague.

13             You filed the MRP at the end of May,

14 let's say June 1, 2019.  You would have filed a

15 general rate case on June 1, 2019.

16       A     Yes.

17       Q     And you will make another MRP filing 

18 -- assuming, by the way, that we go through this

19 MRP process, it's approved, and everyone decides

20 we should have another MRP.  Assuming that was

21 the case, when would the next one be filed?

22       A     So the next one would be filed in the
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1 first half of 2022.

2       Q     Right, okay.  And you'd have a general

3 rate case in June of 2019, and you could have

4 another one, if you're doing it every 12 to 18

5 months, it could be the end of 2021, right?  I'm

6 sorry; the end of 2020.

7       A     In my example, we would file the rate

8 case possibly second quarter, third quarter of

9 2020.  We file another one third quarter of 2021.

10       Q     Twenty-one, okay.  So you'd have three

11 rate cases, during the period of time under the

12 MRP you'd have two MRP cases, correct?

13       A     No.  There is one MRP filed on June 1,

14 2019, and the next one would not be filed until,

15 under our hypothetical example here, June of

16 2022.

17       Q     And during that time, you'd have filed

18 a general rate case in 2019.

19       A     Twenty and twenty-one.  We would file

20 a multi-rate plan in June of 2022, and another

21 traditional rate case sometime in 2022.

22       Q     I see; if you were on 12 months.
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1       A     A 12- to 15-month cycle, yes.

2       Q     Now this proceeding, this MRP

3 proceeding we've involved here, this is more

4 complex than a traditional rate case, is it not?

5       A     Yes.

6       Q     In terms of an administrative burden,

7 by the time this case is completed, it will have

8 taken considerably longer to process than a

9 typical rate case, correct?

10       A     Yes.

11       Q     You've been in traditional rate cases

12 before the Commission, have you not, sir?

13       A     Yes.

14       Q     I haven't done a study, but I looked

15 at a recently litigated Pepco rate case, Formal

16 Case 1103, and the time between the filing of

17 that case and the evidentiary hearing on the

18 application was approximately eight months, from

19 March 2013 to November 2013.  I'd ask you to

20 accept that subject to check for the purposes of

21 my question.

22             In your experience, does eight months
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1 between case initiation and the convening of an

2 evidentiary hearing before the Commission strike

3 you as a fairly typical time period?

4       A     In the district, the average time

5 between filing a decision is generally a year. 

6 In some cases it's less, in some cases, it's

7 more.  But it's generally about a year.

8       Q     This MRP, as we discussed, was filed

9 at the end of May of 2019, correct?

10       A     Yes.

11       Q     And the hearings in this case are not

12 scheduled to begin until the end of June 2020; is

13 that correct?

14       A     Yes.

15       Q     And this case has included technical

16 conferences on particular issues and a special

17 Commission order on policy issues, correct?

18       A     Yes.

19       Q     The issuance of a policy order would

20 not be a feature of a traditional rate case;

21 would that be right?

22       A     Correct.
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1       Q     Because of these added complexities,

2 participation in this case has involved a greater

3 resource burden for parties and the Commission

4 than would be the case in a traditional rate

5 case; isn't that correct?

6       A     I wouldn't refer to it as a burden. 

7 I think this rate case has taken more time than a

8 traditional rate case.

9       Q     On page 10 of 3B, your Pepco 3B at

10 line 15, you talk about administrative burden. 

11 You use the word burden, do you not?

12       A     I do, yes.

13       Q     Okay.  And during the term of the MRP,

14 Pepco will make two annual reconciliation

15 filings, one after year two and the second after

16 year three, correct?

17       A     Yes, that's correct.

18       Q     And there will be some Commission

19 proceedings concerning each of those filings,

20 will there not?

21       A     Yes.

22       Q     They could involve, as we discussed
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1 more than once this morning, prudence reviews,

2 correct?

3       A     Yes.  However, a prudence review on

4 specific capital investments.

5       Q     As opposed to a prudence review on

6 what, sir?

7       A     On the entire fully-litigated rate

8 case.

9       Q     But don't prudence reviews generally

10 involve specific capital investments?  Isn't that

11 the way a prudence question would normally come

12 up?  What did you have in mind when you said

13 prudence review on an entire rate case?

14       A     When we file a traditional rate case,

15 we are requesting recovery of assets that have

16 been placed in service that, for the most part,

17 parties have seen for the first time.  And the

18 focus is generally around all the capital

19 investments that the company is investing and

20 seeking recovery for.

21             In the annual reconciliation filing,

22 the focus -- the assets have already been
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1 reviewed in the multi-rate plan.  Parties should

2 be familiar with it.  The focus of the discovery

3 and the prudence -- and the due diligence would

4 be much less than a fully-litigated rate case. 

5 There would be significant time savings.

6       Q     As we're sitting here today, we don't

7 know what additional investments the company may

8 need to make during the course of the multi-year

9 rate plan, and we don't know what prudence

10 challenges will arise because of those

11 investments or because of a review of investments

12 in the plan; isn't that correct?

13       A     That is correct; however, highly

14 unlikely that the prudence review and the new

15 investments that the company would make in a

16 given year would exceed that of a traditional

17 rate case.

18       Q     Is part of the reason you say that,

19 sir, that the way in which the company, under the

20 company's proposed multi-year rate plan, the time

21 that the parties will be given to review and

22 assess the annual reconciliation filing is very

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

96

1 short, only 60 days?  Is that part of the reason

2 you say that?

3       A     Not at all.  The multi-rate plan,

4 again, is our three-year capital plan, what the

5 company expects to invest.  In the review of the

6 multi-rate plan, parties have the opportunity to

7 look at the investments and review the

8 investments and understand what the company is

9 making.

10             The annual reconciliation filing is

11 intended to focus on the variances and the

12 execution of that plan.  It was not intended that

13 we would go back and re-litigate and re-review

14 every single investment that the company had

15 originally proposed.

16             Parties can certainly do that, but it

17 seems to be inefficient to do that.  And so the

18 time spent in the annual reconciliation filing

19 would be only new investments the company has

20 made outside the threshold that were not part of

21 the multi-rate plan application and variances to

22 that plan.
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1       Q     But the circumstances that led the

2 company to decide it wanted to make those

3 investments in year one may be very different

4 than what actually happened in year two and year

5 three; isn't that correct?  Circumstances can

6 change over time.

7       A     Can you repeat the question again?

8       Q     In other words, the long-range plan is

9 based on circumstances as they exist prior to

10 year one of the multi-year rate plan, correct?

11       A     Circumstances and expectations that

12 will occur over the three-year period.

13       Q     And sometimes those forecasts are not

14 accurate; things can change, can they not?

15       A     Things can change; I agree.

16       Q     And those changes may lead to

17 different kinds of challenges as to what the

18 company has done; isn't that correct?

19       A     I'm not sure I understand what you

20 mean by challenges.

21       Q     If circumstances change -- let's go

22 back to the question we talked about this
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1 morning.  How will the customers know, on a year-

2 by-year basis under the multi-year rate plan,

3 whether there have been changes in the system,

4 the Pepco system or in the customers on Pepco

5 system, that dictate changes in their investment

6 decisions?  How will the customers know that

7 during the course of the proceeding?

8       A     I can't state specifically what

9 information would be available that customers

10 would be looking for.  I do know that the company

11 makes a significant amount of annual filings with

12 the Commission as part of the annual consolidated

13 report that provides a lot of information about

14 the system, about the load.  And so there's a lot

15 of information that's currently available that

16 would provide that information to customers.

17       Q     Let's try it this way: is the long-

18 range plan revised every year?

19       A     Yes.

20       Q     And under the MRP, will the company

21 provide the long-range plan to customers each

22 year?
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1       A     The multi-rate plan, the capital

2 investments are what they are.  It's not going to

3 be updated every year.

4       Q     It will not be updated?

5       A     That's correct.

6       Q     So what is updated in the plan every

7 year?

8       A     There are no updates to the capital

9 plan for the multi-rate plan.  The plan that we

10 present today is the plan we expect to execute.

11       Q     Okay.  Going back to Pepco Exhibit 3B

12 at page 10, you state at line 23 -- you start to

13 talk about incremental benefit number five, and

14 you say that it incentivizes Pepco to reduce

15 costs and improve operations, correct?

16       A     Yes.

17       Q     And is this benefit measurable,

18 quantitative, or qualitative?

19       A     So certainly it is qualitative and

20 measurable.

21       Q     It's qualitative and measurable.  How

22 would you measure it?
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1       A     So the company has provided a plan

2 over three years, its capital plan and its O&M

3 spending.  And in the annual reconciliation we

4 will report out what our actual results were, and

5 to the extent that the company has been more

6 efficient and was able to reduce costs, it would

7 be reflected in the annual reconciliation filing.

8       Q     Okay.  Under traditional stated rates,

9 if Pepco reduces its costs, the company is not

10 obligated to share the benefit of that reduction

11 with rate-payers until it files a new rate case;

12 isn't that correct?

13       A     In general, that's correct.

14       Q     Well, doesn't that mean the company's

15 incentivized under a traditional stated rate

16 structure to reduce its costs?

17       A     Yes.

18       Q     And if Pepco's costs go up, and it

19 therefore under-earns, under traditional stated

20 rates the company does not have the right to

21 impose some of those costs on rate-payers without

22 filing a new rate case; isn't that correct?
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1       A     Or without a fine with the Commission.

2       Q     But that opportunity is a component of

3 the MRP, the one we just talked about; isn't that

4 correct?

5       A     So to the extent that the company

6 incurs higher costs, and those costs are beyond

7 the deadband, the company has an ability to

8 request those, the additional costs, from

9 customers, subject to approval by the Commission.

10       Q     And that's under the MRP, correct?

11       A     Yes.

12       Q     Going to page 11, Pepco Exhibit 3B;

13 I'm looking at your statement that begins on line

14 12 and goes through line 17.  It begins with the

15 phrase, finally.

16       A     Okay.

17       Q     And you state there that approval of

18 the MRP would be viewed as, quote, credit-

19 positive, close quote.  And you state that it

20 would improve the company's credit metrics and

21 financial stability; is that correct?

22       A     Yes.
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1       Q     If approved, Pepco believes the MRP

2 will reduce regulatory lag; is that correct?

3       A     Yes.

4       Q     And will the reduction in regulatory

5 lag improve Pepco's overall financial health?

6       A     Yes.

7             MR. STRAUSS:  I'm going to show you

8 another document.  This is a Response to OPC Data

9 Request 12-36, and I would ask that it be marked

10 as 8, OPC 8 in the deposition.

11             (Whereupon, the above referred-to

12             document was marked as OPC Exhibit No.

13             8 for identification.)

14             MR. STRAUSS:  And this is a response

15 by you, Mr. McGowan, and Witness Hevert.  If you

16 could take a moment and have a look at it.

17             THE WITNESS:  Okay.

18             (Pause.)

19             THE WITNESS:  Okay.

20             BY MR. STRAUSS:

21       Q     And I believe what you're saying here

22 in the data response is that if the MRP is
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1 approved, the company's level of financial risk

2 will be comparable to what it is today; is that

3 correct?

4       A     Yes.

5       Q     So your testimony is that approval of

6 the MRP will improve Pepco's overall financial

7 health and its credit metrics, will lower Pepco's

8 borrowing cost and benefit customers through

9 lower interest rates and reduce regulatory lag,

10 but it will still leave the company with the same

11 level of financial risk that it has under

12 traditional rate-making; is that correct?

13       A     Let me reference my testimony.  I'm

14 sorry; that was a long question.  Can I ask you

15 to repeat it?

16       Q     Sure.  Taking a look at, for example,

17 your testimony on page 11 of Exhibit 3B at lines

18 12 to 17 and your data response and some other

19 questions and answers we've had this morning,

20 your testimony is that approval of the MRP will

21 improve Pepco's overall financial health and its

22 credit metrics, and will lower Pepco's borrowing
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1 costs, will benefit customers through lower

2 interest rates, and will reduce regulatory lag,

3 but will still leave the company with the same

4 level of financial risk that it has under

5 traditional rate-making.  Is that correct?

6       A     Yes.

7       Q     If you look further on page 11 in 3B,

8 Pepco 3B, starting at line 18 and going through

9 line 36; could you take a look at that for a

10 moment, please?  Or take your time.

11       A     Which pages?

12       Q     Page 11, lines 18 through 36.  These

13 are items seven and eight on your list of

14 incremental benefits.

15       A     Okay.

16       Q     Let me know when you've had a chance

17 to look at that.

18       A     Okay.

19       Q     In both of these items, seven and

20 eight, you seem to be touting the benefits of

21 being able to review the company's long-range

22 plans in advance; would that be correct?
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1       A     That would be a benefit to the multi-

2 rate plan, yes.

3       Q     Okay.  And that's what you're

4 describing here in items seven and eight,

5 correct?

6       A     Yes.

7       Q     If you turn back to page 9 of Exhibit

8 3B, it's the same testimony.  Item one, if you

9 look at lines 12 to 16, again you reference as a

10 benefit providing the investment and operation of

11 maintenance plans in advance.  Do you see that?

12       A     Yes.

13       Q     And item two, which begins on page 9

14 at line 21, you identify as an incremental

15 benefit that the company will be providing

16 customers with a longer-term view of capital

17 investments and O&M plans, correct?

18       A     Yes.

19       Q     It seems, sir, that items one, two,

20 seven, and eight all are the same point, but

21 you've said it four times.  How do they differ?

22       A     So providing the multi-rate plan in
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1 advance provides many benefits, and that's what

2 we're highlighting in one, two, seven, and eight.

3             The paragraph one is talking about how

4 providing the multi-rate plan and affirming that

5 the investments the company is making is aligned

6 with the goals of the District, the Commission,

7 and the customers, that's what that benefit

8 allows us to do; pursue investments that

9 otherwise may not be taken under a traditional

10 rate case.

11             Item two is ensuring that the

12 customers have a chance to look at the plan and

13 understand where the company is going.  That is

14 different than what number one is.  Again,

15 providing information up front provides many

16 benefits.

17             Item seven talks about the fact that

18 we provide information up front to customers and

19 the Commission, allows them to better understand

20 the company, and provides more oversight of the

21 company.  Item eight just wraps up items two and

22 seven; again, it provides many benefits.
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1       Q     If you look on page 11 at Pepco 3B, on

2 line 18, that's in item seven, you refer to

3 increased transparency, correct?

4       A     Yes.

5       Q     Is this benefit measurable,

6 quantitative or qualitative?

7       A     Qualitative.

8       Q     It's qualitative.  Is there a way to

9 measure it?

10       A     I would measure it by the benefits

11 that the plan provides to stakeholders and other

12 companies and the Commission.  I don't have any

13 specific measurement in mind.

14             MR. STRAUSS:  Okay.  I'd like to show

15 you another data response.  This is the Response

16 to OPC Data Request 12-2, and I'd ask that it be

17 marked as Exhibit 9 in this deposition.

18             (Whereupon, the above referred-to

19             document was marked as OPC Exhibit No.

20             9 for identification.)

21             MR. STRAUSS:  It's a data response

22 from you, Mr. McGowan.
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1             THE WITNESS:  Yes.

2             MR. STRAUSS:  Take a moment and have

3 a look at it.

4             THE WITNESS:  Okay.

5             BY MR. STRAUSS:

6       Q     Now, am I correct in that Pepco has

7 done no analyses to support the claim that the

8 MRP is a transparency improvement over the status

9 quo?

10       A     We have prepared no analysis for

11 studies.  I agree with that.

12       Q     Thank you.  Now, if you look again at

13 page 11 of Pepco 3B, your second supplemental

14 testimony, I'm now focusing on line 37 and item

15 number nine in the list of incremental benefits. 

16 Can you have a look at that one?  It runs from

17 line 37 over to page 12 at line 5.

18       A     Okay.

19       Q     And you note there that the MRP

20 includes significant financial penalties if

21 performance criteria are not met, correct?

22       A     Yes.
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1       Q     If the company fails to meet the

2 existing EQSS standards, it can be subject to

3 penalties, correct?

4       A     Yes.

5       Q     And certain of the performance

6 incentive measures, or PIMs, that have been

7 proposed in this proceeding offer the possibility

8 of the company earning a financial benefit for

9 positive performance; is that correct?

10       A     So the PIMs in the -- proposed by the

11 company exceed the EQSS standards set by the

12 Commission, and to the extent that the company

13 performs above those charted PIM levels, there

14 would be a benefit to customers, and the company

15 would receive a reward for that.

16       Q     And the reward would be in the form of

17 an ROE boost, or how does that work?

18       A     So the way the company has proposed

19 it, it would calculate ROE benefit and would just

20 adjust the rev requirement in the following year.

21       Q     I see.  So in other words, then, there

22 would be a bump-up in the ROE, and that bump-up
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1 would be factored into setting the rates the

2 following year in the MRP; is that correct?

3       A     We wouldn't alter the ROE; the ROE is

4 there just to measure the financial benefit or

5 the financial penalty, and whatever that

6 calculation, we would just adjust the regulation

7 rates.

8       Q     Okay, thank you.  And under

9 traditional rate regulation, if Pepco's

10 performance exceeds an EQSS standard, there's no

11 financial reward of any kind to the company; is

12 that correct?

13       A     There's no specific reward, yes.

14       Q     Give me a minute, Mr. McGowan.  If you

15 could turn to your exhibit Pepco B; that's your

16 direct testimony.  I'm looking at page 18, and

17 I'm looking at line 14 where you make the

18 statement; Bill affordability is important for

19 our customers.  Do you see that?

20       A     Yes.

21       Q     If you turn to page 19 of the same

22 testimony; at lines 8 to 9 you state, Pepco
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1 continues to pursue strategies to assist

2 customers and help build a sustainable approach

3 to affordability.  Do you see that?

4       A     Yes.

5       Q     The way I read that statement, it

6 seems to say that Pepco does not currently have a

7 sustainable approach to affordability.  Have I

8 misread it?

9       A     Yes, you have.

10       Q     And what is the sustainable approach

11 to affordability that Pepco currently has?

12       A     Well first of all, the sentence says,

13 continues, which means that we are currently

14 doing it.  As the company invests in its system,

15 it's important for us to invest in a way that's

16 affordable for all customers, knowing that there

17 are customers that are low to medium income.

18             We look for opportunities to help make

19 energy more affordable for them in terms of

20 supporting the RAD discount, the senior citizen

21 discount, and other programs that help provide

22 energy assistance to customers.

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

112

1       Q     In your view, is increasing the

2 distribution charge by an estimated 69 percent

3 during the period of the MRP consistent with a

4 sustainable approach to affordability?

5       A     Yes.

6       Q     Why is that, sir?

7       A     The company continues to invest in the

8 system to meet the goals of the Commission, the

9 goals of the city, and the expectations of our

10 customers.  You've focused only on the

11 distributions bill, but we haven't talked at all

12 about the benefits that the -- the investments

13 the company has made that provide customers with

14 in the form of high reliability, higher

15 resiliency; tools that help them reduce their

16 overall energy.

17             So when I look at -- so we are

18 investing in the system to provide that to allow

19 -- to provide a reliable system that is

20 affordable for customers and provides them

21 choices and tools to help reduce their overall

22 energy usage and their overall bill.
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1       Q     So it would be your testimony, then,

2 that increasing the distribution charge by an

3 estimated 69 percent during the period of the MRP 

4  promotes affordability; would that be correct?

5       A     If the investments the company is

6 making over the MRP are investments that are

7 designed to meet customer expectations, to

8 improve reliability, to improve customer service,

9 and to modernize the grid, investments that our

10 customers are asking for.  So we are investing

11 based on what customers and the Commission are

12 expecting.  We do it in a way that's affordable

13 for customers.

14             MR. STRAUSS:  I think this would be a

15 good time to break for lunch.

16             MS. HASSAN:  Sure, yes.

17             (Whereupon, the above-entitled matter

18 went off the record at 12:29 p.m. and resumed at

19 1:39 p.m.)

20             MR. STRAUSS:  Mr. McGowan, I wanted to

21 go back briefly over something we had talked

22 about this morning a little bit, just make sure
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1 that I had it right since this is the time and

2 place to do that.

3             So, the scenario is, you're in year

4 two of the MRP and you've discovered you need to

5 make, in my example, a $10 million investment

6 that wasn't in the MRP long range plan.  Do you

7 have that?

8             THE WITNESS:  Yes.

9             BY MR. STRAUSS:

10       Q     Okay.  We talked this morning a bit

11 about what the Company would do in that

12 circumstance.  Assuming they make the investment.

13             So, as I understood what you told me,

14 it will be included in some fashion in the annual

15 reconciliation filing.  Is that correct?

16       A     Yes.

17       Q     And you mentioned this morning, you

18 referenced a possibility of seeking a change in

19 the rates and I wasn't sure that that's what you

20 meant, and I wanted to go back over that.

21             So this $10 million investment, I

22 understand that it would be considered in the
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1 reconciliation filing and would be used to

2 determine whether an adjustment under the earning

3 sharing mechanism was appropriate.  Is that

4 correct?

5       A     Yes.

6       Q     Okay.  Is there anything else that

7 would happen with that $10 million investment,

8 within the confines of the multiyear rate plan?

9       A     So, as I mentioned, I can't recall how

10 the variance is applied to projects.  But let's

11 assume that this fell outside of a variance and

12 employees were aware of it.

13             If parties did not support the

14 investment or felt that it should not be part of

15 the annual reconciliation filing, they could

16 petition the commission to exclude that from our

17 ROE calculation.  And if the commission

18 disallowed that investment, then the ROE would be

19 adjusted accordingly and rates would not be

20 impacted.

21             If the commission approved the amount,

22 then it would be included in rates the following
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1 January.

2       Q     It would become part of rate based for

3 the following year?

4             When you say included rates, that's

5 what I'm understanding.  Or is what you mean,

6 there might be an ESM adjustment that would be

7 picked up the following year.  That's where I was

8 confused.

9       A     So if the $10 million created a

10 situation where we were under-recovered and we're

11 outside of the deadband and it was approved by

12 the commission, then we would, under the

13 reconciliation method, would recover that. 

14 Whether it's the revenue requirement, if it's a

15 capital investment, it's depreciation in return.

16             But whatever it would be within the

17 reconciliation calculation, we would adjust rates

18 the following January.

19       Q     Okay.

20       A     So it's not the fact that we'll get

21 the full $10 million, it's how that $10 million

22 fits into the overall ROE calculation.
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1       Q     I think that explains it.

2       A     Okay.

3             MR. STRAUSS:  Thanks.  Let me show you

4 another document.  It's another data response I'm

5 going to ask you about.

6             (Whereupon, the above referred-to

7 document was marked as OPC Exhibit No. 10 for

8 identification.)

9             BY MR. STRAUSS:

10       Q     And this is the response to OPC data

11 request 12-13.  And I do have a response from Mr.

12 McGowan, and I would ask that this be marked to

13 OPC 10.  I believe we're up to 10 in your

14 deposition.

15       A     Yes.

16       Q     Okay.  So, in this question and answer

17 you were asked about whether it's your testimony

18 that investments supportive of the District's

19 goals, the energy goals, policy goals, will not

20 be made absent of approval of the MRP.

21             And your answer is, you didn't

22 reference in your testimony that question.  Do
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1 you see that in Sentence 1 for the answer?

2       A     Yes, I do.

3       Q     All right.  Well, let me ask now.  Is

4 it your testimony that investments supportive of

5 the District's energy policy goals will not be

6 made by Pepco absent the approval of the MRP?

7       A     What I say in my testimony is that to

8 the extent these investments that customers are

9 asking for, investments that meet energy policy

10 goals of the District, investments that go beyond

11 the obligation to provide safe and reliable

12 service, those are investments that are

13 challenged, or would be challenged, if absent an

14 MRP if we were to move forward under the

15 traditional rate gain.  Regulatory regime.

16             So investments could be deferred.  We

17 certainly would not be able to meet the pace that

18 the District would want us to make these

19 investments at.

20       Q     How would you know whether the

21 investment fell within your obligation to provide

22 safe and reliable service or went beyond it?
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1             That is a topic you mentioned a couple

2 of times in your testimony.

3       A     Yes.

4       Q     How do you tell the difference?

5       A     Well, there is investments such as

6 upgrades to allow additional solar on our

7 facilities.  There's a request for electric

8 vehicles.

9             As customers put more distributing

10 energy resources on the system, it's important

11 that it's done in a safe and reliable way.  And

12 if it can't be installed we can allow it.  So,

13 it's those kinds of investments that would be

14 challenged.

15       Q     Does Pepco's obligation to provide

16 safe and reliable service include making

17 investments that are supportive of the District's

18 energy policy goals?

19       A     Can you repeat the question?

20       Q     Yes.  Does Pepco's obligation to

21 provide safe and reliable service include making

22 investments that are supportive of the District's
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1 energy policy goals?

2       A     Not our obligation.  We certainly want

3 to support them but it's not an obligation.

4       Q     Okay.  So, I want to make sure and be

5 clear that your testimony is that it is not

6 Pepco's obligation or it is not a part of Pepco's

7 obligation to provide safe and reliable service

8 to make investments in meeting the District's

9 energy policy goals, is that correct?

10       A     Can you repeat, I think you rewrote

11 the question.

12       Q     I'm trying to make it a little more

13 difficult.

14       A     Yes.

15       Q     Is it your testimony that Pepco's

16 obligation to provide safe and reliable service

17 does not include making investments and meeting

18 the District's energy policy goals?

19       A     Certainly our investments that we make

20 could help the District achieve its energy policy

21 goals.  Our obligation is to make investments

22 that are required of us by the commission and/or
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1 state and federal law.

2       Q     Let me try it again.  You say you have

3 to make investments that are required by state or

4 federal law.  I assume you include District law

5 there, is that correct?

6       A     Yes.

7       Q     Okay.  So to the extent that meeting

8 the District's energy goals under District

9 legislation, to the extent that would require

10 Pepco to make investments, are those part of your

11 obligation to provide safe and reliable services?

12       A     It depends.  But I would say in

13 general it probably does not.  The fact that the

14 District has an energy goal doesn't create an

15 obligation for Pepco to investment.

16             On many occasions the commission has

17 to interpret that goal and define what the

18 utilities role should be and what the utilities

19 should be allowed to invest.

20       Q     I guess what I'm trying to understand

21 is the boundaries.  At what point do Pepco

22 investments aimed at meeting the District's
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1 energy goals become elective on the Company's

2 part rather than part of their obligation?

3             Are there criterias?  Is there a way

4 that I could tell for any given investment

5 whether it was part of your obligation to provide

6 safe and reliable service or something beyond

7 that?

8       A     I would say it's a case-by-case basis. 

9 I think there are, you know, we have an

10 obligation to meet the EQSS standards and

11 investments we make.  To meet the commission

12 requirements is our obligation.

13             But the fact that there is a goal that

14 the District has, whether it's from DOE or

15 whether its legislation, the utility would love

16 to support those goals and make investments, but

17 we cannot, the investments we make are approved

18 by the commission.  And unless we are mandated by

19 the commission or there is a federal standard

20 city requirement, it's an elective investment.

21       Q     Okay.

22       A     Electric vehicles is a great example.

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

123

1       Q     Okay.  Let me talk a little bit now

2 about the annual reconciliation filing process. 

3 As I understand the timeline, stakeholders are

4 given 60-days to ask questions and get answers

5 from Pepco about the filing.  Is that consistent

6 with your understanding, sir?

7       A     Yes, that's our proposal.

8       Q     And is it consistent with your

9 understanding that the company must answer any

10 questions within 21 days of their receipt?

11             Do you have an understanding about

12 that?

13       A     I can't recall what we proposed in our

14 proposal, but whatever the commission authorizes

15 we'll respond in that time frame.

16       Q     And would it be correct that within

17 that 60-day period stakeholders will presumably

18 raise whatever concerns they have with the

19 content of the reconciliation filing and the

20 company would have a chance to respond to those

21 concerns if it chose to do so, is that correct?

22       A     Yes.
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1       Q     And then as I understand it, once the

2 60-days expires, the commission has 30 days to

3 decide whether or not to approve the filing, is

4 that correct?

5       A     I don't recall exactly the timeline. 

6 Mr. Wolverton has, does the details.  But that

7 sounds consistent.

8             MR. STRAUSS:  Okay.  Let me show you

9 another data response.

10             (Whereupon, the above referred-to

11 document was marked as OPC Exhibit No. 11 for

12 identification.)

13             BY MR. STRAUSS:

14       Q     And this is the response to OPC Data

15 Request 12-14.  And you are the sponsor, sir?

16       A     Yes.

17       Q     Take a minute to have a look at that. 

18 It won't take long.  It is OPC Exhibit 11.

19       A     Yes.

20       Q     And am I correct then that the Company

21 hasn't done an analysis of the resources that

22 will be devoted to the reconciliation process, is
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1 that correct?

2       A     That is correct.  We have not done a

3 detailed analysis.

4       Q     Sir, the Company hasn't looked at what

5 resources it would expect to expend or certainly

6 what others would expend on the process, is that

7 correct?

8       A     So we haven't done a detailed

9 analysis, that is correct.

10       Q     Okay.  And so, you talk about a

11 process that's going to run about 90-days between

12 the 60-days that the customers and the Company

13 will have to debate their views on the

14 reconciliation filing and then the 30 days for

15 the commission to act.

16             Let's say there's prudence challenge

17 to a cross component that exceeds the threshold. 

18 Do you have that in mind?

19       A     Yes.

20       Q     Is the Company's thought that this

21 challenge would be resolved within the 90-days?

22       A     So, the Company has proposed the 90-
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1 day process.  If the commission feels that that

2 is not adequate, they can certainly extend that. 

3 But that is the Company's proposal.

4       Q     You've been in a number of commission

5 cases, do you think a prudence challenge can be

6 resolved from beginning to end in 90-days?

7       A     Yes, case-by-case.

8       Q     And what would happen if, let's say

9 OPC, just to pick a party, reviewed the

10 reconciliation filing and asked the company a

11 series of questions and the Company decided, for

12 whatever reason, not to answer certain questions

13 and OPC filed a motion.  Do you think all of that

14 can be completed within a 60-day period?

15       A     What questions would OPC ask that we

16 wouldn't answer?

17       Q     I don't know.  We've never seen one of

18 these filings before and we're all operating in

19 the absence of examples.

20             I'm just trying to understand, I mean,

21 it would not stun me that there might be a

22 disagreement between the Company and OPC about
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1 what data needed to be provided.

2       A     Right.

3       Q     And it wouldn't stun me that OPC might

4 be unhappy with what the company said they would

5 provide, and might ask the commission to weigh in

6 and say something about that.  And I'm just

7 trying to figure out, do you think, to the extent

8 those kinds of disputes arise they can be

9 resolved within a 60-day period, that seems very

10 fast to me?

11       A     So, we believe that the 60-day due

12 diligence and the 30 day commission is adequate

13 time.  If there are facts and circumstances that

14 arise that the commission feels more time is

15 needed, they can certainly approve that.

16       Q     All right.  If you could turn to your

17 second supplemental testimony.  I'm looking at

18 Page 20, that's Pepco's Exhibit 3B.

19       A     Okay.

20       Q     You're ahead of me now, all I have to

21 do is find it.  Hang on for a second.

22             And I'm looking at your statement at
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1 Lines 3 to 9.  It begins, as discussed above.

2             Oh, I'm sorry, I'm actually, I'm

3 looking at that whole paragraph, from 3 to, yes,

4 3 to 9.  That is what it is, I'm sorry.  If you

5 can take a look at that for a minute.

6       A     Okay.

7       Q     Would I be correct that one of your

8 points here in this passage is that approval of

9 the proposed MRP will allow the Company to

10 modernize the grid more quickly, than would be

11 the case under traditional rate making?

12       A     Yes.

13       Q     Okay.  But doesn't the MRP essentially

14 lock in Pepco's spending for a three-year period?

15       A     No.

16       Q     It does not.  You'll be as flexible in

17 terms of your spending under the MRP, as you

18 would be if there were no MRP, is that correct?

19       A     The MRP doesn't lock in our spending. 

20 The MRP is a proposal over a three-year period of

21 the investments that the Company is expecting to

22 make.
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1             There are certain business changes

2 that might occur that would require changes to

3 that plan.  There could be a, we talked about it

4 earlier, it could be a legislation that requires

5 new investments to be made.

6             So it's not locked in.  It's a

7 forecast on what the Company expects to spend in

8 the annual reconciliation process.  It will allow

9 us to report on any variances to that plan.

10             But my point here is that if, under

11 the multiyear rate plan, this allows us to lay up

12 those investments for grid modernization that we

13 believe are necessary to meet the District

14 commission and customer's expectations.  Allows

15 the parties to review that and allows us to move

16 forward on those.

17             Absent that plan, we would be

18 constrained in making those investments.

19       Q     Well, there is no lock in of spending

20 plans under the traditional regulation, is there,

21 sir?

22       A     There is constraints but there is no
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1 lock in.

2       Q     Constraints in the sense that you'd

3 have to file a rate case if you wanted to include

4 additional investments, is that what you mean?

5       A     In terms of our ability to invest at

6 the pace that the District and commission may

7 want us to, there will these constraints.

8       Q     Constraints, you've said that now

9 twice --

10       A     Right.

11       Q     -- but what do you mean by a

12 constraint?

13             I mean, you're not constrained as to

14 when you can file a rate case, you can file one. 

15 Is that right?

16       A     So, a constraint is around our ability

17 to invest.  And if we cannot get timely recovery

18 of investments, we can't invest at the pace that

19 others may want us to.

20             And so the constraint is coming from

21 a capital investment side, not a rate case filing

22 side.
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1       Q     Okay.  Are there investments that the

2 District has wanted you to make to modernize the

3 grid that you are unable to make at this point in

4 time?  And what might they be if there are some?

5       A     One of the examples that I mentioned

6 in a day request is the DC PLUG Project.  The

7 Company made it clear that we could not move

8 forward on DC PLUG without a timely recovery of

9 those investments.  And that we could not make

10 those investments through the traditional rate

11 case.

12       Q     What investments are there in the MRP

13 long-term plan, in this case, that you couldn't

14 make without approval of the MRP?

15       A     I don't have a list of those.

16       Q     Do you know who might?

17       A     I would check with witness Clark, who

18 sponsors the capital budget line.

19       Q     Okay, thank you.  So if you made an

20 additional investment that wasn't in the long-

21 term plan and that led to an under-recovery of

22 costs that triggered the earnings sharing
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1 mechanism, you would have an ability to go to the

2 commission to seek additional revenues to address

3 that, isn't that right?  Isn't that the way this

4 works?

5       A     So, if the additional investment put

6 us below the deadband, we would have the ability

7 to request recovery, partial recovery --

8       Q     Partial recovery, yes.

9       A     -- in the next rate reset.

10       Q     Okay.  And if it was within the 25

11 basis point deadband, that would not require an

12 adjustment, correct?

13       A     That's correct.

14       Q     Is that a constraint on your ability

15 to do the investment?

16             The existence of that deadband within

17 which you won't have an adjustment?

18       A     No.

19       Q     It is not, okay.

20       A     And just to clarify, the constraint

21 that we have under a traditional rate case is the

22 fact that we are grossly underearning our
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1 authorized ROE.  Under the multirate plan.

2             If we were within the deadband, we

3 would be earning closer to our authorized ROE. 

4 And that's why the constraint is not there.

5       Q     Okay.  We'll go to your second

6 supplemental testimony at Page 28.  Looking at

7 Lines 16 through 19.

8       A     16 through 19.

9       Q     Right.

10       A     Okay.

11       Q     And you do say that the filing

12 provides transparency that creates the

13 opportunity for the commission and stakeholders

14 to collaborate, do you see that?

15       A     Yes.

16       Q     Stakeholders do not have the right

17 under the MRP to direct Pepco to make any

18 particular investment decision, do they?

19       A     They don't have the right to direct

20 us, I agree.

21       Q     And the same is true under traditional

22 rate making.  OPC doesn't have the ability to
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1 tell Pepco what we can and cannot build, right?

2       A     Correct.

3       Q     If you look back at Page 27 of Exhibit

4 3B.  Give me a minute, sir.

5       A     Okay.

6       Q     I'm looking at your statement at Lines

7 6 through 8.  You say that the MRP doesn't shift

8 risk to customers, it actually lowers customer

9 risk.  Do you see that?

10       A     Yes, I do.

11       Q     If the company underearns under

12 traditional regulation, that's the Company's

13 problem, correct?

14       A     If the Company underearns I think it

15 is the Company and possibly the commission and

16 customers' problem.  The issue about underearning

17 is, gross underearning is not good for the

18 company, it raises our costs.

19             Which then in turn makes it more

20 expensive for customers.  It doesn't allow the

21 Company to make the kind of investments that

22 customers, commission in the District want.
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1       Q     But if the Company underearns under

2 traditional regulation, Company shareholders eat

3 that difference, isn't that correct?

4       A     That one component, that's correct.

5       Q     Okay.

6       A     Yes.  And there are other indirect --

7       Q     As you just mentioned, yes.

8       A     Yes.

9       Q     Yes, you have.  To be clear, if the

10 Company underearns sufficiently under the MRP,

11 the Company has the ability to ask the commission

12 to have customers pick up a piece of that

13 underearning amount, isn't that correct?

14       A     Yes.

15       Q     Okay.  All right, let's see if you can

16 clear this one up for me.  On Page 14 of your

17 second supplemental testimony Exhibit 3B.  On

18 lines, Page 14, Line 19.

19       A     Okay.

20       Q     And Page 15, Line 2.  You say that the

21 Company has proposed five PIMs.  And then on the

22 bottom of 14 over 15, the fifth proposed PIM that
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1 would be tracked only, focuses on the customers

2 experience of interconnecting.  Do you see that?

3       A     Yes, I do.

4       Q     And what does it mean to say that the

5 PIM would be tracked only?

6       A     Just give me one second.

7       Q     Sure.

8       A     Am I allowed to ask my Attorney a

9 question?

10             MS. HASSAN:  Yes.

11             (Off record comments.)

12             THE WITNESS:  There's actually an

13 error in this sentence.

14             (Simultaneously speaking.)

15             BY MR. STRAUSS:

16       Q     That was my question.

17       A     Okay.

18       Q     It's not a tracked only PIM.

19       A     Right.  And I'll make --

20       Q     Correct.

21       A     See, their connection is not a track

22 PIM, the CEMI is a tracking PIM.
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1       Q     Okay.  And that was my question.

2       A     Okay.

3             MR. STRAUSS:  So, we all thought alike

4 on that.  Okay.

5             So, let me show you something else. 

6 I'm going to show you another document.  I'd like

7 to have this marked as the next exhibit.

8             (Whereupon, the above-referred to

9 document was marked as OPC Exhibit No. 12 for

10 identification.)

11             BY MR. STRAUSS:

12       Q     It is the response to OPC data

13 request, 11-7.  Mr. McGowan is the sponsor.  We

14 call that 12.  OPC 12, thank you.

15       A     Okay.

16       Q     Okay, so it says in the data response

17 that the commission has promulgated a new rule in

18 January of 2019 that accelerates the timeline for

19 the vast majority of interconnection reviews and

20 approvals.  And it's a reduction from 15 days to

21 five days, do you see that?

22       A     Yes.
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1       Q     And, sir, if you would turn to the

2 chart in your direct testimony, Pepco B at Page

3 5, I'm sorry, Page 39.  It's table, Table 5.

4       A     Okay.

5       Q     And it says under, in that chart, if

6 you go down five rows over to the interconnection

7 review time frame, it says average ATI, I can't

8 remember what ATI stands for, maybe you can

9 remind me, it means approval to install.  It says

10 five days.  Do you see that?

11       A     I do.

12       Q     Is it correct that the Company's

13 proposed, DER, what they call a DER PIM, and the

14 commission's new rule are one in the same?

15       A     No, they're not.  Witness Clark was

16 the one who developed the metrics on the PIM.  If

17 you have any specific questions about that, I

18 would refer those to witness Clark.

19             So this is just a summary table of the

20 PIMs.

21       Q     So, an answer to my question of

22 whether five days in the table is the same thing
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1 as five days in the rule, the answer is they're

2 not, that you're not in the position to tell me

3 what the difference between the five days in one

4 and the five days in the other is, correct?

5       A     This PIM would, is designed to go

6 beyond what the current rules are.  I just don't

7 know the specifics of it.

8       Q     Okay.  So it's designed to incent

9 Pepco to do something other than whatever that

10 rule from January 2019 provides, is that correct?

11       A     That is correct.

12       Q     Okay.  If you could turn to your

13 second supplemental testimony here at Page 16.

14       A     Okay.

15       Q     And I'm looking at the sentence on

16 Lines 14 and 16.  The one that begins the

17 proposed, I'll read it, the proposed PIMs and the

18 fine performance levels, ensure that the

19 customers receive at least the defined level of

20 performance over the MRP term.  Do you see that?

21       A     Yes.

22       Q     Pepco's performance could slip below
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1 the defined PIM level, could it not?

2       A     It's possible.

3       Q     In fact, the MRP offers a penalty of

4 going below the level, isn't that correct?

5       A     That is correct, yes.

6       Q     So, the MRP doesn't actually offer a

7 performance guarantee, does it?

8       A     There is no guarantee.

9       Q     All right.  So when you state in your

10 testimony that the PIMs ensure the customers will

11 receive at least the define level of service,

12 that's incorrect, isn't it?

13       A     The Company is proposing to deliver

14 the level of service to meet the targets in the

15 PIMs.  And we're going to work very hard to

16 deliver those.

17             There is no guarantee, but these PIMs

18 are there to provide customers assurance that the

19 Company is going to deliver at or above

20 performance levels.

21       Q     All right.  So this sentence, when it

22 says, the defined, the proposed PIMs and defined

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

141

1 performance levels ensure that the customer will

2 receive this level of service.  What you mean by

3 that is, the Company is going to do its best to

4 make sure that that happens.  It's not a

5 guarantee, it's a promise.

6       A     I think this sentence is fine as is,

7 but it's not a guarantee or promise.

8       Q     Oh, very well.  And then further on

9 the same page, Page 16 at Lines 19 to 20, you

10 state that the proposed MRP has customer

11 protections to ensure customer rates only reflect

12 the cost of service.  Do you see that?

13       A     Yes, I do.

14       Q     And under the MRP, rates are set based

15 on the cost of service but then they can be

16 adjusted through the earning sharing mechanism,

17 correct?

18       A     It could be.  Yes.

19       Q     And under the proposed MRP, the result

20 can be that Pepco either gets to keep revenues in

21 excess of its cost of service or receives a

22 portion of additional revenue if the Company
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1 earns well under its cost of service, isn't that

2 right?

3       A     The MRP provides an agreed upon, if

4 approved by the commission, an agreed upon

5 measure of how the Company should be incentivized

6 for providing service for customers.  So, to the

7 extent that the Company does not recover its full

8 cost of service or if we're able to generate a

9 reward for performing above, that's what's agreed

10 to in the MRP to compensate the Company for

11 providing the level of service.

12       Q     So, when we say that the MRP has

13 protections to ensure customer rates only reflect

14 the cost of service, what you mean is, the cost

15 of service as reflected in the commission's

16 approval of the MRP.  Is that what you're saying?

17       A     That's correct.  Yes.

18       Q     Give me a minute, sir, I'm sorry.

19       A     Sure.

20       Q     Let me show you another document.

21       A     Okay.

22             MR. STRAUSS:  Hang on a second.  Hang
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1 on, 14 and 15.  We'll mark two at once.

2             (Whereupon, the above referred-to

3 documents were marked as OPC Exhibit Nos. 13 and

4 14 for identification.)

5             MR. STRAUSS: I am showing you the

6 response to OPC data request 22-`.  And with it,

7 that data response refers to another document

8 that was provided in response to OPC data

9 response 11-21.  And I'm providing you an excerpt

10 from that document, okay?  And that would be 12

11 and 13 I believe.  13 and 14.

12             MS. HASSAN:  13 and 14.

13             (Laughter.)

14             BY MR. STRAUSS:

15       Q     So, if you start with the data

16 response.

17       A     Yes.

18       Q     So, you were asked about identifying

19 alternative PIMs that were considered by Pepco

20 but were not included in the application.  And

21 you say, well, there were these workshops and

22 this was discussed and that a discussion of PIMs
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1 that were considered by Pepco but not included,

2 are in a presentation.

3             And you then have a citation to that

4 presentation.  You say it's Attachment C, at

5 Slide 23.  Do you see that?

6       A     Yes.

7       Q     Okay.  And then the second document,

8 the response to the document that's been marked

9 as Exhibit 14 in your deposition.  I believe that

10 is the presentation to which you refer.

11             And I've attached two pages from that

12 presentation.  One Page 13 and the other Page 23

13 that you reference.

14       A     That's correct.

15       Q     All right.  Let's go to the page you

16 cite, Page 23.  Do you see it?  It's headed,

17 other potential PIMs considered not currently

18 included.

19             Is there anything you can tell me by

20 way of the update as to the Company's

21 consideration of any of these potential PIMs?

22       A     For Slide 23?
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1       Q     Yes.  Yes, Slide 23.  Are any of these

2 still under active consideration, for example?

3       A     So these were PIMs that were discussed

4 at the working group and not pursued in the

5 current multirate plan.  And as of right now,

6 there is no update on these.  But this was just a

7 list of the PIMs that were discussed at the

8 working group.

9       Q     Okay.  Then let's take a look at the

10 other page I gave you, Page 13.  The one that

11 said, Pepco PIMs proposal summary.

12       A     Yes.

13       Q     Now, some of these are in the

14 proposal, the SAIDI and SAIFI.  I don't know that

15 it's the exact, exactly as set by the targets,

16 but there's a SAIDI and SAIFI PIM, there is a --

17       A     Yes.

18       Q     -- CEMI.

19       A     CEMI.

20       Q     CEMI.

21       A     Customers Experiencing Multiple

22 Interactions.
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1       Q     Right.  I guess what I wanted to ask

2 you about was, the two, there are three

3 categories at the bottom of the chart labeled

4 policy.  The last one is the interconnection

5 review time frame, which I believe is one of the

6 PIMs you proposed, the Company proposed in their

7 original filing, correct?

8       A     Yes.

9       Q     Now, then the other ones are, two

10 other policy ones.  One labeled carbon emissions

11 and one labeled peak load management, energy

12 efficiency, data access and affordability.

13             Now, can you tell me then, those are

14 not in the current proposal, correct?

15       A     That is correct.

16       Q     The one labeled carbon emissions goes

17 so far as to include a penalty and reward

18 proposal, correct?

19       A     Yes.

20       Q     What is the status of that PIM?

21       A     In the working group discussion we had

22 offered to put as a metric achievement of certain
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1 milestones in the Company's current EV program. 

2 And the employees thought that was too soon to

3 put the PIM into the filing and so we opted not

4 to do that.

5             But as of right now we have not

6 advanced that any further than the one that was

7 considered.

8       Q     Okay.  And how about the ones, peak

9 load management, energy efficiency and so on?

10       A     So, this ties into the ability for the

11 Company under the Clean Energy Act of 2018 for

12 the Company to participate in energy efficiency

13 offerings in the District.  And so, the working

14 group report was filed in the last week or two.

15             And so we, at this point, have not

16 proposed any energy efficiency programs to the

17 commission.  We're waiting for the commission to

18 act on the working group.

19       Q     So it's possible that at some point in

20 the future there could be PIMs surrounding that

21 area?

22       A     We have left the door open to
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1 discussing these PIMs or others that the parties

2 may have and would be willing to discuss. 

3 Including those into the multirate plan.  Or a

4 future multirate plan.

5       Q     Okay.  They're not in there now?

6       A     That is correct.

7       Q     At the end of the MRP, if the

8 commission wanted to assess whether it had been

9 successful, how would you suggest it going about

10 doing that?

11       A     I mean, there is many different paths

12 the commission could take.  They could do a

13 lessons learned, they could do an assessment of

14 the process.

15             There is a lot of information that is

16 filed in the multirate plan.  There is annual

17 reconciliation reports.

18             They could review how the process went

19 and do a lessons learned and incorporate any

20 lessons learned into the next multirate plan that

21 the company files.

22       Q     Well, that would go to the, how the
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1 lack, the process itself went.  But are there

2 metrics that they could adopt to determine the

3 success or failure of the program?

4       A     Sure.

5       Q     Like what?  What metric might they

6 adopt that would indicate that the program, for

7 example, had not been successful?

8             Or what metric could they adopt that

9 would indicate one way or the other?  Let me ask

10 it that way.

11       A     Well, part of it depends on what the

12 commission actually approves in terms of the

13 filing and how, what they approve of the

14 structure.  Do they approve of PIMs, do they

15 approve of the annual reconciliation of filing.

16             So a lot of it depends on what they

17 actually approve.  And based on that they could

18 assess and develop metrics or milestones to

19 determine if it's successful or not.

20       Q     Let's try again.  Let's assume, just

21 for the sake of this discussion, they don't

22 change a line in what Pepco proposed, they simply
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1 say this is fine, we approve it.  What metrics

2 might they adopt in that instance to see three-

3 years later whether this had worked out and was a

4 success in some fashion?  What might they look

5 at?

6       A     I think the, probably the most

7 effective way for the commission to evaluate it

8 is to have a lessons learned meeting.  And have

9 input from all parties.

10       Q     Okay.  So for example then, if, so you

11 might have a meeting where if stakeholders came

12 in and said, 60-days is too short, we were never

13 able to really analyze this in that time, that

14 might be a lesson learned for example?

15       A     Sure.

16       Q     Is that what you mean?

17       A     Yes.

18       Q     Has Pepco developed internally

19 criteria to assess whether the MRP would be a

20 success?

21       A     No.

22       Q     How about Exelon Utilities.  To your
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1 knowledge, have they developed any internal

2 assessment criteria for the MRP?

3       A     No.

4             MR. STRAUSS:  Could we take a break

5 for a few minutes?

6             MS. HASSAN:  Sure.

7             MR. STRAUSS:  See how much more I got. 

8 Thank you.

9             (Whereupon, the above-entitled matter

10 went off the record at 2:24 p.m. and resumed at

11 2:28 p.m.)

12             MR. STRAUSS:  That completes my

13 questions.  Thank you, Mr. McGowan.

14             MS. HASSAN:  Thank you.

15             THE WITNESS:  Okay, thank you.

16             MR. STRAUSS:  And I'm going to get out

17 of the way.

18             (Whereupon, the above-entitled matter

19 went off the record at 2:29 p.m. and resumed at

20 2:32 p.m.)

21             MR. STRAUSS:  Mr. McGowan will sign

22 the deposition I'm assuming?
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1             MS. HASSAN:  Sure.

2             MR. STRAUSS:  Okay.  And he'll review

3 it and submit it as a way of reading and that

4 kind of thing.

5             And I think this is a commission

6 requirement that the court reporter is going to

7 certify that the Department was dually sworn and

8 the deposition is a true record of the testimony

9 given by the Deponent.

10             And apparently you certify that the

11 court reporter is not counsel or attorney to

12 either of the parties or interested party.

13             (Laughter.)

14             MR. STRAUSS: From what we've heard

15 today, I think that's quite clear.

16             MS. HASSAN:  Correct.

17             MR. STRAUSS:  Thank you very much.

18             MS. HASSAN:  Thank you.

19             (Whereupon, the above-entitled matter

20 went off the record at 2:33 p.m. and resumed at

21 2:35 p.m.)

22             MR. CALDWELL:  Hello, Mr. McGowan, my

Exhibit OPC-S1



(202) 234-4433 Washington DC www.nealrgross.com
Neal R. Gross and Co., Inc.

153

1 name is Brian Caldwell.  I'm an Assistant

2 Attorney General with the Office of the Attorney

3 General and I'm representing the District of

4 Columbia Government.

5             THE WITNESS:  Good afternoon.

6                   CROSS EXAMINATION

7             BY MR. CALDWELL:

8       Q     Good afternoon.  I have a few

9 questions.

10       A     Sure.

11       Q     Mostly about your second supplemental

12 direct testimony.  But before we get to that, I

13 have a question about the requirements of the

14 Power Path DC Order, that's Order Number 20286,

15 and how that is going to be incorporated into the

16 Company's multiyear rate plan.

17             In particular, will Pepco recover the

18 costs of creating the secure web portal for data

19 sharing of information that's required by the

20 commission in this proposed MRP?

21       A     So, costs that the Company incurs to

22 comply with the Power Path DC would be part of
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1 the expenditures a company would incur.  And they

2 would be captured in the annual reconciliation

3 filing, to the extent that they were not

4 included.

5       Q     Okay.  And that includes the web

6 portal?

7       A     Yes.

8       Q     Now, how might the implementation of

9 the NWA process impact the proposed investments

10 listed in the MRP?

11       A     Can you ask the question again?

12       Q     The implementation of the NWA process

13 --

14       A     Yes.

15       Q     -- how would that impact the proposed

16 investments that are listed, currently listed in

17 the MRP?

18       A     I don't believe they will have any

19 impact on the MRP because when the distribution

20 system planning process is actually implemented,

21 the output from that and the non-wires

22 alternative probably won't be impacting the plan
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1 until probably 2023 in out.  So it will be

2 outside the MRP.

3       Q     Okay.  And how would the NWA process

4 implementation impact the Company's O&M cost?

5       A     I don't know.

6       Q     Do you imagine there will be,

7 additional staff will be needed?

8       A     I don't know.  We have not done that

9 analysis.

10       Q     Okay.  Okay, referring to your second

11 supplemental testimony, Pepco 3B, going to Page

12 20.

13       A     Okay.

14       Q     Which states, the PIM structure

15 proposed by the Company establishes a platform to

16 officially add PIMs, such as those related to

17 energy efficiency in formal Case Number 1160.  Do

18 you see that?

19       A     Yes, I do.

20       Q     Does the company proposed to add

21 additional PIMs during the current MRP term?

22       A     There is nothing that we're currently
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1 proposing.  However, the Company, in testimony,

2 has provided the opportunity to the extent that

3 it makes sense to include a PIM that comes out of

4 one of the Power Path DC work streams.  That we

5 would certainly be willing to discuss it and

6 consider including it in the MRP.

7       Q     Okay.  If the Company proposed to add

8 additional PIMs during the current MRP term, how

9 will those PIMs be reviewed and how will those

10 costs be recovered?

11       A     So, any additional PIM that would be

12 proposed in the current MRP would be proposed

13 through testimony.  And parties would be allowed

14 to comment on those PIMs.

15             To the extent that a PIM is included

16 that would require the company to incur costs,

17 the costs of those PIMs would also have to be

18 added to the existing MRP.

19       Q     And when would that take place?  When

20 would those costs be added?

21       A     If the party proposes to add a PIM to

22 the multirate plan, they would have estimate what
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1 the cost the Company would incur to comply with

2 to be able to meet those PIMs.  It would be part

3 of the proceeding.

4             And if the commission approved it, the

5 MRP would be updated based on those costs.

6       Q     So the burden would be on the party

7 proposing the PIM to estimate the cost for the

8 company?  Did I hear you right?

9       A     Yes.  They would certainly provide

10 their position on what the costs would be and the

11 Company would be able to respond.

12       Q     Okay.  Going to Page 21 of your second

13 supplemental direct.  Regarding the District's

14 goals of grid modernization and greenhouse gas

15 emission reductions --

16       A     Which line you on?

17       Q     It is your statement, the grid

18 modernization and greenhouse gas emissions

19 reductions -- you state that the MRP "facilitates

20 the types of investments necessary to support

21 these goals."  Do you see that?  I'm trying to

22 find --
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1       A     I don't see those words.

2       Q     -- the exact one.  Bear with me, I'm

3 sorry.

4       A     No worries.

5       Q     I think I got the wrong reference, I'm

6 sorry.  Can I instead refer you to Page 22?

7       A     Okay.

8       Q     At Lines 7 through 17.  In which you

9 state that Pepco is "seeking to optimize the grid

10 and to make new and innovative opportunities

11 available to customers.

12             In that quote, the proposed MRP and

13 PIMs provide the transparency necessary an

14 opportunity to advance these innovative

15 investments."  Do you see that?

16       A     Yes.

17       Q     Okay.  Other than the distribution

18 automation projects, what specific planned

19 investments in the current MRP proposal does

20 Pepco consider will enhance grid modernization?

21       A     Certainly the Company's investments in

22 reliability and resiliency helps to create a more
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1 of a reliable grid that helps support

2 modernization.  That's a big component of that.

3       Q     So, in the investment and reliability,

4 reliability driven investment you consider

5 enhances great modernization?

6       A     It's part of great modernization, yes.

7       Q     Okay.  What specific plan investments

8 in the current MRP proposal does Pepco consider

9 will facilitate greenhouse gas emissions

10 reductions?

11       A     There's no specific investment I

12 recall that is targeted to have, to lower

13 greenhouse gas emissions.  However, the Company

14 continues to invest in tools around AMI, around

15 the customer website, to allow customers more

16 access to information on how they use energy. 

17 And to the extent that they can use less energy,

18 that helps reduce overall greenhouse gas

19 emissions.

20             And as I mentioned earlier, our hope

21 this year is that we're able to make a finding of

22 the commission around offering different energy
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1 efficiency programs to customers.  And that that

2 will help again to help lower overall usage for

3 customers.

4       Q     And do you equate lower usage with

5 reducing greenhouse gas emissions?

6       A     Lower usage will reduce greenhouse gas

7 emissions.

8       Q     What specific planned investments in

9 the current MRP proposal does Pepco consider to

10 be innovative investments?

11       A     I would defer that to company witness

12 Clark.  He has the detail in the capital budget.

13       Q     Has Pepco internally prepared a long-

14 term grid modernization plan for the District

15 that details the types of investments and timing

16 of investments that would need to be made to

17 accommodate greater DERs, electrification and

18 enhance the resiliency and security of the grid?

19       A     The Company has not developed an

20 improved detail plan on grid modernization beyond

21 the current MRP.

22       Q     Now, would you accept that the
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1 District Government's grid modernization goals,

2 as filed in formal Case 1130 includes streamlined

3 interconnection of large solar projects as well

4 as solar plus battery projects at a minimal

5 predictable cost?

6       A     I don't recall those exact words.  I

7 mean, if you can point to something that has that

8 I'd be happy to look at it.

9       Q     I --

10       A     I don't recall those exact words.

11       Q     Okay.  Well, can I just ask you then,

12 what specific planned investments in the current

13 MRP proposal does Pepco have regarding streamline

14 interconnection of large solar projects?

15       A     So, the large community solar projects

16 have, are complicated.  Things that we've done

17 currently to help streamline that is to outsource

18 engineering field inspections, all the

19 engineering work that we've done.

20             Now, there are some, I don't have the

21 details, I know we have more online processing of

22 applications.  But there are things that we've
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1 done to help streamline that process overall, and

2 we will continue to do that.

3       Q     And does Pepco have any specific

4 planned investments in its current MRP proposal

5 regarding streamline interconnection of solar

6 plus battery projects?

7       A     Not that I'm aware of.

8       Q     Okay.  Does Pepco have any specific

9 planned investments in its current MRP proposal

10 regarding enabling third party owned microgrids?

11       A     No.

12       Q     And does Pepco have any specific

13 planned investments in the current MRP proposal

14 regarding using DER resources to expand hosting

15 capacity?

16       A     I would defer that to witness Clark,

17 who could speak to the detailed plans.

18       Q     Let me see here.  Let's see, if you

19 could turn to Page 15 of your second supplemental

20 direct.

21       A     Okay.

22       Q     And calling your attention to Lines 11
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1 through 12.  There you describe the Company's

2 proposed PIMs to achieve a higher performance

3 level, higher performance levels than the EQSS

4 standards.

5             And you state, "achievement of these

6 higher performance levels is an incremental

7 customer benefit."  Did the Company calculate the

8 incremental net benefits that would create

9 customers from meeting the proposed higher

10 performance levels for SAIDI and SAIFI compared

11 to EQSS levels?

12       A     No.

13       Q     Are the costs associated with

14 achieving higher-levels of SAIDI and SAIFI

15 reliability incorporated in the proposed MRP

16 revenue requirement?

17       A     Yes.

18       Q     Okay.  Turning to Page 11 of your

19 second supplemental direct.

20       A     Okay.

21       Q     You state, the PIMs are designed to

22 enhance performance requirements that --
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1       A     I'm sorry, which line are you on? 

2 There's a lot of lines on that page.

3       Q     Yes.  Hmm.  We're talking about

4 incremental benefits in Item 7 and Item 2.  And I

5 guess, so my question goes to the incremental,

6 the tangible incremental benefits that these

7 items have for customers.

8             And I'm just asking, has the Company

9 quantified the tangible incremental benefits that

10 will result from achieving the goals proposed for

11 each PIM, including service level, call

12 abandonment rate, and interconnection review time

13 frame.

14       A     We have not prepared a calculation on

15 the incremental benefits of the PIMs.

16       Q     Okay.  Has the Company conducted a

17 benefit cost analysis for each of the proposed

18 PIMs?

19       A     We have not prepared the cost benefit

20 analysis.

21       Q     Are the costs associated with meeting

22 the service level, call abandonment rate and
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1 interconnection review time frame targets

2 included in the Company's proposed MRP revenue

3 requirement?

4       A     Yes.

5       Q     Is a financial reward through a PIM

6 necessary to achieve EQSS reliability standards

7 and existing interconnection timeline standards?

8       A     The EQSS and the current

9 interconnection timeline standards are minimum

10 requirements established by the commission.  The

11 PIMs are proposed to provide a much higher-level

12 service than the EQSS or the interconnection

13 standards.

14             And we think it's appropriate, as part

15 of a PIM, to have a reward and a penalty based on

16 overall performance.

17       Q     So you're saying that the potential

18 financial reward for this, under this PIM, would

19 motivate Pepco to do something different than it

20 currently does?

21       A     So the current PIM are designed to

22 exceed the current EQSS standard.  If the company
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1 hits the deadband on the PIM, there is no

2 financial reward, there is no financial penalty.

3             To the extent that the Company

4 actually exceeds the target, again, for the

5 benefit of customers, then our proposals at the

6 Company should be entitled to a reward for that

7 higher-level of performance.

8       Q     Can you point to any specific measures

9 that Pepco would take if it was given this PIM?

10       A     What specific measures?

11       Q     Right.  To increase reliability.

12       A     If the Company had, if the commission

13 approved the PIM, the PIM establishes a goal for

14 the Company and the Company would strive to meet

15 that goal and to try to exceed that goal.

16             What specific measures, I don't have

17 the specific measures on that.  But it's

18 certainly something that we try to achieve.

19       Q     Okay.  If you could turn to Page 12 of

20 your second supplemental direct testimony.

21       A     Okay.

22       Q     And down at Line 27 you say that "PIMs
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1 can also be used to ensure alignment with

2 District of Columbia and commission energy

3 climate and inclusivity goals, such as the

4 Company's PIM on interconnections."  Do you see

5 that?

6       A     I'm sorry, what line are you on?

7       Q     Starting on Line 27 you say that, PIMs

8 also provide an incentive for the Company to

9 perform at a higher-level.  Do I got the right

10 one, sorry.  Bear with me one moment.

11       A     Okay.

12       Q     Sorry, Line 1 at the top you say,

13 "PIMs can also be used to ensure alignment with

14 District of Columbia and Commission energy,

15 climate and inclusivity goals, such as the

16 Company's PIMs, PIM on interconnections."

17       A     Yes, I see that.

18       Q     Yes, okay.  In addition to the

19 proposed PIM on interconnections, which of the

20 other proposed PIMs create alignment with the

21 District and commission's energy and climate

22 goals?
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1       A     So, the other four PIMs that we have

2 provided, and the fifth is a tracker, those don't

3 necessarily align with goals.  They're not

4 developed to address certain goals.

5             As I mentioned earlier, there is, in

6 terms of the energy efficiency and the electric

7 vehicle PIM that we proposed, there is an

8 opportunity for additional PIMs to be presented

9 in this case that would address this more

10 specifically, once those rules and requirements

11 were further defined by the Commission.

12       Q     So, I guess, I hear your answer

13 correctly you're saying that, aside from the

14 interconnection PIM, there are currently no other

15 PIMs that align the Districts energy?

16       A     There are none in our case, but the

17 platform to add additional ones is being

18 established in this multirate plan.

19       Q     Okay.  Turning to Page 17 of your

20 second supplemental direct.  Starting at page,

21 sorry, Line 11.

22       A     Okay.
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1       Q     You state, the MRP supports the

2 Company's investments in this distribution system

3 that will contribute to the success of achieving

4 the District of Columbia's clean energy goals

5 which will result in the reduction of greenhouse

6 gas emissions, improve overall quality of air in

7 the District of Columbia and the health of its

8 citizens.

9             What is the total projected greenhouse

10 gas emissions projected to be reduced from

11 investments proposed in the MRP?

12       A     So, this statement is not about the

13 current MRP filing, this statement is addressing

14 a multiyear rate plan.  And the process of over

15 the long-term, being able to align our future

16 plan with the District's energy goals and making

17 the investments that support those.

18             So this statement is not about the

19 current three-year plan, it's about a multiyear

20 rate plan.

21       Q     Okay.  So Pepco, and Pepco does not

22 have a greenhouse gas emissions reduction number
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1 that it can point to that will result from this

2 current MRP?

3       A     I don't have that number.

4       Q     And then finally, turning to Page 11

5 of your second supplemental direct.

6       A     Okay.

7       Q     Starting at Lines 12 through 15. 

8 Focusing on Lines 12 through 15.  Did Pepco

9 request a lower return on equity in its proposed

10 MRP to reflect the fact that approval, "approval

11 of the MRP would be viewed as credit positive by

12 the rating agencies."

13       A     The Company witness Hevert is

14 proposing an ROE of 10.3 in this case.  Which is

15 higher than its current authorized ROE.

16       Q     So is the answer no?

17       A     I think I answered your question. 

18 Unless you want to ask it again, I think I

19 answered your question.

20       Q     You didn't.

21       A     Okay.

22             MR. CALDWELL:  That's all the
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1 questions I have.

2             MS. MOUTON-HENDERSON:  All right. 

3 That will conclude our deposition.  Thank you

4 everyone for coming and we'll let you know when

5 this is ready for a transcription.

6             (Whereupon, the above-entitled matter

7 went off the record at 2:59 p.m., signature

8 having not been waived.)
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