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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

PETITION OF )
)
VIRGINIA ELECTRIC AND POWER COMPANY )
)  Case No. PUR-2021-00281
For revision of rate adjustment clause: Rider RGGI, )
pursuant to § 56-585.1 A 5 e of the Code of Virginia )

VIRGINIA ELECTRIC AND POWER COMPANY’S
RIDER RGGI ANNUAL UPDATE FILING

Pursuant to § 56-585.1 A 5 e (“Subsection A 5 e”) of the Code of Virginia (“Va. Code™)
and the State Corporation Commission of Virginia’s (“Commission”) Rules Governing Utility
Rate Applications and Annual Informational Filings (the “Rate Case Rules”),' Virginia Electric
and Power Company (“Dominion Energy Virginia” or the “Company”), by counsel, hereby
submits this annual update filing with respect to its rate adjustment clause (“RAC” or “Rider”),
designated Rider RGGI, approved to recover costs related to the purchase of allowances through
the Regional Greenhouse Gas Initiative (“RGGI””) market-based trading program for carbon
dioxide (**CO?”) emissions, a program in which the Company is required to participate. In
support of its petition (“Petition’), the Company respectfully shows as follows:

GENERAL INFORMATION

1. Dominion Energy Virginia is a public service corporation organized under the
laws of the Commonwealth of Virginia furnishing electric service to the public within its
certificated service territory. The Company also supplies electric service to non-jurisdictional
customers in Virginia and to the public in portions of North Carolina. The Company is engaged

in the business of generating, transmitting, distributing, and selling electric power and energy to

120 VAC 5-204-10, et seq.
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the public for compensation. The Company is also a public utility under the Federal Power Act,
and certain of its operations are subject to the jurisdiction of the Federal Energy Regulatory
Commission. The Company is an operating subsidiary of Dominion Energy, Inc.

2. The Company’s address is:

Virginia Electric and Power Company
120 Tredegar Street
Richmond, Virginia 23219

3. The names, addresses, and telephone numbers of the attorneys for the Company

are:

Paul E. Pfeffer

David J. DePippo

Dominion Energy Services, Inc.
120 Tredegar Street

Richmond, Virginia 23219
(804) 787-6033 (PEP)

(804) 819-2411 (DJD)

Elaine S. Ryan

Timothy D. Patterson

Dan Bumpus

McGuireWoods LLP

Gateway Plaza

800 East Canal Street
Richmond, Virginia 23219-3916
(804) 775-1090 (ESR)

(804) 775-1069 (TDP)

(804) 775-1199 (DRB)

BACKGROUND
4. Initiated in 2009, RGGl is the first mandatory market-based program in the

United States to reduce greenhouse gas emissions. RGGI is a collaborative effort among the

states of Connecticut, Delaware, Maine, Maryland, Massachusetts, New Hampshire, New Jersey,

New York, Rhode Island, Vermont, and Virginia to cap and reduce CO; emissions from the
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power sector. CO; allowances are obtained by RGGI participants through quarterly, regional
auctions.
5. In May 2019, the Virginia Department of Environmental Quality (“DEQ”) issued
a final rule establishing a state carbon regulation program linked to RGGI (the “DEQ Carbon
Rule” or “Rule”). The DEQ Carbon Rule capped CO: emissions for Virginia at 27.1 million
short tons for calendar year 2021 and decreases the emissions cap annually by approximately 3%
to achieve a 30% reduction from 2020 levels to a level of 19.6 million short tons in 2030.
Emission sources subject to the Rule are required to obtain and surrender a CO2 emission
allowance for every short ton of CO2 emitted during a control period.
6. The Company owns regulated emissions sources, so it must comply with RGGI.
7. Va. Code § 56-585.1 A 5 e permits cost recovery related to compliance with
RGGI and establishes the applicable standard of review:
A utility may at any time, after the expiration or termination of
capped rates, but not more than once in any 12-month period,
petition the Commission for approval of one or more rate adjustment
clauses for the timely and current recovery from customers of . . .
[p]rojected and actual costs of projects that the Commission finds to
be necessary . . . to comply with state or federal environmental laws
or regulations applicable to generation facilities used to serve the
utility’s native load obligations, including the costs of allowances
purchased through a market-based trading program for carbon
dioxide emissions. The Commission shall approve such a petition
if it finds that such costs are necessary to comply with such
environmental laws or regulations.
8. On August 4, 2021, in Case No. PUR-2020-00169 (2020 Rider RGGI

Proceeding™), the Commission issued its Order Approving Rate Adjustment Clause (“Rider

RGGI Order”), approving Rider RGGI to be effective for usage on and after September 1, 2021.2

2 Petition of Virginia Electric and Power Company For approval of a rate adjusiment clause, designaled Rider
RGGI, under § 56-385.1 4 5 e of the Code of Virginia, Case No PUR-2020-00169, Order Approving Rate
Adjustment Clause at 11 (Aug. 4, 2021).
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Subsequently, the Commission suspended the Rider RGGI Order on August 25, 2021 pending =
consideration of a Petition for Reconsideration or Clarification. On November 17, 2021, by its €8
Order on Reconsideration, the Commission lifted the suspension of the Rider RGGI Order
without modification of its initial order.

RIDER RGGI

9. For the period beginning September 1, 2022 and ending August 31, 2023 (the
“Rate Year”), the Company estimates it will require approximately 19 million CO; allowances to
cover CO; emissions from its Virginia-based generation fleet.

10.  Generally, to meet its obligations under RGGI, the Company is following a
programmatic approach by purchasing most of the required allowances in the RGGI quarterly
auctions and using the secondary market to fill any auction deficiencies. More specifically,
Dominion Energy Virginia plans to acquire approximately 25% of the forecasted annual
allowance requirement in each of the quarterly auctions. If the Company fails to secure
approximately 25% in an auction, the Company will look to purchase allowances in the
secondary market. The Company’s compliance strategy is not based on any price outlook.
Instead, the Company intends to follow a programmatic, auction-based approach to compliance.
The Company may adjust its compliance strategy as needed to adapt to changes in the structure
of the RGGI program.

11.  The Company has assumed a weighted average price of $10.53 per allowance.
This assumption is based on December ICE futures contracts for 2021 and 2022 and the ICF
International, Inc. forward price curve for 2023.

12.  The Company’s RAC revenue requirement in this proceeding includes the

Projected Cost Recovery Factor and an Interim Correction Factor. It is anticipated that the
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Actual Cost True-up Factor for calendar year 2021 will not be included as part of the RGGI =

T
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revenue requirement until the 2022 annual update filing, since the Rider RGGI implementation 2
was delayed due to the Petition for Reconsideration or Clarification in the 2020 Rider RGGI
Proceeding. The Projected Cost Recovery Factor calculation results in the operating income
necessary for recovery of amortization expense for CO; allowances as well as projected
financing costs on the unamortized purchased CO; allowance balances. The Interim Correction
Factor is proposed in this proceeding in an effort to minimize the impacts of carrying costs on
future known under-recoveries that resulted from greater than anticipated allowance costs. The
Interim Correction Factor will recover from, or credit to, any under/over collection of actual
known costs and updated projected allowance usage for the months of September 1, 2020
through July 31, 2022, the end of the initial Rate Year for Rider RGGI. The actual and known
costs from September 2020 through September 2021, and the updated projections from October
2021 through July 2022 are compared to the original projected and deferred amounts from the
2020 Rider RGGI filing for the same period. This difference becomes the Interim Correction
Factor to be recovered from customers during the proposed September 1, 2022 through August
31,2023 Rate Year. When the Actual Cost True-Up Factor is included, it will recover from, or
credit to, customers any under- or over-recovery of costs from the most recently completed
calendar year. Actual revenues recovered during the test year are compared to actual costs
incurred during the test year. Any difference in these amounts becomes the Actual Cost True-Up
Factor credited to, or recovered from, customers through the total revenue requirement requested
for recovery during the rate year.

13.  The total revenue requirement requested for recovery in this Rider RGGI Petition

for the Rate Year beginning September 1, 2022, is $323,411,000.




14.  For purposes of this Petition, and consistent with the Commission’s November
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18, 2021 Final Order in the Company’s triennial review proceeding in Case No. PUR-2021-
00058, the Company is utilizing the approved ROE of 9.35% for the period subsequent to the
date of that Final Order. For the time periods prior to the Final Order in that case, the Company
is utilizing a ROE of 9.2%, as approved by the Commission in Case No. PUR-2019-00050.*

15.  The implementation of the proposed Rider RGGI on September 1, 2022, will
increase the residential customer’s monthly bill, based on 1,000 kWh per month, by $1.98.
Including the increase associated with this annual update, the total Rider RGGI impact on the
typical bill of a residential customer is $4.37.

RGGI COMPLIANCE AND RPS DEVELOPMENT PLAN MODELING

16.  Inthe 2020 Rider RGGI Order, the Commission directed the Company to
“include in future Rider RGGI filings an analysis of how its RGGI compliance corresponds to its
RPS plan filings.”> The Company has prepared this analysis and included it as Exhibit 1 to this
Petition. Exhibit 1 is sponsored by Company Witness Jeffrey D. Matzen.

SUPPORTING TESTIMONY AND FILING SCHEDULES 3, 4, 5, 8, AND 46

17.  The Company’s Petition is supported by the pre-filed direct testimonies of
Company Witnesses George E. Hitch, Jeffrey D. Matzen, C. Alan Givens, and Paul B. Haynes.

A. Filing Schedules 3,4, 5,and 8

18.  Section 60 of the Rate Case Rules provides that rate adjustment clause

3 Application of Virginia Electric and Power Company For a 2021 triennial review of the rates, terms and
conditions for the provision of generation, distribution and transmission services pursuant to § 56-585.1 A of the
Code of Virginia, Case No. PUR-2021-00058, Final Order (Nov. 18, 2021).

4 Application of Virginia Electric and Power Company For the determination of the fair rate of return on common
equity pursuant to § 56-585.1:1 C of the Code of Virginia, Case No. PUR-2019-00050, Final Order (Nov. 21, 2019).
3 Petition of Virginia Electric and Power Company For approval of a rate adjustment clause, designated Rider
RGGI, under § 56-385.1 A 5 e of the Code of Virginia, Case No PUR-2020-00169, Order Approving Rate
Adjustment Clause at 11 (Aug. 4, 2021).




“applications requiring an overall cost of capital shall include Schedules 3, 4, 5, and 8.” The i
Company is filing with this Petition, Filing Schedules 3, 4, 5, and 8, as follows. These filing &
schedules are sponsored by Company Witness Givens.
19.  Filing Schedules 3 and 3A provide the capital structure and cost of capital
statements applicable to Rider RGGI. Filing Schedule 4 provides schedules of long-term debt,
preferred stock, investment tax credits, and other components of ratemaking capital for the filing.
Filing Schedule 5 provides the schedule of short-term debt, revolving credit agreements, and
similar short-term financing arrangements. Filing Schedule 8 provides the proposed cost of
capital statement for Rider RGGI.
B. Filing Schedule 46
20.  Rule 60 of the Rate Case Rules provides than an application filed pursuant to
Subsection A 5 “shall include Schedule 46 as identified and described in 20 VAC 5-204-90,
which shall be submitted with the utility’s direct testimony.” The Company is filing with this
Petition, Filing Schedule 46, as follows:
a. Company Witnesses Hitch and Matzen co-sponsor Schedule 46A, consisting of
Statements 1 and 2. Schedule 46A, Statement 1, provides projected costs

associated with Rider RGGI, while Schedule 46A, Statement 2, provides
documentation supporting the projected costs.

b. Company Witness Givens sponsors Schedule 46B, consisting of Statement |,
which provides the annual revenue requirement information for the proposed rate
year, Statement 2, which provides projected revenue requirement information for
years 2023-2046, and Statement 3, which provides documentation to support the
projected annual revenue requirements.

c. Company Witness Haynes sponsors Schedule 46C, consisting of Statements 1-2,
which provide details of the Company’s methodology for allocating the Rider
RGGI revenue requirement.

COMPLIANCE WITH RULE 10 OF THE RATE CASE RULES



21.  The Company’s Petition for approval of Rider RGGI complies with the
requirements contained in Rule 10 of the Rate Case Rules. In accordance with Rule 10 A, the
Company filed with the Commission on October 7, 2021, the Company’s notice of intent to file
this Petition under Va. Code § 56-585.1 A 5. Copies of this Petition, to the extent required by
Rule 10 J, along with the additional information required by Rule 10 J, have been served upon
the persons addressed in that Rule. A complete copy of this Petition has been served upon the
Office of the Attorney General’s Division of Consumer Counsel in conformity with Rule 10 J.
Also included with and following this Petition, pursuant to Rule 10, is a table of contents of this
filing, including testimony and schedules.

22.  Beyond the initial Petition, Rate Case Rule 10 J requires the Company to serve
copies of certain information related to Dominion Energy Virginia’s rate proceedings upon local
officials electronically to the extent official email addresses are available, or via first class mail
or personal delivery if electronic delivery is not possible. The Company will comply with this
requirement in conjunction with the Commission’s forthcoming procedural order.

CONCLUSION

WHEREFORE, Dominion Energy Virginia respectfully requests that the Commission
(i) approve the proposed Rider RGGI under Va. Code § 56-585.1 A 5 e subject to future Rider
RGGI proceedings and true-ups, effective for usage on and after September 1, 2022; (ii) approve
the proposed revenue requirement, cost allocation, rate design, and accounting treatment for
Rider RGGI for the Rate Year September 1, 2022 through August 31, 2023; and (iii) grant such

other relief as deemed appropriate and necessary.
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Respectfully submitted, ,:Cg
VIRGINIA ELECTRIC AND POWER COMPANY ¢

By: /s/ Elaine S. Ryan
Counsel

Paul E. Pfeffer

David J. DePippo

Dominion Energy Services, Inc.

120 Tredegar Street

Richmond, Virginia 23219

(804) 787-6033 (PEP)

(804) 819-2411 (DJD)
paul.e.pfeffer@dominionenergy.com
david j.depippo@dominionenergy.com

Elaine S. Ryan

Timothy D. Patterson

Dan Bumpus

McGuireWoods LLP

Gateway Plaza

800 East Canal Street
Richmond, Virginia 23219-3916
(804) 775-1090 (ESR)

(804) 775-1069 (TDP)

(804) 775-1199 (DRB)
eryan(@mcguirewoods.com
tpatterson@mcguirewoods.com
dbumpus@mcguirewoods.com

Counsel for Virginia Electric and Power Company

December 6, 2021
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Dominion Energy Virginia’s RGGI Compliance and RPS Development Plan Modeling e
)
I. Background - VCEA )

The VCEA—Senate Bill No. 851 and House Bill No. 1526 from the 2020 Regular
Session of the Virginia General Assembly—became law in the Commonwealth effective July 1,
2020. Relevant to this proceeding, the VCEA (i) requires the development of renewable energy
generation resources; (ii) requires the development of energy storage resources; (iii) requires the
submission of an annual plan to meet the development targets; and (iv) institutes a mandatory
RPS Program.

Under Va. Code § 56-585.5 D 4, the Company must submit an annual plan outlining how
it intends to meet the renewable energy generation and energy storage development targets. This
annual filing must contain any request for approval to construct or purchase solar or onshore
wind generation under Va. Code § 56-580 D, as well as any associated requests related to cost
recovery of such facilities under Va. Code § 56-585.1 A 6. The Commission must determine
whether such annual filings are reasonable and prudent, giving due consideration to certain
factors: (i) the RPS and carbon dioxide reduction requirements in this section, (ii) the promotion
of new renewable generation and energy storage resources within the Commonwealth and
associated economic development, and (iii) fuel savings projected to be achieved by the plan.

II. Background — RPS Development Plan

Dominion Energy Virginia submitted its 2020 RPS Development Plan in Case No. PUR-
2020-00134 on October 30, 2020. The Commission approved the 2020 RPS Development Plan
as reasonable and prudent on April 30, 2021. Subsequently, Dominion Energy Virginia
submitted its 2021 RPS Development Plan on September 15, 2021 in Case No. PUR-2021-
00146. In that filing, the Company affirms that the 2021 RPS Plan is consistent with Alternative
Plan B from the Company’s 2021 update to its 2020 Integrated Resource Plan (“2021 IRP
Update™) filed on September 1, 2021 in Case No. PUR-2021-00201, which is described in more
detail in Part 1V, below. The Company further affirms that the modeling inputs and assumptions
are consistent between the 2021 IRP Update and the 2021 RPS Development Plan. The 2021
RPS Development Plan will (i) support RPS Program compliance; (ii) support carbon dioxide
(“CO2”) reductions in the Commonwealth; (iii) promote new renewable energy generation and
energy storage resources in the Commonwealth and the associated economic development; and
(iv) result in fuel savings while maintaining reliability.

III.  Background — Rider RGGI

On November 9, 2020, in Case No. PUR-2020-00169, the Company filed for approval of
a rate adjustment clause, designated Rider RGGI, under Va. Code § 56-585.1 A 5 e to recover
projected and actual costs related to the purchase of allowances through the Regional
Greenhouse Gas Initiative (“RGGI”) market-based trading program for CO;z emissions, a




program in which the Company is required to participate. In its August 4, 2021 Order &
Approving Rate Adjustment Clause and its November 17, 2021 Order on Reconsideration, the &
Commission approved Rider RGGI, finding that the Company’s compliance approach is a ¢5)
reasonable way to manage operational facilities in the short-term and that the costs requested in

that proceeding complied with the statutory standard. The Commission further directed the

Company to include in future Rider RGGI filings an analysis of how its RGGI compliance

corresponds to its RPS plan filings. Dominion Energy Virginia herein presents the required

analysis as part of its 2021 Annual Update to Rider RGGI.

IV.  Analysis

In the 2021 IRP Update, the Company presented three alternative plans (“Alternative
Plans™). Alternative Plan A presents a least-cost plan that meets only applicable carbon
regulations and the mandatory RPS Program requirements of the VCEA. The Company
presented this Alternative Plan for cost comparison purposes only in compliance with prior
Commission orders. Notably, Alternative Plan A does not meet the development targets for
solar, wind, and energy storage resources in Virginia established through the VCEA. By
contrast, Alternative Plan B is consistent with the 2021 RPS Development Plan.! Figure 1
presents the results for Alternative Plan A (i.e., the “least-cost plan™) and Alternative Plan B.

Figure 1: 2021 IRP Update Results for Alternative Plans A and B

[ Plan A Plan B

— NPV Total ($B) $47.8 $67.9
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Through PLEXOS, the Company models reliability at a system level by ensuring that
sufficient resources are available to meet customer load based on the hourly profile of both load
and resources. Because the Company is a member of PJM Interconnection, LLC (“PJM™),
PLEXOS has the option to fill any deficits in any specific hour with market purchases. PLEXOS

! Alternative Plan C uses similar assumptions as Plan B but retires all Company-owned carbon-emitting generation
by the end of 2045, resulting in zero CO: emissions from the Company’s fleet beginning in 2046.

2




does not currently show any reliability issues through 2035 based on the modeling completed for
the 2021 RPS Plan proceeding and the 2021 IRP Update.

Importantly for future planning purposes, however, the Company must take other factors
into account to ensure reliability in the long term. For example, if other states pursue the same
clean energy future as the Company, resulting in significant volumes of intermittent resources
with the same operational profiles as the Company’s, the Company may not be able to fill any
deficits in specific hours with market purchases. Separate from system level planning, planning
at the more granular nodal and feeder level is also needed to ensure reliability, which is
completed by the Company’s transmission and distribution teams. It is at the nodal level that the
system reliability and stability may become a concern based on physical transmission and
distribution constraints. The Company continues to actively plan for these potential issues, and
will continue to do so as the Company transitions to a cleaner fleet as envisioned by the
Commonwealth, the Company, and its customers. See the Company’s 2021 TRP Update for a
further discussion of the Company’s evaluation of seasonal concerns and a status of the
Company’s long-term transmission reliability analyses.

The RPS Development Plan will support COz reductions in the Commonwealth through
the development of a significant amount of CO,-free generation resources that will displace both
market purchases and output from other traditional Company-owned generation units that emit
COa2 as a byproduct of combustion. Figure 2 below shows the projected COz output from the
Company’s fleet in the Commonwealth through 2035. Figure 2 reflects the RPS Development
Plan, as well as the tentative retirements of certain generation units as reflected in Alternative
Plan B of the Company’s 2021 IRP Update.

Figure 2: Virginia CO2 Output from Company Fleet, with RPS Development Plan
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To date, the Company has followed the RPS Development Plan in developing CO»-free
generation. The Company has also retired certain generation units consistent with the RPS and
IRP plans. The Company further endeavors to minimize customer cost while maintaining
reliability through prudent dispatch of dispatchable units. As a member of PIM, the Company
offers units for dispatch with accurate cost estimates that include RGGI compliance costs. The
PJM market clearing process dispatches the fleet economically. In following the RPS
Development Plan and including RGGI costs in dispatch decisions, the Company’s RGGI
compliance corresponds to its RPS plan filings.

GETHTLEZETLT

For forward RGGI allowance requirements, the Company projects CO2 emissions by
modeling the system dispatch using assumptions that are consistent with both the 2021 IRP
Update (Alternative Plan B) and the 2021 RPS Development Plan. The modeling assumes a
capacity factor for existing and future solar resources of 21.2%, which is the three-year average
of the Company's solar tracking facilities in Virginia. The RGGI modeling was completed using
an updated load forecast and an updated commodity price forecast. The Company uses PLEXOS
to model the dispatch of the fleet in the PJM energy market. The dispatch of the fleet produces
the system’s CO; emissions. The PLEXOS dispatch logic includes RGGI compliance costs in
the same manner that it includes fuel costs. Therefore, a Company-owned fossil unit operates
when the compliance cost of RGGI plus other variable costs like fuel are less than the cost of a
market power purchase. In following the RPS Development Plan and including RGGI costs in
dispatch decisions, the Company’s RGGI compliance cost modeling corresponds to its RPS plan
filings.




WITNESS DIRECT TESTIMONY SUMMARY

STETETLGE

&)
Witness: George E. Hitch
Title: Senior Market Originator
Summary:

Company Witness George E. Hitch provides a general overview of the Regional Greenhouse Gas
Initiative (“RGGI”) and describes the mechanics of the RGGI auctions. Mr. Hitch also explains
how the Company plans to meet its obligations under RGGI, and will describe the Company’s
participation in these markets to date.

Mr. Hitch explains that RGGI is the first mandatory market-based program in the United States
to reduce greenhouse gas emissions. CO; allowances are obtained by RGGI participants through
quarterly, regional auctions or through secondary markets. The Virginia Department of
Environmental Quality (“DEQ”)’s Carbon Rule (“DEQ Carbon Rule™) caps CO2 emissions for
Virginia at 27.1 million short tons for calendar year 2021, and decreases the emissions cap
annually by approximately 3% to achieve a 30% reduction from 2020 levels to a level of 19.6
million short tons in 2030. The Company owns regulated emissions sources, so must comply
with RGGI.

Regulated emissions sources must acquire CO; allowances equal to their CO2 emissions over
each three-year RGGI control period. Each allowance represents a limited authorization to emit
one short ton of CO; from a regulated source. RGGI has had four three-year control periods
since it began in 2009. The fifth control period started on January 1, 2021 and ends December
31, 2023. In addition to the three-year control period requirements, RGGI has interim control
periods that require regulated sources to hold a minimum of 50% of their allowances by the end
of each of the first two calendar years of the control period. Regulated sources demonstrate
compliance by holding sufficient allowances in each source compliance account.

To meet its obligations under RGGI, the Company follows a programmatic approach by
purchasing most of the required allowances in the quarterly auctions and using the secondary
market to fill any auction deficiencies. More specifically, Dominion Energy Virginia plans to
acquire approximately 25% of the forecasted annual allowance requirement in each of the
quarterly auctions. If the Company fails to secure approximately 25% in an auction, the
Company will look to purchase allowances in the secondary market. Rather than purchasing
excess RGGI allowances and building a bank of excess allowances, the Company has been
acquiring allowances to cover emissions that have already occurred.

Mr. Hitch supports the weighted average price assumption of $10.53 per CO; allowance. This
assumption is based on the December ICE futures contracts for 2021 and 2022 and the ICF
International, Inc. forward price curve for 2023.




DIRECT TESTIMONY
OF
GEORGE E. HITCH
ON BEHALF OF
VIRGINIA ELECTRIC AND POWER COMPANY
BEFORE THE
STATE CORPORATION COMMISSION OF VIRGINIA
CASE NO. PUR-2021-00281
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Please state your name, business address, and position with Virginia Electric and
Power Company (“Dominion Energy Virginia” or the “Company”).

My name is George E. Hitch, and [ am a Senior Market Originator for the Company. My
business address is 600 East Canal Street, Richmond, Virginia 23219. A statementof my

background and qualifications is attached as Appendix A.

Please describe your areas of responsibility with the Company.

In my current position, | am part of the team that is responsible for managing the
Company’s short-term compliance with the Regional Greenhouse Gas Initiative
(“RGGI”) and the mandatory renewable energy portfolio standard program from a market
procurement perspective. | also am responsible for management of the Company’s

power, capacity, renewable energy certificate (“REC”), and emissions portfolios.

What is the purpose of your testimony in this proceeding?

1 am testifying in support of the Company’s petition for approval of the 2021 Annual
Update to its rate adjustment clause (“RAC”), designated Rider RGGI, under § 56-585.1
A 5 e of the Code of Virginia (“Va. Code™) to recover projected and actual costs related
to the purchase of allowances through the RGGI market-based trading program for

carbon dioxide (“CQO;”) emissions. [ will provide a general overview of RGGI and

describe the mechanics of the RGGI auctions. | will also explain how the Company plans
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to meet its obligations under RGGI, and will describe the Company’s participationin g
e
these markets to date. 3

Are you sponsoring an exhibit in this proceeding?

Yes. Although there are no schedules attached to my testimony, | am co-sponsoring
Filing Schedule 46A with Company Witness Jeffrey D. Matzen, which provides
information required by Rules 60 and 90 of the Commission’s Rules Governing Utility
Rate Applications and Annual Informational Filings. This schedule was prepared under
my direction and supervision, and is accurate and complete to the best of my knowledge

and belief.

Please provide background on RGGI.

Initiated in 2009, RGGI is the first mandatory market-based program in the United States
to reduce greenhouse gas emissions. RGGI is a collaborative effort among the states of
Connecticut, Delaware, Maine, Maryland, Massachusetts, New Hampshire, New Jersey,
New York, Rhode Island, Vermont, and Virginiato cap and reduce CO; emissions from
the power sector. CO- allowances are created and sold by RGGI member states in
quarterly auctions. In most RGGI states, auction revenue is returned to state coffers.

Virginia joined RGGI in 2021. Pennsylvania is expected to join RGGI in 2022 or 2023.

What does the DEQ Carbon Rule require in terms of reduced emissions?
In May 2019, the Virginia Department of Environmental Quality (“DEQ”) issued a final
rule establishing a state carbon regulation program linked to RGGI (the “DEQ Carbon

Rule™). The DEQ Carbon Rule capped CO, emissions for Virginia at 27.1 million short

tons for calendar year 2021 and decreases the emissions cap annually by approximately
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3% to achieve a 30% reduction from 2020 levels to a level of 19.6 million shorttons in g
o)
2030. Emissionsources subject to the Rule are required to obtain and surrender a CO; €S

emission allowance for every short ton of CO; emitted during a control period.

Is the Company required to comply with the DEQ Carbon Rule?

Yes. The Company owns regulated emissions sources, so it must comply with RGGI.

How is compliance demonstrated under RGGI?

Regulated emissions sources must acquire CO; allowances equal to their CO; emissions
over each three-year RGGI control period. Each allowance representsa limited
authorization to emit one short ton of CO; from a regulated source. These regulated
sources can use CO» allowances issued by any participating RGGI state during the

current year, or any future year.

RGGI has had four three-year control periods since it began in 2009. The fifth control
period began on January 1, 2021 and ends December 31, 2023. In addition to the three-
year control period requirements, RGGI has interim control periods that require regulated
sources to hold a minimum of 50% of their allowances by the end of each of the first two
calendar years of the control period. Regulated sources demonstrate compliance by

holding sufficientallowances in each source compliance account.

How do regulated sources acquire CO; allowances?
Regulated sources acquire CO; allowances by purchasing them in the quarterly auctions
or through secondary markets. CO, allowances purchased by the winning bidders in the

quarterly auctions and CO; allowances traded in the secondary market are tracked and

recorded in the RGGI CO, Allowance Tracking System (“COATS"™). RGGI allowances
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currently do not have any limitations on banking. Potomac Economics serves as the

97

independent market monitor for RGGL. The market monitor covers both the auctionsand &
the secondary market, and publishes quarterly reports analyzing each RGGI auction and

activity in the CO; allowance secondary market.

Please explain how the RGGI quarterly auctions work.

The RGGI member states use an online platform to sell CO, allowances in quarterly
auctions. The RGGI member states are the only market participants permitted to sell
allowances in these auctions. The auctions are conducted in accordance with

the statutory and/or regulatory authority of each state offering CO, allowances for sale in

the auctions.

The quarterly auctions are open to any interested bidder that meets the financial
qualifications. Auction bidders must provide, prior to the auction, sufficient collateral to
fully cover all their bidding activity. Each auction clearing price is determined by
ordering the bids by dollar value highest to lowest, and then allocating allowances to the
bids in descending dollar value until all the allowances have been allocated. The
marginal bid—or the lowest bid to receive allowances—then becomes the auction
clearingprice. All winning bidders pay the auction clearing price for every COz

allowance allocated to them.

Please describe the secondary market for RGGI CO; allowances.

The secondary market allows market participants to buy and sell physical allowances

outside of the quarterly auctions, facilitates price discovery in between quarterly auctions,
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and provides tools to manage price risk and volatility. The secondary market includes the =

trading of physical allowances and financial products. 3]

A physical CO; allowance trade occurs when a buyer and seller agree to specific
commercial terms such as price, volume, and vintage, and then register the transfer of

allowance ownership in RGGI COATS.

Financial products include any contracts whereby the buyer and seller agree to exchange
funds and/or allowances at some future date under specific conditions. Many financial
products are designed to, and eventually result in, the transfer of physical CO; allowances
in COATS. Depending on the product and the agreed-to commercial terms, this transfer
may occur months or even years after the financial transaction was executed by the buyerl
and seller. The most commonly traded financial products are forward contracts
(“forwards™) and futures contracts. In forward contracts, which typically are traded in the
over the counter (“OTC”) market, parties agree to exchange allowances at a set price and
quantity at some future date. Forwards are non-standard contracts transacted outside of
an exchange. Futures contracts are standardized, exchange-traded contracts. One futures
contract equals 1,000 CO, allowances. All allowances, regardless of product, must be

transferred from seller to buyer in the COATS registry.

Please describe the historical pricing and volumes that have cleared in the RGGI
auctions since 2015.
Figure 1 shows the RGGI quarterly auction volume that has cleared through September

2021. Note that the March 2021 auction shows the introduction of Virginia volumes into

the quarterly auction for the first time.




Figure 1: RGGI Quarterly Auction Volume (Mar. 2015 to Sept. 2021)
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1 Figure 2 shows the historical prices of RGGI allowances that have cleared through the
2 quarterly auctions as well as the secondary markets. Allowance prices have ranged from
3 $2.53/short ton to $9.30/short ton in the RGGI auctions during this timeframe.
4 Allowance prices have been steadily increasing since 2018, and set new record highs in
5 2021 due to several factors: increased generation from emitting sources, increased
6 participation in the RGGI markets by financial players and speculators, potential for new
7 member states, and the RGGI Third Program Review in 2022. The RGGI Program
8 Review, which occurs every five years, provides, in part, for re-evaluation of the RGGI
9 Model Rule, which is the set of requirements and parameters that form the basis for the
10 program.
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Figure 2: RGGI Auction Clearing and Secondary Market Prices (Mar. 2015 to Sept. 2021)
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ﬂow many CO; allowances does the Company expect to need to comply with the
RGGI requirements in 2022 and 2023?

The Company will require approximately 55,300,000 allowances by the end of the fifth
control period on December 31, 2023. [n addition to the fifth control period requirement,
the Company must comply with RGGI interim control period requirements. The interim
control periods are comprised of each of the first two calendar years of the control period.
The Company must hold a quantity of allowances not less than the total CO2 emissions
for the interim control period multiplied by 0.50. The first interim control period started
on January 1, 2021 and ends on December 31, 2021. The Company currently has
sufficientallowances in its COATS account to meet the first interim control period
requirement. The second interim control period starts on January 1, 2022 and ends on

December 31, 2022. Based on actual emissionsin 2021 and projected future emissions,



1 the Company will need to hold at least 18,300,000 allowances by December 31, 2022 to g
&
2 meet the second interim control period requirement. £5

3 Q. Generally, how is the Company planning to meet its obligations under RGGI?

4 A In general, the Company is following a programmatic approach by purchasing most of
5 the required allowances in the quarterly auctions and using the secondary market to fill
6 any auction deficiencies. More specifically, Dominion Energy Virginia plans to acquire
7 approximately 25% of the forecasted annual allowance requirement in each of the
8 quarterly auctions. If the Company fails to secure approximately 25% in an auction, the
9 Company will look to purchase allowances in the secondary market.
10 The Company’s compliance strategy is not based on any price outlook. Instead, the
11 Company intends to follc;w a programmatic, auction-based approach to compliance.
12 Although this approach is unchanged from 2020, the Company may adjust its compliance
13 strategy as needed to adapt to changes in the structure of the RGGI program.

14 Q. Is the Company buying excess RGGI allowances and building a large inventory or
15 bank?

16 A. No. The Company must hold one allowance for every short ton of CO; emitted by a

17 regulated generation source. In the short term, RGGI compliance is based on the
18 Company’s existing generation fleet. This is because the actual number of allowances
19 the Company must obtain to comply with RGGI is determined by the actual emissions of
20 CO; from the Company’s RGGI generators. If a RGGI generator clears the PJM day
21 ahead marketor is dispatched by PJM, the unit is required by PJM market rules to run. If
22 a regulated generation source runs, it will emit CO;. The Company must acquire
8

O



1 allowances to cover the CO; emissions of these generators. As Table 1 below illustrates,
2 rather than building a bank of excess allowances, the Company has been acquiring
3 allowances to cover emissions that have already occurred.

Table 1: RGGI Net Allowance Position

Net Allowance Position ]
(thousands of short tons)  Jan-21 [Feb-21 Mar21 Apr-21 May-21 lun-21 Jul-2l Aug21 Sep21 Oct-21 Nov:21 Dec21

CO, Emissions 1,528 2,027 1,597 1,128 1,015 1,670 2,488 2,294:_ 1,384 1,145 968 1,647
Cumulative Requirement 1,528 3,555 5,152 . 6,280 7,295 8,965 11,453‘ 13,747 15,131 16,273 17,244 ’ 18,891
Inventory 1,300 1,300 1,300 5375 6125 6,125 11,000 11,000 11,000 15500 15500 15,500
Auction Purchases 0 0 4,075 [ 0 4125 0 0 3,750 0 0 , 4,250
Bilateral Purchases 0 0 0 750 0 750 ] 0, 7s0. 0' 0. 0
Planned Purchases "] Q ] Q Q Q0 Q Q. 9 Q ] 750

Net Position (228) (2,255) 223 (155) (1,170), 2,035 (453) (2,747) 369 (776) (1,744) 1,609

Notes: 1) CO2 emisslons volumes are actuals through October 2021, and forecasts for the balance of the calendar year. 2) If Rider RGGl is

opproved, these actual volumes will be accounted for through the true-up in next year's Rider RGGI.

4 Q. To date, how many CO; allowances has the Company procured to meet its
5 obligations and what price did the Company pay for these allowances?
6 A As of November 19, 2021, the Company has purchased 15,500,000 allowances at a

7 weighted average price of $8.15 per allowance.

g8 Q. What are the penalties for RGGI generators that do not have sufficient allowances

9 to cover their CO; emissions?
10 A During the three-year control period, if the CO, emissions from a RGGI generator exceed
11 the number of allowances surrendered for the control period, the generator must
12 surrender additional allowances for three times the number of excess emissions.

=




What price for CO; allowances has the Company used to calculate the revenue
requirement in this proceeding?

The Company has assumed a weighted average price of $10.53 per allowance. This
assumption is based on the December ICE futures contracts for 2021 and 2022 and the
ICF International, Inc. forward price curve for 2023, as supported by Company Witness
Matzen. As discussed further by Company Witness C. Alan Givens, the revenue
requirement will be trued up in future Rider RGGI proceedings based on actual prices

paid for CO: allowances.

Does this conclude your pre-filed direct testimony?

Yes, it does.

10




APPENDIX A

BACKGROUND AND QUALIFICATIONS
OF
GEORGE E. HITCH

George Hitch joined Dominion Energy in 2002 as an Hourly Trader. Since then he has
also held the roles of Coordinator Hourly Trading and Generation Asset Trader at both the
regulated utilities and Dominion Energy Marketing. In these roles, he has traded physical and
financial power, capacity, RECs, and emissions in the spot and forward markets.

Mr. Hitch assumed his current role of Senior Market Originator in November 2016. In
this role, he is part of the group responsible for managing the Company’s regulated capacity,
energy, emissions,and REC portfolios. His group is also responsible for developing and
executing short-term compliance strategies for the renewable energy portfolio standards in both
Virginia and North Carolina, and for the Regional Greenhouse Gas Initiative.

Mr. Hitch has a Bachelor of Science degree from Virginia Tech. He has previously

presented testimony before the North Carolina Utility Commission and the Virginia State

Corporation Commission.




WITNESS DIRECT TESTIMONY SUMMARY

Witness: Jeffrey D. Matzen

Title: Manager — Integrated Strategic Planning

Summary:

Company Witness Jeffrey D. Matzen provides the forecast of CO2 emissions from the
Company’s generation facilities used to determine the projected volume of CO: allowances
needed to meet the Company’s obligations under the Regional Greenhouse Gas Initiative
(“RGGI™). Mr. Matzen states that the Company used PLEXOS modeling software to simulate
the economic dispatch of the Company’s generating units to meet projected load requirements.
The projected CO2 emission production was then pulled for each Company-owned CO2-emitting
resource located in Virginia. Mr. Matzen estimates that the Company will require approximately
19,000,000 CO- allowances during the rate year of September 1, 2022 through August 31, 2023
to cover CO; emissions from its Virginia-based generation fleet.
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DIRECT TESTIMONY
OF
JEFFREY D. MATZEN
ON BEHALF OF
VIRGINIA ELECTRIC AND POWER COMPANY
BEFORE THE
STATE CORPORATION COMMISSION OF VIRGINIA
CASE NO. PUR-2021-00281

Please state your name, business address, and position with Virginia Electric and
Power Company (“Dominion Energy Virginia” or the “Company”).
My name is Jeffrey D. Matzen and 1 am Manager of Integrated Strategic Planning. My
business address is 600 East Canal Street, Richmond, Virginia 23219. A statement of my

background and qualifications is attached as Appendix A.

Mr. Matzen, what is the purpose of your testimony in this proceeding?

1 am testifying in support of the Company’s petition for approval of the 2021 Annual
Update to its rate adjustment clause (“RAC”), designated Rider RGGI, under § 56-585.1
A 5 e of the Code of Virginia (“Va. Code™) to recover projected and actual costs related
to the purchase of allowances through the Regional Greenhouse Gas Initiative (“RGGI1”)
market-based trading program for carbon dioxide (“CO2”) emissions. Specifically, I
support the forecast of COz emissions from the Company’s generation facilities and the

forecasted price of COz allowances.

During the course of your testimony, will you introduce an exhibit?

Yes. Company Exhibit No. __, JDM, consisting of Schedule 1, was prepared under my
supervision and direction, and is accurate and complete to the best of my knowledge and
belief. Tam also co-sponsoring Filing Schedule 46A, with Company Witness George E.

Hitch, which provides information required by Rules 60 and 90 of the Commission’s

TTE

GBOTOBTEE
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addition, 1 sponsor Exhibit 1 to the Application, which presents an analysis of how the
Company’s RGGI compliance corresponds to its RPS plan filings as directed by the
Commission’s August 4, 2021 Order Approving Rate Adjustment Clause and November

17, 2021 Order on Reconsideration in Case No. PUR-2020-00169.

How did the Company determine the projected volume of COz allowances needed to
meet its obligation under RGGI?

PLEXOS modeling software was used to simulate the economic dispatch of the
Company’s generating units to meet projected load requirements. The projected CO2
emission production was then pulled for each Company-owned COz-emitting resource
located in Virginia. The Company did not include CO2 emissions from its units in West
Virginia (i.e., Mt. Storm) or North Carolina (i.e., Rosemary). As explained by Company
Witness George E. Hitch, the Company must obtain and surrender one CO; allowance for
every short ton of CO; emitted from Virginia regulated sources. During the three-year
control period, if the CO2 emissions from a generator subject to RGGI exceeds the
number of allowances surrendered for the control period, the generator must surrender

additional allowances for three times the number of excess emissions.

What is the projected volume of CO: allowances that the Company expects to
require through the end of the rate year in this proceeding—August 31, 2023?
For the rate year September 1, 2022 through August 31, 2023, the Company expects to
need approximately 19 million COz allowances. My Schedule 1 details the projected

Virginia-based CO; emissions by month for October 2021 through December 2023.
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Did Virginia joining RGGI affect the dispatch of the Company’s generation units?
Yes, it did. Regulated sources (i.e., the Company’s carbon-emitting generating units that
are subject to RGGI) must purchase a CO; allowance for every CO; short ton emitted
during a specific compliance period. Therefore, a CO: cost is added to Virginia regulated
fossil units in both the PJM Interconnection, LLC bids and the PLEXOS forecasting
model. All else equal, adding the cost of CO; allowances to carbon-emitting generating

units that are subject to RGGI results in those units dispatching less.

How did the Company forecast the price of CO: allowances?

My Schedule 1 shows the projected CO2 allowance prices used in PLEXOS. The
Company relies on ICF International, Inc. (“ICF”) to provide an independent forecast of
commodity prices. Historically, the Company has developed allowance prices using 18
months of forward market prices, 18 months of blended prices (blend of market and ICF
prices), and then ICF prices exclusively starting in month 37 of the forecast period. For
Schedule 1 specifically, the Company used 18 months of forward market prices and 9
months of blended prices. For calendar year 2023, the average blend was 80% market
price and 20% ICF price, resulting in an average rate of $9.80 per allowance. The
Company assumed a simple average price of $10.52 (weighted by volume, $10.53) per
allowance for the period of October 2021 through December 2023, as shown in Schedule

1.

Does this conclude your pre-filed direct testimony?

Yes, it does.

ABTLTTE
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APPENDIX A

BACKGROUND AND QUALIFICATIONS
OF
JEFFREY D. MATZEN

Jeffrey D. Matzen graduated from Virginia Tech in 1996 with a Bachelor of Arts degree
in Economics. In 2001, he earned Master of Business Administration and Master of Public
Policy degrees from the College of William and Mary. He joined the Company in 2007 as an
Electric Pricing and Structuring Analyst. He has since held positions at the Company as an
Energy Consulting Manager for Retail, a Business Modeling & Support Consultant for
Alternative Energy Solutions, and a Market Operations Advisor for Energy Supply. In January
2020, Mr. Matzen was promoted to Manager of Generation System Planning, where he is
currently responsible for the Company's short-term operational forecast (PLEXOS model). Prior

to joining Dominion, Mr. Matzen worked for Wells Fargo Advisors as an analyst and the

Virginia Department of Taxation as an economist.
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Company Exhibit No. __ (-2
Witness: JDM

Schedule 1 -

Page 1 of 1 )

CO, Volume and Price Forecast [

(Tons CO , and Allowance Prices from Oct. 2021 PLEXOS Outlook) g

&

4B)

Short Term RGGI Case

Allowance
Tons CO, Price
Oct-21 981,203 10.96
Nov-21 968,261 10.96
Dec-21 1,647,496 10.96
Jan-22 2,497,762 11.13
Feb-22 2,422,456 11.13
Mar-22 1,518,382 11.13
Apr-22 878,193 11.13
May-22 1,215,478 11.13
Jun-22 1,611,812 11.13
Jul-22 2,199,823 11.13
Aug-22 2,041,623 11.13
Sep-22 1,431,277 11.13
Oct-22 1,044,565 11.13
Nov-22 1,348,580 11.13
Dec-22 1,586,382 11.13
Jan-23 2,051,476 9.8
Feb-23 1,984,757 9.8
Mar-23 1,489,673 9.8
Apr-23 1,022,360 9.8
May-23 1,086,935 9.8
Jun-23 1,648,052 9.8
Jul-23 2,089,410 9.8
Aug-23 2,010,167 9.8
Sep-23 1,474,620 9.8
Oct-23 1,009,747 9.8
Nov-23 1,273,799 9.8

Dec-23 1,534,842 9.8
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Witness: C. Alan Givens 6]
Title: Regulatory Consultant — Regulatory Accounting

Summary:

Company Witness C. Alan Givens provides the calculation of the revenue requirement
associated with Rider RGGI for the rate year of September 1, 2022 through August 31, 2023
(“Rate Year”). The Company is requesting a total revenue requirement of $323,411,000 for the
Rate Year.

Mr. Givens explains that the Company’s RAC revenue requirement in this proceeding includes
the Projected Cost Recovery Factor and an Interim Correction Factor. The Projected Cost
Recovery Factor calculation results in the operating income necessary for recovery of
amortization expense for CO; allowances as well as projected financing costs on the unamortized
purchased CO: allowance balances. The Interim Correction Factor will recover from, or credit
to, any under/over collection of actual known costs and updated projected allowance usage for
the months of September 1, 2020 through July 31, 2022, the end of the initial rate year for Rider
RGGI. The actual and known costs from September 2020 through September 2021, and the
updated projections from October 2021 through July 2022 are compared to the original projected
and deferred amounts from the 2020 Rider RGGI Proceeding for the period. The difference
becomes the Interim Correction Factor to be recovered from customers during the proposed Rate
Year in this proceeding.

Because the initial rate year for the previous Rider RGGI filing was to be implemented August 1,
2021, it is anticipated that the Actual Cost True-up Factor for calendar year 2021 will not be
included as part of the Rider RGGI revenue requirement until the 2022 annual update filing, for
implementation during the September 1, 2023 through August 31, 2024 rate year. At that time,
and for years beyond, the Actual Cost True-up Factor will recover from, or credit to, customers
any under- or over-recovery of costs from the most recently completed calendar year. Actual
revenues recovered during the test year are compared to actual costs incurred during the test
year. Any difference in these amounts becomes the Actual Cost True-up Factor credited to, or
recovered from, customers through the total revenue requirement requested for recovery during
the rate year.
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DIRECT TESTIMONY
OF
C. ALAN GIVENS
ON BEHALF OF
VIRGINIA ELECTRIC AND POWER COMPANY
BEFORE THE
STATE CORPORATION COMMISSION OF VIRGINIA
CASE NO. PUR-2021-00281

Please state your name, business address, and position with Virginia Electric and
Power Company (“Dominion Energy Virginia” or the “Company”).
My name is C. Alan Givens, and my business address is 120 Tredegar Street, Richmond,
Virginia 23219. I am a Regulatory Consultant in the Regulatory Accounting Department

at Dominion Energy Virginia. A statement of my background and qualifications is

attached as Appendix A.

What is the purpose of your testimony in this proceeding?

1 am testifying in support of the Company’s petition for approval of the 2021 Annual
Update to its rate adjustment clause (“RAC”), designated Rider RGGI, under § 56-585.1
A 5 e of the Code of Virginia (“Va. Code™) to recover projected and actual costs related
to the purchase of allowances through the RGGI market-based trading program for
carbon dioxide (“CO2”) emissions. Specifically, I will address the development of the
revenue requirement associated with Rider RGGI for the rate year of September 1, 2022

through August 31, 2023 (“Rate Year™).

Are you sponsoring an exhibit in this proceeding?
Yes. Company Exhibit No. _, CAG, consisting of Schedule 1, was prepared under my

supervision and direction, and is accurate and complete to the best of my knowledge and

belief. 1 am also sponsoring Filing Schedules 3-5 and Filing Schedule 8, which
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provide information regarding the Company’s cost of capital, as required by Rules 60 and £
6
90 of the Commission's Rules Governing Utility Rate Applications and Annual 3

Informational Filings. Additionally, I am sponsoring Filing Schedule 46B, consisting of
Statement 1, which provides the annual revenue requirement information for the
proposed rate year, Statement 2, which provides projected revenue requirement
information for years 2023-2046, and Statement 3, which provides documentation to
support the projected annual revenue requirements, as required by the Commission’s

Rules Governing Utility Rate Applications and Annual Informational Filings.

Before discussing the revenue requirement, will you give a brief overview of the
accounting treatment for RGGI allowances?

As noted in the Company’s initial Rider RGGI proceeding, Case No. PUR-2020-00169
(2020 Rider RGGI Proceeding”), purchased CO; allowances will be tracked in the
aggregate as an intangible asset. As CO; emissions are produced each month, this
intangible asset will be amortized based on the then-present weighted average cost per
allowance. Based on the timing of allowance auctions and purchase dates, the Company
generally expects to carry an intangible asset representing aggregated purchased but

unamortized RGGI CO; allowances.

What rate of return on common equity (“ROE”) is the Company utilizing in this
proceeding?

For purposes of this Petition and consistent with the Commission’s November 18, 2021
Final Order in the Company’s triennial review proceeding in Case No. PUR-2021-00058,
the Company is utilizing the approved ROE of 9.35% for the period subsequent to the

date of that Final Order. In addition, the capital structure used in the calculation of the

2
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revenue requirement reflects the methodology proposed by Staff and approved by the b:.'_,\‘

Commission in that Final Order. For the time periods prior to the Final Order in Case o

No. PUR-2021-00058, the Company is utilizing a ROE of 9.2%, as approved by the
Commission in its Final Order on November 2, 2019 in the Company’s 2019 ROE

Proceeding, Case No. PUR-2019-00050.

Are the Company’s revenue requirement calculations presented in this 2021 Annual
Update consistent with the Final Order and Order on Reconsideration in the 2020
Rider RGGI Proceeding?

There are a couple of changes the Company is proposing in this 2021 Annual Update
filing. First, as discussed in more detail in the pre-filed direct testimony of Company
Witness Paul B. Haynes, the Company is utilizing a monthly Virginia jurisdictional

allocation factor to calculate the revenue requirement in my Schedule 1.

In addition, similar to the interim true-up correction utilized in the Company’s Rider B
filing, Case No. PUR-2021-00111, the Company is proposing an interim correction factor
(“Interim Correction Factor”) to projected allowances from the previous filing with
updated actual and projected amounts to be recovered over the September 1, 2022
through August 31, 2023 Rate Year. The Interim Correction Factor is being proposed by
the Company in an effort to minimize the impacts of carrying costs on future known

under-recoveries that resulted from greater than anticipated allowance costs.

As noted below, the first Actual Cost True-up Factor for calendar year 2021 (August

through December) will not be included in a revenue requirement until the Company’s

2022 annual update filing, and therefore will not be recovered or returned to customers




10

11

12

13

14

17

18

19

20

21

22

until the September 1, 2023 through August 31, 2024 rate year. This interim correction is
being proposed now to address significant known under-recoveries that resulted from
higher than anticipated allowance prices and CO; emission tons. In addition, as a result
of the Commission’s Order on Reconsideration in the 2020 Rider RGGI Proceeding, the
Company will not be recovering any revenues from customers until January 2022 for the
approved revenue requirement amount which should have started in August 2021.
Including this Interim Correction Factor effectively advances the true-up of those original
projections by at least twelve months and up to twenty-four months, which significantly

reduces financing costs to customers on under-recoveries over a reduced recovery period.

What are the key components of the revenue requirement in this proceeding?

The three key components of the revenue requirement will be the Projected Cost
Recovery Factor, the Interim Correction Factor, and eventually the Actual Cost True-up
Factor. The Company’s RAC revenue requirement in this proceeding includes only the
Projected Cost Recovery Factor and the proposed Interim Correction Factor. As noted
earlier, the initial rate year for the previous Rider RGGI filing was to be implemented
August 1,2021. It is anticipated that the Actual Cost True-up Factor for calendar year
2021 will not be included as part of the RGGI revenue requirement until the 2022 annual
update filing, for implementation during the September 1, 2023 through August 31, 2024

rate year.

The Projected Cost Recovery Factor calculation results in the operating income necessary

for recovery of amortization expense for CO; allowances as well as projected financing

costs on the unamortized purchased CO; allowance balances.

BOTBTCTLE
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The Interim Correction Factor calculation will recover from, or credit to, any under/over g
€0
collection of actual known costs and updated projected allowance usage for the months of 45

September 1, 2020 through July 31, 2022, the end of the initial Rate Year for Rider
RGGI. The actual and known costs from September 2020 through September 2021, and
the updated projections from October 2021 through July 2022 are compared to the
original projected and deferred amounts from the 2020 Rider RGGI filing for the same
period. This difference becomes the Interim Correction Factor to be recovered from

customers during the proposed September 1, 2022 through August 31, 2023 Rate Year.

The Actual Cost True-Up Factor will recover from, or credit to, customers any under-/ or
over-recovery of costs from the most recently completed calendar year. Actual revenues
recovered during the test year are compared to actual costs incurred during the test year.
Any difference in these amounts becomes the Actual Cost True-Up Factor credited to, or
recovered from, customers through the total revenue requirement requested for recovery

during the Rate Year.

This request utilizes the end-of-test period capital structure and cost of capital pursuant to
Va. Code § 56-585.1 A 10 and is consistent with the Commission’s Order on
Commission Staff’s Motion in Limine dated July 14, 2009 in Case No. PUE-2009-00019.
For purposes of setting rates during the Rate Year, the end-of-test-period capital structure
and cost of capital (“Cost of Capital”) is the Company’s actual December 31, 2020 year-
end capital structure and year-end Cost of Capital. The 2020 year-end capital structure
and year-end Cost of Capital is consistent with the Staff’s proposed methodology and the
Commission’s September 4, 2020 Final Order in the Company’s 2020 Environmental

Rider (*Rider E”) in Case No. PUR-2020-00003.

5
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Please describe the current Projected Cost Recovery Factor presented in this filing.

BOTHTL

The revenue requirement to be recovered from Virginia Jurisdictional customers through
the Projected Cost Recovery Factor is presented in my Schedule 1, page 1, and consists
of the projected amortization expense for the CO; allowances during the Rate Year, and
projected financing costs on purchased CO; allowances for the Rate Year (including
income taxes on the equity component of the return). CO; allowance purchase volumes
and prices and amortization volumes included in the revenue requirement calculation are
supported by the direct testimony of Company Witnesses George E. Hitch and Jeffrey D.

Matzen.

The financing cost portion of the revenue requirement is the result of multiplying
thirteen-month average rate base as of August 31, 2023, by the Company’s Cost of
Capital. As noted above, the operating cost portion of the revenue requirement consists

of projected amortization expense for CO; allowances during the Rate Year.

For purposes of this filing, please describe the composition of the rate base as
presented in your Schedule 1.

Rate base is comprised of month-end unamortized purchased CO; allowance balances and
cash working capital. The rate base balance is allocated to the Virginia jurisdictional

customers on a monthly basis using a monthly 2021 Energy Allocation Factor (Factor 3)

as supported in the testimony of Company Witness Haynes.
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Will any of the expenses requested for recovery in the instant case be requested for
recovery in any of the Company’s unrelated Virginia rate proceedings or filings
such as its base rates, fuel, sales and use tax, or other unrelated rider cases?

No. Pursuant to Subsection A 5 e, the Company will only request recovery of those costs
and expenses directly associated with the purchase and amortization of CO; allowances
in Rider RGGI proceedings. Any indirect operating costs, such as broker fees or

Dominion Energy Services, Inc. costs, will be recovered in the Company’s base rates.

What is the total revenue requirement in this filing?

As summarized on my Schedule 1, page 1, for the Rate Year beginning September 1,
2022, the Company is requesting recovery of a total revenue requirement of
$323,411,000. Company Witness Haynes’s testimony addresses allocation of this

revenue requirement among the customer classes.

Does this conclude your pre-filed direct testimony?

Yes, it does.

BOT@ELTLTL




APPENDIX A

BACKGROUND AND QUALIFICATIONS
OF
C. ALAN GIVENS

C. Alan Givens graduated from Radford University with a Bachelor of Science degree in
Business Finance. Mr. Givens is a Certified Public Accountant and a member of both the
American Institute of Certified Public Accountants and the Virginia Society of Certified Public
Accountants. Prior to joining the Company in December 2003, he had over ten years of
experience in auditing and accounting. Mr. Givens has held numerous accounting positions
within the Company prior to joining the Regulatory Accounting Department in December 2007.
His current position of Regulatory Consultant includes responsibility for analyzing and

calculating revenue requirements for Dominion Energy Virginia rate proceedings.

Mr. Givens has previously provided testimony before the State Corporation Commission

of Virginia and the North Carolina Utilities Commission.
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