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Dear Mr. Logan:

Enclosed for filing please find an original and four copies of the Public version
of Appalachian Power Company’s Application to increase its fuel factor
pursuant to § 56-249.6 of the Code of Virginia.

The Company is also filing today under separate cover an original and 15
copies under seal of the Confidential version of this Application.

Sincerel

J. Coates

Enclosures

cc:  William H. Chambliss, Esq. (Letter only)
C. Meade Browder, Jr., Esq.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

APPLICATION OF

To increase its fuel factor pursuant to Va. Code § 56-249.6

)
)
APPALACHIAN POWER COMPANY )  Case No. PUR-2022-00139
)
)
and to implement a rider pursuant to Va. Code § 56-236 )

APPLICATION AND REQUEST TO IMPLEMENT RIDER

Pursuant to Section 56-249.6 of the Code of Virginia and 20 VAC 5-204-80, Appalachian
Power Company (“Appalachian,” “APCo,” or the “Company”) files this Application with the
State Corporation Commission (“Commission”) for approval of a revision of its fuel factor.
Specifically, the Company proposes to increase the current fuel factor to 4.319 ¢/kWh effective
November 2, 2022 through October 31, 2023 (the “fuel year”), which is an annual net increase in
the revenue of approximately $279 million. To mitigate the impact of this request, the Company
proposes to recover its deferred fuel balance as of October 31, 2022 over two fuel years. Finally,
to ensure accuracy of the costs it recovers from its customers, the Company seeks the
Commission’s approval to implement a rider (“Rider DFCC”) at a zero rate, to be updated and
trued-up in the future, as an alternative to the recovery of the carrying costs on its deferred fuel
balance through base rates.

In support of the Application, the Company states as follows:

1. Appalachian is a Virginia public service corporation serving approximately
530,000 customers in Virginia with its main office in Charleston, West Virginia and offices at
Three James Center, 1051 East Cary Street, Suite 1100, Richmond, Virginia 23219. The
Company sells electricity to retail customers in southwestern Virginia and southern West

Virginia. Its Virginia jurisdictional retail rates and service are subject to regulation by the

N




Commission. The names and addresses of the Company’s legal counsel are listed at the foot of
this Application.

2.

SERQBLBBETC

The following witnesses offer testimony in support of this Application:

William K. Castle, Director of Regulatory Services-VA/TN for APCo. Mr. Castle
supports a proposed, increased fuel factor of 4.319 ¢/kWh to become effective
November 1, 2022. In support of this proposal, he provides the projected
estimated under-recovered fuel balance of approximately $361.4 million as of
October 31, 2022, the calculations for the new proposed fuel factor, and the
projected fuel balance using the proposed fuel factor as of October 31, 2023. Mr.
Castle provides the impact on customers of this request, and in an effort to
moderate that impact, he proposes recovery of the deferred fuel balance over two
years. Finally, Mr. Castle also discusses an alternative for the Commission’s
consideration with regard to the collection of carrying charges on unrecovered
deferred fuel balances given the expected size of those balances as of December
31, 2022.

Shelli A. Sloan, Director Financial Support and Special Projects (AEPSC). Ms.
Sloan supports the total company fuel forecast of APCo. Ms. Sloan also provides
the estimate of APCo’s total company Net Energy Requirement of 31,744.5 GWh,
and includable cost of $878.5 million, to Company witness Castle for use in
determining APCo’s proposed Virginia jurisdictional fuel factor for the period
November 1, 2022 — October 31, 2023 (“Forecast Period™).

Kimberly K. Chilcote, Coal Procurement Manager, Commercial Operations
(AEPSC). Ms. Chilcote provides APCo’s procurement strategy, provides an
overview of the coal market in which the Company procures coal, describes the
coal delivery forecast for the Forecast Period, and discusses APCo’s portfolio of
coal supply agreements.

Clinton M. Stutler, Natural Gas and Fuel Oil Manager (AEPSC). Mr. Stutler
provides an overview of the natural gas market in which Appalachian procures
gas; and discusses the Company’s natural gas procurement strategy, including the
Company’s natural gas supply and transportation agreements.

Ivanh D. Phung, Regulatory Case Manager (AEPSC). Mr. Phung explains the
Company’s participation in the PJM market and PJM’s role in determining which
generation units are dispatched. He also describes the energy market during the
period of July 2021 through June 2022 (“Review Period”), as well as the
Company'’s response to PJM market conditions.

Michael J. Zwick, Vice President of Generating Assets for APCo. Mr. Zwick
provides information about the Company’s fossil-fueled generating fleet for the
Review Period. He discusses Net Capacity Factor, Equivalent Availability




Factor, and the types of events that impact these generating units’ performance
data.

3. The Commission approved Appalachian’s current fuel factor of 2.300 ¢/kWh in
Case No. PUR-2021-00205, and it has been in effect since November 1, 2021.!

4. The testimony and exhibits demonstrate that a revision to the Company’s existing
fuel factor rate is necessary to provide the Company with the appropriate level of fuel cost
recovery pursuant to Va. Code § 56-249.6 over the period beginning November 1, 2022 through
October 31, 2023.

5. As Company witness Castle describes, the implementation of the proposed fuel
factor will produce an estimated annual net increase of approximately $279 million.

6. The proposed fuel factor of 4.319 ¢/kWh is comprised of two components: an
“in-period” component of 3.011 ¢/kWh, and a “prior-period” component of 1.308 ¢/kWh.

7. Mr. Castle explains that the in-period component is designed to recover the
Virginia jurisdictional fuel cost projected to be incurred during the Forecast Period.

8. The prior-period component of the fuel factor fuel factor is a true-up component
designed to recover the estimated $361,411,867 under-recovered deferred fuel balance as of
October 31, 2022. The size of this deferred balance is substantial due to the sharp increase in
commodity and market energy prices over the prior fuel year.

9. In order to mitigate some of the impact of the Company’s request in this
Application, the Company proposes to amortize and recover this balance over a two-year period,

or $180,705,934 each year, over two fuel periods, from November 1, 2022, through October 31,

! Order Establishing 2021-2022 Fuel Factor, Application of Appalachian Power Company To
increase its fuel factor pursuant to § 56-249.6 of the Code of Virginia, Case No. PUR-2021-00205, Doc.
Con. Cen. No. 220320114 (March 15, 2022).
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2024. As presented by Mr. Castle and proposed by the Company, this reduction of the prior
period factor for the upcoming fuel year, from 2.615 ¢/kWh, to 1.308 ¢/kWh, moderates the total
increase to a residential customer’s bill from 26% to 15.8%.

10.  The Company’s projections for fuel costs continue to reflect an offset to projected
fuel costs for 75% of the Company’s projected off-system sales margins for the fuel year
pursuant to Virginia Code § 56-249.6 D 1. In addition, the projections credit against fuel costs
100% of the financial transmission rights received through PJM auction revenue rights, and
100% of transmission line loss margins, rather than reflecting either of them in lower off-system
sales margin credits at 75%.

11.  The Company’s fuel projections also reflect recovery of the energy value of the
renewable purchase power agreements (“PPAs”) that were approved for recovery in the
Company’s most recent Virginia Clean Economy Act proceeding.? The projections also include
the “non-incremental costs” of certain wind PPAs, which were developed using the methodology
adopted by the Commission in Case No. PUE-2015-00034.3

12.  The effects of implementation of the proposed fuel factor on selected residential,
commercial and industrial customers’ typical monthly bills on and after November 1, 2022 are

supported by Mr. Castle. For example, the proposed fuel factor would result in a Virginia

2 Final Order, Petition of Appalachian Power Company for approval of its 2021 RPS Plan under
§56.585.5 of the Code of Virginia and related requests, Case No. PUR-2021-00206, Doc. Con. Cen. No.
220720045 (July 15, 2022).

} Final Order, Perition of Appalachian Power Company, for approval of a rate adjustment clause,
RPS-RAC, to recover the incremental costs of participation in the Virginia renewable energy portfolio
standard program pursuant to Va. Code §§ 56-585.1 A 5 d and 56-585.2 E, Case No. PUE-2015-00034,
2015 S.C.C. Ann. Rep. 317 (Nov. 16, 2015). Note that the Commonwealth’s voluntary Renewable
Portfolio Standard (“RPS™) was replaced by a mandatory RPS established by the Virginia Clean
Economy Act in 2020.
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residential customer of APCo who uses 1,000 kWh/month experiencing a $20.17, or 15.8%
increase in his monthly bill from $127.81 to $147.98.

13. Finally, the Company requests approval to implement Rider DFCC, which will
help ensure that the rates its customers pay are accurate. Traditionally, the Company includes its
deferred fuel balances as part of rate base in a base rate review, and, if rates are changed, an
estimate of that balance, including the associated carrying charges, is included in rates going
forward.

14. This is inherently difficult in general, and even more so due to the current
volatility of the commodity markets and the magnitude of the expected fuel deferral as of
December 31, 2022. As a result, base rates that are set in the Company’s upcoming base rate
case, to be filed in March 2023, could either under- or over-collect the true carrying charges of
the actual fuel deferral balances. In lieu of the current ratemaking construct, the Company
requests that the Commission approve Rider DFCC in this proceeding, and allow the Company
to implement it with a zero rate. The Company proposes to begin deferring carrying charges on
January 1, 2023, at the Company’s approved cost of capital and capital structure. At a later date,
the Company will return to the Commission for approval to begin to recover the actual carrying
costs that it has incurred and deferred, subject to future true-up, until all such costs have been
recovered. Rider DFCC will therefore be a mechanism to ensure that the Company’s customers
only pay the actual amount of the carrying costs. Mr. Castle explains this proposal in more detail
in his testimony.

15.  The Application and filing follow the applicable requirements contained in
20 VAC 5-204-10, 20 VAC 5-204-80, and 20 VAC 5-204-90. The Company has prepared an

appendix to its Application incorporating the relevant information required by 20 VAC 5-204-80
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and 20 VAC 5-204-90, including the actual information for each month for the most recent
historical 12-month period of July 2021 through June 2022 and projections for the periods July
2022 through October 2022 and the rate year November 2022 through October 2023.

16. Under Rule 20 VAC 5-204-80, this filing necessarily contains confidential and/or
proprietary information (“Confidential Information™). This Confidential Information is filed
under seal and will be made available to respondent parties upon execution of an appropriate
confidentiality agreement and entry of a protective ruling. Pursuant to Rate Case Rule 20 VAC
5-20-204-10 F and the Commission’s Rules of Practice and Procedure Rules 5 VAC 5-20-110
and 5 VAC 5-20-170, Appalachian is filing a Motion for Protective Ruling and accompanying
proposed Protective Ruling contemporaneously with this Application.

WHEREFORE the Company respectfully requests that the Commission issue an order
that (1) authorizes implementation of a revised fuel factor of 4.319 ¢/kWh effective for service
rendered November 1, 2022 through October 31, 2023; (2) authorizes the recovery of the
deferred tuel balance over two fuel years; (3) approves a rider for the future recovery of the
carrying charges on its deferred fuel balance; and (4) grants such other or further relief as may be
necessary or appropriate to effect the intent of this Application.

Respectfully submitted,

APPALACHIAN POWER COMPANY

September 15, 2022 By ¢ '(5 ; 9
[4

C7l|71§el
Noelle J. Coates (VSB #73578)
AMERICAN ELECTRIC POWER SERVICE CORPORATION
3 James Center
1051 E Cary St., Suite 1100
Richmond, Virginia 23219
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Tel: 804-698-5541
njcoates@aep.com

James R. Bacha (VSB #74536)

AMERICAN ELECTRIC POWER SERVICE CORPORATION
I Riverside Plaza

Columbus, Ohio 43215

Tel: 614-716-3410

Jjrbacha@aep.com

Counsel for Appalachian Power Company
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Glossary of Terms

2015 APCo RPS-RAC
Proceeding

Case No. PUE-2015-00034

2021 VCEA Proceeding

Case No. PUR-2021-00206

ADFIT

Accumulated Deferred Federal Income Tax

AEP American Electric Power

AEPSC American Electric Power Service Corporation
APCo or Company Appalachian Power Company

Bef Billion cubic feet

Btu British Thermal Units

CAPP Central Appalachian

Ceredo Ceredo Generating Plant

Code Code of Virginia

Commission or SCC The Virginia State Corporation Commission
Dresden Dresden Generating Plant

EAF Equivalent Availability Factor

EGTS Eastern Gas Transmission and Storage
ETNG East Tennessee Natural Gas

FT Firm Transportation agreement

FTR Financial Transmission Rights

GWh Gigawatt hours

ICE Intercontinental Exchange

ILB [llinois Basin

IT Interruptible Transportation agreement
KPCo Kentucky Power Company

kW Kilowatt

kWh Kilowatt-hour

LMS-MA Load Management Market Area Service Agreement
LNG Liquified Natural Gas

LSE Load Serving Entity

MDQ Maximum Daily Quantity

MMBtu Million British thermal units

MW Megawatt

MWh Megawatt-hour

NAPP Northern Appalachian

NCF Net Capacity Factor

NEC Net energy cost

NYMEX New York Mercantile Exchange

0SS Off System Sales

OVEC Ohio Valley Electric Corporation

PJM PJM Interconnection LLC

PPA Purchase Power Agreement

PRB Powder River Basin

PSO Public Service Company of Oklahoma
RFP Request for Proposals

RPS Renewable Energy Portfolio Standard
RTO Regional Transmission Organization
SO2 Sulfur Dioxide

Staff State Corporation Commission Staff
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SWEPCO Southwestern Electric Power Company
VCEA Virginia Clean Economy Act
WPCo Wheeling Power Company
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APCo Exhibit No.
Witness: WKC

DIRECT TESTIMONY OF
WILLIAM K. CASTLE
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139
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APCo Exhibit No.
Witness: WKC

SUMMARY OF DIRECT TESTIMONY OF
WILLIAM K. CASTLE

My direct testimony supports a proposed, increased fuel factor of 4.319¢/kWh to become
effective November 1, 2022. In support of this proposal, I provide the estimated under-recovered
fuel balance of approximately $361.4 million as of October 31, 2022, the calculations for the new
proposed fuel factor, and the projected fuel balance using the proposed fuel factor as of October

31,2023.

In an effort to moderate the impact to customers, I propose recovery of the deferred fuel
balance over two years.

I discuss an alternative for the Commission’s consideration with regard to the collection of
carrying charges on unrecovered deferred fuel balances given the expected size of those balances
as of December 31, 2022.

SEROTBALT
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APCo Exhibit No.
Witness: WKC

DIRECT TESTIMONY OF
WILLIAM K. CASTLE
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139
PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.
My name is William K. Castle. [ am the Director of Regulatory Services-VA/TN for
APCo, and my business address is 1051 East Cary St., Suite 1100, Richmond, Virginia
23219.
PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND BUSINESS
EXPERIENCE.
I earned a Bachelor of Science degree in Mechanical Engineering from Tulane University
in 1988, and a Masters of Business Administration degree from the University of Texas —
Austin in 1998. [ hold the Chartered Financial Analyst (CFA) designation. I was an
officer in the U.S. Navy from 1988-1996. I have worked in the utility industry since 1998,
beginning with the Columbia Energy Group, Herndon, Virginia, where [ held positions in
financial planning and corporate finance. Subsequent to the acquisition of Columbia
Energy Group by Merrillville, Indiana-based NiSource in 2000, I performed financial
planning and analysis functions. In 2004 [ was employed by AEPSC in the Corporate
Planning and Budgeting Department, including Resource Planning. In 2014, I accepted
my current position.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?
Yes. 1regularly provide testimony on behalf of APCo before the State Corporation
Commission, and previously testified before regulatory commissions in Ohio, Oklahoma,

Indiana, West Virginia, Arkansas, and Tennessee.
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APCo Exhibit No.
Witness: WKC
Page 2 of 9

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to support the Company’s proposed fuel factor to be
effective November 1, 2022. In that regard, I am sponsoring the following exhibits:

e APCo Exhibit No. ___ (WKC) Schedule 1 - APCo’s actual total company fuel
cost by month for the period July 2021 through June 2022 and the booking
estimate of total company fuel cost for the month of July 2022;

e APCo Exhibit No.  (WKC) Schedule 2 - APCo’s Virginia jurisdictional fuel
cost recovery position projected as of October 31, 2022;

e APCo Exhibit No.  (WKC) Schedule 3 - Development of the Virginia
jurisdictional fuel factor to be effective November 1, 2022;

e APCo Exhibit No.  (WKC) Schedule 4 - The projected Virginia jurisdictional
fuel cost recovery position as of October 31, 2023, assuming implementation of
the proposed fuel factor for service rendered beginning November 1, 2022;

e APCo Exhibit No. __ (WKC) Schedule S - Revision of Virginia SCC Tariff No.
26 Schedule F.F.R. (Fuel Factor Rider) to incorporate the Company’s proposed
fuel factor effective November |, 2022;

o APCo Exhibit No. __ (WKC) Schedule 6 - Schedules summarizing the estimated
total revenue change associated with the proposed fuel factor change broken down
into in-period and true-up components; and

e APCo Exhibit No. _ (WKC) Schedule 7 - A sample billing analysis indicating
the effects of the change in the proposed fuel factor on typical customers’ monthly
bills.

WHAT IS THE COMPANY PROPOSING IN THIS PROCEEDING?

The Company is proposing that its current fuel factor of 2.300¢/kWh, which was placed in
effect November 1, 2021, be increased to 4.319¢/kWh as shown in APCo Exhibit No.
(WKC) Schedule 3. The Company requests that its proposed fuel factor, which mitigates
the increase by spreading the unrecovered deferred fuel balance over an initial two-year
period, become effective November 1, 2022. In addition, I propose deferring carrying

charges on unrecovered fuel balances, for collection through a future rider, as an
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Witness: WKC
Page 3 of 9

alternative to recovery through base rates.

SEEOTBEBT T

ACTUAL FUEL COST

HAVE YOU DEVELOPED A SCHEDULE THAT PRESENTS THE ACTUAL
MONTHLY FUEL COST FOR THE PERIOD JULY 2021 THROUGH JUNE 2022?
Yes. APCo Exhibit No. _ (WKC) Schedule 1 displays the actual total Company fuel
cost by month for the period July 2021 through June 2022 and for July 2022 based on the
Company’s booking estimate.

WHY DOES THE ACTUAL FUEL COST DATA PRESENTATION START WITH
THE JULY 2021 VALUES?

In the Company’s most recent fuel filing the most current actual fuel cost data presented
by the Company was for June 2021. In this proceeding, the actual fuel cost data
presentation begins with July 2021 in order to provide an uninterrupted series of actual
cost data.

PROJECTED FUEL COST RECOVERY POSITION AS OF OCT. 31, 2022, AND

TWO YEAR DEFERRED FUEL BALANCE RECOVERY

WHAT IS THE COMPANY’S VIRGINIA JURISDICTIONAL FUEL COST
RECOVERY POSITION EXPECTED TO BE AS OF OCTOBER 31, 2022?

APCo Exhibit No. __ (WKC) Schedule 2 summarizes the Company’s cumulative Virginia
jurisdictional fuel cost recovery position, beginning with the June 30, 2021 actual
cumulative fuel cost recovery balance; continuing on a monthly basis with actual values
from July 2021 through June 2022 and the booking estimate for July 2022; and from

August 2022 through October 2022 on a projected basis (using projected monthly fuel
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APCo Exhibit No.
Witness: WKC
Page 4 of 9
cost and energy sales data sponsored by Company witness Sloan in this proceeding). As
can be observed from APCo Exhibit No. __ (WKC) Schedule 2, APCo is expected to
have a Virginia jurisdictional cumulative fuel cost under-recovery of approximately
$361.4 million as of October 31, 2022, which the Company is proposing to recover over a
two-year period.
WHY [S THE COMPANY PROPOSING TO RECOVER THE ACCUMULATED
FUEL DEFERRAL BALANCE OVER TWO YEARS?
The cumulative Virginia jurisdictional fuel cost recovery position calculated in this
proceeding is significant, reflecting the increase in commodity and market energy prices
over the prior fuel year. The Company is proposing to recover the accumulated deferred
fuel balance over two years in order to moderate the impact to customers of the large
increase to the fuel factor over the upcoming period.

If approved, the Company will amortize the October 31, 2022 projected fuel
deferral balance of $361.4 million over two fuel periods, from November 1, 2022, through
October 31, 2024 (24 months). This would result in a reduction to the prior period factor
for the upcoming fuel year, from 2.615¢/kWh, to 1.308¢/kWh, reducing the total impact

to a residential customer’s bill from 26% to 15.8%.

PROPOSED FUEL FACTOR

WHAT IS THE COMPANY’S REQUEST REGARDING THE LEVEL OF THE
FUEL FACTOR AND THE EFFECTIVE DATE OF CHANGE IN THE CURRENT
FACTOR?

As previously stated, the Company is presenting evidence that supports a fuel factor of

SEBACEBOHTT
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APCo Exhibit No.
Witness: WKC
Page 5 of 9
4.319¢/kWh, comprised of an in-period component of 3.011¢/kWh and a prior-period
component of 1.308¢/kWh, and requests that the Commission approve this proposed
factor to become effective for service rendered on and after November 1, 2022.
PLEASE BRIEFLY DESCRIBE HOW THE IN-PERIOD COMPONENT
PROPOSED FUEL FACTOR WAS DEVELOPED.
APCo Exhibit No. __ (WKC) Schedule 3 demonstrates the development of the two
components constituting the proposed fuel factor.
The first, or in-period, component (APCo Exhibit No. _ (WKC) Schedule 3, Line
3) of the proposed fuel factor is designed to recover the Virginia jurisdictional fuel cost
projected to be experienced during the period November 1, 2022 through October 31,
2023. To obtain the in-period component, the projected fuel cost allocated to the Virginia
jurisdiction (APCo Exhibit No. __ (WKC) Schedule 3, Line 1) of $416,140,161, which
includes the non-incremental costs associated with APCo’s Beech Ridge and Grand Ridge
wind contracts as approved in the 2015 APCo RPS-RAC Proceeding, and the energy
components of the Company’s other wind and solar resources, whether owned or
contracted, as defined and approved in the 2021 VCEA Proceeding, a credit for 75% of
projected OSS margins, PJM LSE transmission losses, PJM congestion charges, 100% of
incremental transmission line loss margins, and FTR revenues, was divided by the
projected Virginia jurisdictional energy sales for the 12 month period of 13,819,411,000
kWh (APCo Exhibit No. __ (WKC) Schedule 3, Line 2). The resulting in-period fuel cost
recovery component is 3.011¢/kWh.

PLEASE BRIEFLY DESCRIBE HOW THE PRIOR-PERIOD COMPONENT

SEQOLBRTE
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Witness: WKC
Page 6 of 9
PROPOSED FUEL FACTOR WAS DEVELOPED.
The second component (APCo Exhibit No. __ (WKC) Schedule 3, Line 7) of the
proposed fuel factor is a true-up component designed to recover the estimated
$361,411,867 under-recovered deferred fuel balance as of October 31, 2022 over a two-
year period (APCo Exhibit No. __ (WKC) Schedule 2), or $180,705,934 each year. This
amount was divided by the projected Virginia jurisdictional energy sales for the period
November 1, 2022 - October 31, 2023 to obtain the prior period under-recovery
component of 1.308¢/kWh.
The combination of these two components (APCo Exhibit No. __ (WKC)

Schedule 3, Line 8) produces the proposed fuel factor of 4.319¢/kWh.

PROJECTED FUEL COST RECOVERY POSITION AS OF OCTOBER 31, 2023

HAVE YOU PREPARED A SCHEDULE SUMMARIZING THE PROJECTED
FUEL COST RECOVERY POSITION AS OF OCTOBER 31, 2023?

Yes, APCo Exhibit No. __ (WKC) Schedule 4 summarizes the projected Virginia
jurisdictional fuel cost recovery position on a monthly and cumulative basis through
October 31, 2023, based upon projected fuel cost and energy sales data sponsored by
Company witness Sloan in this proceeding, and using the proposed fuel factor of
4.319¢/kWh developed in APCo Exhibit No. __ (WKC) Schedule 3. APCo Exhibit No.
___(WKC) Schedule 4 shows that the use of this proposed factor is expected to result in a
projected fuel cost under-recovery position of $180,691,664 as of October 31, 2023.

REVISED TARIFF

PLEASE DESCRIBE HOW THE PROPOSED FUEL FACTOR WOULD BE

SECRCEOET
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Witness: WKC
Page 7 of 9
INCORPORATED IN THE COMPANY'’S TARIFF.
The proposed fuel factor would be shown on tariff Sheet No. 52 entitled “Rider F.F.R.”
APCo Exhibit No. __ (WKC) Schedule 5 illustrates how the proposed fuel factor would
be incorporated in the tariff schedule in the Company’s Virginia SCC Tariff No. 26, to be

effective with service rendered on and after November 1, 2022.

REVENUE AND BILL IMPACTS

WHAT IS THE NET REVENUE IMPACT OF IMPLEMENTING THE
COMPANY’S PROPOSED FUEL FACTOR?

APCo Exhibit No. __ (WKC) Schedule 6 shows the components of the Virginia
jurisdictional 12-month net revenue impact using the Company’s proposed fuel factor,
which produces an estimated annual revenue net increase of $279,013,908.

WHAT IS THE IMPACT OF IMPLEMENTATION OF THE PROPOSED FUEL
FACTOR ON THE MONTHLY BILLS OF THE COMPANY’S VIRGINIA
RETAIL CUSTOMERS?

APCo Exhibit No. __ (WKC) Schedule 7 shows the effects of implementation of the
proposed fuel factor on selected residential, commercial and industrial customers’ typical
monthly bills on and after November 1, 2022. For example, billing under the proposed
fuel factor, as contained in APCo Exhibit No. __ (WKC) Schedule 5, would result in a
Virginia residential customer of APCo who uses 1,000 kWh/month experiencing a
$20.17, or 15.8% increase in his monthly bill from $127.81 to $147.98.

RECOVERY OF CARRYING CHARGES ON DEFERRED FUEL BALANCES

PLEASE DESCRIBE THE COMPANY’S PROPOSAL TO DEFER CARRYING

SEDRTGBTLE
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Page 8 of 9
CHARGES ON UNRECOVERED FUEL BALANCES.
The Company expects to have an uncollected Virginia jurisdictional fuel balance of $338
million at the end of 2022. Currently, the deferred fuel balance, net of Accumulated
Deferred Federal Income Tax (ADFIT), is included in rate base in triennial proceedings.
There is inherent inaccuracy in attempting to gauge the actual level of uncollected fuel
balances that will be representative of the entire next Triennial Period under this method,
which could lead to setting base rates that ultimately either under or over collect the true
carrying charges of the actual fuel deferral balances net of ADFIT. This is especially true
considering the magnitude of the expected fuel deferral as of December 31, 2022. In lieu
of the traditional ratemaking construct, the Company proposes to begin deferring carrying
charges January 1, 2023, at the Company’s approved cost of capital and capital structure,
for collection through a rider (Rider DFCC), subject to true-up.
HOW WOULD THIS PROPOSED RIDER DFCC IMPACT THE UPCOMING
TRIENNIAL FILING IN MARCH 2023?
If approved, the Company would, as is standard practice, include deferred fuel balances
net of ADFIT in rate base for the earnings test and going forward revenue requirement in
its base case filing, to be made by the end of March 2023, as a Commission decision on
the Company’s proposal in this case is not due until approximately the same time. If the
Commission approves the Company’s request to implement Rider DFCC in this
proceeding, the deferred fuel balance net of ADFIT would then be removed from the

going forward rate base and revenue requirement during the course of the triennial

proceeding. The Company will provide in its 2023 triennial filing the base rate revenue
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requirement impact if the Commission were to approve the Company’s request.
HOW WOULD THE COMPANY PROPOSAL IMPACT THE 2023-2025
EARNINGS TEST?
If the Commission approves the Company’s proposal, the Company would not include
deferred fuel balance net of ADFIT in the earnings test for 2023, 2024 and 2025.
WHEN THE DOES THE COMPANY PROPOSE TO IMPLEMENT THE RIDER?
If the Commission approves Rider DFCC in this proceeding, the Company proposes to
implement it with a zero rate, and will provide the Commission with an estimate of fuel
balances through the end of calendar year 2023, beginning with an actual 2022 year-end
balance. Thereafter, the Company will seek the Commission’s permission to implement
rates through the Rider as soon as practical. Rider DFCC would be subject to true-up,
reflecting actual balances on an annual basis until such time that it is no longer necessary.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.

SIS CIOFACTO A
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Schedule 3
APPALACHIAN POWER COMPANY
VIRGINIA JURISDICTION
DERIVATION OF FULL FUEL FACTOR
Linc
No. £/kWh
1 Projected Virginia Jurisdictional Fue! Cost
November 2022 - October 2023 5 416,140,161 (A)
2 Projected Virginia Junsdictional Energy Sales,
November 2022 - October 2023 - 13.819,411,000 KWH (B)
3 In-period Fuel Cost Recovery Component 301
4  Projected Fuel Cost Underrecovery as of
Octaber 31,2022 M 361,411,867 ©)
+ 2
5 172 Projected Deferral Balance (2 Y'r Mitigation) 180,705,934
6  Projected Virginia Jurisdictional Enerygy Sales,
November 2022 - October 2023 + 13819,411,000 KWH (B)
7  Prior-period Fuel Cost Underrecovery Component 1.308
8  Total Fuel Fuctor 4319

(A\) Per APCo Exhibit No. _ (WKC) Schedule 4, Column §.

(B) Per APCo Exhibit No, {WKC) Schedule 4, Column 1.

(C) Per APCo Exhibit No.___ (WKC) Schedule 2, Column 7.
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Page 1 of 2

APPALACHIAN POWER COMPANY First Second Revision of
Sheet No. 52

VA. S8.C.C. TARIFF NO. 26

CSEBRLERLCT

RIDER F.F.R.
(Fuel Factor Rider)

AVAILABILITY OF SERVICE

A Fuel Factor Rider will be applied to all standard customer service rendered under the Applicable Schedules or special
contracts. The Fuel Factor Rider shall be calculated by multiplying the customer’s kWh by 4.3192:3808¢ per kilowatt-hour.

The Fuel Factor Rider shall remain in effect until such time as modified by the Commission.

Issued: Effective: November 1, 2022+
Pursuant to Procedural Order

Dated:

Case No. PUR-20224-00139205
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Page 2 of 2

APPALACHIAN POWER COMPANY Second Revision of
Sheet No. 52

VA.S.C.C. TARIFF NO. 26

CEAOLREEEL

RIDER F.F.R.
(Fuel Factor Rider)

AVAILABILITY OF SERVICE

A Fuel Factor Rider will be applied to all standard customer service rendered under the Applicable Schedules or special
contracts. The Fuel Factor Rider shall be calculated by multiplying the customer’s kWh by 4.319 ¢ per kilowatt-hour.

The Fuel Factor Rider shall remain in effect until such time as modified by the Commission.

Issucd: Effective: November 1, 2022
Pursuant to Proccdural Order

Dated:
Case No. PUR-2022-00139




APPALACHIAN POWER COMPANY
VIRGINIA JURISDICTION
ESTIMATED REVENUE INCREASE

ASSOCIATED WITH THE PROPOSED FUEL FACTOR
FOR THE PERIOD NOVEMBER 2022 - OCTOBER 2023

Increase attributable to change in
in-period Component:

Proposed $ 0.03011 /KWH

Current - 0.02021
Increase 0.00990 /KWH

Projected energy sales x 13,819.411,000 KwH

Change in Prior-Period True-up Component:
Increase attributable to implementation
of proposed 2 year mitigated prior-period underrecovery
collection component:
Proposed component $ 0.01308 /KWH
Projected energy sales x 13,819,411,000 KwH

Change attributable to removal of
current prior-period undererrecovery
collection component:

Current component $ 0.00279 /KwH
Projected energy sales x 13,819411,000 KwH

Subtotal- Increase attributable to change
in prior-period component

Total estimated 12-month revenue increase/(decrease)
associated with the proposed fuel factor change

$

180,757,896

38,656,157

APCo Exhibit No.
Witness: WKC
Schedule 6

136,812,169

142,201,739

279,013,908

SELOCERTT




APCo ExhibitNo.___
Witness: WKC
Schedule 7
APPALACHIAN POWER COMPANY Page o1
VIRGINIA JURISDICTION
SELECTED TYPICAL MONTHLY BILLS
Bill Amount (1) Bill Amount (a)
Under Under
Current Rates Proposed Fuel Factor
Tariff Energy / Demand VA SCC Tarift' No. 26 VA SCC Tariff No. 26 Doilar Percent
Schedule Conswmption Effective 9/1/2022, Effective 11412022 Incrgpse Incrense
3 5 5 %
RS 100 kWh 19.46 21.48 2.02 10.4%
RS 250 kWh 37.55 42.59 5.04 13.4%
RS 500 kWh 67.65 77.74 10.09 14.9%
RS 750 kWh 97.72 112.84 15.12 15.5%
RS 1,000 kWh 127.81 147.98 20.17 15.8%
RS 1,500 kWh 188.04 218.30 30.26 16.1%
RS 2,000 kWh 248.19 288.53 40.34 16.3%
RS 3,000 kWh 368.57 429,08 60.51 16.4%
RS 5,000 kwh 609.34 710.19 100.85 16.6%
RS 7.500 kWh 910.34 1,061.62 151.28 16.6%
SWS§ 1,500 kWh 201.25 231.54 30.29 15.1%
SW§ 3,000 kWh 393.56 454.13 60.57 15.4%
SWS 5,000 kWh 650.00 750.95 100.95 15.5%
SW§ 10.000 kWh 1,291.10 1,493.00 201.90 15.6%
SwWs 30.000 kWh 3,855.53 4,461.23 605.70 15.7%
SwWS§ 50,000 kWh 6,419.95 7,429.45 1.009.50 15.7%
SGS§ 375 kWh 49.47 57.04 1.57 15.3%
SGS 1,000 kWh 116.66 136.85 20.19 17.3%
SGS 2,000 kWh 224.21 264.59 40.38 18.0%
SGS 4,000 kWh 439.30 520.06 80.76 18.4%
MGS Secondary 30 kW /6,000 kWH 719.58 840.72 121,14 16.8%
Secondary S0kW 712,500 kWH 1,426.98 1,679.36 25238 17.7%
Secondary 150 kW / 60,000 kWH 6.375.98 7,587.38 1,211.40 19.0%
MGS Primary 250 kW 50,000 kWH 5,516.57 6,526.07 1,000.50 18.3%
Primary 500 kW 200,000 kWH 19,754.62 23,792.62 4,038.00 20.4%
GS Secondary 40 kW /10,000 kWH 1,150.17 1,352.07 201.90 17.6%
Secondary 75 kW 730,000 kWH 2,811.59 3,417.29 605.70 21.5%
Secondary 500 kW ! 150.000 kWH 16,117.42 19.145.92 3.028.50 18.8%
GS Primary 1,000 kW /200,000 kWH 22,071.07 26.109.07 4,038.00 18.3%
Primary 1,000 kW ¢ 400,000 kWH 34.897.74 42,973.74 8,076.00 23.1%
1es Secondary 1.000 kW , 450,000 kWH 41.008.72 50,094.22 9,085.50 22.2%
Sceondary 2,000 kW / 1,000,000 kWH 85,088.93 105,278.93 20,190.00 23.7%
Secondary 3,000 kW /2,000,000 kW 143.855.24 184,235.24 40,380.00 28.1%
LPS Primary 3,500 kW 72,000,000 kWH 148.596.84 188.976.84 40.380.00 27.2%
Primary 5,000 kW 7 3,000.000 kWH 216,877.85 277,447.85 60,570.00 27.9%
LPS Subtransmission 10,000 kW 1 5,000,000 kWH 367,167.95 468,117.95 100,950.00 27.5%
Subtransmission 20,000 kW 13,000,000 kWH 832,516.29 1,094,986.29 262,470.00 31.5%
LPS Transmission 15,000 kW ¢ 9,000,000 kWLl 593.684.94 775.394.94 181,710.00 30.6%
I'ransinission 30,000 kW / 19.000,000 kWH 1,219,670.93 1,603.280,93 383,610.00 31.5%

{a) Docs not include Sales and Use Tax Rider, Consumption taxes, or Utility tax.

SERQTCEBET
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DIRECT TESTIMONY OF
SHELLI A. SLOAN
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139

Witness: SKg
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SUMMARY OF DIRECT TESTIMONY OF
SHELLI A. SLOAN
In my testimony I,
e Support the total company fuel forecast of APCo.

¢ Provide the estimate of APCo’s total company Net Energy Requirement of
31,744.5 GWh, and includable cost of $878.5 million, to Company
witness Castle for use in determining APCo’s proposed Virginia
jurisdictional fuel factor for the period November 2022 — October 2023.

SEQATBOTT
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DIRECT TESTIMONY OF
SHELLI A. SLOAN
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139
PLEASE STATE YOUR NAME, POSITION, AND BUSINESS ADDRESS.
My name is Shelli A. Sloan. I am employed by AEPSC, a subsidiary of AEP, in the
Corporate Planning and Budgeting organization as Director Financial Support and
Special Projects. My business address is 1 Riverside Plaza, Columbus, Ohio 43215.
PLEASE BRIEFLY DESCRIBE YOUR EDUCATIONAL AND
PROFESSIONAL BACKGROUND.
I earned a Bachelor of Science in Business Administration Degree from The Ohio
State University in 1991 and a Master of Business Administration from Ashland
University in 2002. I was hired by AEPSC in 1998 into the Information
Technology organization where I performed multiple roles in the Resource
Management group and the Project Management Office. In 2009, I joined
Regulatory Services as a Regulatory Consultant supporting fuel filings for all
AEP operating companies.

From 2012 through 2017, [ was a Regulatory Case Manager, overseeing
large and complex regulatory filings for multiple AEP operating companies. In
2018, [ was promoted to the position of Director Case Support and Special
Projects where [ lead a team responsible for Integrated Resource Plan filings,

renewable acquisition filings, and witness support in all AEP jurisdictions. 1

moved into my current role in 2021.
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WHAT ARE YOUR RESPONSIBILITIES AS DIRECTOR FINANCIAL
SUPPORT AND SPECIAL PROJECTS?
As Director of Financial Support and Special Projects, [ am responsible for
directing the support of certain regulatory activities within the forecasting group,
overseeing and compiling the preparation of earnings materials and projections,
managing the overall flow of the financial forecast process, and leading various
special projects involving the Finance organization. I assist in the preparation of
financial forecasts in conjunction with operating company personnel, variance
analyses, regulatory filings, and other ad hoc analysis for the AEP System’s utility
companies. With respect to this filing, [ am responsible for deriving the sources
and disposition of energy analysis for the forecast period.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY REGULATORY
COMMISSION?
Yes, 1 have submitted testimony before the Commission on behalf of APCo, and I
have testified and/or submitted testimony before the Public Service Commission of
West Virginia on behalf of APCo and WPCo in fuel factor proceedings. In
addition, T have filed testimony on behalf of Indiana Michigan Power before the
Indiana Utility Regulatory Commission for fuel proceedings and before the

Michigan Public Service Commission in power supply cost recovery proceedings.
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Q. PLEASE SUMMARIZE YOUR TESTIMONY IN THIS PROCEEDING.
A. The purpose of my testimony is to:

e Provide an estimate of APCo’s total company net energy requirement and
includable cost for July 1, 2022 through October, 2022, (Bridge Period), and
for November 1, 2022 through October 31, 2023, (Forecast Period); and

e Provide a description of the methodologies employed in order to arrive at the
forecasted net energy requirement and includable cost.

[ provided the estimate of APCo’s total company net energy requirement of
31,744.5 GWh, and includable cost of $878.5 million, to Company witness Castle
for use in determining APCo’s proposed Virginia jurisdictional fuel factor.
Q. ARE YOU SPONSORING ANY SCHEDULES?
I sponsor an estimate of APCo’s net energy requirement and includable cost for the
Forecast Period. Specifically, I sponsor:
e APCo Exhibit No. ___ (SAS) Schedule | - The estimate of the total company

net energy requirement and includable cost for the Forecast Period,

o APCo Exhibit No. __ (SAS) Schedule 2 - A total company sources and uses of
energy statement for the Forecast Period;

e APCo Exhibit No. __ (SAS) Schedule 3 - The projected Virginia sales to
ultimate customers for the Forecast Period,;

e APCo Exhibit No. __ (SAS) Schedule 4 - A description of the NEC forecasting
methodology; and

e APCo Exhibit No. __ (SAS) Schedule 5 - The incremental Cost Calculation for
RPS generation purchased from RPS Wind and Solar facilities as approved in
the Company’s 2021 VCEA Proceeding, and Non-RPS Wind Farms as
calculated in prior fuel filings and the Fuel Recovery percentages for each RPS
facility.

In addition, for the Bridge Period, I sponsor APCo Exhibit No. __ (SAS) Schedule

6, an estimate of the total company net energy requirement and includable cost, a
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total company sources and uses of energy statement and a projection of Virginia
sales to ultimate customers.
HAVE THE DATA AND SCHEDULES YOU SPONSOR BEEN PREPARED
IN A MANNER CONSISTENT WITH THE LAST FUEL FACTOR CASE
THAT WAS FILED?
Yes, the data and schedules were prepared consistently with those presented in the
Company’s last fuel factor case, with the exception of the estimated price for
natural gas used in the modeling, as described below, and the treatment of some
of the Company’s renewable resources. For renewable PPAs approved for
recovery in the Company’s 2021 VCEA Proceeding, the includable costs for these
rcsources are the energy value, as defined, calculated, and approved in that
case. For the Beech Ridge and Grand Ridge wind farms, which are not part of the
Company’s VCEA compliance resources, the includable costs are the “non-
incremental costs,” as calculated and approved in the 2015 APCo RPS-RAC
Proceeding.
WHEN WAS THE FORECAST FOR THIS FILING DEVELOPED?
The forecast is developed over several months utilizing the methodology described
in APCo Exhibit No._  (SAS) Schedule 4. Once final, the forecast is published.
The forccast represents the data available during the development period and does
not necessarily reflect current domestic and global market conditions; current
market conditions are addressed by other Company witnesses. Because the

different components of this forecast are inter-related, and because of the length of
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time it takes to develop the various inputs into and the forecast itself, it was not
feasible to prepare a forecast that reflects more current conditions. Moreover, it is
not known at this time whether current conditions represent a short-term anomaly
or a longer-term trend. As one considers the comparisons and projections
described throughout my testimony and in my exhibits, it is important to remember
that they reflect assumptions that do not take into account more recent market
conditions, or current prices for coal, natural gas, and energy. For the forecast
being utilized in this proceeding, the natural gas forecast was developed in early
July 2022, during a time when natural gas prices were declining, while the final
forecast was published in August 2022.
WHY DID THE COMPANY CHOOSE TO CHANGE THE
METHODOLOGY FOR CALCULATING THE ESTIMATED PRICE FOR
NATURAL GAS UTILIZED FOR MODELING PURPOSES?
Due to the recent high volatility in the natural gas market, the natural gas forwards
which were previously utilized by the Company for modeling purposes, are no
longer reflective of a normalized market for near-term forecasting. Because of the
magnitude of continual change in the forwards over the past few years, for market
simulation, the Company chose to move to a natural gas price based on normalized
weather, historical natural gas production, and consumption, and other economic
data points. Company witness Stutler provides an overview of the natural gas

market and the associated market volatility.

CEQORTGBRHTT




10

11

12

13

14

15

16

19

20

21

22

APCo ExhibitNo.
Witness: SAS
Page 6 of 9
WOULD YOU PLEASE DEFINE NET ENERGY REQUIREMENT AND
INCLUDABLE COST?
Net energy requirement is defined, as in previous filings, as APCo’s internal load
(sales to ultimate customers, sales to firm wholesale customers, and losses). The
includable cost is defined as the energy cost incurred to meet APCo’s internal load
requirements, including non-incremental wind costs as well as the financial
settlement of PJM LSE (load serving entity) transmission losses, financial
transmission rights (FTR) revenues, PJM Implicit Congestion Charges, and the oft-
system sales (OSS) margin credit. The components of the net energy requirement
and includable cost are shown on APCo Exhibit No.  (SAS) Schedule 1.

APCo meets the energy requirements economically through a combination
of its own generating sources and purchased power. Additional detail related to the
sources and uses of energy and sales to ultimate customers is shown on APCo
Exhibit No. __ (SAS) Schedule 2 and APCo Exhibit No. __ (SAS) Schedule 3,
respectively.

HAVE YOU PREPARED AN EXHIBIT THAT DESCRIBES THE
METHODOLOGY REFERENCED ABOVE?

Yes. Please refer to APCo Exhibit No. _ (SAS) Schedule 4.

PLEASE DESCRIBE THE COMPANY’S RENEWABLE GENERATION
RESOURCES INCLUDED IN THIS FILING.

The Company has wind PPAs with Camp Grove Wind Farm, Fowler Ridge Wind

Farm, and Bluff Point Wind Farm. These three legacy wind PPAs and solar PPAs
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with Leatherwood, Wytheville, and Depot were subject to prudency and approved
as part of the Company’s 2021 VCEA Proceeding. The includable costs for these
RPS generation resources in regards to this filing are the energy value, as defined,
calculated and approved in that case.

In addition, the Company has wind PPAs with Beech Ridge and Grand
Ridge wind farms, which are included in this filing as Non-RPS facilities and are
calculated for recovery as approved in the 2015 APCo RPS-RAC Proceeding.
PLEASE DISCUSS HOW YOU HAVE SHOWN THE FORECASTED
PURCHASE POWER RPS AND NON-RPS FACILITIES COSTS IN THIS
FILING.

The total energy value for the RPS PPAs are included in NEC on APCo Exhibit No.
____(SAS) Schedule 1, line 4. The amount of the energy costs from these contracts
that cannot be included are removed on APCo Exhibit No. __ (SAS) Schedule 1,
line 9, leaving the allowable energy costs of these contracts in the fuel filing. The
energy from the renewables facilities is shown on APCo Exhibit No. __ (SAS)
Schedule I, line 22.

The total generation cost of the Non-RPS are included in NEC on APCo
Exhibit No. __ (SAS) Schedule 1, line 5. The amount of the generation costs from
these contracts that cannot be included are removed on APCo Exhibit No.
(SAS) Schedule 1, line 10, leaving the allowable costs of these contracts in the fuel
filing. The energy from the renewables facilities is shown on APCo Exhibit No.

___(SAS) Schedule 1, line 23.
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PLEASE DISCUSS HOW THE EXCLUDED ENERGY COSTS FOR THE
RENEWABLE FACILITIES WERE CALCULATED.
APCo Exhibit No. __ (SAS) Schedule 5, Page 1 of 2, shows the incremental costs
for the Non-RPS Farms which were calculated consistent with the methodology that
was approved by the Commission in the 2015 APCo RPS-RAC Proceeding using
the current percentage from the June 2022 monthly fuel factor deferral accounting
process. These non-incremental costs are equal to the replacement costs APCo
would have incurred had the wind contracts not been in place.

APCo Exhibit No. _ (SAS) Schedule 5, Page 2 of 2, reflects the allowable
percentages (Fuel Recovery Percent) for each RPS facility as approved in the
Company’s 2021 VCEA Proceeding.

PLEASE DESCRIBE HOW THE FORECAST OF THE OFF-SYSTEM
SALES MARGIN CREDIT WAS DERIVED.

OSS volume 1s a function of APCo’s forecasted generation and committed
purchases (i.e., OVEC, Summersville hydro, solar and wind) as determined by the
PLEXOS® simulation model and hour-by-hour internal load. An off-system sale
is forecasted to occur during a given hour when the sum of APCo’s total
forecasted generation and committed purchases is greater than its internal load
requircment.

Off-system sales transactions are assumed to be made with parties in the
PJM market and priced according to forecasted market prices. The total forecast

of OSS revenues is divided between cost recovery and net realization or margin.
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These margins consist of both physical and non-physical transactions in
the wholesale market. The margin represents the value that remains after
subtracting the variable cost incurred to make off-system sales from the total
revenue realized. This definition is consistent with how these margins have been
defined as off-system sales margins are included as a credit to fuel costs. The
incremental transmission line loss margins, FTR Revenues and PJM Implicit
Congestion Charges on lines 12, 14 and 15 of APCo Exhibit No. __ (SAS)
Schedule 1 have been adjusted out of the off-system sales margin, and a 75%
factor has been applied to the remaining margin.
WHAT IS THE NET ENERGY REQUIREMENT AND INCLUDABLE
COST FOR THE FORECAST PERIOD FOR APCO AS DETERMINED BY
THE METHODOLOGY DESCRIBED IN APCO EXHIBIT NO. _ (SAS)
SCHEDULE 4?
As shown on APCo Exhibit No. _ (SAS) Schedule 1, line 28, APCo’s net
energy requirement is 31,744.5 GWh. APCo Exhibit No. __ (SAS) Schedule 1,
line 16 also shows the total Company Includable Cost is $878.5 million. The
estimated per-unit cost is 27.67 mills’kWh (or 2.77 ¢/kWh), before consideration
for any line losses. This rate is used in the determination of the proposed Virginia
jurisdictional fuel factor as developed by Company witness Castle in this
proceeding.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.

GEARLEOET
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Schedule 4

Page 1 of 2

Development of NEC Forecast
In Virginia S.C.C. Case No. PUR-2022-00139

I[. Overview

The preparation of Appalachian Power Company’s (APCo) Net Energy Cost (NEC)
forecast requires a projection of APCo’s internal load requirement. The internal
load projection was developed by the AEPSC Economic Forecasting Department
in conjunction with various groups across the AEP System. The AEP Resource
Planning Departments developed the generation and off-system sales forecast.

The internal load forecast reflects an analysis of the economy and the unique
factors that influence individual customers or customer classes that APCo serves.
A forecast of generation (net energy output) from APCo's generating units and
purchased power was developed for the Forecast Period to meet APCo's total
system load obligations. APCo’s generating units are operated along with the units
of the other PJM members, to meet the total PJM load requirements on the most
economical basis, based on price offers, subject to transmission limitations. Such
operation was simulated in the development of the generation forecast by means
of the PLEXOS® simulation model, a production costing computer program
developed by Energy Exemplar. The generation forecast is prepared considering
the impact of the projected fuel deliveries forecast, planned maintenance and other
outages, random forced outages and any forecasted energy purchases.

Cost of Fuel Consumed

The cost of fuel consumed is based on the generation forecast and projected fuel
deliveries for each of APCo’s generating units.

Specifically, the cost of coal consumed for each of APCo's generating units is
equal to the tons of coal consumed times the average unit cost of coal in fuel
inventory. Since the cost of fuel consumed is developed on a monthly basis, the
average cost of coal is defined as the weighted average cost of coal in inventory at
the beginning of the month plus the projected fuel deliveries during the month. The
tons of coal consumed are computed by PLEXOS®.

The cost of fuel consumed for the gas plants is also computed by PLEXOS®. The
cost of gas consumed is based on the generation forecast and projected natural
gas price as calculated by using historic production and consumption values,
normalized weather, and other economic variables. The output of the gas units is
multiplied by the expected price of natural gas.
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Il. Purchased Power

APCo’s purchased power forecast includes costs associated with planned
purchases under long term agreements and market purchases. In this forecast,
the planned purchases are for energy purchased from Summersville hydro, Ohio
Valley Electric Corporation, renewable energy including solar and various wind
farms. During the Forecast Period, APCo is projected to receive energy from the
Non-RPS (Beech Ridge and Grand Ridge wind farms) and RPS facilities (Bluff
Point, Camp Grove, and Fowler Ridge). Three RPS solar facilities that are load
reducers are included in Purchased Power as well (Leatherwood, Wytheville, and
Depot). Other purchases are assigned, based on cost, to either internal load or off-
system sales via economic dispatch.
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APPALACHIAN POWER COMPANY
Incremental/Non-Incremental Cost Cajculation for

Non-RPS Farms

Beech Ridge & Grand Ridge Wind Farms

Line ltem 2022
1 Wind Purchase Power Agreement Payments 3 46,810,565
2 Capacity Value 3 (3,235,477)
3 Energy Value $ (25,277,200)
4 Off-System Sales (OSS) Margins 3 {844,473)
5 Incremental Cost (Sum Ln 1:Ln 4) $ 17,453,415
6 Incremental Percent (Ln 5/Ln1) 37.29%
7 Non-incremental Cost (Sum Ln 1-Ln 5) $ 29,357,151
8 Non-Incremental Percent (1-Ln 5) 62.71%

Note: All values shown are on an APCo total company basis.
Percentages calculated as approved in PUE-2015-00034

APCo Exhibit No.
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APPALACHIAN POWER COMPANY
Incremental/Non-Incremental Cost Calculation for
RPS Farms
Camp Grove, Fowler Ridge & Biuff Point Wind Farms
Wytheville, Leatherwood, and Depot Solar Facilities
Line Item Bluff Point Camp Grove Fowler Ridge Il
1 Non-Fuel Recovery Percent 39.93% 49.99% 49.92%
2 Fuel Recovery Percent 60.07% 50.01% 50.08%
Line Item Depot Leatherwood Wytheville
1 Non-Fuel Recovery Percent 59.92% 48.63% 48.80%
2 Fuel Recovery Percent 40.08% 51.37% 51.20%

Note: All values shown are on an APCo total company basis.

Percentages claculated as appoved in PUR-2021-00206
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No.
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APPALACHIAN POWER COMPANY
Projected Net Energy Requirement
and Includable Cost
For the period July 2022 - October 2022

Jul Aug Sep Oct
Net Energy Cost ($000) 2022 2022 2022 2022
Fossil Generation (A/C 151) 68,0236 67,6905 57,4791 43,055.6
Plus:
Purchases (total cost) 22,014.2 19,0746  15806.8  31,623.6
Purchase Power RPS Facilities (Amount Recovered in Fuel) 2,120.4 2,048.0 2,879.3 4,307.6
Purchase Power Non-RPS Facilities (Amount Recovered in Fuel) 1,850.2 1,970.8 2,569.1 3,851.1
Less:
Energy Generated for Off-System Sales (A/C 151) 71353 8,210.5 7.946.1 1.668.2
Total Net Energy Cost 86.973.1 84,5735 70,7883  81,169.7
Purchase Power RPS Faciiities(Amount Not Recovered in Fuel) (1.001.2) (960.7)  (1,3454) (2,021.4)
Purchase Power Non-RPS Facilities (Amount Not Recovered in Fue!) (727.1) (734.8) (957.9)  (1.435.9)
75% of Off-System Sales Margin Credit (6,087.7) (933.3)  (2,145.3) (68.7)
10035 of Incremental Transmission Line Loss Margins (4,702.7) (623.0) {964.2)  (1.425.3)
PJM LSE Transmission Losses 800.6 837.2 782.2 815.1
FTR Revenues (2.269.1)  (2.102.5) (1.814.0) (1,675.8)
PJM Implicit Congestion Charges 1,109.9 1,097.6 1,064.2 1,043.4
Includable Cost 741157 811540 654079 76,401.1
Net Energy Requirement (GWH)
Fossil Generation 2,432.9 2,424.4 2,108.7 1.553.3
Hydro Generation 23.9 24.5 28.4 34.9
Total Generation 2,456.8 2,448.8 2,135.1 1.588.2
Plus:
Purchases 434.2 376.3 392.0 656.6
Purchases - RPS Facilitles 446 438 59.5 83.9
Purchases - Non-RPS Facililies 203 18.2 27.2 426
PJM Marginal Losses 66.4 659 57.3 56.4
Other - - - -
Less:
Energy Purchased and Generated for Off-System Sales 2489 215.5 286.5 61.6
Total Net Energy Requirement 2,773.3 2,737.4 2,384.6 2,366.2
Net Energy Cost (m/kwh) 26.72 29.65 27.43 32,29

APCo Exhibit No,
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APPALACHIAN POWER COMPANY

For the period July 2022 - October 2022

Sources and Uses of Energy

(GWH)
Line Jul Aug Sep Oct
No. Sources of Energy 2022 2022 2022 2022
Fassil Generation by Plant:
AMOS 1,538.8 1.529.4 1.405.0 2411
CEREDO 18.5 6.3 8.8 134
CLINCH RIVER - GAS - - - 8.7
DRESDEN 369.5 310.8 2184 436.3
MOUNTAINEER 508.2 577.8 476.5 823.8
1 Total Fossil Generation 24329 2,424.4 2,108.7 1,553.3
Hydro Generation 239 24.5 26.4 34.9
Total Generation 2,456.8 24488 2,135.1 1,588.2
2 Purchased Power:
3 Purchased Power 434.2 376.3 392.0 656.6
4 Purchases - RPS Facllities 44.6 438 59.5 83.9
5§ Purchases - Non-RPS Facilities 203 18.2 27.2 42,6
& Other* - - - -
7  Total Purchased Power 499.1 438.2 478.7 783.1
8 PJM Marginal losses €6.4 65.9 57.3 56.4
9 Total Sources of Energy 3,022.2 2,952.9 2,871.1 2,427.7
Uses of Energy
Sales of Ultimate Customers:
10 Residential 955.3 883.3 695.5 646.4
11 Commercial 579.9 538.9 475.0 488.3
12 Industria) 759.0 743.2 7155 767.3
13 Al Other Ultimates 69.5 66.8 68.1 70.8
14 Total Sales to Ultimates 2,383.7 2,232.2 1,954.0 1,972.8
15 Associated Companies 152.7 152.0 133.9 128.5
16 Municipals and Cooperstives 105.7 105.1 92.2 85.0
17 Losses 151.2 248.2 204.5 179.9
18  Total Internal 2,773.3 2,737.4 2,384.6 2,366.2
19 Off-System Sales 248.9 215.5 286.5 61.6
20  Total Uses of Energy 3.022.2 29529 2,671.1 2,427.7

* Other represents difference due to rounding.

APCo Exhibit No.
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APPALACHIAN POWER COMPANY
Sales to Ultimate Customers - Virginia*
For the period July 2022 - October 2022

(GWH)
Line Jut Aug Sep Qct
No. Sales to Ultimate Customers 2022 2022 2022 2022
1 Residential 536.3 485.8 3947 3873
2 Commercia 276.0 252.0 222.9 2245
2 Industrial 4183 409.6 396.2 4159
4 Virginia Jurisdictional Sales 1,2306 1,147.3 10138 10077
5 All Other Ultimates 87.6 64.8 65.8 68.0
6 Total Sates to Ultimates 1,298.2 1,2121 10796 10758

"Excludes Choice Customers

APCo Exhibit No.
Witnhess: SAS

Schedule 6
Page 3of 3
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DIRECT TESTIMONY OF
KIMBERLY K. CHILCOTE
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139
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SUMMARY OF DIRECT TESTIMONY OF
KIMBERLY K. CHILCOTE

In my direct testimony I

Discuss APCo’s coal purchasing strategy;

APCo Exhibit No.
Witness: KKC

Provide an overview of the coal market in which APCo procures coal,

Describe the coal delivery forecast for the twelve-month period from
November 1, 2022 through October 31, 2023 (Forecast Period); and

Describe APCo’s portfolio of coal supply agreements.
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DIRECT TESTIMONY OF
KIMBERLY K. CHILCOTE
FOR APPALACHIAN POWER COMPANY
IN VIRGINIA S.C.C. CASE NO. PUR-2022-00139

SEROCEBOET

PLEASE STATE YOUR NAME, POSITION, AND BUSINESS ADDRESS.

My name is Kimberly K. Chilcote. T am employed by AEPSC, a subsidiary of AEP,
in the regulated Commercial Operations organization as Coal Procurement Manager.
My business address is | Riverside Plaza, Columbus, Ohio 43215.

PLEASE BRIEFLY DESCRIBE YOUR EDUCATIONAL BACKGROUND.

[ graduated from the University of Dayton in 1992 with a Bachelor of Chemical
Enginecering Degree.

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND.

I joined AEP in 1992 as an Assistant Chemist at Columbus Southern Power
Company’s (CSP) Conesville Plant. In 2004, I transferred to the fuels group as a
Coordinator and was primarily responsible for assessing and reviewing the coal
qualities of the coal purchased by the procurement department. In 2007, I transferred
to the Fuel Procurement group and was responsible for the purchase and shipment of
all of the Powder River Basin Coal for the AEP System power plants. In 2008, I
beccame responsible for purchasing coal for CSP and Ohio Power Company, which
mcrged to become AEP Ohio. In 2010, T was promoted to Manager of Coal
Procurement for AEP Ohio and Kentucky Power Company. In 2014, I joined AEP
Generation Resources with responsibilities for purchasing coal, natural gas and
consumables for AEP’s unregulated plants. In 2020, I accepted a position in the

regulated Commercial Operations organization in the coal and reagents transportation
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team. I was promoted to my current position as Coal Procurement Manager in May
of 2021.
WHAT ARE YOUR PRINCIPAL AREAS OF RESPONSIBILITY AS COAL
PROCUREMENT MANAGER FOR AEPSC?
I am responsible for managing coal procurement, contract oversight, and inventory
management activities for several AEP operating companies, including APCo.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY REGULATORY
AGENCIES?
Yes. I filed testimony before the Commission in Case No. PUR-2021-00205. [ have
also testified before the Kentucky Public Service Commission on behalf of Kentucky
Power Company in its fuel review proceedings.
PURPOSE
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony in this proceeding is to:

D Discuss APCo’s coal purchasing strategy;
2) Provide an overview of the coal market in which APCo procures coal;

3) Describe the coal delivery forecast for the twelve-month period from
November 1, 2022 through October 31, 2023 (Forecast Period); and

4) Describe APCo’s portfolio of coal supply agreements.

ARE YOU SPONSORING ANY SCHEDULES?
Yes. 1 am sponsoring APCo Exhibit No. _ (KKC) Schedule 1, which is a list of

long-term coal supply agreements that will be in effect during the Forecast Period.

SEBRATEBLE
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COAL PURCHASING STRATEGY

PLEASE DESCRIBE APCO’S COAL PURCHASING STRATEGY.

Coal delivery requirements are determined by taking into account existing coal
inventory, forecasted coal consumption, and adjustments for contingencies related to
planned as well as unplanned outages to maintain adequate coal inventory levels.

The strategy for actual coal procurement is not static; rather, it is based on
periodic updates of the forecast and continuous market monitoring and evaluation,
which help to determine when to issue RFPs or to make prompt purchases from the
market if required and available. RFPs specify the quality and logistical parameters
sought for each plant. From qualifying offers, APCo makes its selection of the coal
needed to meet its requirements, based on the lowest reasonable delivered cost,
including the consideration of price, coal quality, ability to deliver, past performance,
and the financial status of suppliers.

Additionally, the Company evaluates unsolicited offers, monitors coal markets
for availability, and considers coal supplies from non-traditional markets as
necessary. The Company evaluates unsolicited offers against published market prices
and recent solicitation results to ensure reliable supplies of coal at reasonable prices.

Lastly, the Company relies on the physical inventory to be used during
periods of high consumption and to minimize supply disruptions. Supply disruptions
can be caused by events such as power plant outages, inclement weather, river levels,

mine production challenges and outages, and shortages of equipment and labor.
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WHAT IS APCO’S STRATEGY FOR PROCURING COAL VIA LONG-
TERM AND SHORT-TERM AGREEMENTS?

The Company consumes both high-sulfur Northern Appalachian (NAPP) coal and
low-sulfur Central Appalachian (CAPP) coal in its coal-fired plants to meet the
requirements of the electric generating units and the installed environmental
equipment (i.e. flue gas desulfurization design specitications). The Company uses a
portfolio of both short-term agreements (with a term of one year or less) and long-
term coal supply agreements to gradually increase the amount of contracted coal as
the Company approaches a given period. With the current global situation and
unpredictable natural gas prices, the generation demands and the associated coal
demands of the plants are more volatile than they have been in the past several years,
and agreements of varying lengths help to mitigate some of this volatility.

MARKET OVERVIEW

PLEASE DESCRIBE RECENT CHANGES IN THE COAL MARKET.

Coal prices were generally flat during the first half of 2021, but domestic and global
coal prices increased rapidly in the second half of 2021 as demand increased
significantly. The increase in coal demand was primarily due to increases in natural
gas prices, making coal the lower cost option to generate electricity. Company
witness Stutler explains developments in the natural gas market for 2021 and through
mid-2022. This increase in demand for coal for power production, along with
stronger demand in the export market and the lingering effects of COVID-19, caused

uncommitted supplies to significantly tighten from all coal basins in the second half
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of 2021 and thus far in 2022, resulting in sharply higher coal prices. The supply of
coal is projected to be constrained throughout the remainder of 2022 and into 2023.

As can be seen in Figure | below, a comparison of prices for the coal markets
from the beginning of 202! through the first half of 2022 shows the drastic price
increases in all of the basins. Coal specifications are generally defined through heat
content in British Thermal Units (Btu) and sulfur content defined as sulfur dioxide
(SO2) per pound of coal. Low-sulfur CAPP barge coal (12,000 Btu per Ib., 1.67 lbs.
SO:3) began 2021 with a price of $51.30 per ton and is currently at a price of $195.00
per ton. High-sulfur NAPP coal (12,500 Btu per Ib., 6 1bs. SO2) markets also
increased during the same period from $36.50 per ton to $200.00 per ton. Illinois
Basin (ILB) coal (11,500 Btu per Ib., 5.00 Ibs. SO2) and Powder River Basin (PRB)
coal (8,800 Btu per lb., .80 Ibs. SO2), which historically have not been used by the
Company in material quantities, also increased over the same period. High demand
and limited coal availability in 2022 are projected to keep coal prices at elevated
levels (see Figure 1).

Figure 1: Per Argus-McCloskey

Prompt Quarter Coal Market Pricing - Domestic Market
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HOW HAS THE COAL EXPORT MARKET AFFECTED THE COMPANY’S
ABILITY TO PROCURE COAL IN 2022, AND GOING FORWARD?
With high natural gas prices in Europe, U.S. coal became economic for European
utilities, which led to an increase in the demand for U.S. coal and coal suppliers in the
U.S. began dedicating portions of their production to the export markets. In
September 2021, export coal prices had increased to approximately $200.00 per ton
from mid-year pricing of approximately $100.00 per ton, representing a 100%
increase in price in three months. Recently, export coal prices have been as high as
$450.00 per ton, and averaged approximately $280.00 per ton for the first six months
0f2022. This demand for export coal will continue to strain the domestic coal
supply. APCo continues to work with coal suppliers and evaluate new production
opportunities.
WHAT EFFECT DID RECENT MARKET CONDITIONS HAVE ON THE
PRICE APCO PAID FOR COAL?
Based on current market conditions and contracts entered into for 2022 and beyond,
the price the Company will pay for coal in the next few years will be higher than what

has been paid historically. For purchases made in the latter part of 2021, the price of

the coal was higher than previously paid by the Company in recent years. Delivered

SEQRLEBTC




10

12

13

14

IV.

APCo Exhibit No.

Witness: KKC

Page 7 of 8

coal prices were 0.44% higher per ton in 2021 than prices paid for coal delivered in

2020. Of this increase, 1.99% was coal related and -1.55% was transportation related.

COAL DELIVERY FORECAST

HAS AEPSC PREPARED A FORECAST OF DELIVERED COAL COSTS
FOR APCO’S POWER PLANTS FOR THE PERIOD NOVEMBER 2022
THROUGH OCTOBER 2023?

Yes. Data, prepared as of June 2022, by coal purchase type (Committed, Non-
Committed, and Total) and price per ton (FOB mine), Transportation, and Total
Delivered Cost, along with the total weighted average forecasted cost of coal
delivered to APCo’s generating stations, on a cents per million British Thermal Units
(¢/MMBTU) basts, for the period November 2022 through October 2023, was
provided to Company witness Sloan for use in preparing APCo’s forecast.

This forecast estimates total costs of delivered coal (on a total company
weighted average basis) to APCo’s plants, over the period of November 2022 through
October 2023, of $60.46 per ton, or 272.22 ¢/MMBTU.

IN PREPARING THE FORECAST OF DELIVERED COAL, HAS APCO
CHANGED THE METHODOLOGY IT HAS HISTORICALLY USED IN THE
DEVELOPMENT OF SUCH FORECASTS?

No. The methodology utilized in this forecast is consistent with the methodology that

has been used by APCo and presented to this Commission in previous proceedings.
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PORTFOLIO OF COAL SUPPLY AGREEMENTS

PLEASE DESCRIBE APCO’S PORTFOLIO OF LONG-TERM COAL
SUPPLY AGREEMENTS.

APCo, as of July 1, 2022, has sixteen long-term agreements: seven for the supply of
high sulfur coal and ninc for the supply of low sulfur coal. Some of these agreements
begin deliveries beyond the Forecast Period, but are included for reference. In 2021,
the Company added three new high sulfur suppliers and six new low sulfur suppliers
to the portfolio. Information regarding the Company’s long-term coal supply
agreements is contained in APCo Exhibit No. __ (KKC) Schedule 1.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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