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SUPPLEMENTAL TESTIMONY OF KEVIN C. HIGGINS

| ntroduction

Q.

A.

Please state your name and business address.

Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah,
84111.

By whom are you employed and in what capacity?

| am aPrincipal in the firm of Energy Strategies, LLC. Energy Strategies
is aprivate consulting firm specializing in economic and policy analysis
applicable to energy production, transportation, and consumption.

Areyou the same Kevin C. Higginswho previoudly filed direct testimony in
this proceeding on behalf of The Kroger Co. (“Kroger”)?

Yes, | am.

What isthe purpose of your supplemental testimony?

My supplemental testimony addresses the Stipulation and
Recommendation filed December 22, 2014 (* Stipulation”). Kroger isnot a
signatory party to the Stipulation.

Please summarize your supplemental testimony.

The Stipulation does not substantively change the fundamental features of
the Companies' direct filing, and does not cause me to modify my primary
recommendation to reject Rider RRS and Rider GDR, as presented in my Direct
Testimony. Nor does the Stipulation cause me to change my recommendation
that, if aversion of Rider RRS is adopted, it should be restructured to better

compensate customers for the critical funding they would be providing to
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FirstEnergy Solutions (“FES’) as well as for the risks customers would be
assuming by stepping into FES's shoes as the party exposed to the performance of
the FES-owned plants relative to the market. The Stipulation does, however,
propose to change the rate design of Rider RRS in a manner that is consistent with

the recommendation in my Direct Testimony, if Rider RRS is adopted.

Response to the Stipulation

Q.

Haveyou reviewed the Stipulation, Supplemental Testimony of Eileen M.
Mikkelsen, and the Companies Amendmentsto Testimony to Reflect the
Stipulation?

Yes, | have.

Doesthe Stipulation fundamentally alter the Companies direct ESP IV filing
and Rider RRS proposal?

No, it does not. With the exception of specific mechanismsto mitigate the
impact on parties who have signed the Stipulation, such as continuation of the
Economic Load Response Program Rider and the Economic Development Rider —
Automaker Credit Provision, the fundamental features of the Companies’ direct
filing remain largely unmodified.

Doesthe Stipulation cause you to modify your primary recommendation
regarding Rider RRS?

No. My primary recommendation is that Rider RRS be rejected by the
Commission. The Stipulation adopts Rider RRS, with arate design modification.
| continue to recommend rejection of this provision in the Stipulation just as |

have in my response to FirstEnergy’sinitial filing.
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Doesthe Stipulation address your secondary recommendations concer ning
Rider RRS?

In part. In my Direct Testimony | offer two secondary recommendations
in the event that aversion of Rider RRS is approved by the Commission.

First, if the Commission approves some form of Rider RRS, | recommend
that it should be restructured to better compensate customers for the critical
funding they would be providing to FES as well as for the risks customers would
be assuming by stepping into FES's shoes as the party exposed to the
performance of the FES-owned plants relative to the market. The Stipulation
does nothing to address this need for a more equitable balancing of interests if
Rider RRS is adopted.

Second, if some form of Rider RRS is adopted, | recommend that it be
designed as a demand charge (or credit) for demand-billed customers. The
Stipulation does address this issue, asit specifies that Rider RRS be based on
billing demand for the demand-billed rate schedules.* While this rate design
approach is more appropriate than the kilowatt hour charge (or credit) originaly
proposed by the Company, my primary recommendation that Rider RRS be
regjected remains unchanged, as does my secondary recommendation that if Rider
RRS is adopted, the terms should be restructured to be more equitable to

customers.

! Section V. Terms and Conditions A.1.(iv)., at p. 10.
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Have you reviewed the Commission’s February 25, 2015 Opinion and Order
in AEP-Ohio’s ESP 3 proceeding? on the subject of AEP Ohio’s proposed
Power Purchase Agreement (“PPA”) Rider?

Yes, | have.

Doesthe Commission’s order on AEP Ohio’s PPA Rider cause you to modify
your position on FirstEnergy’s proposed Rider RRS?

No, it does not. Based on the evidence of record in AEP Ohio’'sESP 3
proceedings, the Commission was not persuaded “...that AEP Ohio's PPA rider
proposal would provide customers with sufficient benefit from the rider's
financial hedging mechanism or any other benefit that is commensurate with the

rider's potential cost.” 3

While the Commission approved a $0 placeholder PPA
Rider for AEP Ohio, the Commission expressly did not approve the recovery of
any costs, including OV EC costs, through the PPA Rider at thistime. 4

| continue to recommend that the Commission reject FirstEnergy’ s Rider
RRS proposal, noting that FirstEnergy’ s proposal is projected to lose money for
customers each year through 2018 — largely covering the entire span of the
proposed ESP IV term. Furthermore, athough the arrangement is projected by
FirstEnergy to produce annual benefits to customers starting in 2019, the
cumulative net benefit does not turn positive in nominal terms until 2021, after
taking into account the cumulative costs to customers racked up during the initial

years of the proposed arrangement. FE's RRS proposal is ssmply not a good deal

for customers.

2 Case Nos. 13-2385-EL-SSO and 13-2386-EL-AAM.
% February 25, 2015 Opinion and Order at p. 25.
“1d., at pp. 25-26.
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Moreover, if some form of Rider RRS is approved by the Commission, |
continue to recommend that customers should be compensated for the cash
infusion and assumption of financial risk that customers would be providing for
FES, as detailed in my Direct Testimony.

Doesthe Stipulation fundamentally alter the Companies’ Rider GDR
proposal aslaid out in itsESP 1V filing?

No, it does not.
Doesthe Stipulation cause you to modify your recommendation to rgj ect
Rider GDR?

No.
Does this conclude your supplemental testimony?

Yes, it does.
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(MOTION TO INTERVENE PENDING)

/s/ Devin D. Parram

Devin D. Parram
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