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Public Direct Testimony of Michael P. Haugh
On Behalf of the Ohio Consumers’ Counsel
PUCO Case No. 17-1827-EL-AEC

OVERVIEW

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

My name is Michael P. Haugh. I am employed as the Assistant Director of
Analytical Services for the Office of the Ohio Consumers’ Counsel (“OCC” or
*agency”). My business address is 10 West Broad Street, Suite 1800, Columbus,

Ohio 43215.

PLEASE BRIEFLY SUMMARIZE YOUR EDUCATION AND
PROFESSIONAL EXPERIENCE.

I have a Bachelor of Science in Business Administration from the Ohio State
University with a major in Finance; | have also attended the Institute of Public
Utilities Advanced Regulatory Studies at Michigan State University. | have over
20 years working in the energy industry with experience in wholesale and retail
energy trading, risk management, natural gas purchasing and scheduling and
regulatory affairs. | started with Enron Energy Services in 1995 as an Energy
Trader and then moved on to American Electric Power Energy Services in 1998
where | worked in Risk Management and Wholesale Energy Trading. In January
2004, I went to work for MidAmerican Energy Services as a Senior Product
Manager. In October of 2004 | began work as a Senior Regulatory Analyst with
the OCC. 1 left the OCC in September 2007 and joined Integrys Energy Services
as a Regulatory Affairs Analyst. | joined Just Energy in 2009 and held the
position of Manager of Regulatory Affairs before becoming Manager of Market

Relations in 2011. | was re-hired at the OCC in June 2014 in my current position.
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On Behalf of the Ohio Consumers’ Counsel
PUCO Case No. 17-1827-EL-AEC

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN UTILITY CASES
BEFORE REGULATORY COMMISSIONS?

Yes, | have testified before the Public Utilities Commission of Ohio (“PUCO” or
“Commission”) and the Michigan Public Service Commission. The complete list

of cases in which | have testified is attached as Attachment MPH-1.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to make recommandations to the PUCO for
resolving this case in a manner that includes reasonable protections for residential
consumers. These protections will help provide balance for consumers
considering that they (consumers) are asked to pay subsidies for economic
development. Residential consumers are among the customers who pay the

subsidies for rate discounts for economic development.

My recommendations include proposals regarding the September 1, 2017
Application filed Jointly by Ohio Power and one of its mercantile customers,
Vadata, Inc. ("Vadata" or "Applicant”). | appreciate that VVadata discussed its

application with the agency.
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Public Direct Testimony of Michael P. Haugh
On Behalf of the Ohio Consumers’ Counsel
PUCO Case No. 17-1827-EL-AEC

RECOMMENDATIONS

ARE YOU FAMILIAR WITH THE COMMENTS FILED BY OCC IN THIS
PROCEEDING?

Yes. | was involved in the drafting and review of OCC’s Comments filed on
September 21, 2017, and | have attached these Comments to my testimony as

Attachment MPH -2.

ARE OCC’S RECOMMENDATIONS INCLUDED IN THE COMMENTS
THAT WERE FILED ON SEPTEMBER 21, 20177?

Yes, OCC is advocating for the PUCO to: (1) balance the costs and benefits of the
unique economic development arrangement to ensure customers pay the least
subsidy that is needed for economic development (Comments at 3-6); (2)
establish caps (limits) on what customers would be charged by their utility
annually and in total to subsidize economic development programs (Comments at
6-7); (3) determine a reasonable sharing of the costs of the economic development
between Ohio Power and its customers (Comments at 7-9); (4) ensure public
transparency and accountability exists for economic development programs, for
Ohioans who pay subsidies to electric utilities for funding economic development
rate discounts (Comments at 9-10); and (5) recognize the flexibility, provided
under its rules (Ohio Adm. Code 4901-1-38-09(B)), to charge the mercantile

customer part or all of the incentives provided if the mercantile customer does not
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comply with eligibility criteria or the reporting requirements (Comments at 10-

11).

DO YOU HAVE ANY MODIFICATIONS OR CHANGES TO THE
COMMENTS FILED BY OCC ON SEPTEMBER 21, 20177?

No, | do not.

CONCLUSION

DOES THIS CONCLUDE YOUR TESTIMONY?
Yes, however | reserve the right to incorporate new information that may
subsequently become available, such as after testimony by other parties is

available.
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Joint Application of Vadata, )
Inc. and Ohio Power Company for Approval of a )  CaseNo. 17-1827-EL-AEC
Unique Economic Development Arrangement for )
Ohio Data Center Campuses. )

*+#+PUBLIC VERSION***
COMMENTS
BY
THE OFFICE OF THE OHIO CONSUMERS’ COUNSEL

I INTRODUCTION

On behalf of the 1.3 million residential utility consumers of Ohio Power
Company (“AEP” or “Utility”"), who already are paying the highest electric bills among
AEP consumers in the states where AEP serves, the Office of the Ohio Consumers’
Counsel (“Consumers Counsel" or "OCC”) makes the following recommendations to the
Public Utilities Commission of Ohio (“PUCO”) for considering the application of Vadata
Inc. (“applicant” or “mercantile customer”, an affiliate of Amazon Web Services Inc. The
applicant seeks a usage-based discount on its electric bill from AEP for economic
development for the next ten years.

In this type of case, the PUCO considers various factors including a balance
between the positive benefits of economic development and the cost (subsidy) charged to
other Ohioans who the utility (here, AEP) asks to fund its rate discount. We note our
longstanding position that utilities such as AEP should pay a share (along with a share
paid by consumers) of the costs of programs to bring to Ohio the benefits of economic
development. The Consumers’ Counsel appreciates the courtesy and helpfulness of

Vadata in discussing with us its application.

]
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IL. COMMENTS

The PUCO has adopted rules addressing “reasonable arrangements.”l Under the
rules, if it appears to the PUCO that the application may be unjust or unreasonable, the
PUCO may order a hearing.” The PUCO may also change, alter, or modify the unique
arrangement.’

The Consumers’ Counsel’s recommendations are, in general, applicable not only
to this application, but essentially to any application for programs and funding for
economic development. In the typical economic development arrangement considered by
the PUCO, the discount to the mercantile customer is applied to the mercantile customer's
total bill. And that discount creates so-called “delta revenue” (being the revenue the
utility forgoes collecting as a result of the rate discount) that the PUCO has allowed
utilities to collect from other customers through an economic development rider.

This application is different in that the rate discount is applied to the mercantile
customer's usage (kWhs) for certain riders and there is no charge to the economic
development rider. Nonetheless, it can be expected that AEP will seek to collect from
other customers, through charges on customers’ electric bills, the revenues AEP would

forgo as a result of the discounts proposed in the application.

' Ohio Admin. Code 4901:1-38.
2 Ohio Admin. Code 4901:1-38-05(A)(2).
3 See Ohio Rev. Code 4905.31; Ohio Admin. Code 4901:1-38-05(B)(4).

2



Attachment MPH - 2

A, In balancing economic development program benefits
with costs, the PUCO should quantify the total costs of
an applicant’s economic development program and
ensure that Ohio utility consumers pay the least subsidy
to their utility that is needed for the economic
development.

Under the proposed unique arrangement, the revenue that AEP receives from the
mercantile customer for distribution service is less than it would otherwise receive under
tariffed rates. The reduced revenues AEP would collect from the mercantile customer
occur because the mercantile customer would pay a reduced rate for certain tariffed
charges below what other customers are charged. As noted economist Milton Friedman
famously remarked "there's no such thing as a free lunch" -- and AEP can be expected to
seek to make up the reduced revenues from other customers, by allocating those costs
through the riders that the remaining customers pay. Under the application, it is estimated
that residential customers of AEP could likely pay ||} IEEIIE per year for the
discount provided to the mercantile customer, when the [Jijdata centers are up and
running. Residential and other customers could potentially pay much more if new riders
are added that are energy related or the revenue requirements established under existing
riders increase.

There are three types of discounts under the proposed arrangement. First, the
mercantile customer receives a tiered billing determinant (usage) discount for
transmission and distribution charges. Under this provision, the mercantile customer
receives an increasing discount for its energy usage depending on the number of data
centers energized, including its existing three data centers that began operating in
October of 2016. The mercantile customer’s kWh usage discount will reduce the

transmission and distribution charges the mercantile customer pays on a kWh basis for
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each of its three existing accounts and will increase the usage discount to be paid by the
mercantile customer if any new data centers are added. With transmission and
distribution usage discounts for the mercantile customer, there will be less money
collected from the mercantile customer than the tariff requires. AEP can be expected to
seek to collect the discount from the remaining customers, including residential
consumers. Most riders have a revenue requirement AEP collects and if a large customer
is receiving a discount then the revenue requirement is spread out among other customers
and would likely result in higher rates for other customers.

Second, the mercantile customer's kWh usage is capped_ kWh per
account per month for charges "relating to energy supply.“4 Usage above the cap |l
The mercantile customer has confirmed that the charges relating to energy supply, at this
time, are solely the purchase power adjustment rider. AEP can be expected to seek to
collect the revenue shortages from the purchase power adjustment rider discount from
other customers, including residential consumers. Residential customers' share of the
increase is estimated to be [J il per year when the data centers are expanded to
[ However, the application does identify other riders (which may be approved in the
future) as relating to energy supply, including "riders to support renewable energy, new
or legacy gas/coal/nuclear generating plants or any other rider intended to provide
generation services, rate stability in energy supply and/or fuel costs."” The per account,
per month kWh usage cap would be applied to these riders, though they are not presently

a part of AEP Ohio's current electric security plan. Examples of riders that would likely

4 Application at 433 (Sept. 1, 2017).
* Applicant Schedule.
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be subject to the KWh monthly usage cap (or not paid at all by the mercantile customer®)
proposed in AEP Ohio's pending electric security plan are the Renewable Generation
rider, the SmartCity rider, the Power Forward rider, and the Plugin Electric Vehicle tariff.
If these riders are approved by the PUCO, and considered as "relating to energy supply,”
the mercantile customer monthly per account kWh usage cap will apply. AEP then can be
expected to seek to collect the foregone revenues associated with the discount from other
customers, including residential consumers.

The impact of these charges is unknown because the rider charges have not been
established. Nonetheless, these eventual additional costs will increa‘g:é:the monetary
benefits of the proposed economic development arrangement and will ultimately add to
the charges customers must pay.

The third discount given to the mercantile customer under the application is that
the mercantile customer does not have to pay charges under the Retail Stability Rider for
deferred capacity costs. If th'q_ retail stability rider were applied to the mercantile

o
customer, the mercantile customer would have paid approximately |l per year (at
full build-out of the [JJj data centers). Without that collection from the mercantile
customer, non-residential customers will have to pay their own share of the charge plus
the mercantile customer's share.”

These particular costs to consumers should be quantified and considered as part of

the PUCO’s balancing of program benefits with all of the costs to be paid by customers to

% There is an Automaker credit tariff the mercantile customer would likely avoid.

7 Application at 30, p. 49. Residential customers' share of the retail stability rider is capped at $43.7 million
with the residual revenue requirement of the RSR ($344.3 million) collected from non-residential
customers. See In the Matter of the Commission Review of the Capacity Charges of Ohio Power Company
and Columbus Southern Power Company, Case No, 10-2929-EL-UNC, Joint Stipulation and
Recommendation at JA. 2. (Dec. 21, 2016). Thus, residential customers should not pick up the mercantile
customer’s share of the RSR.
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their utility for economic development programs. As stated above, this recommendation
applies to any applicant’s proposal for economic development.
B. The PUCO should establish caps (limits) on what
customers would be charged by their utility annually

and in total to subsidize economic development
programs,

Currently, AEP Ohio's Economic Development Cost Recovery Rider is set at
2.81125% of a customer's distribution charges.® For an average residential customer
using 1,000 KkWh per month, that charge equals roughly $0.75 per month.” The subsidy
charges vary over time according to applications and PUCO approvals, and AEP Ohio
has had much higher monthly charges to customers for economic development, at
times.'® That adds up to almost $12 million in economic development subsidies per year
paid by AEP Ohio's residential customers. If this application is approved, the subsidies
paid by residential customers will further increase. These subsidy charges, whether called
delta revenue or something else, would further increase the rates paid by AEP’s Ohio
residential customers that are already amongst the highest in the state of Ohio, as well as
the highest rates paid since 2011 by AEP customers in its 1 1-state service territory.“

For economic development applications, the PUCO should consistently impose an
overall cap (limit) on what consumers could be charged by their utility to subsidize

economic development programs. Doing so is consistent with the PUCO's practice of

* Ohio Power Company Standard Tariffs 8th Revised Sheet No. 482-1.

% Ohio Power Company - Columbus Southern Power Rate Zone Bill Calculation Spreadsheet found at
https://aepohio.com/account/bills/rates/aepohioratestariffsoh.aspx.

' As an example in the Ohio Power Company Tariffs issued on April 15, 2011 the Economic Development
Cost Recovery Rider was set at 7.53678% of customers' distribution charges. This equated to $1.97 per
month for a residential customer using 1,000 kWh,

"' American Electric Power 2016 Fact Book presented at the 50th EEI Financial Conference November 6-9,
2016. hitp;//www.aep.com/investors/EventsPresentationsAnd Webcasts.

6
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establishing a limit on what customers can be asked to pay in reasonable arrangement
cases, given that customers have limited resources.'? The appropriate overall charge cap
for consumers should be established for each year of an individual program and for the
total cost that can be charged over the entire program. And the caps should include all the
utility subsidies available to an applicant that are paid by other consumers, including
subsides such as those in this case that reflect usage discounts on certain tariffs and
completely avoid other charges. Under this application, while there is a cap on the
mercantile customer’s usage for energy related charges, there lacks a corresponding
protective cost cap for consumers who will be charged by AEP for the arrangement for
ten years.

Additionally, the PUCO should establish a limit on the total amount of money
paid by all Ohio utility customers for all economic development resulting from requests
to the PUCO for these discounts. The subsidies that consumers are asked to pay to
electric utilities for all economic development should not exceed, in total, a certain low
percentage of consumers’ electric bills. This cap should be established by the PUCO in a
PUCO-ordered investigation or a generic docket.

C. The PUCO should determine a reasonable sharing of

the costs of economic development between AEP and its
customers.

The PUCO’s original policy for economic development, which dates back more

than 30 years, included a sharing of delta revenues between utilities and consumers.”

12 See In the Matter of the Application of Ormet Primary Aluminum Corporation for Approval of a Unique
Arrangement with Ohio Power Company and Columbus Southern Power Company, Case No. 09-119-EL-
AEC, Opinion and Order at 10 (July 15, 2009).

1 See Ohio Electric Innovative Rates Program, page 5 of 11 (June 28, 1983). (Attachment A).

7
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Under that policy approach, the PUCO should provide for a reasonable split of the
economic development costs between the utility and customers.

AEP is benefitting from the mercantile customer’s expansion in the service
territory through increased revenue from the new and existing data centers. Given this
benefit, Ohio Power should not pass all costs resulting from this arrangement onto its
customers. In the past the PUCO has held “that a 50/50 split properly recognizes that both
the company and its customers benefit from the company’s policy of providing economic
incentive rates to certain customers to attract new business in the utility’s service
territory.”"* Furthermore, this 50/50 sharing of the delta revenue is consistent with other
decisions that addressed the issue years ago."

The PUCO’s original policy complements the provisions in S.B. 221 that address
economic development arrangements. S.B. 221 does allow a utility to seek to charge
other customers for “‘revenues foregone” as a result of an economic development
arrangement.'® But the PUCO’s rules,'’ along with the permissive statutory language,®

make it clear that the collection of delta revenues from other customers is a matter within

14 In the Matter of the Application of Columbus Southern Power Company for Authority to Amend its Filed
Tariffs 1o Increase the Rates and Charges for Electric Service, Case No. 91-418-EL-AIR. Opinion and
Order at 110. (May 12, 1992).

15 See Ohio Edison Company, Case No. 89-1001-EL-AIR, Opinion and Order at 40-41. (August 16, 1990),
at 40-41 and Cleveland Electric llluminating Co., Case No. 88-170-EL-AIR, Opinion and Order at 18-19
(January 31, 1989).

16 R.C. 4905.31(E).

' In the Marter of the Application of Ohio Edison Company, the Cleveland Electric IHluminaring Company,
and the Toledo Edison Company for Authority to Establish a Standard Service Offer Pursuant 10 Section
4928.143, Revised Code in the Form of an Electric Security Plan, Case No. 08-935-EL-SSO.

'8 Under R.C. 4905.31(E) a utility is not prohibited from seeking an arrangement that includes a “financial
device” that “may include a device 1o recover costs incurred in conjunction with any economic
development and job retention program of the utility within its certified territory, including recovery of
revenue foregone.” The arrangement must then be approved by the PUCO and are subject to change,
alteration, or modification by the Application.
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the discretion of the PUCO." Indeed, the PUCO acknowledged, in an appeal to the Ohio
Supreme Court, that it can approve a unique arrangement without allowing the utility to
collect any amount from other customers to pay the utility for lowering its rates to the
mercantile customer.?’
D. The PUCO should ensure public transparency and
accountability exist for economic development
programs, for Ohioans who pay subsidies to electric

utilities for funding economic development rate
discounts.

As a general proposition applicable to any economic development proposal, the
Ohio public should have access to information about what they are subsidizing for
economic development. In this regard, the Ohio Attorney General annually provides a
reporting of the compliance of economic development awards given by the Ohio
Development Services Agency. 2! This report publicly discloses the amount of grant
awards, loan amounts, commitments, performance, and actions taken if the commitments
are not reached. And, similar to what is reviewed in the annual report by the Attormey
General for other Ohio economic development programs, there should be tracking of
whether recipients of economic development funds are fulfilling their commitments to

Ohioans for the advancement of economic development.

19 Ohio Admin. Code 4901:1-38-08(A)(1).

20 See In the Matter of the Application of Ormet Primary Aluminum Corporation for Approval of a Unique
Arrangement with Ohio Power Company and Columbus Southern Power Company, Supreme Ct. Case No.
09-2060, Brief of the Public Utilities at 12 (Mar. 3, 2010). “Appellant [CSP/OP] mistakenly believes that it
is entitled to receive specific amounts from all customers, reasoning that money it doesn’t get from one
customer it must get from another. This is not now, and never was, the law. As discussed above, R.C.
4905.31 requires no adjustment at all.”

212015 Report to the General Assembly: Award Recipient Compliance with State Awards for Economic
Development, hitp://www.ohioattorneygeneral.gov/Files/Publications-Files/Publications-for-
Busienss/2015-Economic-Development-Report-FINAL-(11_23_15).aspx.

9
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The Ohio Administrative Code, that the PUCO adopted, requires an annual report
to be filed by customers served under a unique arrangement. The report is to display the
value of any incentives and the impact on customers.*? In the application, the mercantile
customer proposes that the annual report be given only to the PUCO and the PUCO
Staff.”

At a minimum, the PUCO should treat these reports similar to the annual reports
in an earlier case where the PUCO ordered the reasonable arrangement reports to be

released to the Ohio Consumers' Counsel.* The amount of delta revenue (subsidy paid

by consumers) was made public by an applicant in a recent case.”

E. The PUCO has the flexibility, provided under its rules
(Ohio Admin. Code 4901-1-38-09(B)), to charge the
mercantile customer part or all of the incentives
provided if the mercantile customer does not comply
with eligibility criteria or the reporting requirements.
This authority should not be taken away from the
PUCO.

The economic development arrangement under review is proposed to last a long
time --ten years. As part of the proposed arrangement, the mercantile customer proposes
to create more than 25 new full-time or full-time equivalent jobs within three years.26

The mercantile customer also commits to maintain its operations at the Ohio campuses

2 Ohio Admin, Code 4901:1-38-06 (A).
¥See provision 8 of proposed contract.

% In the Matter of the Application for Establishment of a Reasonable Arrangement between Eramet
Marietta, Inc. and Columbus Southern Power Company, Case No. 09-516-EL-AEC Entry at 8 (March 3,
2011).

3 In the Matter of the Application of the TimkenSteel Corporation for Approval of a Unique Arrangement
for the TimkenSteel Corporations* Stark County Facilities, Case No. 15-1857-EL-AEC, Opinion and Order
at 8 (Dec. 12, 2015).

2 Application at §38.

10



Attachment MPH - 2

during the ten-year term of the arrangcmcm.27 These commitments are a criterion the
PUCO requires for approving an economic development arran gement.”®

Under the PUCO rules, if the mercantile customer fails to substantially comply
with any of the criteria for eligibility (or the reporting requirements discussed earlier) the
electric utility shall terminate the arrangement unless ordered by the PUCO.® The PUCO
also has the authority to direct the electric utility to charge the customer for all or part of
the incentives previously provided.® These rules ensure that customers who subsidize the
incentives get the benefit of the bargain,

But under the proposed contract the mercantile customer can terminate the
reasonable arrangement "without minimum monthly billing demand charges or other
penalties."” This provision should be modified to allow the PUCO to exercise its
discretion to take appropriate action if the mercantile customer fails to meet its
commitments. Modification would be consistent with the PUCO's rules and would

protect customers who fund the discount given to the mercantile customer.

III. CONCLUSION

The Ohio Consumers’ Counsel appreciates this opportunity to comment. Our
recommendations are directed to assisting the PUCO find the balance between the
benefits of economic development and the costs (charges) to Ohioans who fund the

economic development programs.

¥ 1d at 39,

2 See Ohio Adm. Code 4901:1-38 -03(A)(2)(b).
» Ohio Adm. Code 4901:1-38-09(A).

* [d. at (B).

3 Application at 19.

11
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Respectfully submitted,

BRUCE WESTON (0016973)
OHIO CONSUMERS’ COUNSEL

/s/ Maureen R. Willis

Maureen R. Willis, Counsel of Record
(0020847)

Senior Regulatory Counsel

Assistant Consumers’ Counsel

Office of the Ohio Consumers’ Counsel
10 West Broad Street, Suite 1800
Columbus, Ohio 43215-3485

Telephone: [Willis] (614) 466-9567
Maureen.willis@occ.ohig.gov

(Will accept service via email)
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