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DIRECT TESTIMONY OF KEVIN C. HIGGINS

Introduction

Q.

A.

Please state your name and business address.

Kevin C. Higgins, 215 South State Street, S@@®, Salt Lake City, Utah,
84111.

By whom are you employed and in what capacity?

| am a Principal in the firm of Energy Strategj LLC. Energy Strategies is a
private consulting firm specializing in economicdapolicy analysis applicable to
energy production, transportation, and consumption.

On whose behalf are you testifying in this proading?

My testimony is being sponsored by The Kroger CKroger”). Kroger is one
of the largest grocers in the United States. IloOKroger has more than 240 facilities
served collectively by Ohio Power Company (“OhiomMed’), Duke Energy Ohio, Inc.
(“Duke™), Dayton Power and Light Company (“DP&L'the Ohio Edison Company and
the Toledo Edison Company (“Toledo Edison”). Cdileely these facilities consume
more than 575 million kWh per year.

Please describe your professional experience agdalifications.

My academic background is in economics, andvehcompleted all coursework
and field examinations toward a Ph.D. in Econonatghe University of Utah. In
addition, | have served on the adjunct facultiesboth the University of Utah and
Westminster College, where | taught undergraduategraduate courses in economics

from 1981 to 1995. | joined Energy Strategies993, where | assist private and public
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sector clients in the areas of energy-related evom@nd policy analysis, including
evaluation of electric and gas utility rate matters

Prior to joining Energy Strategies, | held policgsgiions in state and local
government. From 1983 to 1990, | was economish) @ssistant director, for the Utah
Energy Office, where | helped develop and implenstate energy policy. From 1991
to 1994, | was chief of staff to the chairman a& 8alt Lake County Commission, where
| was responsible for development and implementatiba broad spectrum of public
policy at the local government level.

Have you ever testified before the Public Utilies Commission of Ohio
(“Commission” or “PUCQO")?

Yes. In 2016, | filed testimony in AEP Ohicesnended Electric Security Plan
(“ESP”) proceeding, Case Nos. 16-1852-EL-SSO etaald Dayton Power and Light’'s
(“DP&L") 2016 Electric Security Plan (“‘ESP”) procd@g, Case Nos. 16-0395-EL-
SSO, et al. In 2015, | filed testimony in AEP OkidAffiliate Power Purchase
Agreement proceeding, Case Nos. 14-1693-EL-RDRI. eln 2014, | filed testimony in
the Ohio Edison Company, the Cleveland Electriantiinating Company, and the
Toledo Edison Company'’s (collectively, “FirstEnetgESP IV proceeding, Case Nos.
14-1297-EL-SSO, et al. (with supplemental testimdihgd in 2015); Duke Energy
Ohio’s (“Duke”) ESP lll proceeding, Case Nos. 14t&L-SSO, et al.; the AEP Ohio
ESP 1l proceeding, Case Nos. 13-2385-EL-SSO, .etbdP&L’s storm cost recovery
rider proceeding, Case Nos. 12-3062-EL-RDR, easadl the Republic Steel reasonable

arrangements proceeding, Case No. 13-1913-EL-AEC.
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In 2013, | testified in DP&L’s Revised ESP procewyiCase Nos. 12-426-EL-
SSO, et al. and Duke’s capacity charge proceediage Nos. 12-2400-EL-UNC, et al.
In 2012, | testified in the AEP Ohio ESP Il procery] Case Nos. 11-346-EL-SSO, et
al. In 2011, | testified in the Duke Market Ratéed (“MRQO”) proceeding, Case No.
10-2586-EL-SSO, and Duke’s ESP Il proceeding, Q¥se11-3549-EL-SSO, and in
2010, | filed testimony in Duke’s storm damage aesbvery proceeding, Case No. 09-
1946-EL-RDR.

In 2009, | testified in FirstEnergy’s MRO proceeglifCase No. 09-906-EL-SSO,
and in Duke’s distribution rate case, Case Nos/f@B-EL-AIR, et al.

In 2008, | testified in AEP Ohio’s ESP | proceedi@@se Nos08-917-EL-SSO,
et al.; FirstEnergy’s MRO proceeding, Case No. 88-EL-SSO; FirstEnergy’'s ESP
proceeding, Case No. 08-935-EL-SSO; and the Fiesthn distribution rate case
proceeding, Case Nos. 07-551-EL-AIR, et al.

In 2005, | testified in AEP Ohio’s IGCC cost recoy@roceeding, Case No. 05-
376-EL-UNC, and in 2004, | testified in the First#Egy Rate Stabilization Plan
proceeding, Case No. 03-2144-EL-ATA.

Have you testified before utility regulatory conmissions in other states?

Yes. | have testified in approximately 190 ggedings on the subjects of utility
rates and regulatory policy before state utilityulators in Alaska, Arizona, Arkansas,
Colorado, Georgia, Idaho, lllinois, Indiana, KansKentucky, Michigan, Minnesota,
Missouri, Montana, Nevada, New Mexico, New York, riio Carolina, Oklahoma,

Oregon, Pennsylvania, South Carolina, Texas, Uthginia, Washington, West
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Virginia, and Wyoming. | have also filed affidawiin proceedings at the Federal

Energy Regulatory Commission.

Overview and Conclusions

Q.

What is the purpose of your testimony in this poceeding?

My testimony addresses the application of thaversal Service Fund (USF)
rider charges to Mercantile Customers.
What are your primary conclusions and recommendgons?

| recommend that the Commission determine thaMercantile Customer’s
aggregate load within an Electric Distribution Wyl(EDU) service territory be treated
as a single customer for purposes of determiniag kercantile Customer’s charge

under the USF rider two-tier declining block rates.

Universal Service Fund

Q.

A.

Please describe the USF rider of the state’s jisdictional EDUs.

The USF rider is a rider levied on retail efectdistribution service that is
administered by the Ohio Development Services Agd@DSA). The rider revenue
requirement includes the cost of Percentage ofnec®ayment Plan (PIPP), electric
partnership program costs, and administrative cosi©SA proposes to recover the
annual USF revenue requirement through the USH.ridéhe rider charge is levied
against each customer account in two rate bloclsedan monthly consumption.
Specifically, each account or facility is assesadd/Vh rate consistent with the EDU’s

first block rate for all monthly consumption up and including 833,000 kWh and a
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kWh rate for all consumption in excess of 833,00¢hk which for certain EDUs is less
than the kWh rate in the first block. If an accown facility does not exceed the
833,000 kWh threshold, the account or facilityhsaiged solely per the first block rate.
According to ODSA'’s proposed methodology, how arthe two USF declining block
rates determined?

According to ODSA'’s proposed rate design metiogy:

“For each EDU, the rate per Kwh for the secondkbhill be set at the lower of the
PIPP charge in effect in October 1999 or the pehKate that would apply if the
EDU’s annual USF rider revenue requirement wetgetoecovered through a single
block per Kwh rate. The rate for the first blockeravill be set at the level necessary to
produce the remainder of the EDU’s annual USF nideenue requirement. Thus, in
those instances where the EDU's October 1999 HiBRe exceeds the per Kwh rate
that would apply if the EDU's annual USF rider newe requirement were to be
recovered through a single block per Kwh rate réte for both consumption blocks
will be the same?”

ODSA'’s proposed rate design methodology ensurasthe second block rate
will be less than or equal to the first block rat&his two-step declining block rate
design methodology is not set by rule or statutet lhas been approved by the
Commission in prior USF rider proceedings. My umstending is that the two-step
declining block rate design was first implementedGase No. 01-2411-EL-UNE.
Currently, the USF riders in four EDU service tiemies — Ohio Power, DP&L, Ohio
Edison, and Cleveland Electric llluminating Companlyave second block rates that are
lower than their respective first block rates.

Based on your experience in ratemaking, what paly objective is achieved from the

two-step declining block rate design for the USF der?

! Notice of Intent at 11.
2 case No. 01-2411-EL-UNC at 6.
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The USF rider does not recover costs incurredhgycustomer paying the charge, but
rather is a funding mechanism for a program to etppther customers. Adoption of
the two-step declining rate design implements acpdhat limits the total financial
impact of the USF rider on the state’s largesttateconsumers, which are among its
largest employers, compared to what otherwise waddur if the rider's revenue
requirements were to be recovered through a sipgiekWh rate. Once a threshold
contribution has been made by a customer, i.e.ctimribution corresponding to the
rider revenues recovered at 833,000 kwWh in a mauthsequent contributions are made
at a reduced rate in those EDUs with a declinirogisé block rate.

On what basis does a customer qualify for the tartier rate?

The qualification has historically been based the customer’s usage at a single
location.

Do you believe that single-site usage is the migeasonable basis for qualifying for
the two-tier rate?

No. A rate design based on single-site usagkesaense in certain contexts, such as
recovery of distribution costs, in which costs areinction of the number of locations at
which a customer takes service. But a two-step dasign that limits the total financial
impact of the USF rider is most rationally and oeebly applied to a customer’s
aggregate load within an EDU’s service territorfherefore, | recommend that the
Commission determine that a Mercantile Customeggregate load within an EDU
service territory be treated as a single custonoer purposes of determining that
Mercantile Customer’s charge under the USF ridertier declining block rates

What is a Mercantile Customer?
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R.C. 4928.01(A)(19) defines a “mercantile cusér” as a “commercial or
industrial customer if the electricity consumedasnonresidential use and the customer
consumes more than seven hundred thousand kildwatts per year or is part of a
national account involving multiple facilities ime or more states.”

How are USF rider rates currently applied to Mercantile Customers?

To illustrate the current practice, assume ¢hitercantile Customer has ten sites
within an EDU’s service territory, each of whichnsames 200,000 kWh per month.
Per the current practice, each site would applynisithly consumption of 200,000 kWh
against the first rate block which applies to méntonsumption up to and including
833,000 kWh/month. Although the Mercantile Custdmeollective accounts in this
example consume 2,000,000 kWh per month — more tthamble the 833,000
kwh/month initial rate block — none of the custommefacilities would receive the
benefit of the reduced kWh rate in the second btddke rate design.

Is the current application of USF rider rates to Mercantile Customers unduly
discriminatory?

Yes. Precluding Mercantile Customers from agating their electric loads
across multiple facilities within an EDU'’s serviteritory and applying that aggregated
load to the USF rider block rates is unduly disaniaory. It provides different rate
treatment for a large customer with a single siggllthan it would for a large Mercantile
Customer with the same aggregate load consistinghafiple sites, which for the
purposes of the USF rider, is similarly-situatell.does not allow a large Mercantile
Customer to receive the benefit of the second blat& for its energy usage above

833,000 kWh/month.
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Please describe your proposal for how USF riderates should be applied to a
Mercantile Customer.

Under my proposal, the consumption at each ait@ccount within an EDU
service territory would be aggregated and theniegpgb the two corresponding rate
blocks. To illustrate, assume the same Merca@ustomer described above that has
ten sites within an EDU’s service territory, eadhwhich consumes 200,000 kWh per
month. The consumption at each site or on eacbuatavould be aggregated and then
applied to the two corresponding rate blocks. 8igally, the aggregated monthly
consumption of 2,000,000 kWh/montiiom the ten facilities would be applied to the
two-step declining block rate design so that thestfi833,000 kWh/month of
consumption would be applied toward the first fateck. The remaining consumption
balance of 1,167,000 kWh/mofitfrom the ten facilities would be applied toware th
second rate block.

Does your proposal rectify the current discrimiratory practice?

Yes, it does. According to my proposal, a éaaogistomer with a single site load
would receive similar rate treatment to a Mercan@Bustomer with that same aggregate
load consisting of multiple sites.

Does your proposal shift USF costs among the ¢amer classes of EDUs?

No, it does not. | am not proposing any change the USF rate design

methodology. | am merely proposing that the rasigh methodology be applied to

Mercantile Customers in a manner that would allbase customers to aggregate their

%10 sites x 200,000 kwWh/month = aggregate consompf 2,000,000 kwWh/month
42,000,000 kWh/month — 833,000 kWh/month = 1,160 0&/h/month
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load across multiple facilities within an EDU’s giee territory and to apply the
aggregated load of that single Mercantile Custaiméine USF rider kWh rates.

As proposed, the USF rider declining block rates energy based charges that
are applied consistently to residential, commeyrciahd industrial customers.
Aggregating a Mercantile Customer’s load will imp#wee billing determinants used in
the rate design and will require an adjustmenthto rates themselves, but this can be
accomplished without shifting costs among classesustomers. As the Commission
noted in its Opinion and Order in Docket No. 15 -USF, even though the
declining block rate design may result in increageshe first block relative to the
second block, since all customer classes pay thieeinergy block rate, such an increase
would not necessarily constitute a cost shift amclagses of custometsFurther, and
in the alternative, to the extent that the Comroissivere to be concerned about a
potential cost shift among customer classes asudtref treating Mercantile Customers
within each EDU as single customers for the purpafsthe USF rider, the first and
second blocks of the USF rider rates could be &eljugn the same proportion to
accommodate the aggregation of Mercantile Custdoaeis.

Do you have any recommendations to mitigate patéal challenges associated with
the implementation of your proposal?

Yes. | have two suggestions that would alltve EDU’s to aggregate monthly
consumption and make the necessary billing adjussn® implement this proposal
without significant difficulty. First, Mercantil€ustomers can be required to complete
an application process to aggregate their load edth EDU. The deadline for new

applicants can be set at September 1 each yeashwhil allow ODSA sufficient time

® Docket No. 15-1046-EL-USF, Opinion and Order a220
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to develop its USF rider rate adjustment applicatiorhe application process would
allow EDU'’s to easily and quickly determine whahdis to aggregate for a Mercantile
Customer. It would also limit the administratiohtbe aggregations to customers that
complete the application process.

Secondly, potential concerns about the complexitymplementing the two-tier
rate structure for Mercantile Customers can begatiéd by treating each participating
Mercantile Customer within an EDU’s service temyt@as a single customer for USF
billing adjustments. An EDU would simply maintaits current billing systems and
processes for each facility of a Mercantile Custonie the subsequent month, the EDU
could provide a credit in arrears, based on thereggdged load of the Mercantile
Customer, and provide the credit adjustment viangles payment to the registered
Mercantile Customer’s corporate entity. The MetitarCustomer would be responsible
for allocating the credit among its facilities. i$approach would provide for a simple
billing process for EDUs implementing the two-ta&clining block rate for Mercantile
Customers.

What is your recommendation to the Commission mgarding the application of the
USF rider to a Mercantile Customer?

I recommend that the Commission allow Mercanf@ustomers to aggregate
their loads within an EDU service territory and toeated as a single customer for
purposes of determining the USF rider charges. s Till avoid discriminatory
treatment between Mercantile Customers with mutifacilities and large customers
with similar load characteristics at a single fiéagiand would extend the same policy

that limits the financial impact of USF charges lange customers to Mercantile
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Customers. Further, it woultbt cause a cost shift amogstomer classes and can be
implemented without significant difficulty.
Q. Does this conclude your direct testimony?

Yes.
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