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PUBLIC SERvVICE
COMMISSION

Via Overnight Mail

March 31, 2008

Beth A. O’Donnell, Executive Director
Kentucky Public Service Commission
211 Sower Boulevard

Frankfort, Kentucky 40602

Re: Administrative Case No. 2007-00477

Dear Ms. O'Donnell:

Please find enclosed the original and twelve (12) copies of THE SUPPLEMENTAL DIRECT
TESTIMONY OF KEVIN C. HIGGINS ON BEHALF OF THE KENTUCKY INDUSTRIAL UTILITY
CUSTOMERS, INC. to be filed in the above-referenced matter.

By copy of this letter, all parties listed on the attached Certificate of Service been served. Please place
these documents of file.

Very Truly Yours,
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David F. Boehm, Esq.
Michael L.. Kurtz, Esq.
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U.S. mail (unless otherwise noted) to ali parties on the 31* day of March, 2008.
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Operations Superintendent
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SUPPLEMENTAL DIRECT TESTIMONY OF KEVIN C. HIGGINS

Introduction

Q. Please state your name and business address.
A. Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah, 84111.
Q. By whom are you employed and in what capacity?

A, I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies is a private consulting
firm specializing in economic and policy analysis applicable to energy production,

transportation, and consumption.

Q. Are you the same Kevin C. Higgins who filed direct testimony in this proceeding on behalf

of KIUC on February 29, 2008?
A. Yes, I am.

Q. Have you reviewed the report prepared by Overland Consulting filed in this docket?

A, Yes.

Q. Do you have any comments on Overland’s recommendation that industrial customers
“make a showing of their energy efficiency efforts, before they are allowed an exemption
from the DSM surcharge and related programs” as discussed on pages 54-56 of the

Overland report?

A. It is not entirely clear what Overland is recommending with regard to this issue. I agree that it is
appropriate for the Commission to gather more information concerning the energy efficiency

efforts of industrial customers that have opted-out of the State’s program. However, if Overland
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1s recommending that each customer make a showing of their energy efficiency efforts prior to

being granted an opt-out than I disagree with this recommendation.

Kentucky’s DSM statute does not require industrial customers to make a showing that they are
implementing energy efficiency measures. The Commission has never required such a showing
from industrial customers in the 14 years that the statute has been on the books. It would be
overly burdensome to the Commission and Kentucky’s industrial customers if each of
Kentucky’s over 4,000 industrial customers were suddenly required to file an application with

the Commission in order to substantiate their energy efficiency efforts.

Instead the Commission should consider requiring each utility to compile information and submit
a report on the energy efficiency efforts of the industrial customers in their service territory.
This will help all interested parties to quantify the benefits of the DSM programs utilized by

industrial customers.

Do you have any comments on Overland’s recommendation that the Commission consider

if DSM programs should be allocated to all jurisdictional customers?

Yes, I disagree with this statement for several reasons. First, the Commission is barred by KRS
278.285(3) from allocating the costs of DSM programs outside of the class of customers which

benefits from the programs. KRS 278.285(3) states:

“The commission shall assign the cost of demand-side management programs
only to the class or classes of customers which benefit from the programs. The
commission shall allow individual industrial customers with energy intensive
processes to implement cost-effective energy efficiency measures in liew of
measures approved as part of the utility's demand-side management programs if
the alternative measures by these customers are not subsidized by other customer
classes. Such individual industrial customers shall not be assigned the cost of
demand-side management programs.”
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This Section appears to bar the Commission from allocating the DSM costs of one customer
class to other classes. This has been the interpretation of the Commission since the statute’s

enactment in 1994.

Overland’s recommendation also ignores the important issue of how customers who have opted
out of the DSM program would be treated if the Commission were to change its interpretation of
KRS 278.285(3) and allocate all DSM program costs across all customer classes. If costs were
to be allocated across customer classes they should not be spread to customers that have opted-
out of the DSM program. Such an allocation would be in violation of KRS 278.285(3) as it
would effectively eliminate industrial customers’ statutory right to opt-out of the DSM program.
Allocating DSM costs to opt-out customers would also be inequitable because these Customers
do not receive ratepayer-funded assistance for their DSM efforts, but would be forced to pay for

the assistance received by other customers.

Industrial customers are allowed to opt-out of the DSM program because they incur cost to
implement energy efficiency enhancements on their own. Just as the residential and commercial
DSM program may have a positive impact on all customers due to a decreased need for
additional generating capacity, so do the energy efficiency efforts of industrial customers.
However unlike the DSM programs for residential and commercial customers, the efforts of the

opt-out customers do not cost other ratepayers anything through the DSM surcharge.

The Overland report discusses the overall lack of participation of industrial customers in
the DSM program and the fact that some utilities do not offer an industrial DSM program.

Is this a cause for concern?

No. The competitive market provides strong incentives for industrial customers to take steps to

reduce energy consumption. Whereas many residential customers do not have the knowledge or
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resources to install energy efficient light bulbs, energy efficient appliances, etc. in their homes,
industrial customers spend an enormous amount of time and money devising ways to reduce
energy consumption. They must reduce their energy consumption as much as possible in order

to remain competitive.

Industrial customers, not utilities, are in the best position to implement cost and energy saving

upgrades at their own facilities.
Does this conclude your snpplemental direct testimony?

Yes, it does.



