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. INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND CURRENT
POSITION.
Benjamin D. Inskeep, 1155 Kildaire Farm Road, Ste. 202, Cary, North Carolina, 27511.
My current position is Principal Energy Policy Analyst with EQ Research LLC.
PLEASE DESCRIBE YOUR EDUCATIONAL AND OCCUPATIONAL
BACKGROUND.
| earned a Bachelor of Science in Psychology from Indiana University in 2009 and a Master
of Science in Environmental Science and a Master of Public Affairs from the O'Neill
School of Public and Environmental Affairs at Indiana University in 2012.

| was employed at the North Carolina Clean Energy Technology Center at North
Carolina State University from June 2014 through February 2016, where | co-created and
served as lead author and editor of The 50 States of Solarquarterly report series tracking
net metering policies and rate design changes impacting residential solar; worked on the
Database of State Incentives for Renewables and Efficiency (D@i€€}; and provided
technical support, analysis, and workshops to state and local governments on reducing solar
soft costs through the U.S. Department of Energy’s SunShot Solar Outreach Partnership.

In my current position, | oversee EQ Research’s general rate case subscription
service, which includes reviewing and analyzing investor-owned electric utility rate case
filings, providing summaries to clients, and maintaining a client-facing database of rate
case information. | also contribute as a researcher and analyst to other policy service
offerings such as a legislative and regulatory tracking services and perform customized
research and analysis for clients. My curriculum vitaeis attached as Exhibit BDI-1.
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Q.

ON WHOSE BEHALF ARE YOU TESTIFYING?

I am testifying on behalf of Kentucky Solar Industries Association, Inc. (“K'YSEIA”).
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY PUBLIC
SERVICE COMMISSION (“PSC” OR “COMMISSION”)?

Yes. | submitted Direct Testimony and Supplemental Testimony on behalf of KYSEIA in
Case No. 2020-00174 addressing Kentucky Power Company’s proposed changes to its net
metering tariff in its general rate case.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING AND
HOW IS IT ORGANIZED?

My testimony responds to Louisville Gas & Electric Company’s (“LG&E” and
“Company”) net metering service 2 (“NMS-2") proposal. It is organized as follows:

9 Section Il addresses the provisions of the Net Metering Act and puts into context
critical issues for the Commission’s consideration in this proceeding.

9 Section 11l goes into detail on the shortcomings of the Company’s net metering
proposal, as well as the future rate design changes the Company envisions making
for net metering customers. It also discusses the importance of robust and clearly
articulated Legacy Rights when making changes to net metering policies.

1 Section IV provides national context for net metering policies, including how and
under what conditions utilities and states have modified net metering policies and
best practices when doing so.

9 Section V contains my concluding remarks and summarizes my recommendations.

WHAT ARE YOUR RECOMMENDATIONS TO THE COMMISSION?

Direct Testimony of Benjamin D. Inskeep 4
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| recommend that the Commission reject the Company’s proposed Tariff NMS-2 because
the Company failed to demonstrate that the proposal meets a basic requirement of the Net
Metering Act specifying that the rates charged to net metering customers only recover the
costs to serve those distributed generation (“DG”) customers. The Company has not
conducted sufficient customer load research and an accompanying cost of service study
illustrating that current rates are not sufficient for this purpose, or that its Tariff NMS-2
would accomplish this objective. Accordingly, the Company has failed to meet its burden
of proof and has not demonstrated that NMS-2 will result in rates that are fair, just, and
reasonable. I therefore recommend Tariff NMS be retained unchanged.

To the extent the Commission determines changes are needed to the Company’s
Tariff NMS to comply with statutory changes enacted through the Net Metering Act, |
recommend that the Commission only direct the Company to modify Tariff NMS to reflect
the Net Metering Act’s definitional change of net metering with respect to “dollar value”
bill credits by specifying that the “dollar value” for electricity fed back to the grid by a net
metering customer is the volumetric retail rate applicable to the net metering customer.

In the alternative, should the Commission determine that substantive changes to the
Company’s net metering tariff are necessary, it should still decline to adopt the Company’s
specific proposal because it contains serious flaws. | recommend the Commission ensure
any changes to Tariff NMS reflect both the long-term costs and the benefits of net metering,
adhere closely to the principle of gradualism, be informed by the modified net metering
best practices established in other U.S. jurisdictions, and protect new net metering
customers by adopting Legacy Rights protections for these customers. Specifically, I

recommend a 25-year Legacy period with respect to rate design, compensation rate, and

Direct Testimony of Benjamin D. Inskeep 5
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other tariff terms and conditions. | also recommend that the Commission allow net
metering customers to expand the size of a Legacy net metering facility up to the
customer’s forecasted annual electricity usage or 45 kW, whichever is less, without
forfeiting their Legacy Rights. Regardless of whether the Commission adopts this
recommendation, | recommend that it allow customers to replace components of a net
metering system, such as solar panels, without forfeiting Legacy Rights, even if it results

in modest increases in the total system capacity.
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II. THE NET METERING ACT CONTEXT

A. Net Metering Issues

IN YOUR OPINION, WHAT ARE THE OVERARCHING ISSUES THE
COMMISSION SHOULD EVALUATE WITH RESPECT TO NET METERING?
A criticism of retail rate net metering often made by utilities and reflected in the Company’s
underlying arguments in its testimony in this case is that it allows DG customers to be
subsidized by non-DG customers. In other words, it is alleged that net metering customers
do not pay their “fair share” of system costs (i.e., their full cost of service), placing a greater
burden on non-DG customers.

These arguments underlying proposals to modify existing net metering policies beg
the questions of whether these criticisms are accurate, and if so, the magnitude of the
problem and the best ways to mitigate it. If no subsidy can be identified either based on
robust and compelling evidence, or due to a lack of the data and analysis needed to quantify
such an impact, then modifications are likely unwarranted at this time. Likewise, if a
subsidy is identified, but the magnitude is small or de minimis then modifications could
also be unwarranted. Conversely, if a subsidy is proven and significant in magnitude, then
modifications could be warranted and a broad range of options should be considered to
ensure the modifications that are approved are appropriate, commensurate with the issue
being addressed, and based on sound ratemaking principles.

To the extent that a subsidy can be identified, there are two ways to mitigate it. One
way to mitigate an identified subsidy is to simply reduce the compensation provided to
customers as part of the net metering construct from the retail rate to some other amount.

The other way is to provide rates to net metering customers that are more closely aligned

Direct Testimony of Benjamin D. Inskeep 7
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with cost of service than would otherwise be the case. Both approaches have a potential
role with respect to consideration of overall DG ratemaking policy, and there are often
multiple ways through which the same objective can be achieved.

Therefore, the starting place is to determine whether a subsidy exists in the first
place. For that purpose, there are two primary tools at the Commission’s disposal: (a) cost-
benefit analysis, and (b) cost of service analysis. As | discuss in more detail later in my
testimony, cost-benefit analyses are generally conducted on a forward-looking basis with
a goal of identifying the potential for a subsidy to exist in the long-term. A cost of service
analysis takes a short-term outlook, using a snapshot of currently known costs to discover
the amount of costs that net metering customers are responsible for relative to what they
pay. Both approaches have merits. For instance, the long-term outlook used in a cost-
benefit analysis is more consistent with long-term ratepayer indifference and utility
planning. On the other hand, a cost of service evaluation, while effectively limited to the
short-term, identifies responsibility for embedded costs, including whether net metering
customers are themselves more or less costly to serve than the “average” customer in a
class.

WHAT FACTORS SHOULD THE COMMISSION CONSIDER AS PART OF
ADOPTING REVISIONS TO DG CUSTOMER RATES.

Generally speaking, the Commission should consider the same generally accepted
ratemaking principles (i.e., the Bonbright principles) that govern the broader ratemaking
process. In addition, in context of the Net Metering Act, there are also two considerations

that require special attention:
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1. Notwithstanding differences across utilities in Kentucky, the Commission should strive
for resulting policies and general rate structures that are generally consistent across all
utilities. Inconsistent policies would undermine basic fairness to all ratepayers and
create unnecessary complexities for DG providers that work across multiple service
territories.

2. The Commission should attempt to minimize “churn” in DG rates and policies that
would be caused by establishing short-lived tariffs or programs that are subsequently
replaced with different arrangements. Stated another way, a durable set of policies and
rates is preferrable to frequent structural changes.

With respect to the second factor, the Commission should consider that utilities
vary with respect to their level of net metering penetration relative to the 1% of peak load
net metering cap. It makes little sense to develop a set of modified net metering tariffs only
to have those same tariffs be replaced upon a utility reaching the net metering cap. Doing
so could result in customer confusion in addition to being inefficient from the perspective
of Commission and intervenor time and resources.

WHEN YOU USE THE TERM “DURABLE” IN REFERENCE TO DG RATES

AND POLICIES, ARE YOU SUGGESTING THAT SUCH POLICIES AND RATES

BE PERMANENT?

No. The electricity industry landscape is changing in response to technological

advancements and many other factors, and DG rates and policies should likewise be refined

over time with these changes in mind. A “durable” regime need not be permanent, but it
should provide customers and DG providers with a reasonable level of certainty, the ability

to plan for potential future changes, and an orderly transition to any future policy
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framework. Stated another way, a durable policy framework avoids creating disruptive
cliffs and works in advance of any defined inflection points (e.g.,the net metering cap)

with an overarching objective of providing such a smooth transition.

B. Summary of Net Metering Act Provisions

PLEASE SUMMARIZE THE KEY ELEMENTS OF THE NET METERING ACT

THAT YOU VIEW AS THE MOST RELEVANT TO THE COMPANY’S NMS-2

TARIFF PROPOSAL.

In brief summary, the Net Metering Act, also referred to Senate Bill 100, allows net

metering customers to be subjected to separate rates aligned with their cost of service, and

replaces the rollover over kilowatt-hour credits for exports with a monetary credit system.

More specifically, the Net Metering Act contains the following elements that are most

directly relevant to the Commission’s review of the Company’s NMS-2 Tariff proposal:

1. It amends the definition of net metering to refer to the difference in the “dollar value”
of electricity fed by a net metering customer to the grid (also referred to as “exports”
and “excess generation” herein) and the “dollar value” of electricity consumed by the
customer during a billing period.*

2. It requires the compensation for electricity fed to the grid by a net metering customer
to take the form of a monetary credit (i.e.,a “dollar denominated bill credit”).?

3. It entitles retail electric suppliers to implement rates for net metering customers that
allow the retail electric supplier “to recover from its eligible customer generators all

costs necessary to serve its eligible customer-generators, including but not limited to

KRS 278.465(4).
KRS 278.466(4).
Direct Testimony of Benjamin D. Inskeep 10
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fixed and demand-based costs, without regard for the rate structure for customers who
are not eligible customer-generators.”3
4. It requires the Commission to establish the “dollar value” of electricity fed by a
customer-generator to the grid over the course of a billing period.*
WHAT DOES THE NET METERING ACT REQUIRE A UTILITY TO
DEMONSTRATE AS PART OF ANET METERING RATES PROPOSAL UNDER
THE NET METERING ACT?
There are two primary questions that need to be answered. First, the Net Metering Act
requires that a utility demonstrate that the rates offered to net metering customers are
consistent with its costs to serve those customers. Second, it requires that the rate for
exports properly reflects the value of exports to the grid.
WHAT DID THE COMMISSION DECIDE IN ITS JANUARY 13, 2021 ORDER IN
CASE NO. 2020-00174 WITH RESPECT TO KENTUCKY POWER COMPANY’S
PROPOSAL UNDER THE NET METERING ACT, TARIFF NMS 11?
The Commission deferred its decision regarding net metering rates, stating that it was “not
convinced by Kentucky Power’s arguments that avoided cost should be the basis for
establishing new net metering rates,” and that Commission Staff would “work with its
consultant to ensure that there is sufficient evidence to support the conclusion that
Kentucky Power’s proposed Tariff NMS II rates are fair, just and reasonable.” The
Commission found that “Kentucky Power did not conduct a cost of service study or provide

any cost support for serving net metered customers.”®

o o~ W

KRS 278.466(5).
KRS 278.466(3).
Order, January 13, 2021, Case No. 2020-00174, p. 85.
Order, pp. 84-85.
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WHAT DID THE COMMISSION DECIDE IN ITS FEBRUARY 22, 2021, ORDER
ON THE COMPANY’S REHEARING REQUEST IN CASE NO. 2020-00174 WITH
RESPECT TO THE COMPANY’S PROPOSED TARIFF NMS 11?

The Commission denied Kentucky Power’s request for rehearing on the issue of NMS II,
affirming that Kentucky Power has the burden proof to establish sufficient evidence in
support of its application, and finding that it failed to do so here. The Commission
concluded that “there is no merit to in Kentucky Power’s assertion that it provided
sufficient evidence to carry its burden.”’

WHY ARE THE COMMISSION’S DECISIONS ON TARIFFS UNDER THE NET
METERING ACT IN KENTUCKY POWER (“KENTUCKY POWER”)
COMPANY’S RATE CASE RELEVANT TO THIS PROCEEDING?

Although the proceeding is ongoing, the Commission’s orders to date in Kentucky Power
have thus far declined to approve Kentucky Power’s significant modifications to its net
metering tariff. The Commission’s orders make clear that the utility bringing forth a
proposal to modify an existing net metering tariff under the Net Metering Act carries the
burden of proof to demonstrate that the proposal will result in fair, just and reasonable
rates. A significant shortcoming of Kentucky Power Company’s application that was
identified by the Commission was its failure to provide a cost of service study or provide
any cost support for serving net metered customers. As described in more detail below,

these shortcomings are also features of the Company’s proposal in the instant proceeding.

Order regarding rehearing, February 22, 2021, pp. 26-27 and Ordering Paragraph 17.
Direct Testimony of Benjamin D. Inskeep 12
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C. Cost of Service & Export Value

HOW IS A UTILITY’S COST TO SERVE A SPECIFIC SET OF CUSTOMERS
TYPICALLY DETERMINED?

In order to reliably identify the costs to serve a customer segment or class, a utility typically
conducts load research and develops a cost of service study based on that load research for
the customer segment in question.

HOW DOES THIS RELATE TO THE PROVISIONS IN THE NET METERING
ACT REFERRING TO A UTILITY’S ENTITLEMENT TO RECOVER ITS FIXED
COSTS, INCLUDING DEMAND-RELATED COSTS?

A cost of service study determines responsibility for fixed and demand-related costs. A
customer’s cost of service is only the portion of those costs properly allocated to them
based on their usage characteristics. A net metering customer can theoretically have a
negative cost of service depending on the amount and timing of exports.

WHY IS IT IMPORTANT THAT CONCLUSIONS ABOUT COST OF SERVICE
FOR A CUSTOMER SEGMENT BE SUPPORTED BY A FULL COST OF
SERVICE STUDY OF THAT SPECIFIC GROUP OF CUSTOMERS?

There are several reasons, but ultimately it amounts to a need for equity and fairness in
ratemaking. It is unfair to use one standard of evidence, such as full cost of service study,
for customers in general but permit a looser standard to be applied to certain customer
segments. Likewise, the results of a shoddy or incomplete evaluation could result in unfair
rates that charge customers in excess of their cost of service. Nothing in the Net Metering

Act suggests that the Commission should depart from the typical standards it applies for
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the establishment of fair, just, and reasonable rates, or generally accepted ratemaking
principles.

To put a finer point on the issue of fairness, without a targeted cost of service
evaluation the Commission has no way of knowing at what level net metering customers
pay for service relative to their cost of service, and how that might vary within the class.
Not only does that lack of information raise the potential for customers to be overcharged,
but it also prevents a more informed evaluation of the options necessary to remedy any
issues that are present. In other words, the simple fact that a net metering customer
purchases less electricity from a utility than they would have had they not installed a net
metering system is insufficient evidence that they are being “subsidized” by other
customers.

CAN YOU CITE TO ANY SPECIFIC EXAMPLES ILLUSTRATING THIS
POSSIBILITY?

Yes. In a 2015 general rate case, Oklahoma Gas and Electric (“OG&E”) proposed to
establish special demand rates for customers that install DG and eliminate any
compensation for exported generation on the basis that the changes were necessary to
eliminate an alleged “subsidy” to DG customers. As it turns out though, OG&E’s class cost
of service study, which evaluated residential DG customers as a separate class, showed that
the residential DG class actually produced a considerably higher rate of return than the

residential class as a whole (7.23% compared to 5.33%).2 In other words, residential DG

8

Oklahoma Corporation Commission, Docket No. PUD 201500273. Direct Testimony of Mark Garrett.

March 31, 2016, p. 14, available at http://imaging.occeweh.com/AP/CaseFiles/occ5272383.pdf
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customers were subsidizing non-DG customers to a significant degree. Not surprisingly,
the changes sought by OG&E were not adopted.®

WHAT TYPE OF EVALUATION IS NECESSARY TO DETERMINE THE
APPROPRIATE “DOLLAR VALUE” OF COMPENSATION FOR EXPORTS TO
THE GRID?

The value of exports can only be identified with a cost-benefit study that utilizes a long-
term time horizon and fully accounts for all future benefits and costs. Such an evaluation
would typically be conducted under a total resource cost framework for the life of a typical
DG system (e.qg.,25 years or longer). By default, under traditional net metering the dollar
value of excess generation is simply the volumetric retail rate.

WHY IS IT IMPORTANT TO EVALUATE COSTS AND BENEFITS UNDER A
LONG-TERM TOTAL RESOURCE COST FRAMEWORK?

A long-term evaluation is necessary because DG systems produce value over the course of
the system life. Limiting consideration of value to the short-term fails to consider what is
in the best interest of all ratepayers over the time horizon during which a DG system will
produce benefits. A total resource cost framework likewise aligns with the overall long-
run interests of ratepayers. In other words, the value will influence customer decision-
making on the construction of long-lived assets. Therefore, this value should reflect the
long-term value. | provide an additional discussion of regulators’ use of cost-benefit studies
when considering questions of net metering policy and compensation, including successor

tariff regimes, in Section IV.

Oklahoma Corporation Commission, Docket No. PUD 201500273. Order No. 662059. March 20, 2017,

available at http://imaging.occeweb.com/AP/Orders/occ5360859.pdf
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HOW DO YOU VIEW COST OF SERVICE ANALYSES AND COST-BENEFIT
ANALYSES FITTING TOGETHER WITH RESPECT TO DG POLICY AND
COMPENSATION RATES?
Both have a valuable role to play. A cost-benefit analysis can answer the threshold question
of whether compensation to customer-generators is lower or higher than the long-term
value of that generation (e.g., lower or higher than the retail rate under net metering).
Where the long-term value is higher than the retail rate, there is no need to reduce the
compensation rate; rather, it indicates that there could be justification to increase the
compensation rate or maintain the existing level.

A cost of service evaluation offers a second test based on current conditions. Since
a cost of service evaluation is effectively a snapshot in time, it fails to consider the long-
term interests of ratepayers. However, it has the virtue of being able to identify an
alternative cost benchmark (i.e., an amount other than the retail rate) to which
compensation could be compared, as well as the nuances of variations in cost of service
that exist within the broader class and specific customer segments of a class. For instance,
if net metering customers as a group, or subgroups of net metering customers (e.g.,those
that install larger systems vs. smaller systems) have a lower cost of service than the
“average” customer, the retail rate is an inappropriate basis for comparison. This could be
true where net metering system production during peak times reduces the allocation of
peak-driven costs to the broader class.

Both types of evaluations can yield valuable information on the nature of any short
or long-term subsidization of different customer groups and the nature of solutions that

may be used to mitigate any identified inequities.
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ARE COST-BENEFIT OR DG COST OF SERVICE STUDIES TYPICALLY
REQUIRED AS PART OF REGULATORY REVIEWS OF NET METERING
POLICIES AND DG TARIFFS?

They have not necessarily been universally required, but few jurisdictions have adopted
major changes to net metering or established net metering successor tariffs without
requiring one or both. Typically, benefit-cost analyses have been performed by consultants
with subject matter expertise at the request of legislators or regulators. A cost of service
analysis is more commonly used in ratemaking proceedings where specific revisions to DG
customer purchase or compensation rates are being proposed, such as the case in the instant

proceeding.
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. LG&E’s NET METERING PROPOSAL

A. Net Metering Tariffs

PLEASE BRIEFLY DESCRIBE THE COMPANY’S NMS-2 TARIFF PROPOSAL.
The Company is proposing to end retail rate net metering and replace it with what | refer
to as a net billing arrangement in which all electricity generated by an eligible customer-
generator that is fed back to the electric grid would be compensated at the Company’s
avoided cost rate under the non-time differentiated rate in the Company’s Standard Rate
Rider SQF (“Tariff SQF”), which is currently set at $0.02173/kWh. The Company would
create a new net metering rate schedule, Rider NMS-2 (“Tariff NMS-2""), and rename its
existing Rider NMS to be Rider NMS-1. | refer to these as “Tariff NMS” and “Tariff NMS-
1” and use the two terms interchangeably in my testimony to refer to the Company’s
existing net metering tariff. Tariff NMS-1 will serve net metering customers that have
submitted an application for net metering service before the effective date of rates
established in this proceeding (“existing net metering customers”), and Tariff NMS-2 will
apply to all other net metering customers (“new net metering customers”).

WHAT DO YOU MEAN BY “NET BILLING”?

As commonly used, net billing is when a utility compensates an eligible DG customer for
electricity generated by the customer that is fed back to the electric grid using a rate other
than the retail rate for consumption, after netting production and consumption over
intervals shorter than the billing period (e.g., instantaneous, 15-minute or 1-hour

intervals).!* As under net metering, a net billing customer is still able to self-consume

10 Direct Testimony of Robert Conroy, p. 23.
1 See, e.g.Tom Stanton, “Review of State Net Energy Metering and Successor Rate Designs,” National
Regulatory Research Institute (2019), p. 11.
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electricity generated by the DG system. However, in contrast to net metering, a net billing
arrangement credits a customer for net exports that occur during intervals shorter than the
billing period (or for all gross exports if an instantaneous measurement is used) at a rate
that is below the applicable retail rate. Some states (e.g.,Michigan and lowa) have adopted
the term “inflow/outflow billing,” to refer to the policy that | describe as net billing.
HOW IS THE COMPANY’S PROPOSED TARIFF NMS-2 DIFFERENT FROM
THE COMPANY’S TARIFF SQF?

While there are some differences in between the two tariffs, they would appear to have
nearly identical impacts for a DG customer that is eligible to take service under either tariff
and who consumes a portion of the electricity generated by the DG system on-site and
exports the remaining portion of the electricity generated by the DG system to the grid. In
response to information requests, the Company confirmed that a person “who elects to take
service under either Rider SQF or Rider NMS-2 will be billed the standard rate schedule
for the energy consumed and will receive compensation for the energy put back on the grid
at the Rider SQF rate as specified in the appropriate section of the tariff.”*? The main
differences between Tariffs NMS-2 and SQF appear to be the size of systems eligible to
participate (up to 45 kW under NMS-2 compared to up to 100 kW under SQF),
compensation taking the form of a payment under SQF rather than a monetary bill credit
under NMS-2, an additional time-differentiated rate option (“Rate A”) being available

under SQF, and unused bill credits expiring for net metering customers.*3

12

Response to Kentucky Solar Industries Association, Inc.’s Supplemental Requests for Information, Dated

February 5, 2021, A-6.

13

Response to Kentucky Solar Industries Association, Inc.’s Supplemental Requests for Information, Dated

February 5, 2021, A-6.
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WHAT IS THE SIGNIFICANCE OF THE SIMILARITY BETWEEN TARIFF
NMS-2 AND TARIFF SQF?

In essence, the Company’s proposed Tariff NMS-2 appears to be little more than an
unfavorable version of the Company’s existing Tariff SQF, as the compensation rate for
electricity exported to the grid is the same but Tariff NMS-2 customers would have unused
bill credits expire rather than being paid out as under Tariff SQF. It is unclear why net
metering would need to be subject to various additional statutory restrictions (e.g., 45 kW
system size limitation, 1% participation cap) if a utility can implement net metering’s key
provisions in a manner that is functionally similar, if not effectively identical in practice,
to existing avoided cost tariffs that are not subject to such restrictions. Indeed, it is unclear
why a separate net metering policy would be needed at all if it is permitted to be
transmogrified into an inferior avoided cost rate tariff. Had the legislature intended the
Company to effectively replace net metering with its existing avoided cost tariff in place
for Small Power Production facilities, it could have just eliminated net metering altogether
rather than amending but keeping in place the net metering statute and delegating the
compensation rate issue to the Commission to determine using standard ratemaking
principles.

DID THE COMPANY CONDUCT A COST OF SERVICE EVALUATION OF NET
METERING CUSTOMERS TO IDENTIFY THE AMOUNT OF FIXED COSTS
THAT THEY ARE ACTUALLY RESPONSIBLE FOR?

No. In response to information requests for the Company to “Identify the cost to serve a

distributed generation customer,” the Company responded by pointing to Exhibit WSS-2.14

14

Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January

8, 2021, A-8.
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However, WSS-2 contains no information identifying the cost to serve a DG customer in
the Company’s service territory. Instead, it contains the Company’s cost components for
residential service. Based on the Company’s response, as well as the information contained
in its application and direct testimony, I conclude the Company has not conducted a cost
of service evaluation of either residential or non-residential net metering customers.
Additional responses to information requests make clear that the Company also
failed to conduct the load research that would be necessary to establish representative load
profiles of its net metering customers. The Companies stated that they “have interval data
for only approximately 100 net metering customers and have assumed that more data would
be needed to provide a representative sample given the diversity in consumption and
distributed generation facilities for net metering customers overall.”*> The Company also
admitted that the load data it does have that it used to develop estimates of the alleged
subsidy as a result of net metering customers not being subjected to four-part rates is “not
based on a statistically valid sample.”*® Needless to say, statistically valid data are
necessary to arrive at conclusions regarding the Company’s costs to serve residential DG
customers, and the Commission should discard the Company’s assertions and rhetoric that

that are not based on valid data.

Q. IS THE COMPANY’S AVOIDED COST RATE UNDER TARIFF SQF AN
APPROPRIATE COMPENSATION RATE FOR ALL ELECTRICITY A NET
METERING CUSTOMER FEEDS BACK INTO THE GRID?

15 Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January

8, 2021, A-10.

16

Response to Commission Staff’s Second Request for Information, Dated January 8, 2021, A-122.
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No. For several reasons, avoided cost rates developed to compensate qualifying facilities
(“QFs”) under the Public Utility Regulatory Policies Act of 1978 are an inappropriate basis
for determining the compensation rate for exports under net metering programs. First, the
Company’s avoided cost rate methodology contains numerous shortcomings, as described
in more detail in the Direct Testimony of KY SEIA Witness Justin Barnes, which results in
a compensation rate that is below the Company’s true avoided costs.

Second, the avoided cost rate fails to account for all of the benefits provided by net
metering systems over the life of a net metering system, meaning the avoided cost rate
undercompensates net metering customers. For instance, DG systems sited at the point of
load do not use the transmission and distribution infrastructure to the same extent as QFs
or centralized generation facilities and have fewer associated line losses. For this reason,
many jurisdictions have conducted a long-term cost-benefit analysis that provides a more
accurate accounting of all of the types of benefit and cost categories, as | describe more in

Section IV. A valuable reference on this topic is the National Energy Screening Project’s

National Standard Practice Manual for Bendlibst Analysis of Distributed Energy

Resourceswhich was developed to help guide jurisdictions in developing and conducting
benefit-cost analyses of distributed energy resources.!’

Finally, as previously noted, the Company has not supported its proposal with the
information necessary to determine if a change to net metering compensation rates is
necessary in the first place, and whether its proposed changes would result in rates that

recover the costs necessary to serve net metering customers. For example, the Company

Available at: https://www.nationalenergyscreeningproject.org/wp-content/uploads/2020/08/NSPM-

DERs_08-24-2020.pdf.
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failed to conduct sufficient load research and perform a cost of service evaluation of
residential and commercial net metering customers.

I will also note that moving from a retail rate to avoided cost rate compensation
would be a severe reduction in the compensation rate. Relative to the Company’s proposed
residential volumetric retail rate, Tariff SQF represents an approximate 79% reduction in
the compensation rate. Such an extreme change does not comport with the ratemaking
principle of gradualism.

HOW WOULD THE COMPANY’S NMS-2 TARIFF AFFECT RESIDENTIAL
CUSTOMER BILL SAVINGS RELATIVE TO THE CURRENT NET METERING
TARIFF?

| estimate that it would reduce customer bill savings by roughly 45% for a solar net
metering system sized to produce an approximate 100% load offset on an annual basis (i.e.,
8 kW-ac). | arrived at this estimate by developing a solar production profile for a system
installed in Louisville with basic default assumptions using the National Renewable Energy
Lab (“NREL”) PVWatts Calculator. I then applied this hourly production profile to a
typical residential load profile that | developed based on the residential class load profile
provided by the Company.*® Using hourly production and load figures as opposed to more
granular data means that this analysis will slightly understate the actual amount of exported
electricity, since the Company will be measuring this on an instantaneous basis (i.e., my
analysis is akin to using an hourly netting interval instead of the instantaneousetting

interval proposed). Therefore, the reduction in customer bill savings produced by this

18

Response to Joint Initial Data Requests of the Attorney General and KIUC Dated January 8, 2021, A-173.
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method is a conservative estimate, and the actual reduction to bill savings will be slightly
larger.

Of course, there is likely to be a fair amount of variation between individual
customers with respect to their hourly load profiles. Customers with lower daytime loads
would produce a greater quantity of exports than those with higher daytime loads and
consequently forfeit more value due to excess daytime generation being compensated at
the lower rate proposed by the Company instead of the volumetric retail rate credits under
Tariff NMS. Second, system orientation and other site characteristics would influence the
solar production shape and correspondingly, the amount of hourly exports. However, |
believe my estimate is reasonable for a typical residential customer taking service from the
Company and provides a useful illustration of the financial impacts of the Company’s
proposal on a customer installing a solar DG system.

WHAT WOULD BE THE IMPACT OF TARIFF NMS-2 ON THE ADOPTION
RATE OF SOLAR NET METERING IN THE COMPANY’S SERVICE
TERRITORY?

The Company admitted that Tariff NMS-2 would have a devastating impact to the adoption
rate of solar net metering. Under the current growth rate for net metering, the Company
calculates it would hit its net metering cap within six years.'® However, if Tariff NMS-2 is
adopted, the impact would be so dire that LG&E forecasts it would not even reach onehalf
of its 1% cap over the next 29 yearswith installed net metering capacity increasing from

5.88 MW in 2020 to only 11.26 MW in 2050.2° Accordingly, I find the Company’s claims

19 Response to Commission Staft’s Second Request for Information, Dated January 8, 2021, A-122.
2 Response to Metropolitan Housing Coalition, Kentuckians for the Commonwealth, and Kentucky Solar
Energy Society’s First Set of Data Requests, Dated January 8, 2021, A-2.
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that its net metering proposal comports with the ratemaking principle of continuity and

gradualism?! to be dubious, at best.

B. Net Metering Service Interconnection Guidelines

IS THE COMPANY PROPOSING CHANGES TO ITSNET METERING SERVICE
INTERCONNECTION GUIDELINES IN THIS PROCEEDING?

Yes. The Company is proposing a number of changes to the Net Metering Service
Interconnection Guidelines, including changes to applicable industry standards and
eliminating net metering service application forms from its tariff.

HAS THE COMMISSION OPENED A SEPARATE PROCEEDING TO
CONSIDER CHANGES TO NET METERING SERVICE INTERCONNECTION
GUIDELINES?

Yes. Case No. 2020-00302 was opened in September 2020 to investigate net metering
interconnection guidelines.

WHAT ACTION DO YOU RECOMMEND THE COMMISSION TAKE IN
RESPONSE TO THE COMPANY’S PROPOSED CHANGES TO ITS NET
METERING SERVICE INTERCONNECTION GUIDELINES?

I recommend the Commission consider substantive changes to the Company’s Net
Metering Service Interconnection Guidelines in Case No. 2020-00302 rather than in this
proceeding. Case No. 2020-00302 is a better forum for considering the very technical and
specific issues presented by revisions to interconnection guidelines rather than a rate case
that involves a broad set of numerous other complex issues. Furthermore, that proceeding

will allow for any changes the Commission deems are warranted to net metering

21

Direct Testimony of William Steven Seelye, p. 47.
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interconnection guidelines to be standardized and aligned across multiple Kentucky

utilities, which is a more efficient use of Commission and intervenor time and resources.

C. Insufficiency of the Company’s Application

WHAT IS YOUR GENERAL ASSESSMENT OF THE COMPANY’S NMS-2
TARIFF PROPOSAL?

The Company has failed to meet its burden of proof and has not demonstrated that Tariff
NMS-2 will result in a rate that is fair, just, and reasonable. The Company both failed to
conduct adequate load research on its net metering customers and evaluate the cost to serve
net metering customers. Therefore, it has failed to adequately demonstrate that net metering
customers are not currently paying their full cost of service. As | previously observed, the
simple fact that a customer-generator purchases less electricity from a utility than they
would have otherwise without a net metering system is insufficient evidence that they are
being “subsidized” by other customers, and insufficient evidence that they would not pay
the fixed and demand-related costs for which they are responsible. Likewise, a basic
comparison of the effective retail rate compensation under net metering to the avoided cost
rate under Tariff SQF is also insufficient evidence that net metering customers are being
“subsidized” by other customers, as such an analysis does not consider whether net
metering customers are under- or over-paying their cost of service. For instance, for the
sake of argument, even if a net metering customer was being “overcompensated” for
exported electricity under retail rate net metering, at the same time they could also be
“overpaying” the utility for their electric service under existing applicable retail service
rates, based on the utility’s actual cost to serve the net metering customer, resulting in no

net impact to non-net metering customers. For this reason, the Company’s proposal to
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separately address the compensation rate from the issues of cost of service and rate design
is fundamentally flawed.

Tariff NMS-2 also suffers from flaws in the methodology the Company uses to
establish the avoided cost rate, which is discussed in more detail in the Direct Testimony
of KYSEIA Witness Justin Barnes.

PLEASE EXPLAIN HOW THAT RELATES TO THE REQUIREMENTS OF THE
NET METERING ACT.

The Net Metering Act only entitles a utility to recover the “costs necessary to serite
eligible customer-generators” (emphasis added).?? It certainly does not entitle the
Company to recover more than those costs. The only way to arrive at reliable conclusions
about whether a given tariff design would accomplish aligning net metering rates with cost
causation, including compensation for exports, is to conduct a complete cost of service
evaluation. Stated another way, in order to remedy any subsidy that exists from one group
of customers to another, one must first quantify the subsidy using well-vetted and accepted
methods for doing so.

HAS THE COMPANY PRESENTED ANY EVIDENCE THAT SPEAKS TO
QUANTIFYING A SUBSIDY THAT NET METERING CUSTOMERS RECEIVE
FROM NON-DG CUSTOMERS?

The Company’s analysis alleges there are two subsidies being provided to net metering
customers: (1) subsidies from “overcompensating” net metering customers by providing a
credit for excess generation at the retail rate instead of the avoided cost rate; and (2)

subsidies from using a two-part rate, which the Company alleges does not collect the cost

22

KRS 278.466(5).
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to serve the net metering customer. In this proceeding, the Company only proposes to
address the first of the two alleged subsides. Its analysis concludes that a residential net
metering customer receives a subsidy amounting to $0.08309 per kWh under its first
subsidy category.? The Company alleges that this results in a total subsidy of $148,668 for
residential net metering customers and $31,753 for non-residential net metering
customers.?* These amounts are derived by multiplying the difference between the retail
rate and the avoided cost rate by the kWh supplied to the grid by net metering customers.
The problems with this simplistic analysis are that: (1) it fails to properly account for net
metering customer cost of service before the installation of the net metering system, and
(2) it fails to properly account for the contribution that a net metering system makes in
altering a customer’s cost of service.

CAN YOU PROVIDE AN EXAMPLE OF HOW A COST OF SERVICE-BASED
EVALUATION WOULD PRODUCE A DIFFERENT RESULT?

Yes. A simple example is for energy costs. The Company’s cost of service study produces
a residential class revenue requirement for energy-related costs of $131,381,848.2° Total
residential class energy sales are approximately 4.049 billion kwWh, leading to a volumetric
energy rate of $0.03245 per kWh. A customer with a net metering system offsets energy-
related costs on a 1:1 basis, meaning that any amounts they do not pay due to on-site
generation are fully offset by a reduction in costs to the residential class. In other words, it

is not possible for any “subsidy” to exist with respect to energy-related costs. Yet, the

23
24
25

Response to Commission Staff’s Second Request for Information Dated January 8, 2021, A-122.
Response to Commission Staff’s Second Request for Information Dated January 8, 2021, A-122.
Exhibit WSS-2.
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Company’s subsidy analysis would give a DG customer credit for reducing energy-related
costs at only $0.02173 per kWh (i.e., the Tariff SQF rate).

This disconnect is present throughout the Company’s evaluation of the supposed
subsidy, as the Company’s analysis fails to account for net metering contributions to
reducing the allocation of most system costs to a customer's respective class (e.g,
transmission and primary distribution are allocated based on maximum class non-
coincident peak demand?®). Where net metering reduces the class contribution to peaks, or
if DG customers already contribute less to peaks even before installing a net metering
system, the broader class benefits from their presence in the form of reduced allocations of
those costs.

WHAT DO YOU CONCLUDE ABOUT THE SUFFICIENCY OF THE
COMPANY’S APPLICATION WITH RESPECT TO THE NET METERING ACT
AND THE EXISTENCE OF A SUBSIDY TO DG CUSTOMERS?

The Company has failed to present evidence sufficient to determine the costs to serve net
metering customers, whether they already pay amounts consistent with their costs of
service, and ultimately, the nature and magnitude of any subsidy that does exist between
DG customers and non-DG customers.

WHAT IS YOUR RECOMMENDATION TO THE COMMISSION GIVEN THIS
LACK OF EVIDENCE?

The Company’s Tariff NMS-2 proposal should be rejected because the Company has failed
to meet a basic requirement of the Net Metering Act that the rates applied to net metering

customers be based on their cost of service.

26
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ARE THERE ANY OTHER PROBLEMS WITH THE SPECIFIC LANGUAGE
USED IN THE COMPANY’S NMS-2 TARIFF?

Yes. The wording of the tariff does not align with the Company’s stated interpretation of
the tariff. Specifically, Tariff NMS-2 provides that “For each billing period, Company will
(a) bill Customer for all energy consumed in accordance with Customer’s standard rate and
(b) Company will provide a dollar denominated bill credit for each kWh of productioifhe
dollar denominated bill credit will be calculated by multiplying the total kWh of production
within the billing period by the Non-Time-Differentiated SQF rate within tariff Sheet No.
55.”27 The emphasized tariff language suggests that Tariff NMS-2 could be construed as a
buy-all sell-arrangement where grossproduction from a net metering system is credited at
the avoided cost rate instead of the net production. To align with the Company’s
interpretation of Tariff NMS-2, the language would need to be modified to reflect that the
Company is only referring to production that is exported to the grid, and not all kwWh
production, which would include production used on-site behind the meter at the time it is

generated.

D. Rate Design Issues

WHAT RATE DESIGN CHANGES DOES THE COMPANY ENVISION
PROPOSING FOR NET METERING CUSTOMERS IN THE FUTURE?

The Company is not proposing cost-based rates or a separate rate design for net metering
customers in this case, but it makes clear it intends to do so in the future.?® Specifically, the
Company indicates that it is envisioning proposing three- or four-part rates on net metering

customers in the future, such that net metering customers would be subjected to a fixed

27
28

Tariff NMS-2. (Emphasis added.)
Direct Testimony of William Seelye, p. 46-64.
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charge, energy charge, peak demand charge, and base demand charge.?® The Company
asserts that “serving distributed generation customers under a two-part rate consisting of
only a customer charge and energy charge forces non-distributed generation customers to
subsidize distributed generation customers.”3°

DO YOU AGREE WITH THE COMPANY’S ASSESSMENT THAT DEMAND
CHARGES ON RESIDENTIAL NET METERING CUSTOMERS ARE
NECESSARY FOR THE COMPANY TO RECOVER THE COST TO SERVE
THESE CUSTOMERS?

No. The Company has neither demonstrated an under-recovery of its demand-related costs,
nor sufficiently justified its rate design solution for this alleged problem.

First, at a fundamental level and described above in more detail, the Company has
not demonstrated that net metering customers are not currently paying their cost of service
through existing rates. In other words, the Company has not shown there are any “missing”
demand-related costs that it is failing to recover from net metering customers, as it has not
performed the cost of service analysis that would be necessary to do so.

Second, it is important to distinguish that cost classificationgenergy-related costs,
demand-related costs, and customer-related costs), while potentially informative, do not
always perfectly match onto the ultimate rate desigremployed to recover those respective
costs. For example, utilities usually recover demandrelatedcosts through energy charges
for residential and small commercial customer classes rather than through demand charges.
In fact, nearly every investor-owned utility in the nation uses this type of two-part rate with

a fixed customer charge and one or more volumetric energy (per KWh) charge as the default

29
30

Direct Testimony of William Seelye, p. 47.
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rate for residential customers. In addition, many other types of businesses (e.g, restaurants,
retail stores) have both “fixed”” and “variable” costs from a short-term business perspective,
yet they only charge customers a variable charge for products. Therefore, the Company’s
assertion that demand charges are necessary to recover its cost to serve DG customers has
no merit.

PLEASE EXPLAIN IN GENERAL WHY DEMAND RATES ARE INCONSISTENT
WITH THE PRINCIPLE OF COST CAUSATION.

Infrastructure costs are caused by the aggregatecustomer contributions to peak demands
on different parts and levels of the system. A customer’s maximum monthly demand only
approximates their contribution to those costs for facilities in close proximity to the
customer, such as line transformers. Even line transformers may experience peaks that
depart from individual customer peaks if they serve multiple customers because the peak
demands of individual customers do not necessarily occur during the same window during
a month. The greater the number of customers served by a given piece of infrastructure,
the greater this diversity benefit becomes.

Non-coincident demand charges fail to account for this diversity and fail to account
for the time-varying nature of costs. The departure from cost causation is particularly
pronounced at the generation and transmission level where a large amount of load diversity
is present. Non-coincident demand charges are effective at capturing cost causation only
for customers that have high load factors or peak demands that coincide with times of peak
demand. They overcharge customers with lower load factors and those that have peaks
during off-peak times.

IS THIS VIEW OF DEMAND CHARGES SHARED BY OTHERS?
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little or no place in modern rate design. The RAP Policy Brief argues that:

Demand charges as we’ve known them in the United States should largely
become a relic of the past. Current forms of demand charges, based on 15-
minute, 30-minute or 60- minute individual customer peaks and often
intended to recover the lion’s share of capacity costs, are neither cost
reflective nor efficient in general. For much of the 20th century, traditional
demand charges may have been a second-best alternative that worked
reasonably well for high-load-factor industrial customers. Developments of
the past several decades have, however, made even this application of
demand charges archaic. Such charges do not reflect the cost drivers of the
modern electric system, and typical sizing of these charges are larger than
justified by proper economic analysis of the electric system. Peak window
demand charges, while an improvement over their traditional counterpart,
do not solve many of the core deficiencies of demand charges as an efficient
pricing mechanism. Time-varying rates, including TOU [time-of-use] rates
and critical peak pricing, are more efficient than peak window demand

charges.3!

31

Mark LaBel and Frederick Weston. Regulatory Assistance Project. “Demand Charges: What Are They
Good For? An Examination of Cost Causation, November 2020, p. 7. Available at https://www.raponline.org/wp-
content/uploads/2020/11/rap-lebel-weston-sandoval-demand-charges-what-are-they-good-for-2020-november.pdf.

Direct Testimony of Benjamin D. Inskeep
On Behalf of the Kentucky Solar Industries Association, Inc.
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Yes. The Regulatory Assistance Project (“RAP”) recently published a Policy Brief (“RAP
Policy Brief”), which I have attached to my testimony as Exhibit BDI-2, discussing the

rationale for demand charges. The RAP Policy Brief concludes that demand charges have
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WHY DO THE AUTHORS OF THE RAP POLICY BRIEF REACH THIS
CONCLUSION?

The authors observe that what matters for cost causation is not a customer’s individual
peak, but their contribution to the system peak, and that time-varying energy rates are more
economically efficient than on-peak window demand charges. They further observe that a
significant portion of capacity investment is properly classified as energy-related rather
than demand-related because “Put simply, not all capacity costs are incurred to meet peak
demand. As a result, capacity costs for generation should either be split into the traditional
demand-related and energy-related categories, or else those categories should be updated
into a more modern time-based classification framework.”%?

ARE THERE OTHER PROBLEMS WITH IMPOSING DEMAND CHARGES ON
RESIDENTIAL NET METERING CUSTOMERS?

Yes. There are a number of significant additional drawbacks to assessing demand charges
on residential or other small customers.® These customers are generally not accustomed to
demand charges. The basic rate design most residential customers experience has likely
not meaningfully changed in their lifetimes. In the very least, a major rate design change
of this nature would take considerable customer education simply to make the customer
aware of the new charge and how it impacts their bill. Even for residential customers that
are made aware of and fully grasp the concept of demand charges may not be able to adopt
the additional technologies and/or behavioral changes necessary at the household level to

moderate their monthly assessed demand charge. Therefore, there is a large potential that

Ibid., p. 21.
See, generally;Chernick, P., Colgan, J., Gilliam, R., Jester, D., & LeBel, M. (2016). “Charge without a

cause? Assessing electric utility demand charges on small consumers.” (Electricity rate design review paper No. 1).
Available at: https://votesolar.org/files/6414/6888/3283/Charge-Without-CauseFinal_71816.pdf.
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such a significant change could have adverse outcomes, and that those adverse outcomes
are more likely to occur and be more pronounced for members of vulnerable communities.
WHY THEN ARE DEMAND CHARGES A COMMON FEATURE IN UTILITY
RATES FOR NON-RESIDENTIAL CUSTOMERS?

The prevalence is attributable to several factors, such as metering capabilities and relative
costs, and due to the fact that larger industrial customers most often subjected to demand
charges tend to have higher load factors and relatively limited ability to shift loads,
resulting in their demand during peak times being similar to their demand at other times.
The authors of the RAP Policy Brief include a discussion of this history, noting numerous
examples of prominent industry writers discussing the limitations and downsides of
demand charges even in the more historic context.3* For instance, they note that Dr. James
Bonbright found little sense in “the imposition of demand charges which penalize
consumers for high individual demands even though these demands come at hours or
seasons that fall well off the peak loads imposed on the system as a whole or even on any
major part thereof.”3®

DO YOU HAVE CONCERNS REGARDING THE EVIDENCE THE COMPANY
PROVIDED TO SUPPORT ITS ARGUMENT THAT DEMAND CHARGES ARE
REASONABLE?

Yes. The Company claims that “Over the past decade, a small but growing number of
utilities have implemented demand rates for all their residential customers, not just new

distributed generation customers as in Kansas.”*® However, when asked for support of its

34
35
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RAP Policy Brief, pp. 8-11.
RAP Policy Brief, p. 10, quoting Bonbright, 1961, p. 316.
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statement through an information request, the Company was not able to provide a single
example of a peer U.S. investor-owned utility that has implemented a mandatory demand
charge on all of residential customers.3” The fact that apparently not a single utility
regulator in the country has been willing to approve such a mandatory three-part rate design
for residential customers of an investor-owned utility is telling.

The Company goes on to highlight the Kansas Corporation Commission’s (“KCC”)
Order in Docket No. 15-WSSE-115- RTS, in which the KCC approved a residential rate
schedule for Westar Energy Company (now called “Evergy Kansas Central, Inc.” and
referred to hereafter as “Evergy”) that required residential customers adding behind-the-
meter electric generation after a specified date to take service under a three-part rate
schedule. The impression left from reading the Company’s testimony was that the three-
part rate was not only permissible, but would remain in effect going forward for new net
metering customers and represented a clear example for the Commission to emulate in
Kentucky. However, what the Company failed to note in its testimony is that more than
seven months prioto the Company filing its rate case application and testimony, the
Kansas Supreme Court issued an Opinion striking down the mandatory three-part rate on
DG customers, finding that the “rate design is unlawful and the Commission erred by
approving a discriminatory rate.”3®

On remand, the KCC considered two proposals by Evergy to replace the unlawful,
discriminatory three-part rate: (1) a $3.00 per kW of installed DG capacity “grid access

charge,” and (2) in the alternative, a $35 minimum bill applied to most residential

37

Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January

8, 2021, A-9.

38

In the Matter of Joint Application of Westar Energy and Kansas Gas and Electric Co., 311 Kan. 320, 460

P.3d 821 (2020).
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customers. On February 25, 2021, the KCC issued an Order rejecting both of Evergy’s
proposals.® As a result, DG customers in Evergy’s Kansas service territory will now have
the identical two-part rate structure as non-DG customers and will not be assessed a grid
access charge or higher minimum bill.

WHAT WOULD BE THE IMPACT TO DG CUSTOMERS OF THE COMPANY
IMPLEMENTING TARIFF NMS-2 THROUGH THIS PROCEEDING
FOLLOWED BY A MAJOR CHANGE IN NMS-2 RATE DESIGN IN A
SUBSEQUENT PROCEEDING?

As described above, Tariff NMS-2 alone would have substantial negative impacts on the
adoption rate of solar net metering as a result of the reduced financial value to DG
customers due to the large reduction to the compensation rate. Layering on future rate
design changes could further erode the financial value of the net metering system to the
customer, resulting in a catastrophic negative impact to a prospective investment in a solar
net metering system. Of course, the exact impact is unknown at this time, as the Company
has not put forth its specific rate design proposal in this case. But the substantial decrease
in the financial value of a net metering system under the Company’s proposal in this rate
case to move from the effective volumetric retail rate to the avoided cost rate, combined
with the uncertainty over future negative changes related to rate design, would certainly

have a market-chilling and broadly negative impact to DG customers.

E. Legacy Rights

PLEASE EXPLAIN THE PRINCIPLE OF NET METERING LEGACY RIGHTS

AS IT RELATES TO THE CURRENT PROCEEDING.

https://estar.kcc.ks.gov/estar/ViewFile.aspx/20210225103241.pdf?1d=dbf0d 78a-209e-4c08-82a9-

8a58810d3cef
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Net metering Legacy Rights refers to a decision made by a state utility regulator or
established through legislation that allow DG customers to continue to take service under
a net metering tariff in the event it is discontinued for new participants. In the present
context, it refers to allowing net metering customers to continue to take service under their
electric utility’s existing net metering tariff for either a defined period of time, or in
perpetuity, should net metering be modified or discontinued. It also refers to allowing those
same customers to continue taking service under a current rate structure should changes be
made to rate structures that apply to DG customers. The intent of net metering Legacy
Rights is to respect the long-term investments made by customers in DG systems that were
made prior to the time when changes were known.

In this testimony, the term Legacy Rights is used instead of “grandfathering,” given
the historically negative connotations of the latter term.*°
PLEASE ELABORATE ON WHAT EXPECTATIONS A CUSTOMER WOULD
TYPICALLY HAVE WHEN CONSIDERING WHETHER TO INSTALL A DG
SYSTEM.
It is reasonable to assume that a customer considering installing a DG system would,
among other considerations, weigh the potential financial benefits of such an investment
over its anticipated lifetime against the upfront costs of installing the system. DG systems
typically involve a substantial upfront cost, with financial benefits then accruing over the

life of the system in the form of offsetting electricity purchases from the utility.

See, e.g.Request for Rehearing and Request for Clarification of PJIM Interconnection, L.L.C., Federal

Energy Regulatory Commission Docket No. EL-16-49 and Consolidated Docket Nos. ER18-1314 and EL18-178,
January 21, 2020, Footnote 21 (noting that “Because the term ‘grandfathering’ carries historically negative
connotations, PJM encourages the use of an alternative term...”).
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It is also reasonable to assume that a potential net metering customer, like most
utility customers, should anticipate changes to certain rate components over time.
Customers are accustomed to and generally accept that periodic and typically gradual rate
changes will occur. That is, customers have an expectation based on decades of ratemaking
that they are likely to experience relatively small rate changes from year to year (i.e.,
typically increases in existing rate components) rather than dramatic changes in rates or
rate structure. This expectation is in large part attributable to the fact that utility regulators
have historically made substantial efforts to avoid “rate shock™ in ratemaking decisions,
consistent with the principle of gradualism.

HAVE OTHER STATE UTILITY REGULATORS ADDRESSED LEGACY
RIGHTS FOR EXISTING NET METERING CUSTOMERS?

Yes, within the spectrum of recent regulatory decisions affecting net metering and DG
customer rates, Legacy Rights is among the most consistently addressed elements. | have
developed a table (Exhibit BDI-3) that provides an overview of how other state regulatory
commissions have addressed Legacy Rights for existing DG customers in their
consideration of changes to net metering and/or rate structures for DG customers. As
Exhibit BDI-3 shows, while there are some differences in how states have approached
Legacy Rights, there are common conclusions as well. The primary conclusions | draw
from reviewing other state policies with respect to net metering Legacy Rights are that:

1. While certain elements vary from state to state, as a general policy principle, it

enjoys universal support from regulators.
2. The most common Legacy period duration is at least 20 years, ranging upward to

indefinite in some states.
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3. Legacy Rights eligibility is based on a customer submitting an application either
before some future benchmark or date certain, or the date of a decision.

4. Legacy Rights under a modified net metering policy or net metering successor
policy tend to mirror the Legacy Rights period under the original net metering
policy, or have slightly shorter time periods, although some states have not yet
addressed this.

WHAT LEGACY RIGHTS PROVISIONS WERE INCLUDED IN THE NET

METERING ACT THAT APPLY TO NMS-1 CUSTOMERS?

The Net Metering Act, codified at KRS 278.466(6), provides:*

For an eligible electric generating facility in service prior to the effective
date of the initial net metering order by the commission in accordance with
subsection (3) of this section, the net metering tariff provisions in place
when the eligible customer-generator began taking net metering service,

including the one-to-one (1:1) kilowatt-hour denominated energy credit

provided for electricity fed into the grid, shall remain in effect at those

premises for a twenty-five (25) year period, regardless of whether the

premises are sold or conveyed during that twenty-five (25) year period. For
any eligible customer-generator to whom this paragraph applies, each net
metering contract or tariff under which the customer takes service shall be
identical, with respect to energy rates, rate structure, and monthly charges,
to the contract or tariff to which the same customer would be assigned if the

customer were not an eligible customer-generator. (Emphasis added.)

41

KRS 278.466(6).
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WHAT LEGACY RIGHTS PROVISIONS WERE INCLUDED IN THE NET
METERING ACT THAT WOULD APPLY TO NMS-2 CUSTOMERS, IF
APPROVED?

The Net Metering Act does not directly address Legacy Rights for customers taking service
under net metering tariffs that are modified under the Net Metering Act, such as the
Company’s proposed tariff NMS-2.

WHAT LEGACY RIGHTS PROVISIONS WERE PROPOSED BY THE
COMPANY AS PART OF NMS-2?

The Company did not propose any Legacy Rights provisions for NMS-2 customers. In
other words, NMS-2 customers would have no certainty regarding their export
compensation rate, net metering tariff terms and conditions, and underlying rate design,
which the Company could propose to change at any time in the future.

WILL NEW NET METERING CUSTOMERS RECEIVE ANY PROTECTIONS
AGAINST FUTURE CHANGES TO THE TARIFF PROVISIONS, EXCESS
GENERATION COMPENSATION RATE, OR APPLICABLE RATE DESIGN IF
THE COMMISSION APPROVES TARIFF NMS-2?

No. In response to information requests, the Company confirmed that there will be no
Legacy period under Tariff NMS-2.42

WHY IS IT REASONABLE FOR NMS-2 CUSTOMERS TO BE PROVIDED
CERTAIN LEGACY RIGHTS?

Net metering customers typically make a significant, long-term financial investments in a

DG system. These customers are likely to be significantly and adversely affected by

42

Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January

8, 2021, A-1 and A-2.
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changes to net metering terms and conditions, the compensation rate applicable to exported
electricity, or underlying rate designs that were in place at the time the customer installed
a net metering system, and particularly so by the types of changes that the Company has
stated it is considering proposing in the future, such as new demand charges. Net metering
customers are likely to rely on the reasonable assumption that historic rate trends and
ratemaking practices will continue in the future. Without providing these customers with
Legacy Rights, the changes being contemplated would be punitive for those DG customers,
who would not know if, how, or when significant changes could occur that would have a
material impact on their investment. Without having any certainty or ability to confidently
forecast the financial benefits of a net metering facility, many customers are likely to forgo
installing a new net metering system.

WHAT LEGACY RIGHTS ARE REASONABLE FOR THE COMMISSION TO
ESTABLISH FOR NMS-2 CUSTOMERS?

If the Commission approves NMS-2, or another modified net metering tariff, it should
ensure these customers are provided Legacy Rights with respect to the rate structure,
compensation rate for excess generation, and other terms and conditions that were in effect
at the time their completed net metering application was submitted, as well as all other
terms and conditions in the NMS-2 tariff.

WHAT LEGACY PERIOD IS REASONABLE FOR NMS-2 CUSTOMERS?

A Legacy period of at least 25 years for customers taking service under NMS-2 is
reasonable. This time period aligns with the Legacy period established by statute for NMS-
1 customers and would provide a reasonable time period for customers to recoup their

investment in a DG system without facing undue risk of adverse policy changes.
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Furthermore, this time period would align with the 25-year performance warranty that is
common for solar panels, which guarantees that the solar panel will not lose more than
20% of its output capacity during that time.*3

Q. HOW WOULD MODIFICATIONS, ADDITIONS, OR REPAIRS TO AN
EXISTING NET METERING FACILITY IMPACT A CUSTOMER’S
ELIGIBILITY FOR NET METERING SERVICE UNDER THE COMPANY’S
PROPOSAL?

A. According to the Company, “[r]Joutine maintenance and repairs do not require a new net

4 and therefore would not compromise a customer’s existing net

metering application,
metering facility from continuing to take service under the applicable net metering service
tariff. Similarly, the Company states that repair and replacement of existing generating
facility components with like components that do not result in increases in generating
facility capacity is allowed without Company approval and would not impact a customer’s
Legacy Rights status.*

However, the Company interprets anychanges or modifications to existing systems
requiring submission of a new “Application for Interconnection and Net Metering” to
terminate the Legacy Rights period.*® It would mean that an existing net metering customer

who later expands the size of the net metering facility would forfeit their Legacy Rights on

the portion of their system that was installed pursuant to tariff NMS-1.

43 See, e.g.Beren Argetsinger and Benjamin Inskeep, “Standards and Requirements for Solar Equipment,

Installation, and Licensing and Certification: A Guide for States and Municipalities” Clean Energy States Alliance
(February 2017), at 39.

4 Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January
8, 2021, A-5(f).

45 Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January
8, 2021, A-5(b).
46 Ibid.
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HOW HAVE OTHER STATES ADDRESSED CHANGES OR MODIFICATIONS
TO EXISTING SYSTEMS IN THE CONTEXT OF LEGACY RIGHTS?

States have generally allowed certain repairs, modifications, or replacements of existing
equipment part of a net metering facility without a customer losing their Legacy Rights.
For example, in California, NEM 1.0 customers continue to maintain their Legacy Rights
so long as modifications to their net metering facility do not result in a 10% increase in
generating capacity or a 1 kW increase in capacity, whichever is greater.*’ In general,
newer solar panels have a higher capacity rating than comparable older solar panels.
Providing for a 10% or 1 kW increase “buffer” allows a customer to make modifications
to an existing system that might result in a small increase in the system capacity, such as
from replacing an old solar panel that is no longer properly functioning with a newer panel,
without losing their Legacy Rights.

IS THE COMPANY’S PROPOSAL REGARDING MODIFICATIONS,
ADDITIONS, OR REPAIRS TO AN EXISTING NET METERING FACILITY AS
IT RELATES TO NET METERING LEGACY RIGHTS REASONABLE?

No. The Company’s proposal is overly restrictive because it does not allow for anycapacity
increases, even very small increases, to a net metering facility that could occur should the
customer replace an existing panel with a different type of panel (e.g.,if a “like” panel
replacement is not an option for the customer, such as if the original solar panel

manufacturer is no longer in business).

47

See, e.gPRacific Gas & Electric, “Electric Schedule NEM: Net Energy Metering Service” (Effective

February 22, 2017).
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WHY ELSE IS THE ISSUE OF MODIFICATIONS OR ADDITIONS TO A NET
METERING SYSTEM IMPORTANT IN THE CONTEXT OF NET METERING
LEGACY RIGHTS?
Customers who have installed a solar net metering facility may subsequently wish to
expand the size of their system. For example, a net metering customer may increase their
annual energy usage over time as the size of the household grows and their energy
consumption increases. A customer could also begin by installing a small solar net
metering system that only partially offsets their annual energy usage and then gradually
add additional solar panels, increasing the facility size over time as their budget allows.
IS THE COMPANY’S INTERPRETATION THAT AN NMS-1 CUSTOMER WHO
SUBSTANTIVELY INCREASES THE SIZE OF A NET METERING FACILITY
AFTER TARIFF NMS-2 IS ADOPTED WOULD FORFEIT THE LEGACY
RIGHTS ON THE ENTIRE SYSTEM REASONABLE?
No. It is not reasonable for an existing net metering system to lose its Legacy Rights based
on the customer expanding the size of the Legacy net metering system. The statute
expressly provides that the Legacy Rights “shall remain in effect at those premises for a
twenty-five (25) year period,” and makes no allowance for revoking those rights based on
subsequent additions to the system. Regardless of how new capacity additions are
addressed, the existingnet metering facility capacity is guaranteed a 25-year Legacy Rights
period.

In my opinion, a more reasonable approach would be to permit a customer to
expand a net metering facility under Tariff NMS-1 up to the point where the system is

designed to offset the customer’s annual electricity consumption. Furthermore, the existing
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45 KW maximum system size under net metering provides an additional “guardrail” on the
extent to which an existing net metering facility can be expanded. Allowing capacity
additions at NMS-1 facilities, subject to these two restrictions, is a reasonable approach to
address customer desires to expand an existing facility while still limiting the overall size
the system could be increased to.
ARE LEGACY RIGHTS PROTECTIONS IN PLACE FOR OTHER TYPES OF
LG&E AND KENTUCKY UTILITIES COMPANY (“KU”) CUSTOMERS?
A number of tariffs offered by LG&E and KU provide Legacy Rights terms for
participating or applicable customers. Notably, with respect to implementing new demand
rates, all-electric schools in KU’s service territory taking service on or before July 1, 2011,
were allowed to continue to be served under a two-part rate schedule.*® In addition, the
Companies offer Legacy protections for customers served under predecessor rates to Rates
GS and PS as of February 6, 2009.#° The Company notes that that several thousand
customers now receiving service under Rate GS or PS were eligible for such service in
2009 only as a result of the Legacy Rights provision, with only a small portion of these
customers currently eligible for these rates based on current usage patterns without regard
to the Legacy Rights provision.

Another pertinent example in the context of net metering is the Company’s Solar
Share Program. Under that offering, participating customers have the option to subscribe
to capacity by paying the One-Time Solar Capacity Charge. These customers receive Solar
Energy Credit values subject to the terms and conditions of this Rider for a period of 25

years. In response to an information request, the Company stated that “The rationale behind

48
49

Direct Testimony of William Seeyle, p. 51.
Direct Testimony of Robert M. Conroy, p. 31.
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providing a 25-year enrollment term for customers was to meet some customers’ desire to
have this option for themselves or as a gift to others. Additionally a 25-year guaranteed
enrollment term aligns with the depreciation schedule for the solar array.” Similar logic
would generally seem to apply to a residential customer investing in a solar net metering
system. It would be unfair to future solar net metering customers to be subjected to a policy
that provided no Legacy Rights at the same time the Company provides for a 25-year period
for its potentially competing service offering through its Solar Share program.

WHAT POTENTIAL FUTURE CHANGES COULD ADVERSELY IMPACT NMS-
2 CUSTOMERS IF THE COMMISSION DOES NOT ESTABLISH LEGACY
RIGHTS FOR THESE CUSTOMERS IN THIS PROCEEDING?

The Company’s testimony identifies possible substantial changes in the future to rate
design and the compensation rate for excess generation. The Company indicates that it may
propose major rate design changes in the future, including moving net metering customers
to a rate schedule with one or more demand charges. It also affirmed its intent to frequently
change the credit export rate under NMS-2.5! For instance, a solar net metering system
installed under NMS-2 that generates electricity for a period of 30 years would experience
15 changse in the export credit rate over that duration, assuming the Company updates its
avoided cost rates every two years as it is currently required to do. While it is reasonable
for the current rate schedule components to be adjusted over time for NMS-2 customers,

as they are for other customers, customers taking service under NMS-2 should not be

50
8, 2021,
51

8, 2021,

Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January
A-6.
Response to Kentucky Solar Industries Association, Inc.’s Initial Requests for Information, Dated January
A-1(c).
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subsequently subjected to a different rate design or export credit rate on a non-voluntary
basis.

WHAT WILL BE THE LIKELY OUTCOME IF THE COMMISSION DOES NOT
PROVIDE LEGACY RIGHTS TO NEW NET METERING CUSTOMERS?

Failure to provide clear and sufficient Legacy Rights to new net metering customers (i.e.,
those taking service under NMS-2, should the Commission adopt the Company’s proposal)
in this proceeding would immediately chill the market for new net metering systems,
regardlessof the Commission’s other determinations on net metering, including the
specific export credit rate adopted. It is unlikely that a customer would undertake a 25- or
30-year investment if the customer only has two years of certainty with respect to the export
credit rate, and potentially even less for rate design, depending on when the Company files

its next rate case.>?

Likewise, it would be similarly unlikely for the Company to voluntarily undertake a significant 30-year

investment if the Commission only approved the prudency of the investment for an initial two-year period and the
ability of the Company to recover its prudently incurred costs over the remaining 28-year lifespan was in question.
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V. NATIONAL NET METERING CONTEXT

A. Overview of Net Metering Policies

HOW PREVALENT ARE NET METERING POLICIES IN THE UNITED
STATES?

Net metering continues to be one of the most widespread and important DG policies across
U.S. states and utilities. At its peak, investor-owned utilities (“IOUs”) in at least 43 states
and the District of Columbia offered net metering to customers. Currently, 10Us in
approximately 39 states and the District of Columbia offer net metering to new residential
and small commercial customers, as identified in Figure 1. Five states have transitioned
from net metering to net billing for new residential and small commercial customers as of
March 5, 2021. One state (Georgia) has recently created a new net metering program for
its IOU, and two states (Nevada and Maine) ended net metering for a period of time and

then restored net metering, albeit with some modifications.
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Figure 1. Net Metering and Net Billing Availability for Residential and Small

Commercial Investor-Owned Utility Customers

I Net Metering Currently Offered by IOUs
[ Net Metering Has Been Replaced with Net Billing
Never Adopted Statewide Net Metering

WHAT FACTORS HELP EXPLAIN WHY NET METERING POLICIES HAVE

BEEN POPULAR AND WIDELY ADOPTED IN THE U.S.?

Net metering offers a number of key advantages that have contributed to it becoming

widely adopted, popular among customers, and effective at growing DG:

1 Understandable to customers. Net metering makes sense to consumers. The
simplicity of the 1:1 crediting of exports against imports over the duration of a
billing period makes this policy understandable to customers and makes it simpler

to estimate the financial benefits of a DG investment.
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1 Technologically simple. It does not take new or expensive metering equipment,
such as advanced metering infrastructure (“AMI”), to implement net metering. Net
metering can use existing metering equipment.

1 Fair compensation. The 1:1 crediting of exports against imports over the duration
of a billing period is generally perceived and accepted as a fair compensation rate
by customers. In addition, numerous studies from across the country have shown
this crediting rate is a reasonable approximation of the value provided by rooftop
solar, particularly at low levels of rooftop solar deployment, as explained in further
detail below.

1 Certainty. Since compensation for monthly excess generation generally takes the
form of kWh credits (or the equivalent expressed in dollars, based on the applicable
volumetric retail rate), future changes to the utility’s underlying kWh rates do not
impact the economics of the system, as the customer continues to offset on a 1:1
basis grid exports and imports, giving a customer additional “peace of mind” about
their financial investment.

1 Local economic development. Net metering policies have proven effective at
transforming nascent rooftop solar markets into significant job creators. Rooftop
solar installer jobs are inherently local jobs and cannot be outsourced.

HAVE STATES STUDIED THE COSTS AND BENEFITS OF NET METERING

POLICIES OR THE VALUE PROVIDED BY SOLAR NET METERING

SYSTEMS?
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Yes, there have been numerous studies in recent years that have examined the costs and
benefits of net metering or the value of solar DG or other distributed energy resources more
broadly.

WHAT HAVE THESE STUDIES FOUND REGARDING THE COSTS AND
BENEFITS OR THE VALUE OF SOLAR DG?

Generally, these studies have found that net metering provides net benefits to all customers
or only small net costs, prior to taking into consideration larger policy objectives (e.qg.,
local economic development) that extend beyond narrow cost-effectiveness tests (Figure
2). Similarly, studies calculating the value of solar DG have often found the total value
exceeds the current retail rate. One recent review found that 14 out of 24 value of solar
analyses conducted in 2012-2018 calculated that the value of solar was at or above the
retail rate, and only one analysis calculated a value that was below 50% of the residential
retail rate (Figure 3).

There is considerable variation across these studies in the methodology used, the
categories of costs and benefits or values included, and the entity performing the study,
which can all significantly impact the conclusions reached. Therefore, it is important that
the specific context of a utility or state be fully evaluated in a rigorous and transparent way
by an independent or neutral entity to determine what the impacts of net metering are in a

specific jurisdiction.
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Figure 2. Summary of State Cost-Benefit Study Results®®

m Prepared by Principal Findings

NEM Cost-Benefit Analysis

Arkansas 2017 Crossborder | Benefits of residential distributed generation (DG) exceed the costs; do
not impose a burden on other ratepayers.

Nevada 2016 E3 Cost-shift amounts to a levelized cost of $0.08/kWh for existing
installations.

Louisiana 2015 Acadian Costs associated with solar NEM installations outweigh their benefits.

South 2015 E3 NEM-related cost-shifting was de minimus due to the low number of

Carolina participants.

Mississippi 2014 Synapse NEM provides net benefits under almost all of the scenarios and
sensitivities analyzed.

Vermont 2014 PSD NEM results in “close to zero” costs to non-participating ratepayers,

and may be a net benjfit.

VOS/NEM Suc

essor

District of 2017 Synapse Utility system VOS is $132.66/MWh (2015$); cost-shifting remains

Columbia relatively modest.

Georgia 2017 Southern Provides a methodology for assessing costs and benefits; no specific

Company estimate is produced.

Hawaii 2015 CPR Provides a methodology for assessing costs and benefits. Preliminary
results suggest a net benefit.

Maine 2015 CPR Value of distributed PV is $0.337/kWh (levelized).

Oregon 2015 CPR Provides a methodology for assessing costs and benefits; no specific
estimate is produced.

Minnesota 2014 CPR Provides a methodology for assessing VOS; no specific estimate is
produced.

Utah 2014 CPR VOS is $0.116/kWh levelized.

DER Value Fra

eworks

California 2016 CPUC Provides a methodology for assessing costs and benefits; no specific
estimate is produced.
New York 2016 NY DPS Provides a methodology for assessing costs and benefits; no specific
estimate is produced.
58 ICF International, “Review of Recent Cost-Benefit Studies Related to Net Metering and Distributed Solar”
(May 2018).
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Figure 3. State Value of Solar Study Results>*
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B. Modifications to Net Metering Policies

Q. IN WHAT WAYS HAVE STATES MODIFIED NET METERING POLICIES IN

RECENT YEARS?

A. | developed a table (Exhibit BDI-4) to identify which states have approved modified net

metering policies or established a process for creating modified net metering or a net
metering successor policy. It is important to reiterate that the vast majority of states
continue to offer net metering to customers.

Exhibit BDI-4 shows that five states (Arizona, Hawaii, Louisiana, Michigan, Utah)

have adopted net billing arrangements to replace an existing net metering policy. At least

54 Kush Patel, “Act 236: Version 2.0,” Energy+Environmental Economics (August 7, 2018).
http://energy.sc.gov/files/Act%20236%20Follow%20Up%20-%20Stakeholder%20Meeting%2008.07.18 Final.pdf
Direct Testimony of Benjamin D. Inskeep 54

On Behalf of the Kentucky Solar Industries Association, Inc.
March 5, 2021


http://energy.sc.gov/files/Act%20236%20Follow%20Up%20-%20Stakeholder%20Meeting%2008.07.18_Final.pdf

10

11

12

13

14

15

16

17

18

19

20

21

22

10 states (Arkansas, California, Connecticut, Illinois, Indiana, lowa, Kentucky, New
Hampshire, New York, South Carolina) have articulated a process by which a modified net
metering policy or net metering successor policy can be established, although the extent of
the modifications remains largely unknown for most of these states.

WHAT DO YOU MEAN BY A “MODIFIED NET METERING” POLICY?

I use the term “modified net metering” to refer to recent policy changes that continue the
fundamentals of net metering, including monthly netting at or near the full applicable retail
rate, but where certain aspects of the net metering policy, such as the credit rate for monthly
excess generation, was modified.

For example, California’s modified net metering policy, “NEM 2.0,” was adopted
in 2016 and applied to IOUs once they reached their net metering cap, or beginning July
2017, whichever came first.%° Like net metering customers under the original net metering
policy, NEM 1.0, NEM 2.0 customers continue to be able to self-consume electricity
generated by their net metering system and net any excess generation against imported
electricity over a monthly billing period. However, unlike NEM 1.0 customers, NEM 2.0
customers must take service under a time-of-use rate schedule and are required to pay all
non-bypassable charges (e.g, bill surcharges that fund public purpose programs that are
outside of base rates) for all electricity imported from the grid.

WHAT DO YOU MEAN BY A “NET METERING SUCCESSOR” POLICY?
I use the term “net metering successor” to refer to a policy that replaces net metering. As
described in more detail above, one example of a net metering successor policy that has

been adopted in five states is net billing.

55

California Public Utilities Commission, Decision 16-01-004.
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ARE THERE ANY OTHER WAYS THAT STATES HAVE MODIFIED POLICIES
RELATED TO DG COMPENSATION?

Changes to rate design applicable to DG customers have also been considered in numerous
proceedings. For instance, some utilities have proposed adding a monthly capacity-based
charge on DG customers, using monthly minimum bills, or moving DG customers onto
time-of-use rates.

HOW DOES THE COMPANY’S PROPOSED TARIFF NMS-2 COMPARE TO
NET METERING MODIFICATIONS ADOPTED IN OTHER JURIDICTIONS?
Over the last decade, net metering has been extensively studied and investigated in many
jurisdictions across the country.%® The Company’s proposed Tariff NMS-2 would be more
far-reaching and more detrimental than modified net metering policies adopted in most of
these jurisdictions, and its position on Legacy Rights for new net metering customers
would be among the worst Legacy Rights policies in the country for modified net metering
customers.

More fundamentally, the Company’s proposal stands out when compared to most
modified net metering policies that have been adopted in other jurisdictions for its lack of
underlying support and justification. Other jurisdictions, especially those that have higher
penetration rates of net metering, have undergone extensive investigation, study, and
evaluation of net metering and DG policies more broadly over a period of several years
prior to making significant modifications to net metering that were not expressly directed
by legislation. Typically, state utility regulators have overseen investigations into net

metering policies that include studies that quantify the costs and benefits of net metering

See, e.gICF International, “Review of Recent Cost-Benefit Studies Related to Net Metering and

Distributed Solar” (May 2018).
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or the value of distributed energy resources like solar prior to making significant changes.
The most common outcome of these proceedings is that the state utility commission adopts
only limited and incremental changes to the overall design of the net metering policy. Some
states have gone through multiple iterations of this process, spanning multiple years, to
collect evidence, gather input from a variety of parties, implement adjustments, monitor
the results, and then restart the process in an iterative fashion to consider additional
refinements.

For instance, the California Public Utilities Commission (“CPUC”) opened
Rulemaking (“R.”) 14-07-002 in 2014 to study the impacts of net metering and examine
tariff modifications to net metering. Ultimately, a modified net metering tariff, NEM 2.0,
was adopted in 2016. In 2020, the CPUC opened R.20-08-020 to develop a successor tariff
to NEM 2.0, to be implemented for new customers beginning in 2022.

| have developed Exhibit BDI-5 to highlight a selection of jurisdictions that have
examined net metering policies. The table identifies examples of studies that have been
conducted, key regulatory proceedings that have investigated these issues, and a summary
of the net metering outcomes for each jurisdiction examined. The table is meant to be
illustrative, and not entirely comprehensive of every jurisdiction, study, and docket.
HAVE JURISDICTIONS WITH HIGH NET METERING ADOPTION RATES
MAINTAINED NET METERING POLICIES?

Yes. As shown in Exhibit BDI-5, many states with high net metering adoption rates have
continued to offer net metering or modified net metering, while rejecting more significant
changes or multiple changes that in combination could be detrimental to prospective net

metering customers. For example, a number of states have kept retail-rate crediting during
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the billing month, but reduced the compensation rate for net excess generation that is rolled
over to subsequent billing months, such as Nevada and New Hampshire.

WHAT TYPES OF NET METERING MODIFICATIONS HAVE BEEN ADOPTED
IN OTHER JURSIDICTIONS WITH HIGHER NET METERING ADOPTION
RATES?

Table 1 presents a high-level summary of some attributes of modified net metering policies
that have been adopted in jurisdictions with higher net metering adoption rates. It illustrates
that even in jurisdictions with far more net-metered systems installed than in Kentucky,
policymakers have determined that maintaining the overall structure of net metering
continues to be in the interest of customers. Importantly, modifications to net metering
were adopted in most of these states only after significant amounts of net metering systems

were installed and the impacts of net metering was thoroughly analyzed.
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Table 1. Comparison of Attributes of Modified Net Metering Policies in Selected States

State Mandatory Special Incremental | Minimum Capacity Excess Generation Credit Legacy
(Utility) TOD Solar Fixed Bill Fee Rights
Rate Charge Term
Arizona Yes No No No $0.93/kW | Monetary export rate for all 10-year term
(APS) (avoid exports (10% limit on annual
with decline and 10-year rate lock-
demand in)
rate)
Avrizona No No No No No Monetary export rate for all 10-year term
(TEP) exports (10% limit on annual
decline and 10-year rate lock-
in)
California Yes No No No No Retail rate by TOU period 20-year term
Connecticut No No No No No Monetary export rate set at 20-year term
retail rate
“Nettirn
Tari ff”
described
here. Buyall,
sell-all option
also will be
offered.
Hawaii No No No No No Monetary export rate for all Export rate
exports fixed
through 2022
Massachusetts No No No TBD No Retail less public purpose N/A
charges
New No No No No No Retail less 75% of distribution Upto23
Hampshire rate years
(through
2040)
New York No No No No $0.69 - Retail rate for residential, small | N/A
$1.09/kW | commercial, and BTM
(public
purpose
Nevada No No No No No For residential customers, retail | 20-year term
rate during the month. Monthly
excess credited based on a
declining schedule based on
installed capacity; currently,
75% of retail rate for monthly
excess (the lowest of the four
compensation tiers)
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South Yes No No $30 $3.95- Imports and exports netted 10-year term
Carolina $5.86/kW | within each TOD pricing
(DEC/DEP) (15 kW or | period; net exports credited at
larger) avoided cost
Proposed
memorandum
of
understanding
on Solar
Choice Net
Metering
Texas (EPE) No No No $30 No Monthly credit at avoided cost 10-year or
(Standard); 25-year term
$26.50
(TOD)
No No No No No Average retail + adders 10-year term

WHAT OTHER OBSERVATIONS DO YOU HAVE IN COMPARING NET
METERING MODIFICATIONS IN THE CONTEXT OF THE COMPANY’S
PROPOSAL IN THIS CASE TO OTHER STATE NET METERING POLICIES?
Several things stand out. First, the Company has a comparatively low solar DG adoption
rate relative to most 10Us in states identified in Exhibit BDI-4 that have established
modified net metering policies or adopted net metering successor policies. This is
significant because the policies that are appropriate for a nascent solar market like in the
Company’s service territory will inherently be different from states with higher levels of
solar adoption.

Second, Kentucky’s 45 kilowatt (“kW”) maximum system size for net metering
system eligibility is among the most restrictive. In comparison, the neighboring states of
[linois allows systems up to 2,000 kW, for example.

Third, Kentucky’s 1% net metering cap is smaller than the net metering cap in most
states. Like maximum system size restrictions, a net metering cap limits the growth of net
metering, as well as any associated impacts — positive or negative — of solar DG.
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Finally, most states have maintained net metering policies until after their net
metering cap has been reached, and even then, the cap is often extended. In the present
case, the Company has proposed major changes to net metering even though it is far below
its net metering cap.

WHAT OBSERVATIONS DO YOU HAVE REGARDING BEST PRACTICES
USED WHEN CONSIDERING MODIFICATIONS TO NET METERING BASED
ON YOUR REVIEW OF NET METERING IN OTHER JURISDICTIONS?

There are several commonalities among many jurisdictions in how they have considered
modifications of net metering, many of which I think align with the directives of the Net
Metering Act. At a high level, some of the “best practices” evident from these examples
for policymakers to consider when evaluating modifications to net metering policies are:

1 Quantitative analysis is key: Cost of service studies, cost-benefit analyses, and value

of solar (or distributed energy resources more broadly) studies, or a combination
thereof, have been used to quantify the impacts of net metering. These studies have
been paramount in informing discussions of net metering policy changes, although they
are not necessarily dispositive of the ultimate outcome, as larger policy considerations
have also played an important role in shaping discussions. They can also be helpful in
identifying policy solutions that align net metering customer incentives with broader
grid benefits in a manner that does not discourage the adoption of DG. This is consistent
with the Net Metering Act’s delegation to the Commission to establish the
compensation rate for exported electricity and its authority to set rates that are fair, just,

and reasonable.
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1 Gradualism is an important ratemaking principle: After gathering robust evidence

on net metering implementation, public utility commissions that have determined that
changes should be made to existing net metering policies have adhered to the
ratemaking principle of gradualism by implementing modest changes. For example,
New Hampshire has maintained monthly retail rate netting, excluding non-bypassable
charges, and implemented a reduced credit rate for the rollover credit at the end of the
month, while it undertakes a multi-year study into DERs to collect additional data. Even
states that ultimately ended retail rate net metering and replaced it with net billing, such
as Utah and Louisiana, only did so after many years, multiple investigations, and a
transition period where a modified policy was in place that limited the immediate
financial impacts on prospective net metering customers.

Iterative process: Net metering policy discussions are rarely resolved through one

proceeding. Rather, the proliferation of rooftop solar has led many policymakers to
study and evaluate net metering and successor policies on an iterative basis,
incorporating new information as additional experience is gained and data is collected.
This is consistent with the Net Metering Act’s provision directing each utility to
propose DG compensation rates in rate cases initiated by the utility.%’

Insufficiently supported utility proposals are rejected. Numerous utility requests to

modify net metering policies or related rate design changes impacting net metering
customers have been rejected by regulators across the U.S. when they have not been
adequately supported and justified by the utility. Regulators have been reluctant to

make drastic changes to net metering that could undermine customer adoption of

KRS 278.466(3).
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rooftop solar when the utility has not met its burden to demonstrate that its proposed
changes result in just and reasonable rates and are in the public interest. In other words,
regulatory determinations on net metering parallel those made in ratemaking as a
whole, requiring utilities to meet the same burden of proof standard that applies more
generally. Such a standard is critical for ensuring that adopted policies or rates are not
discriminatory. This is consistent with the Commission’s prior decisions described
above in Kentucky Power’s 2020 rate case in which the Commission deferred its
decision on proposed Tariff NMS II, finding it had been insufficiently supported.

1 Retail rate net metering remains commonplace. Despite numerous proceedings and

legislation addressing net metering in states across the country, retail rate net metering
remains one of the most widespread distributed generation policies currently in place
in the U.S., with approximately 39 states offering net metering to residential and small
commercial customers. The Commission was delegated the authority under the Net
Metering Act to set the compensation rate for electricity fed back to the grid by a net
metering customer, which it could set as the applicable volumetric retail rate.
WHY HAVE SOME STATES ADOPTED MODIFIED NET METERING
POLICIES OR NET METERING SUCCESSOR POLICIES IN RECENT YEARS?
Two factors are driving this trend. First, rooftop solar deployment has increased in recent
years, driven by rapid cost declines. Most state net metering policies specify an aggregate
capacity limit for net metering programs (“net metering cap”). Often, state legislatures and
utility regulators have responded to utilities nearing or exceeding the specified net metering

cap as a result of the proliferation of DG solar by increasing the net metering cap and/or
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by adopting policies to modify net metering or establish a pathway for adopting a net
metering successor policy, which is often preceded by a study or formal investigation.
Second, utilities, their trade associations, and other aligned interests have waged a

long-running campaign against policies encouraging the adoption of rooftop solar,
particularly net metering.>® Net metering allows a customer to purchase less electricity
from a utility, which can result in a decrease in a utility’s revenue. In addition, electric
utilities earn profit by making capital investments, on which they are permitted the
opportunity to earn a return on equity. Investment in generation facilities such as solar DG
by utility customers can therefore compete with a utility’s generation investments, with a
reduced need in new utility generation assets corresponding to a reduced profit opportunity
for the utility. In states without retail choice, rooftop solar is one of the few examples of a
utility facing a form of competition, as utility customers are otherwise stuck with being
served by the electricity generated or procured by their monopoly utility and cannot chose
their supplier.

Q. IS THE COMPANY EXPERIENCING SUBSTANTIAL DEPLOYMENT OF NET
METERING IN ITS SERVICE TERRITORY?

A. No. Currently, the Company only has 655 net metering customers® out of approximately

419,000 total customers in Kentucky, or about 0.16% of customers.

58 See, e.g.Joby Warrick, “Utilities Wage Campaign Against Rooftop Solar,” Washington Pos{March 7,
2015); Hye-Jin Kim, Rachel J. Cross, and Bret Fanshaw, “Blocking the Sun: Utilities and Fossil Fuel Interests That
Are Undermining American Solar Power,” Frontier Group and Environment America Research & Policy Center
(November 2, 2017); Gabe Elsner, “Edison Electric Institute Campaign Against Distributed Solar,” Energy and Policy
Institute (March 7, 2015); See Generally, Energy and Policy Institute, “Category: Net Metering,”
https://www.energyandpolicy.org/category/solar/net-metering/.
5 LG&E February 24, 2021 Supplemental Response to Kentucky Solar Industries Association, Inc.’s Initial
Requests for Information, A-14(c).
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ARE THERE RECENT EXAMPLES OF STATE UTILITY REGULATORS
ELIMINATING OR MAKING SUBSTANTIAL CHANGES TO NET METERING
FOR AN IOU WITH A LOWER NET METERING CUSTOMER ADOPTION
RATE THAN THE COMPANY CURRENTLY HAS UNDER TARIFF NMS-1?
Not that I am aware of. Both KU and LG&E have net metering adoption rates of less than
0.2% of their customers. In contrast, major changes to net metering in other states have
generally occurred only after significant amounts of solar net metering was deployed.

For example, in Hawaii, regulators ended net metering in October 2015,%° when
IOUs Hawaiian Electric Company, Maui Electric Company, and Hawaii Electric Light
Company had 39,926 net metering customers, 8,922 net metering customers, and 9,233 net
metering customers, respectively.5! In comparison, these utilities had total customer counts
in 2015 of 302,499 customers, 70,284 customers, and 83,860 customers, resulting in net
metering customer adoption rates of 13.2%, 12.7%, and 11.0%, respectively.

In contrast, state regulators have often rejected or deferred consideration on net
metering changes when 10Us do not have significant solar net metering deployment. For
instance the Arkansas Public Service Commission (“Arkansas PSC”) issued an Order on
June 1, 2020, addressing implementation of Act 464 (2019). Even though Act 464
authorized the Arkansas PSC to make changes to net metering, it elected to maintain retail-
rate net metering for the time being for residential and small commercial customers. The

Order does allow utilities to propose net metering alternatives in the future for residential

60

Docket No. 2014-0192, Instituting a Proceeding to Investigate Distributed Energy Resource Policies

(Hawaii Public Utilities Commission).

61

U.S. EIA Form 861M.
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and small commercial customers, but not until after 2022.%> At the time of this Order,
Entergy Arkansas, Southwestern Electric Power Company, Oklahoma Gas & Electric, and
Empire District Electric had 882 net metering customers, 264 net metering customers, 93
net metering customers, and 22 net metering customers, respectively. In comparison, the
utilities had total customer counts of 713,072 customers, 121,474 customers, 67,599
customers, and 4,771 customers, respectively, resulting in net metering adoption rates of
approximately 0.1%, 0.2%, 0.1%, and 0.5%, which are similar to the net metering adoption
rates of LG&E and KU in Kentucky.

HAVE STATE UTILITY REGULATORS DECIDED TO RETAIN THE
FUNDAMENTAL POLICY DESIGN OF NET METERING AFTER
CONDUCTING A REVIEW OR INVESTIGATION INTO THE POLICY?

Yes. In fact, maintaining the status quo net metering policy or only making modest
modifications to net metering or related issues, such as rate design for DG customers, has
frequently been the outcome of state proceedings that have addressed net metering policies
in recent years. In states with relatively modest customer net metering adoption rates,
regulators have typically preserved net metering in its current form, or only made modest
changes that would not fundamentally alter the viability of solar net metering, even when

the utility requlator is acting to implement new legislation authorizing changes to net

metering.

CAN YOU PROVIDE SPECIFIC EXAMPLES OF STATE UTILITY
REGULATORS RETAINING THE FUNDAMENTAL POLICY DESIGN OF NET

METERING AFTER STATE NET METERING LEGISATION WAS ENACTED?

Docket No. 16-027-R, In the Matter of Net Metering and the Implementation of Act 827 of @&kansas

Public Service Commission).
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In 2014, the Oklahoma legislature enacted Senate Bill 1456, which is similar to the Net
Metering Act in that it (a) provides for rates based on the full cost to serve DG customers,
(b) prohibits DG customers from being subsidized by customers in the same class,
(c) refers to fixed charges as a means of addressing potential subsidies (i.e., referring to a
fixed charge as “reflecting the actual fixed costs of the retail electric supplier”), and
(d) provides for the subsidy prohibition to take effect on the effective date of the law.

When the Oklahoma Corporation Commission first considered the issue of
potential cross-subsidization, it found that while OG&E's existing tariffs “could” create the
opportunity for cross-subsidies that benefit DG customers, it was not persuaded that OG&E
had demonstrated the existence of a subsidy based on the record in the case.®® The OCC
further stated that it was not convinced that OG&E’s proposed DG tariffs—which included
the imposition of demand charges—would result in charging DG customers “only the
amount required to recover the full costs necessary” to serve them. The issue was referred
to OG&E’s then-pending rate case and, as part of the subsequent stipulation settling the
case, the demand charges proposed by OG&E were removed.

More recently, the Arkansas PSC rejected major changes to net metering proposed
by utilities even though it was implementing the Arkansas state legislature’s Act 464
(2019), which granted it authority to make substantial modifications to the net metering
policy. It decided that “Based upon the evidence currently showing very low levels of
penetration of renewable distributed generation by solar facilities in Arkansas in the
residential class and in any non-residential customers without a demand component, the

Commission finds that the current 1:1 full retail credit for net excess generation should be

Oklahoma Corporation Commission, Order No. 651669, Cause No. PUD 201500274, p. 21, available at

https://imaging.occ.ok.gov/AP/Orders/occ5274851.pdf.
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retained for now as the default Net-Metering rate structure,” (footnote omitted).®* The
decision permits utilities to propose more substantive changes through filings submitted
after December 31, 2022, but requires the utilities to justify such a proposal by using a
“timely and properly designed cost-0f-service study” that demonstrates the net metering
alternative is “in the public interest and will not result in an unreasonable allocation of or
increase in costs to other utility customers.”%°

HAVE STATE REGULATORS EXPANDED NET METERING AFTER
CONDUCTING A REVIEW OR INVESTIGATION INTO THE POLICY?

Yes. For instance, the lowa Utilities Board issued an Order in July 2016
maintaining net metering after conducting an investigation into its net metering policy.%¢
The Order created a three-year study process, while expanding the availability of net
metering to all customer classes and increasing the maximum eligible system size from
500 kW to 1,000 kW.

More recently, the Georgia Public Service Commission modified the DG
compensation policy in place for Georgia Power in December 2019 by changing the netting
period from instantaneous (i.e.,net billing) to monthly (i.e.,net metering) for the first 5,000
participating rooftop solar customers or until the new installed capacity reaches 32
megawatts, whichever comes first.®’

HAVE STATE LEGISLATURES ACTED TO RESTORE NET METERING

AFTER REGULATORS ISSUED DECISIONS REPLACING THE POLICY?

64

Order, Docket No. 16-027-R, In the Matter of Net Metering and the Implementation of Act 827 of 2015

(Arkansas Public Service Commission June 1, 2020), p. 525.

65
66

Ibid.

Docket No. NOI-2014-0001, Inquiry into Technical, Legal, and Policy Related to Distributed Generation

(lowa Utilities Board July 19, 2016).

67

Docket No. 42516, Georgia Power Company 20Bhase Rate Cag&eorgia Public Service Commission

February 6, 2020).
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Yes, in two cases. In Nevada, the state legislature enacted Assembly Bill 405 in 2017,
restoring retail rate net metering for small customers after the Public Utilities Commission
of Nevada issued a decision in 2016 that severely reduced the financial benefits that would
be realized by net metering customers, resulting in widespread backlash by customers and
thousands of job losses.®® Likewise, in Maine, the state legislature restored net metering in
2019 after utility regulators initially issued revised rules in March 2017 that replaced net
metering with a buy-all, sell-all compensation structure.5°

WHY ARE OTHER STATES’ POLICY DECISIONS ON NET METERING OR DG
POLICY IN GENERAL RELEVANT TO THIS PROCEEDING?

All states and their Commissions value their autonomy. Their policy decisions are
governed by their unique legal frameworks, policy priorities, and objectives. Despite these
inherent differences, it is significant that after substantial focus on net metering policies in
recent years, most states have elected to expand or maintain existing net metering policies,
make only modest changes that retain the fundamentals of net metering, or establish a
future process for considering changes to net metering while allowing customers to
continue to net meter in the interim. When state policymakers have moved forward with
changes to net metering policies, they have often done so after first experiencing significant
growth in net metering adoption, and only then after studying or investigating the policy
and its impacts, and carefully considering the appropriate changes after developing and
weighing a robust record. Decisions in other states provide insight into the range of options

available, common principles, and best practices.

68

See, e.g.Jeff St. John, “Nevada’s Solar Job Exodus Continues, Driven by Retroactive Net Metering Cuts,”

Greentech Media (January 8, 2016).

69

Docket No. 2016-00222, Commission Rulemaking Amendments to Net Energy Billing Rule Chapter 213

(Maine PUC).
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V. CONCLUSION

PLEASE SUMMARIZE YOUR RECOMMENDATIONS TO THE COMMISSION.
I recommend that the Commission reject the Company’s proposed Tariff NMS-2, as the
Company has failed to meet its burden of proof and has not demonstrated that it will result
in rates that are fair, just, and reasonable.

To the extent the Commission determines changes are needed to the Company’s
Tariff NMS to comply with statutory changes enacted through the Net Metering Act, |
recommend that the Commission only direct the Company to modify Tariff NMS to reflect
the Net Metering Act’s definitional change of net metering with respect to “dollar value”
bill credits by specifying that the “dollar value” for electricity fed back to the grid by a net
metering customer is the volumetric retail rate applicable to the net metering customer.

To the extent the Commission approves Tariff NMS-2 or establishes a new tariff in
this proceeding separate from Tariff NMS applicable to new net metering customers, I
recommend the Commission ensure the changes reflect both the long-term costs and the
benefits of net metering, adhere closely to the principle of gradualism, be informed by the
modified net metering best practices established in other U.S. jurisdictions, and protect
new net metering customers by adopting Legacy Rights protections for these customers.
Specifically, 1 recommend a 25-year Legacy period with respect to rate design,
compensation rate, and other tariff terms and conditions. | also recommend that the
Commission allow net metering customers to expand the size of a Legacy net metering
facility up to the customer’s forecasted annual electricity usage or 45 kW, whichever is
less, without forfeiting their Legacy Rights. Regardless of whether the Commission adopts

this recommendation, | recommend that it allow customers to replace components of a net
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metering system, such as solar panels, without forfeiting Legacy Rights, even if it results
in modest increases in the total system capacity.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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