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RECEIV...

BEF THE ARIZONA CORPORAT MMISSION

COMMISSIONERS

BOB STUMP, Chairman
GARY PIERCE
BRENDA BURNS
SUSAN BITTER SMITH
BOB BURNS

IN THE MATTER OF THE
APPLICATION OF TUCSON ELECTRIC
POWER COMPANY FOR THE
ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A
REASONABLE RATE OF RETURN ON
THE FAIR VALUE OF ITS
OPERATIONS THROUGHOUT THE
STATE OF ARIZONA

ORP COMMIT T
zugém RONTHO:

Docket No. E-01933A-12-0291

NOTICE OF FILING RESPONSIVE
TESTIMONY OF KEVIN C.
HIGGINS ON BEHALF OF
FREEPORT-MCMORAN COPPER &
GOLD INC. AND ARIZONANS FOR
ELECTRIC CHOICE AND
COMPETITION IN SUPPORT OF
THE SETTLEMENT AGREEMENT

Freeport-McMoRan Copper & Gold Inc. and Arizonans for Electric Choice and

Competition (collectively “AECC”), hereby submit the Responsive Testimony of Kevin C.

Higgins on behalf of AECC in support of the Settlement Agreement in the above captioned

Docket.

RESPECTFULLY SUBMITTED this 1* day of March 2013.

FENNEMORE CRAIG, P.C.

NPy 7

Inc. an

C. Webb Crockett

Patrick J. Black

2394 E. Camelback Road, Suite 600
Phoenix, AZ 85016-3429

Attorneys for Freeport-McMoRan Copper & Gold
Arizonans for Electric Choice and
Competition
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ORIGINAL and 13 COPIES of the foregoing

FILED this 1* day of March 2013 with:

Docket Control

ARIZONA CORPORATION COMMISSION

1200 West Washington
Phoenix, Arizona 85007

COPY of the foregoing was HAND-DELIVERED/
MAILED/EMAILED this 1* day of March 2013 to:

Lyn Farmer, Chief Administrative Law

Judge

Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Jane Rodda, Administrative Law Judge
Hearing Division

Arizona Corporation Commission

400 West Congress

Tucson, Arizona 85701
JRodda@azcc.gov
jane.rodda@azbar.org

Janice Alward, Chief Counsel
Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
jalward@azcc.gov

Robin Mitchell, Counsel

Charles Haines

Brian Smith

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Steve M. Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
solea@azcc.gov

Michael W. Patten

ROSHKA DEWULF & PATTEN
One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

Bradley S. Carroll

TUCSON ELECTRIC POWER
COMPANY

88 E. Broadway Blvd., MS HQE910
Tucson, Arizona 85702

Daniel W. Pozefsky

RESIDENTIAL UTILITY
CONSUMER OFFICE

1110 W. Washington Street, Suite 220
Phoenix, Arizona 85007
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Nicholas J. Enoch

Jarrett J. Haskovec

LUBIN & ENOCH, P.C.

349 North Fourth Avenue
Phoenix, Arizona 85003
Nick@lubinandenoch.com
Jarrett@lubinandenoch.com
Attorneys for IBEW Local 1116

Kurt J. Boehm

Jody M. Kyler

BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, OH 45202

Attorneys for Kroger

Michael M. Grant

Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, Arizona 85016-9225
mmg@gknet.com

Gary Yaquinto, President & CEO
Arizona Investment Council

2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004
gyvauinto(@arizonaic.org

Travis M. Ritchie

Sierra Club

85 Second St., 2™ Floor

San Francisco, CA 94105
Travis.ritchie@sierraclub.org

Lawrence V. Robertson, Jr.
P.O. Box 1448

Tubac, Arizona 85646
Attorney for SAHBA,
EnerNOC, Inc. and SAWUA

John William Moore, Jr.
7321 North 16™ Street
Phoenix, Arizona 85020
Attorney for Kroger

Stephen J. Baron

J. Kennedy & Associates

570 Colonial Park Drive, Suite 305
Roswell, GA 30075

Consultant to Kroger

Thomas L. Mumaw

Melissa Krueger

Pinnacle West Capital Corporation
P.O. Box 53999, MS 8695
Phoenix, Arizona 85072-3999

Leland Snook

Zachary J. Fryer

Arizona Public Service Company
P.O. Box 53999, MS 9708
Phoenix, Arizona 85702-3999

Timothy M. Hogan

Arizona Center for Law in the Public
Interest

202 E. McDowell Road, Suite 153
Phoenix, Arizona 85004
thogan(@aclpi.org

Attorneys for SWEEP and Vote Solar

Jeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Dr.
Tucson, Arizona 85704-3224
schlegelj@aol.com
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Terrance A. Spann, Esq.

Kyle J. Smith

General Attorney

Regulatory Law Office (JALS-RL/IP)
U.S. Army Legal Services Agency
9275 Gunston Road, Suite 1300

Fort Belvoir, VA 22060-5546
Terrance.a.spann.civi@mail.mil

Court S. Rich

Carroll Rose Law Group, PC

6613 N. Scottsdale Road, Suite 200
Scottsdale, Arizona 85250
Attorney for SEIA

Michael L. Neary
Executive Director
AriSEIA

111 W. Renee Dr.
Phoenix, Arizona 85027

Cynthia Zwick
1940 E. Luke Avenue
Phoenix, Arizona 85016

By: WW

7966602.1

Annie Lappe

Rick Gilliam

The Vote Solar Initiative
1120 Pearl Street, Suite 200
Boulder, Colorado 80302
annie(@votesolar.org
rick@votesolar.org

Dan Neidlinger
Neidlinger & Associates
3020 N. 17th Drive
Phoenix, Arizona 85004

Robert Metli

Munger Chadwick,PLC

2398 Camelback Road, Suite 240
Phoenix, Arizona 85012

Rachel Gold

Senior Regulatory Analyst
Opower

642 Harrison Street, Floor 2

San Francisco, California 94110
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DIRECT TESTIMONY OF KEVIN C. HIGGINS

INTRODUCTION

Q. Please state your name and business address.

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

By whom are you employed and in what capacity?

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

Q. Are you the same Kevin C. Higgins who previously filed direct testimony in
this docket in support of the Settlement Agreement on behalf of Freeport-
McMoRan Copper & Gold Inc. and Arizonans for Electric Choice and
Competition (“AECC”), and also filed direct testimony on the topics of
revenue requirements and cost of service/rate design?

A. Yes, I am.

OVERVIEW AND CONCLUSIONS

Q. What is the purpose of your responsive testimony?
A. I am responding to the testimony in partial opposition to the proposed

Settlement Agreement submitted by Jeff Schlegel on behalf of the Southwest

! Henceforth in this testimony, Freeport-McMoRan Copper & Gold Inc. and AECC collectively will be
referred to as “AECC.”

HIGGINS / 1
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Q.

Energy Efficiency Project. It is my understanding that Mr. Schlegel’s partial
opposition is also supported by the Sierra Club.
Please summarize your responsive testimony.

I recommend that the Commission reject Mr. Schlegel’s recommendation

to require TEP to file a proposal for full revenue decoupling.

LOST FIXED-COST RECOVERY VERSUS DECOUPLING

What does Mr. Schlegel recommend with respect to the Lost Fixed Cost
Recovery (“LFCR”) mechanism proposed in the Agreement?

Mr. Schlegel recommends that the Commission reject the LFCR
mechanism and require TEP to file a proposal for full revenue decoupling.
What is your response to Mr. Schlegel’s position?

Mr. Schlegel’s recommendation should be rejected by the Commission.
There is strong customer opposition to full revenue decoupling in Arizona. This
opposition was very pronounced in the Arizona Public Service Company (“APS”)
general rate case, Docket No. E-01345A-11-0224, concluded last year, in which
representatives of a wide spectrum of customer interests — from small customers
to large customers — weighed in against adoption of the revenue decoupling
proposal filed by APS. The parties to that case compromised and negotiated a
lost fixed cost recovery mechanism that is very similar to the LFCR mechanism
being proposed in the TEP Settlement Agreement. I note that Mr. Schegel also
opposed the lost fixed cost recovery mechanism adopted in the APS case.

The stated objective of revenue decoupling is to remove a utility’s

financial disincentive to support energy efficiency, and by extension, to

HIGGINS /2
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implement any Commission-mandated energy efficiency requirements. TEP
proposed an LFCR mechanism in its direct testimony, rather than full revenue
decoupling, as a means to accomplish these objectives. TEP’s support of the
LFCR mechanism, as presented in the Company’s Application and in the
Settlement Agreement, is by itself sufficient grounds to refrain from imposing full
revenue decoupling: if the entity that decoupling is intended to “protect”
concludes that full decoupling is not necessary, there is no good reason to impose
decoupling over the objections of customers.

Representatives of a diversity of customer interests — such as RUCO,
AECC, and Kroger, as well as entities with an interest in advancing energy
efficiency and demand side management, such as Opower and EnerNOC, have
signed on in support of the LFCR mechanism contained in the Settlement
Agreement.

Revenue decoupling is not an end in itself. Just the opposite is true:
revenue decoupling is intended to address a very specific problem — utility
financial disincentives — and winds up capturing many unrelated effects, such as
weather, economic conditions, and changes in customer class composition. If the
specific problem that revenue decoupling is intended to address is adequately
addressed through an alternative approach — and the utility, its customers, and the
regulatory Staff agree on that alternative approach — then an overly-broad full
decoupling mechanism should certainly be avoided. I believe it would be unwise
for the Commission to override the Settlement Agreement in favor of Mr.
Schlegel’s recommendation that TEP be ordered to file a full revenue decoupling

proposal.

HIGGINS /3



Does this conclude your responsive testimony?

Yes, it does.
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