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In the Matter of the General Investigation to Determine Reasonable Rates and Charges for Monongahela Power Company and The Potomac Edison Company on and after January 1,2012



)



Case No. 11-1274-E-P



1 1



DIRECT TESTIMONY of CATHERINE M. KUNKEL ON BEHALF OF THE WEST VIRGINIA CITIZEN ACTION GROUP 1500 Dixie Street Charleston, West Virginia 253 11



November 14,2011



Q 1. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.



A 1. My name is Catherine M. Kunkel and my business address is PO Box 65 1, Whitesville, WV 25209.



4 2 . BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? A2. I am employed by the non-profit Coal River Mountain Watch as Sustainable Energy Program Coordinator. Coal River Mountain Watch is a member of the Energy Efficient West Virginia coalition, founded by West Virginia Citizen Action Group (WVCAG). As the Sustainable Energy Program Coordinator, my j ob responsibilities include researching and preparing written materials to support the advocacy work of the Energy Efficient West Virginia coalition, public education around energy efficiency, and working with local government leaders on developing municipal energy efficiency programs. 43. WHAT ARE YOUR DUTIES, RESPONSIBILITIES, AND EDUCATIONAL AND PROFESSIONAL QUALIFICATIONS?



A3. I graduated from Princeton University with a B.A. in physics and from Cambridge University with a Certificate of Advanced Study from the Department of Applied Mathematics and Theoretical Physics. I studied for two years in the Ph.D. program in the Energy and Resources Group at the University of California, Berkeley. I have also worked as a Senior Research Associate in the Electricity Markets and Policy group at Lawrence Berkeley National Laboratory (LBNL). Both my graduate research and my work at LBNL included research on residential energy efficiency programs and policies, which resulted in co-authoring two publications. My current duties and responsibilities include serving on the steering committee of Energy Efficient West Virginia, coordinating public outreach and education around energy efficiency, and providing research support and strategic input for the coalition's regulatory and legislative efforts. Q4. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE WEST VIRGINIA PUBLIC SERVICE COMMISSION? A4. Yes. My direct testimony have been filed in the currently pending Mon Power and Potomac Edison energy efficiency case, 11-0452-E-PT, in redacted and confidential versions. Q5. WHAT IS THE PURPOSE OF YOUR TESTIMONY?



A5. The purpose of my testimony is to urge the Commission to open a general investigation into



integrated resource planning for investor-owned electric utilities in West Virginia. 46. HAVE RESIDENTIAL RATES INCREASED IN THE COMPANIES' SERVICE TERRITORY IN RECENT YEARS? A6. Electric rates both in the Companies' service territory and in the AEP Companies' West Virginia service territory have increased significantly over the past several years. As electric bills are placing an increasing burden on West Virginia residents, businesses and local governments, including the customers of the Companies, it is more and more important for the Commission to ensure that the Companies are procuring the lowest cost energy resources for their customers. In 2009, the average Mon Power and Potomac Edison residential customer consumed 11,900 kWh per year.' Such a customer has seen their annual electric bill increase from $864 under rates implemented in January 2008 to $1,14 1 in 20 11, a 32% increase within 3 years.2 In the current case, the Companies propose a 4.5% increase that would result in an additional $5 1 per year for this same cu~torner.~



Q7. HOW DID THE COMPANIES ARRIVE AT THEIR RATE REQUEST IN THE CURRENT CASE?



A7. In the current ENEC proceeding, the Companies proposed their 2012 ENEC rates based on their under-recovery of ENEC costs in the review period (July 1,2009 through June 30,201 l), and their forecast ENEC costs in 2012. ENEC costs include mainly variable costs such as fuel costs, purchased power costs, and other consumables. (In this case, the 2012 forecast also includes a reduction in rates due to savings from the Allegheny Energy and FirstEnergy merger).4 In other words, as is typical for an ENEC rate case, the planning horizon considered in setting the ENEC rates does not extend beyond one year into the future. Q8. DOES THIS RATE-SETTING METHODOLOGY RESULT IN THE LEAST COST OF SERVICE TO CUSTOMERS? A8. Due to the lack of a formal integrated resource planning process, this process for setting rates



Energy Information Administration, ""Electric Sales, Revenue, and Average Price: Table T6 - Class of Ownership, Number of Consumers, Sales, Revenue, and Average Retail Price by State and Utility: Residential Sector", httw://www.eia.~ovlelectricitylsalesrevenue uricelindex.cfin, released Nov 1, 20 10. WV PSC Case 07-0930-E-T (Revised Tariff Sheets filed December 28,2007) and WV PSC Case 09-1352-E-42T (Revised Tariff Sheets filed June 29, 20 lo). Direct testimony of Kevin G. Wise, Exhibit KGW-26 Direct testimony of Kevin G. Wise, p. 2, lines 8-14.



cannot be identified as resulting in the least cost of service because it does not ensure that the Companies are procuring the lowest cost energy resources for their customers. Determining the leastcost resource mix should be an important consideration in ensuring that rates are just and reasonable. Had an integrated resource planning process been implemented several years ago, it is possible that some of the recent rate increases could have been averted. Q9. WHAT IS INTEGRATED RESOURCE PLANNING? A9. Integrated Resource Planning is a process through which a utility evaluates a full range of scenarios for meeting long-range forecast electricity demand, treating supply- and demand-side resources on a consistent basis, in order to determine the portfolio of supply- and demand-side resources that will meet projected load at the lowest cost while ensuring reliability of the power system. An integrated resource plan ( I W ) should be subject to public review and comment in front of a public service commission. Q10. WHY ARE YOU CONCERNED ABOUT THE LACK OF A FORMAL INTEGRATED



RESOURCE PLANNING PROCESS IN WEST VIRGINIA? AIO. There is no formal IRP process in West Virginia. Rate cases do not provide a forum for interested stakeholders, and ultimately the Commission, to analyze long-term scenarios for meeting future generation and capacity needs; instead they only allow an opportunity to examine whether a utility’s recent and short-term forecast expenditures are prudently incurred. Without a formal planning procedure that evaluates potential future scenarios to determine the appropriate mix of supply-side and demand-side resources to achieve the lowest energy system cost, customers can not be reasonably assured of just and reasonable rates. More than half of the states in the country have an IRP process, often implemented through PSC ruling rather than legislative action.’ Q 11. PLEASE EXPLAIN.



A1 1. In the absence of an IRP process, I am concerned that the Companies have proposed to underinvest in energy efficiency in Case 11-0452 and that they will continue to under-invest in energy efficiency and other demand-side resources, which are often found to be the least cost option.6 As discussed in WVCAGs testimony in case 11-0452-E-PTYthe Companies have failed to evaluate the R. Wilson and P. Peterson, “A Brief Survey of State Integrated Resource Planning Rules and Requirements,” Synapse Energy Economics, April 28, 201 1. 6 See Lazard, “Levelized Cost of Energy Analysis”, June 2008 at hltp://www.narucmeelinPs.org/pPesentations.c~m?cat=Su~inier ai p. 2. 5



potential for cost-effective energy efficiency in their service territory or even to evaluate the costeffectiveness of additional energy efficiency programs beyond the two specifically referenced in the joint stipulation in Case 09-1352-E-42T. It is highly likely that there is significant potential for additional cost-effective savings, which would generate savings at a lower levelized cost per kWh saved than the Companies' avoided costs. ENEC and base rate cases provide little opportunity to address this concern. Q 12. HAVE THE COMPANIES PROVIDED AN INTEGRATED RESOURCE PLAN IN THE CURRENT CASE? A12. Yes. The Companies have provided an IRP in response to CAD discovery request A-4. This IRP is deficient in many ways. The IRP fails to provide estimates of energy demand, owned power generation or purchased power generation (MWh). The Companies have provided no explanation or alternative scenarios for their assumptions about growth in summer and winter peak demand, nor have they provided any scenarios regarding commodity prices and price volatility. The IRP also fails to consider energy efficiency and demand response resources to determine whether investment in EE/DR is more cost-effective than purchasing power and capacity from PJM or investing in new generation. It fails to consider the possibility of carbon regulations, in addition to failing to evaluate the plausible impact of forthcoming EPA Clean Air Act and Clean Water Act regulations. This IRP is attached to my testimony as Exhibit CMK-1 for your convenience. Q13. IS THE DEVELOPMENT OF AFORMAL IRP PROCESS URGENT? A13. Yes. As described in the direct testimony of Company witness Michael Delmar in the current case, and discussed in more detail in my direct testimony in case 11-0452-E-PT (Q34 through Q36), there are likely to be large changes in PJM's generation mix and in the Companies' own generation fleet over the next several years, driven by the age of the Companies' coal-fired generating units and more strict environmental standards. These potential changes to generation and capacity, when coupled with the trend of increasing coal



price^,^ will likely increase the cost-effectiveness of demand-side resources



such as energy efficiency and demand response. Investments in demand-side resources should be considered in decisions on whether to retrofit old, inefficient and unscrubbed coal-fired power plants in response to the forthcoming EPA HAP/MACT regulations and other EPA regulations.



7 Direct testimony of Michael B. Delmar, p. 11, lines 10-20.



An integrated resource planning process would require the Companies to inform its customers and the Commission on the various scenarios being considered for meeting future demand, allowing an opportunity to provide public and Commission comment and timely input to the plan. Q14. PLEASE SUMMARIZE YOUR RECOMMENDATIONS. A14. WVCAG recommends that the Commission open a general investigation into establishing an IRP process for West Virginia investor-owned electric utilities. Such a process would allow the Commission and other stakeholders to analyze and provide comment on IRPs from the Companies. Q15. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? A15. Yes, it does.
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