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This letter provides additional and complementary information on the Proposalfor 
Developing Renewable Energy Generation in Excess of 1. I % of Anmal Retail Electrical 
Energy in Arizona (advocates’ proposal) submitted by the Arizona Solar Energy 
Industries Association on behalf of fiReen supporting organizations on May 12,2004. 
The advocates’ proposal supports the existing Environmental Portfolio Standard (EPS) 
and makes recommendations on an approach to develop additional renewable energy 
resources based on technology maturity and costs. 

This analysis is an effort to relate the EPS discussion to Arizona’s expected growth in 
electricity demand which will require that regulated utilities acquire substantial additional 
supply and demand side resources. The analysis shows that developing a realistic 
combination of energy efficiency and renewable energy resources can meet a significant 
portion of this demand growth and do so at reduced costs to ratepayers. 

Conclusions 
Summaries of the costs and effects of the advocates’ proposal, which retains existing EPS 
goals and creates a new standard for low cost renewables, are attached. The analysis 
shown in Table 1 is based on a 3 percent per year electricity demand escalation rate 
(consistent with analysis parameters suggested by ACC staff). As this growth continues, 
Arizona must either develop substantial new resources or purchase electricity. The 
spreadsheet and charts support the following conclusions: 

Chart 1 shows that developing a realistic combination of energy efficiency and 
renewable energy resources can meet a significant portion of this demand growth. 

Chart 2 shows how leveraging DSM savings (return of former DSM hnds plus 
additional DSM program funding) and providing sufficient EPS funds can help meet 
a portion of the demand growth with energy efficiency and solar electric 
technologies. 

Chart 3 builds on the second chart to show that requiring regulated utilities to meet 8 
percent of their retail electricity sales through a commercially ready renewable 
technologies program actually reduces costs for consumers when DSM, EPS, and 
commercially ready renewable options are considered in an integrated policy. 

Based on Arizona’s growth in electricity demand, utilities will need to acquire supply 
and demand side resources. Energy efficiency savings are available at costs less than 
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wholesale energy costs. On the supply side, wind energy is less costly than gas fired 
generation resources. Recent wind energy contracts deliver energy and associated 
capacity for approximately $0.04 per kwh, including transmission, interconnection, 
and integration costs. 

Each kilowatt hour of electricity derived from energy efficiency or renewable energy 
resources will reduce emissions of toxic mercury, oxides of sulfbr and nitrogen, and 
carbon dioxide. The charts do not include the value of these emission reductions. 

Each kilowatt hour of electricity derived from energy efficiency, solar or wind 
resources saves about one half gallon of water. 

Congress is expected to approve an extension of the Production Tax Credit through 
2006. For wind, this equates to a federal subsidy of about one third of the total cost 
of resource development, and solar electric will likely be included in the new 
legislation. Any new EPS should set near term targets to encourage development 
activity that would take advantage of this tax credit. 

The technology mix for the commercially ready portion of the proposal is 
unspecified. It seems likely the utilities will rely heavily, but not exclusively, on 
wind energy that can be implemented at lower cost than natural gas generation. The 
existing EPS will support the continued reduction in solar energy costs realized to 
date. 

Developing Arizona renewable energy resources will provide income and jobs in 
rural areas of the state. 

Developing renewable energy and energy efficiency resources will reduce natural gas 
prices by reducing the demand for natural gas and will provide a hedge against fbture 
natural gas price increases. 

Developing renewable energy and energy efficiency resources defers construction of 
new fossil fbeled generation resources in the state. 

Summary of Advocates’ Proposal 

Emerging Technologies 
The advocates’ proposal supports efforts to meet the existing EPS goal of 1.1 percent of 
retail electricity sold by 2012 with 60 percent of that percentage being solar energy. 
(Minor modifications are recommended in the proposal.) The existing EPS would apply 
to technologies that are emerging and are in need of financial support. Only technologies 
that are between 5 to 11 cents above wholesale electricity costs per kilowatt hour are 
proposed to fall into the existing standard. In the advocates’ proposal, the EPS portion of 
the proposal is called the Developmental Environmental Portfolio Standard or DEPS. 
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Additional knding must be provided for regulated utilities to meet the existing EPS by 
2012. The proposal includes a mechanism for keeping the existing Surcharge rate and 
removing the caps to provide a sufficient amount of knding to meet EPS goals. The 
advocates’ proposal recommends terminating the DEPS in 2012. 

Commercially Ready Technologies 
To support the development of more mature renewable energy technologies, an additional 
portfolio requirement (named the Commercially Ready Renewable Energy Standard or 
CRRES) was proposed. These technologies have a cost premium of less than 5 cents per 
kWh above wholesale electricity costs and include wind, geothermal, landfill gas, 
biomass, and possibly other technologies. Given today’s high natural gas prices, wind 
and perhaps other commercially ready technologies are less costly than conventional 
generation. The advocates proposed that 8 percent of retail kWh sales be derived from 
commercially ready renewable energy resources by 20 10. Sufficient renewable energy 
resources exist in Arizona and neighboring states to implement this part of the advocates’ 
proposal. 

Funding for this standard should be obtained through a flexible adjustment mechanism 
for the above-market costs or through purchased power and kel  adjustors. 

Research and Development Technologies 
Under the current EPS rules, between 2004 and 2012 no research and development (R & 
D) projects can be funded with portfolio Surcharge or system benefit funds. The 
advocates’ proposal concurs with the current rule. Technologies that cost more than 11 
cents above wholesale electricity costs should not be supported with EPS funds. 

Demand Side Management 
The advocates’ proposal supports the return of system benefit knds to demand side 
management @SM) programs. 

While the development of renewable energy and energy efficiency resources may create 
challenges for regulated utilities, the existing EPS and the installation of large wind, 
geothermal, and biomass projects throughout the West have demonstrated that renewable 
energy can be successfblly integrated into the grid. This analysis supports efforts by the 
Arizona Corporation Commission in developing policies necessary to create a more 
sustainable, diversified and secure energy fbture for the state. 

Sincerely 

U Wm. Phillip Key, 
President, Renewable Energy Leadership Group 
(480) 563-4109; KeyTAIC@aol.com 

cc: Ray Williamson 
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