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2003. The Environmental Portfolio Cost Evaluation Working Group was tasked to make 

recommendations .to the Commission of an acceptable portfolio electricity costhenefit point or 

portfolio kwh cost impact maximum. The rules required thzt the Working Group provide its 

recommendations to the Commission not later than June 30,2003. 

6. The Environmental Portfolio Cost Evaluation Working Group was established in 

September 2002 and continued to meet through June 2003. The Working Group’s Final Report, 

“Costs, Benefits, and Impacts of the Arizona Environmental Portfolio Standard,” which included 

the group’s recommendations, was submitted to the Commission on June 30, 2003. 

7. On October 6, 2003, the Commission Staff and Environmental Portfolio Cost 

Evaluation Working Group members presented a Cost Evaluation Working Group Workshop & 

Special Open Meeting that described the group’s recommendations. 

8. The recommendations of the Cost Evaluation Working Group (“CEWG”) are: 

The CEWG recommends that the Commission use the Portfolio net 
simple cost premium number of $0.1 1 per kWh, defined in the 
Recommendations section of the CEWG Final Report, as a 
reference point or benchmark for evaluating future costs and cost 
reductions resulting from the Environmental Portfolio Standard. 
This net simple cost premium may be used by the Commission as a 
general benchmark to evaluate in the aggregate the future progress 
in achieving cost reductions in solar photovoltaic projects by the 
Load Serving Entities as a result of their efforts to comply with the 
goals of the Environmental Portfolio Standard Rules. It should be 
noted, however, that this net simple cost premium is based on a set 
of assumptions and the current funding method of the projects. As 
noted in the Recommendations section, to the extent the 
assumptions change, the benchmark would have to be adjusted for 
items such as financing or operating costs. 

a. 

b. The CEWG recommends that the Commission recognize that 
considerable progress has been made in just 18 months and that the 
Environmental Portfolio Standard should be continued with two 
possible options: 

Option 1: Take no action at this time and leave the annual 
renewable energy target at 0.8 percent of retail energy sales 
for all Load Serving Entities until a future review determines 
that either Environmental Portfolio Standard funding is 
sufficient, or solar generation costs have declined to the point 
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Load Serving Entities at the 0.8 percent level, then increase 
the program percentage to 1.1 percent. 

Option 2: Continue the renewable energy requirement 
increase to 1.1 percent by 2007. 

9. Staff participated in the Environmental Portfolio Cost Evaluation Working Group 

meetings and prepared the Final Report of the Working Group for submission to the Commission. 

Staff believes that the Portfolio net simple cost premium number of $0.1 1 per kWh is a reasonable 

zost-benefit point for the Commission to use as the criterion for the decision to continue the 

scheduled annual increase in the portfolio percentage. . 
10. The Cost Evaluation Working Group Final Report showed that the cost of Portfolio 

Aectricity has declined significantly since the original Solar Portfolio Standard was established in 

1996. The data for 2001-2002 indicate this decrease is continuing. 

11. In addition to the work of the Environmental Portfolio Cost Evaluation Working 

froup, Staff is aware of a number of developers of potential solar, wind, and biomass projects that 

xe actively discussing those future projects with Arizona utilities. The addition of these new 

Drojects to Arizona’s generation mix will increase the low-cost renewable kWhs available to 

utilities to meet their Portfolio requirements. 

12. Staff has reviewed Option 1 and has found that its suggestion of a “future review” 

sends entirely the wrong message the portfolio standard. Staff has heard evidence from 

renewable developers that utilities in 2001 -2003 were declining to enter into contracts for Portfolio 

kWhs until after the Cost Evaluation Working Group Final Report was submitted. The reason 

given was that the Commission might change its mind or direction of the Portfolio Standard as a 

result of the report. Staff believes that establishing yet an0 r “future review” target only 

promotes the excuse to delay portfolio decisions until after the fu 

13. Staff has not recommende proval of Option 1. 

14. Staff has recommended that the Commission approve Option 2, continuing the 

scheduled annual increase in the portfolio percentage, as specified in the Environmental Portfolio 
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15. Staff has recommended that the Commission approve the Portfolio net simple cost 

premium number of $0.1 1 per kWh as a reasonable cost-benefit point for the Cok i s s ion  to use as 

the criterion for the decision to continue the scheduled annual increase in the portfolio percentage. 

16. The Environmental Portfolio Standard Rules establish limits on Environmental 

Portfolio Standard Surcharges and on the portfolio percentage (A.A.C. R14-2-1618 A.2 and B.l & 

2, respectively). We believe that it is appropriate to reconsider the surcharge and portfolio 

percentage levels and to establish higher goals for Arizona. We direct Staff to commence 

workshops throughout the state to address whether or not Arizona can and should increase 

Arizona’s commitment to renewable energy by increasing the surcharges and the portfolio 

percent age. 

17. As part of this workshop review of the above rules, we will also review the 

requirements for the phase-in of renewable technologies found in A.A.C. R14-2-1618 B.3. As part 

of this workshop review, Staff is also directed to examine the appropriate resource mix of the 

Environmental Portfolio Standard. We believe that new and emerging technologies should be 

considered. Given the various constituencies and interests, and given the changes that have 

occurred in the development of the various forms of renewable energy, we shall review whether 

the approach of static percentages is still justified and if so, whether those percentages should be 

CONCLUSIONS OF LAW 

1. Pursuant to the Arizona constitution, Article XV, Section 3 and the Arizona 

Revised Statutes, Title 40 generally, the Commission has jurisdiction over this matter. 

2. The Commission, having reviewed the Environmental Portfolio Cost Evaluation 

Working Group’s Final Report, the presentations and discussion at the October 6, 2003 Workshop 

and Special Open Meeting, and Staffs Memorandum dated January 23, 2004, concludes that it is 

in the public interest to approve and adopt Staffs recommendations. Staffs recommended 

Option2 will serve as the baseline for our analysis of appropriate levels for surcharges and 

portfolio percentages in the workshop process. 

. . .  

Decision No. 66798 
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3. The Commission directs Staff to consider this decision and the Environmental 

'ortfolio Cost Evaluation Working Group's Finial Report in any subsequent review and 

-ecommendations concerning A.A.C. R14-2-1618. 

ORDER 

THEREFORE, IT IS ORDERED that the Portfolio net simple cost premium number of 

60.1 1 per kwh, as defined in the Recommendations section of the Cost Evaluation Working Group 

Tina1 Report, is approved as the cost-benefit point for the Environmental Portfolio Standard. 

IT IS FURTHER ORDERED that the scheduled increase in the portfolio percentage, as 

;pecified in the Environmental Portfolio Standard Rules, A.A.C. R14-2-1618 B.l , shall continue 

inti1 it reaches the specified maximum of 1.1 percent. 

IT IS FURTHER ORDERED that Staff shall commence a series of workshops throughout 

he State to further examine the issues of appropriate resource mix, surcharge levels, portfolio 

3ercentages and phase-in levels. 

-ecommendations of those workshops to the Commission. 

Staff shall submit a report' containing the results and 



__ ~~ 

Page G Docket No. RE-OOOOOC-00-0377 

11 

12 

13 

14 

15 

I 16 

1 

2 

3 

4 

5 

6 

I 7 

I 
8 

~ 

I 
i 9 

10 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

TT IS FURTHER ORDERED that Staff shall consider this decision and the Environmental 

Portfolio Cost Evaluation Working Group’s Final Report in any subsequent review and 

recommendations concerning A.A.C. R14-2-1618. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION 

COMMISSIONER COMMISSIONER 

IN WITNESS WHEREOF, I B@UN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 
hereunto, set my hand and caused the official seal of this 
Commission to b affixed at the Capitol, in the City of 
Phoenix, t h s  \ 7 -h day of Fe hrua (r , 2004. 

DISSEN 

DISSENT: 

EGJ :RTW : lhmVF W 

ision NO. 66798 
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