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DOCKETED By D 
IN THE MATTER OF THE NOTICE OF DOCKET NO. RE-00000C-00-0377 

DECISION NO. bc 3-76 t/ PROPOSED RULEMAKING FOR THE 
ENVIRONMENTAL PORTFOLIO STANDARD. 

J OPINION AND ORDER 

DATE OF HEARING: November 9,2000 

PLACE OF HEARING: Phoenix, Arizona 

ADMINISTRATIVE LAW JUDGES: Jane Rodda and Jerry L. Rudibaugli 

APPEARANCES: Michael Grant, GALLAGHER & KENNEDY. on behalf 
of Arizona Electric Power Cooperative, Inc.; 

Thomas Mumaw, SNELL & WILMER, on behalf of 
Arizona Public Senice; 

Webb Crockett, FENNEMORE CRAIG, on behalf of 
Phelps Dodge, ASARCO and Arizonans for Electric 
Choice and Competition; 

Robert Annan, on behalf of the Arizona Clean Eiiersy 
Industries Alliance: 

Toni Hansen, T L ~ C S O ~ ~  Electric Po\\ er Company: 

Paul Michaud, bvlai-tine7 & Curtis. oil behalf of j‘ork 
Research and .4rizoiia Clean Energy Industries Alliance. 

Rick Gillian. Land and LVater F ~ i i d  of the Rockies. rhc 
Grand Canyon Trust. the Grand Canyon Chapter of the 
Sierra Club, the Arizona Consumers Council: 

Janice Ahvard, Staff Attorney, Legal Dii.isioii, on behalf 
of the Arizona Corporation Coinmission Utilities 
Division. 

BY THE COMMISSION: 

On April 20, 1999, the Arizona Corporation Commission (“Commission”) Staff (”Staff’) 

opened Docket No. E-0000A-99-0205 in the Matter of the Generic Investigation of the Development 

of A Renewable Portfolio Standard As A Potential Part of the Retail Electric Competition Rules. The 

S H‘H Jane:rtiies\En\irO&O 1 
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on the proposed EPS on August 29,2000. 

The following entities filed comments on the EPS Rule: Tucson Electric Power Company 1 
("TEP"); the Land and Water Fund of the Rockies, the Grand Canyon Trust. the Arizona Consumers 1 
Council, and the Grand Canyon Chapter of the Sierra Club (collecti~.ely the "Environments1 Group"): 

the Residential Vtility Consumer Office ("RUCO"); the Arizona Electric Pokver Cooperative, Inc 

("AEPCO"); the Arizona Clean Energy Industries Alliance and 1-ork Research. Inc. (the "Solar and. 1 , "-, 
. L  

Renelvable Energy Industries"); New West Energy ("NWE"); the City of Scottsdale ("Scottsdale"): 

Citizens Coiiiniunications Company ("Citizens") and Staff. TEP.  Staff. the E n \  ironnisntal Group 

and Arizona Public Service Company ("APS") filed Reply comments. The Public comment hearing 

took place on No\.eniber 9, 2000. as scheduled. 

The proposed EPS Rule provides th on its effective date, any Load-Sen ing Eiitlty selling 

electricity or aggregating customers for the purpose of selling electricity niiist deri\re at least 0.2 

percent of the total retail energy sold from new solar resources or environmentall y-friendly renewable 

electric technologies. The EPS Rule provides that solar resources include photovoltaic resources and 

cnlar tliprnial rpcniirrpc that uPtiPratP p1Prtriritv 

Electric S e n  ice Providers that are not Utility Distribution Companies ("UDC's") are exempt 

2 DECISION NO: 6 3 3 6 ~  
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DOCKET NO. RE-00000C-00-0377 

until 2004, but could voluntarily participate. 

over part of the costs o 

Benefits Charges, 

y 1 of each year after 2001. so that by 2012, 

Load-Serving Entities must derive 1.1 percent of their total retail sales from qualifying sources. .4 

Load-Serving Entity is entitled to meet the portfolio requirement with electricity produced in Arizona 

3y environmentally-friendly renewable electricity technolo es that are defined as in-state landfill gas 

generators, wind generators and bioma 

The EPS Rule provides that the Commission would continue the annual increase in portfolio 

iercentage after December 31, 2004, only if the cost of environmental portfolio electricity has 

leclined to a Commission-approved costhenefit point. If the Commission does not choose to 

:ontinue the annual increa f the portfolio percentage after 2004, the portfolio percentage Lvould be 

Frozen at .8 percent until 201 r until the Commission chooses to reinstate the ann~ial increase. 

Load-Sening Entities are eligib!e for a number of extra credit multipliers that may be iiseci to 

neet the portfolio standard requirements. New solar electric systems installed and operating prior to 

December 31, 2003 qualify for multiple extra credits for k\Vh pr iced for 5 years folloLving start- 

up. The extra credit varies depending o e year in which the em started up. There is a 

Economic Development 

manufacturing and instal 

Program mu1 t iplier . 

iplier for in-state power plant installation and in-state 

Solar Electric Generation and 

Beginning January 1, 2004, the Commission may impose a deficiency payment of 30d per 

kWh to the Solar Electric Fund for deficiencies in the provision of solar electricity. 

Electric Fund will 

The Solar 

to purchase solar electric generator 

3 

I-- - 
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the portfolio percentage should increase as cu tly scheduled. The defi ents under the 

Rule do not start until after the Commission considered the recommendations of the Working 

Group. The Hearing Division has recommended replacing “shall” with “may” and inserting “no I 

earlier than” before “January 1, 2004” in R14-2-1618.F to clarify that the deficiency payments may 

start as early as January 1, 2004, but do not have to start as of January 1, 2004, depending on when 

and how the Commission acts on the Working Group’s recommendations. 

Neither the Load-Serving Entities affected by the Rule nor the Commission will knou the 

true cost of the EPS for several years, which is why the EPS Rule incorporates the “off ramp” 

provision of R14-2-1618.B.2. It is the intent of this Rule that the surcharge nil1 cover the cost of the 

mandate. I t  IS  not the Commission’s intent that the ratepayers of Arizona pay the surcharge and also 

be faced \\it11 high deferred costs if it turns out the surcharge is not sufficient to allow an utility tha t  is 

taking prudent measures to meet the portfolio percentage. Howe.i.er. neither do \be cvish to encourage i 

utilities to ignore their obligation under the EPS Rule to meet the required percentages. The 1 
Commission \\.ill re-examine the required percentages, appropriate surcharge and the amount of the 1 

I 
deficiency payment in 2003 based on actual experience. 

’ 

1 

I 

i 

Staff should work with stakeholders and interested parties to develop operating procedures 

and standards for the implementation of the environmental Portfolio Standard. The Director, Utilities 

Division, shall establish workshops or working groups, as needed, to recommend operating 

procedures and standards. Operating procedures 

the topics of green pricing, green electricity, net metering, net billing, solar leasing, 

S \H‘iH\.Iane i i t les ~ - n ~ i i O & O  4 NO: d 3 5 6 ’ v  

standards should include, but are not limited to, 

~~~ 
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sale or trading of excess portfolio k 

portfolio standard. The Director, U 

procedures and s 

s, and other administrative details necessary to implement the 

e authority to approve the operating 

After consideration a1 comments received 

comment hearings, the He 

Appendix A (“Proposed roposed Modific 

clarify the intent and parts of the EPS Rule. 

* * * * * * * * * 

Having considered he entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

1.  On April 20, 1999, Staff opened Docket No. E-0000A-99-0205 in the Matter of the 

Generic Investigation of the Development of A Renewable Portfolio Standard As A Potential Part of 

the Retail Electric Competition Rules. The Commission accepted testimony and conducted 

hearings. 

2. On May 4, 2000, in Decision No. 62506, the Commission adopted an Environmental 

Portfolio Standard and ordered Staff to commence a rulemaking process to adopt rules consistent 

with the EPS. 

3 . -7 On May 31, 2000, Staff opened the rule-making docket. On August 1 ,  2000. 111 

Decision No. 62762, the Commission ordered Staff to fonvard the rules entitled the Environniental 

Portfolio Standard, to be numbered as A.X.C. R14-2-1618 to the Secretary of State for Notice of 

Proposed Rulemaking. 

4. The EPS Rule was published in the Arizona Administrative Register on August 35. 

2000. 

5 .  Pursuant to Procedural Order dated August 9, 2000, a public comment hearing was 

scheduled for November 9, 2000, and interested parties were requested to file written comments on 

or before October 5 ,  2000, and Reply comments on or before October 24, 2000. Staff conducted a 

workshop on the S on August 29,2000. 

S ‘ H ‘ H J a n e  I t i l a  t 111 irC)&C) 5 
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the Arizona Register. 

9. The Concise Explanatory Statement is set forth in  Appendix B, attached he 

incorporated by reference. 

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 to adopt amended A.A.C. R14-2- 1601 

md R14-2-1618. 

2. 

-3. 

4. Adoption of the Enlx-onniental Standard Portfc)lio Rule and the Proposed 

Notice of the hearing n a s  given i n  the manner prescribed by lalv. I 
1 The Proposed Modifications are not substanti\ e in  iiature. 

I 

Modifications I S  in the piiblic interest. and should be approved. 
I 
I 

, 
I 

5 .  The Concise Explanatory Statement as set forth in  Appendiu B should be adopted. 
I 

ORDER 

IT IS THEREFORE ORDERED that A.A.C. R14-2-1601 and R14-2-1618, as set forth in 

4ppendix A and the Concise Explanatory Statement, as set forth in  Appendix B are hereby adopted. 

IT IS FURTHER ORDERED that the Commission's Utilities Division shall submit the 

3dopted amended Rule A.A.C. R14-2-1601 and R14-2-1618 to the Office of the Secretary of State. 

RTHER ORDERED that if not already filed, affected Load-Serving Entities shall file 

plement the Environmental Portfolio Tariff no later than February 15, 2001. 

j \H'H . laic i i i l r s  t n\ irOStO 6 DLCISION NO: L336Y 
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IT IS FURTHE 

ERED that the Ut 
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C'onipetiti\ e Sen ices 
' I  

- Zi &I 

26 - 35 

37 - % 

"Public Pov,er Entit)" iiicoipoiated by refereiice the detinitioii set li)rth i n  X R S $ 3O-CO1 10 

"Retail Electric Customer" nltaiij  the peisoii D r  entit) i n  \\Iio.c. name sei\ice IS rendered 

"Scheduling Coordinatoi" iiic'ans a n  entit) that pia\ icks  ychedules for po\\er transLiciioiis i'i  

traiisniissioii or distribution s> steins to the party responhible for the operation and control 0 1  [ l i t  

transmission grid. such as d Control Area Operator. Arizona Independent Schedulin, 0 Adiiiinistiaioi. 01 

Independeiit System Operatoi 

"Self-Aggregation" is the action of a retail electric customer that combines its o n n  metered loads into a 

single purchase block. 

"Solar Electric Fund" is the fundine mechanism established b\ this Article throuch which deficiencv 

- 38 27. 

- 39 

pavments are collected and solar enerev proiects are funded in accordance nith this Article 

10 DECISIONNO. 6 3 3 W  
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provided in a bundled transaction p 

contracts. and regulatory assets). acquired or entered into prior to December 26. 1996. 

under traditional regulation of Affected Utilities. and 

II. The market value of those assets and obligations directly attributable to the 

introduction of competition under this Ai-ticle. 

b. Reasonable costs necessarily incurred by a 

generation assets; 

Reasonable eniployee severance and retraining costs necessitated by electric competition. 

where not otherwise provided; and 

Affected Utility to effectuate divestiture of its 

C.  

d. and restructuring costs as appro\ed by the Commissioii as part of the Affected 

d Cost deternunation pursuant to R1-i-2-1607. 

40 J7 "System Benefits" means Commission-approved u t i l i t  ) n income. demand side maiuge me n t. 

iiblic benefit research and de\elopiiient 

fuel disposal and nuclear power plant decommissioning programs. and other program.; h i t  

Consumer Education. en\ ironmental. renewables. long-t 

may be approved by the Conmission from time to time 

"Transmission Primary Voltage" is voltage above 25 k \ '  as i t  relates t o  metering transformers 

"Transmission S e n  ice" refers to the tiansmission of electricit> to retail electric customers or to elem ic 

distribution facilities and that IS so classified by the Federal Enrig) Regulatory Coiimiissron oi. to the 

extent perrmtted by law. so classified by the Arizona Corporation Conmission. 

"Unbundled Service" means electric service elements provided and priced separately. including. but not 

lirmted to, such service elements as generation, transmission. distribution, Must Run Generation. 

metering meter reading, billing and collection, and ancillary s e n  ices. Unbundled Service may be sold 

g.44 

- -I-!.-K. 

43. 
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environmentally-friendly renewable electricity technologies are those installed on or after January 1. 1997. 

1. Electric Senice  Providers €hqewwe ES?s. that are not liDCs. are esenipt from portfolio 

requirements until 2004. but could voluntarily elect to participate. ESPs choosing to participate nould 

receive a pro rata share of funds collected from the En\ironniental Portfolio Surcharge delineated i n  

R14-2-1618.4 2 for portfolio purposes to acquire eligihle portfolio systems or electricit) ~ wierated 

from such systems 

1 - L'tility Distributm C'oiiipanies n ould reco\'er part of the cost.; o f  t l  port fo 1 io 5 rand 3 rc{ 1 011 - ?!I1 cllrrt2llt 

S! steiii Benefits Charges. i f  the) e\ist. including a ie-,illocJtion o f  &miand side management funcling [ ( I  

portfolio uses. .Additional portfolio standard costs n i l 1  be reco\ e r d  b> '1 customer En \  iionnient~l Poi r1i)lio 

Suicharge oii the ciistoiiieis' monthly bill. The Environmental Porttblio Surcharge shall be ~sses5ed  iiionthI\ [ ( I  

rverv metered and or non-metered retail electric service. This nionthl\ assessment \ \ i l l  be the l e l w  fi' 

SO 000375 per kWh or. 

0 Residential Customers: 9.35 per service 

Non-Residential Customers: $13 per service 

Non-Residential Customers whose metered demand is 3.000 kW or more for 3 consecutive months, 

$39.00 per s en  ice. 

In the case of unnietered services, the Load-Ser\inr! Lntitv shall, for purposes of billing the 



I 

Commission could use as a criteria for the decision to continue the increase in the portfolio percentage. 

The recommendations of the Working Group 

- 30 - . 2003. In no event, however, shall the Commission increase the surcharge caps as 

be presented to the Commission not later than 
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- c.Q: I n  2004, though 2012. the portfolio kWh makeup shall be at least 60 percent solar elec 

with no nioie than 40 percent solar hot uater or other environmentally-fricndiy reneirable 

electricity technologies. 

?.& - Load-Serving Entities f + e t i = ~ - S e w ~ e  P: 3);tdeFs shall be eligible for a number of evh-a credit multipliers that 

may be used to meet the portfolio standard requirementsL+ Extra credits may be used to meet portfolio 

requirements in Rl4-2-1618B.3. With the exception of the Early Installation Extra Credit .Vulti~lier. Ichich has 

a five-year life from operational start-up, all other extra credit multipliers are valid for the life of the generating 

equipment. 

1. Earl!, Installation Evt ia  Credit Multiplier: For nen solar electric systems installed and cperating prior t 

Deceiiibei 3 1. 700-3. Load-Sen ine Entities €&ewt-% . . \ \ o d d  qualifi, to1 multiple e\tr:i P,a-&+s . . ,.. , * ,. 

14 DECISION NO. 



extra credit multiplier would be .4 (which is .8 X . 5 ) .  

3. ~ Distributed Solar Electric Generator and Solar Incentive Program Extra Credit Multiplier: Any 

distributed solar electric generator that meets more than one of the eligibility conditions will be limited 

to only one .5 extra credit multiplier from this subsection. Appropriate meters u i l l  be attached to each 

solar electric generator and read at least once annually to verify solar performance. 

a. Solar electric generators installed at or on the customer prermses in Arizona. Eligible customer 

preiiuses locations \\ i l l  include both grid-connected and remote. non-grid-connected loi-ations 

In order for Load-Sen ing Entities 

multiplier. the Load-Sen ing Entit\ 

I O " O  ofthe total installed cost or have financed at least SO"" ot the total installed cost. 

Solar electric generators ldcated in Arizond that dre included in an! Load-Sercnz Entit\ ' 5  

P Green Pricing program. 

Solar electric generators located i n  Arizona that are included i n  any Load-Sen iiiz E i i t i t Q  

P Net Metering or bet  Billing program. 

- to claim an e w a  credit 

must hake coiitribiited at least 

. .  

b. 

. .  

C.  

to accrue extra credit multipliers from this subsection 

All multipliers are additive, allowing a maximum combined extra credit multiplier of 2.0 i n  years 1997- 
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to meet the requirements of this rule as modified by the Commission after consideration of the recommendations 

of the Environmental Portfoho Cost Evaluation 

payment peeai+y. beginning no earlier than January 1. 200 

?+ew& that the Load-Serving Entity . . pay an amount equal to 30c per kWh to the Solar 

Electric Fund for deficiencies in the provision of solar electricity This deficiency payment, wthich is in lieu of 

any other monetary payment pea4t.y which may be imposed by the Commission. may not be imposed for any 

calendar year prior to 2004. This Solar Electric Fund will be established and utilized to purchase solar electric 

generators or solar electricity in the following calendar year for the use by public entities in Arizona such as 

schools, cities. counties, or state agencies. Title to any equipment purchased by the Solar Electric Fund uill be 

transferred to the public entity 

Conmission may void g aff Load-Servinc Entity's 

Article. 

In addition. if the pro\ision of solar energy is consistentlq deticient. the 

Pr wt&& contracts negotiated under this . .  

1. The Director. Ltilities Dnision shall establish a Solar Electric Fund in ZOO4 to iecene  deficie . 

paynients and finance solar electricity projects. 

The Director. I.tiiities Dn isioii shall >elect an independent adniinistrator for tho 5election 01. project< to 

be financed by the Solar Electric Fund .\ portion of the Soldr Electric Fund s l i~ l l  be used Iiv 

7 

administration of the Fund and a 

and maintenance of projects fina 

ated portion o f the  Fund nil1 be jet aside for onsorng operation 

Photovoltaic or solar thermal electric resources that are located on the consumer's premises shall count toaard 

the solar portfolio standard applicable to the current Load-Sen ine Entity serving that 

consumer. 

Any solar electric generators installed by an Affected Utility to meet the environmental portfolio standard shall LI=L 

be counted toward meeting renewable resource goals for Affected Utilities established In 



H.I: Any Load-Serving Entity 

purchases any eligible 

& kWh for use or sale i 

y Load-Serving Entity 

documentation. su 

the reports of the 

portfolio requirements. 

Environmental Po 

sold during the calendar year. 

LIc: A An Load-Serving Entity shall be entitled to receive a partial credit against the 

portfolio requirement if the Load-Serving Entitv 

significant investment in any solar electric manufacturing plant that is 1 

equal to the amount of the nameplate capacity of the solar electric gener 

calendar year times 2.190 hours (approximating a 25% capacity factor). 

1. 

or its affiliate owns 

ed in Arizona. The c 

produced i n  Arizona and sold i n  a 

The credit against the portfolio requirement shall be linuted to the followin_g percentages of the total 

portfolio requirement: 

200 1 

2002 

2003 and on 

No extra credit multipliers will be allowed for this credit. In order to avoid double-counting of the same 

equipment. solar electric generators that are used by other Load-Sen iiiu- Entities &ke+~+c 51.: tee 

€ + e w k s  to meet their Arizona portfolio requirements \ \ i l l  not be allonable for cirdits unclttr this 

Section for the manufacturer Electric Ser\,icr Provider to nicer its portfolio ittquiic'ments 

Maximum of 50 % of the portfolio requirement 

Maximum of 25 "h of the portfolio requirement 

Maxiniiini of 20 96 of the portfolio requirement 

2. 

&I, The Director. Ctilities Division shall de\ elop appropriate safer?. durabilith. reliability. and prrformaiisc 

standards necessary for solar generating equipment and eii~iroii i i iei i tally-frieii~ih ienen able electricit! 

technologies and to qualify for the portfolio standard Staildardj requirements \\ i l l  apply onl> to facilrtic\ 

constructed or acquired after the standards are publicly issued. 

A Att Load-Serving Entity l3ectr:c . shall be entitled to meet up to 20% of the portfolio 

requirement with solar water heating systems or solar air conditioning systems purchased by the Load-Servine 

Entitv P for use by its customers, or purchased by its customers and paid for by the 

Load-Serving Entity P through bill credits or other similar mechanisms. The solar \+atel 

heaters must replace or supplement the use of electric uater heaters for resi rial, cominercial. or industria 

water heating purposes. For the purposes of this nile. solar water heaters will be credited w t h  1 kWh o 

- L.& 
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e solar Lbater heater and solar air 

conditioners shall be 

Multipliers as defined in R14-2-1618 CB.1 and Solar Economc Development Estra Credit Multipliers as 

defined in R1.1-2-1618 C0.2.b. 

i 



n the case of unmetered services, the Load-Serving Entity sha 



R14-2-1618.F 

Replace “Electric Service Provider with “Load-Se ng Entities“ Lvhenever the former 

ippears through this section. 
1 

Insert a second sentence after “requirements:” as follows “Extra Credits may be used to meet 

3ortfolio requirements and extra credits from solar electric technologies \vi11 also coilnt touard the 

solar electric fraction requirements in R14-~-1618.R.3. With the exception of the Early Installation 

2redit Multiplier, which has a five-year life from operational systeni start-up, all other extra credit 

nultipliers are valid for the life of the generating equipment.” Insert a period and delete the colon 

ifter “requirements.” 

R14-2- 161 8.D. 1 

FolloLvinS the table of estra credit multipliers, insert “Eligibility to qiialt fy for“ before ”The 
t 

Early Installation Credit Multiplier” and insert a second sentence as follo\vs: “Hon e\ er. any eligthlc 

;ysteni that n a s  operational in 7003 0:’ before \LOU still be alloned the applicable estra credit t‘or 
i 
i 

I 
6 

i 
I he full  five bears after operational start-up.” 

I R14-2-1618.D.3 

Replace “Electric Service Providers” with “Load-Serving Entities”. 

R14-2-1618.D.4 

Replace “Electric Service Provider” with “Load-Serving Entity”. 

R14-2-1618.E I 



ippears before “kWh”. 

R14-2- 16 18.K 

Electric Service Providers’ oad-Serving Entities”. 

R14-2-1618.M 

Replace “Electric Service Provider” with “Load-Serving Entity”. 

R14-2- 1 6 1 8.N 

Replace “Electric Service Provider” with “Load-Serving Entity”. 

;I. EVALUATION OF THE ARGUMENTS FOR AND AGAINST THE PROPOSED 

RULES 

General Issues 

In its comments T supports the proposed EPS Rules. believing they \vi11 fostcr 

development of long-term, cost effective and sustainable gr .th i n  Arizona’s rene‘ii able 

industries. The Environmental Group believes the proposed EPS Rilles balance the benelits 

of clean energy generation with a modest cost. The Solar and Retienable Industries also 

supported the EPS Rules, stating they are positioned to help the Affected Utilities meet the 

nder the EPS and that solar and renewable energy technology investment in 

Arizona depends on passage of the EPS Rules. 

Issue: RUCO and AEPCO argued that the mandatory surcharge violates Article XV, section 

f the Arizona Constitution, which r uires the Commission to ascertain the fair value of a 
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Staff argued that the Commission's constitutional and statutory ratemaking authority 

includes adoption of the Rule. Staff cited that under the Arizona constitutional provisions of 

Article 15, Section 3 and statutory provisions such as .A.R.S. $6 40-321 and 40-331. the 

Commission inay adopt rules requiring sales of electricit! to confomi to an environniental 

standard for the benefit of the Affected Utilities, ESPs and the public. Staff argiisci the 

Coiiiiiiissim has the constitutional authority to set an appropriate market structure for just 'ind 

reasonable rates in a competitive environment. I f  the Commission determines that the iiixhcL 

structure for just and reasonable rates in a competitii e market includ ei~\.iroiinieiitaI]\. - 

friendly sources such as solar. the Commission may adopt riilss under Section 3 to ensiirc I I >  

goals are met. According to staff, if the collection of penalties is reasonably related to these 

goals, the Commission may impose the penalties as a necessary step in its rate setting poLvers 

and under its authority to ensure the health and welfare of the public. 

Staff argued that surcharges can be implemented in  any number of ways for specific 

load-serving entities. As the Rule provides, some surcharges will be passed through as 

System Benefits Charges already included in rates for some entities. Staff noted that other 



rates for Arizona should include a portfolio of renewable resources as the source of electricity. 

The Commission has appealed the recent court decisions which appear to require a finding of 

fair value whenever rates are set. At this juncture the Conimission believes that the EPS Rule 

and its attendant surcharge are within the powers of the Commission to promulgate. 

Resolution: No changes required. 

Issue: Although arguing that the Commission does not have the authority to adopt the EPS 

Rules, AEPCO argued that if it does, the Commission should not apply the rule to the 

cooperatives. According to AEPCO: 1)  it needs no new resources. of any kind, in the near 

future to meet the state’s rural poLver needs; 2 )  investment i n  renew resources when 110 

resources are needed exacerbates consumer rate impacts and contributes unnecessariI>r to 

stranded costs; 3)  cooperatives have little or no demand side management or other similar 

program funds to shift to reneLvable expenditures unlike in\..estor-onmd utilities; 4) lion-pro tit 

cooperatives have no shareholder source of funds to apply to the capital costs associated u i t h  

the EPS mandate, and thus may look only to borrowed funds to finance the EPS mandate, but 

since the environmental portfolio .does not meet the lender’s requirement that capital be 

expended only on needed, least-cost resources, the cooperatives have no funding source other 

than the surcharge; and 6) any ancillary, general economic benefits the EPS Rule may 

ill most likely efit the state’s urban areas. 

EPCO proposed a new subsection 16 18.A. 1 : 
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from the portfolio perc 

provided in this subsection. 

proceeds of the Surcha 

TEP argued that the Commission ould reject ,4EPCO’s position that certain utilities 

should be exempt from the Portfolio Standard requirements because all Arizona resident 

benefit from the developmen 

the development of renewable resources. 

wable resources and thus all should contribute to funding 

Staff disagreed that any changes need to be made to the Rule on account of the 

cooperatives. Staff noted that R14-2-16 18.A.4 provides that “Utility Distribution Companies 

or ESPs that do not currently have a renewables program may request a waiver or 

modification of this section due to extreme circumstances that may exist.” 

Analysis: With the growth that has taken place In this stlte. not all of the cooperati\.es are 

located in strictly rural communities. If the cooperati\ es expect to incur substantial hardship 
I 

I on account of the rule, they should be able to take ad\mtaye of the uaiver pro\.isions of the 

proposed rule. I 
Resolution: No change required. 

Issue: The Solar and Renewable Industries do not be l iae  the EPS is dependant on retail 

competition or even the presence of competitive ESPs. to be successfid. The Solar and 

Renewable Industries suggested that the EPS be promulgated under a new Article entitled 

“Environmental Portfolio Standard” rather than as part of the Retail Electric Competition 

Rules. 

Staff agreed that t.0 pr ulgate the EPS under a new Article independent of the retail 

Electric Competition Rules is reasonable. Staff suggested that at some time in the future, the 



desirability of promulgating the EPS Ru art of a separate Article. 

ric Service Providers” as being 

tly exempts them from participati 

eed to be used rather th 

ilarly, AEPCO argued the word “C 

Is0 noted that as written, 

ion only riiclude those providiny competi 

Competition Rules define ESPs as a cornpan). 

icitly excludes Standard Offer S e n  ice. the LEX o f  

ESP in 1618.A has the effect of excluding Affected Utilities froin the portrolio 

standard. NWE belie\ces the reference should be corrected to tnc e all companies pro\ iciing 

standard offer service. NWE noted that the use of ESP is r ted several times i n  the 

sed rule and should be corrected wherever it  occurs. 

Staff acknowledged that the use of the term Electric Sewice Provider is a hold ocer 

ules and a slightly different 
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R14-2-1618.A. 1 

Issue: AEPCO believed the words “pro rata share of funds collected for portfolio purposes” 

is vague. AEPCO suggested that if “share of f h d s ”  relates to the surcharge in 16 18.A.2, a 

reference to that section would clarify what monies are invol\.ed. 

Analvsis: 

Portfolio Surcharge delineated in R14-2- 16 18.A.2” after -‘funds collected”. 

Resolution: Modify section 1618.A. 1 as discussed ab0L.e. 

Additional clarity would result by adding the phrase “from the En! iroi 

R14-2-1618.A.2 

Issue: Scottsdale supported the use of renewable sources of energy as a means to reduce 

energy related pollution i n  the City of Scottsdale, but belie\.ed the proposed standard i s  unfa i r  

to municipalities because of the diversity and number of electric meters that cities ha\e i n  

service. Scottsdale has approximately 330 separate electric meters and APS has estimated 

that the formula in R14-2-1618.A.2 will cost Scottsdale approximately $20,000 per year. 

A P S  remarked that the inequity Scottsdale complained of is no different that that of 

330 individual small non-residential customers, and that to allow consolidation of customer 

accounts of large multiple-inetered customers would require increasing the EPS Surcharge for 
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and are not unfair. 

Resolution: No change required. 

Issue: Citizens noted that section 1618.A.2 provides for the partial recovery of the EPS costs 

by means of a customer surcharge. Citi ns believed that the surcharge should be defined as 

applying to the generation portion of the transaction in a competitive environment, and there 

n to introduce the UDC into the middle of the generation transaction. particularly 

when the UDC is not offering the service for which the surcharge is being applied. Citimis 

argued the reasonable approach would be for the UDC to charge the surcharge to its Stanclarci 

Offer customers and the participating ESP to apply the charge to its customers. 

AEPCO questioned whether the pro rata shariny \iould be customer class specific. 

total system kWh driven. or based on some other fomiula. 

TEP believed that S ta f fs  recommendations are sufficient to address Citizens' 

concerns regarding the of the portfolio surcharge. Staff disagreed with Citizens and argued 

that the easiest and guaranteed way to ensure that all customers pay their share is for the 

Utility Distribution Company to collect the surcharge from all customers. Staff noted that 

since the rule allows ESPs the option to voluntarily opt out of the program, using Citizens' 

approach would ean that nobody would collect the charge from the customers of the non- 

participating ESPs. This would give those non-part competitive ad vantage 
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ortfolio Standard 

s their share. N 

Resolution: No change required. 

light charge for commercial lighting would significantly impact street lighting customers. 

Citizens advocated excluding Dusk-to-Dawn lighting from the application of the surcharge. 

TEP opposed an exemption for the surcharge for Dusk-to-Dawn lighting. TEP 

believed that if a municipal customer cannot afford the S13 per meter charge, i t  is a matter 

that can adequately be addressed with an ESP. 

Staff also disagreed with Citizens and belie\ es that perhaps Citizens misread or 

misunderstood the surcharge because the S13 figure is a cap and a streetlight \Foiild ha\e to 

high pressure sodium dusk to dawn light. Lvhich is on I O  hours a night i n  a 3 0  d:i> month 

nould use only 30 kWh (or 1 kWh per day) and the Portfolio Surcharge for that li$t for rh,it 

month Lvould be 2.6 cents. Staff recommended that Citiiens’ suggestion be rejected. 

I 
i 
I 

APS believed it was the intent of the rule that all services (metered or non-metered) 

would be subject to the ESP Surcharge and it could be perceived that under current wording 

residential customers would arguably be exempt for any non-metered service currently being 

provided. In contrast, all non-residential customers will pay the cap regardless o 

or contract kWh, and that the $13 per month surcharge could greatly exceed their 

proportionate amount. 

DECISION NO. 



8 

9 

10 

1 1  

12 

13 

14 

1s 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

ase of unmetered services, the Load-Se Entity shall, for purposes of billing 

the Environmental Portfoli Standard Surcharge and subject to the caps set forth above. use 

the lesser of (i) th ovide the service in 

question; or (i i)  t 

oad profile or otherwise estimated kWh required to 

ervice’s contract kWh. 

Staff agreed with APS’s suggested clarificatio 

Analysis: 

APS’ suggested modification rectifies the ambiguity and should be adopted. 

Resolution: Modify section 16 .2 as proposed by APS. 

Citizens’ comments indicate that the rule may be vague as currently written. 

R14-2-1618.B.2 

Issue: Section 1618.B.3 orders the Director of the Utilities Division to establish an 

Environmental Portfolio Cost Evaluation Working Group to study the cost benefits of the 

portfolio standard. The rule pro\ides that the Commission shall consider the 

recommendations of the Working Group by December 3 1. 3003. After considering the 

conclusions of the Working Group the Commission could determine that the portfolio 

percentage established in the rule should be modified in the years after 2004. At the public 

comment hearing, AEPCO raised the issue that if the Commission didn’t take action until 

December 3 1, 2003, re rding a standard that goes into effect on January 1, 2004, the utilities 

would not have suffci time to take action regarding the Commission’s action. 

up submit its final 
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er those recomm 

e recomme 

taken action on the Working G 

the Commission is able to co 

market participants, the better 

Resolution: Delete “Dece 

R14-2-1618.B.3 

-- Issue: AEPCO noted that (b) and (c) read exactly the same for years 2002 and 2003. and i f  

that is the intent, (c) could be deleted and the year “2003” added to (b). Staff concurred. 

Analvsis: 

Resolution: 

161 8.B.3.2.b. 

Issue: NWE noted that depending on the year. 50 to 60 percent of the EPS requirement \yill 

be met by solar electric technologies. NWE advocated modifying the rule to clarify that extra 

credits earned on solar electric technologies n i l l  also count toivard the solar electric fractlon. 

AEPCO’s comments should b\: adopted. 

Delete R14-2-1618.B.3.c and insert “and 2003” after “In 2002” in R14-2- 

, 

Staff agreed and proposed adding a second sentence to section I 0 l S . D  after 

“requirements:“ as follows: “Eutra Credits may be used to meet portfolio requirenients and 

extra credits from solar electric technologies n i l l  also count toLvard the solar electric Cractioii 

required in R14-2-1618.B.3.” 

NWE’s and Staff‘s comments clarify the nile and should be adopted. 

Modify R14-2-1618.D as recommended by Staff. Resolution: 

R14-2-1618.C 

Issue: AEPCO claimed that this provision that states “The portfolio requirement shall apply 

to all retail electricity in the years 2001 and thereafter” is left over from an earlier version of 
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es that section 1618.1 pro es that any ESP or independent solar electric 

generator that produces olar kWh in exce its annual portfolio 

hs for use or sale 

‘solar kWh” are not de NWE suggested this 

t the owner or any facility producing energy or extra 

nk the energy or extra 

the need to define the 

tion to accommodate 

Id be modified to pr 

iirements of paragraph 161 8 may sell 

future year requirement, which would 

ctric generator” and nould conform t 

ally friendly technologies that LL er 

temi ”independent sol 

that fall within the scope of being a “Load-Se 

r generators that are not within that definition 

have no EPS portfo 
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appears the first time in the first sentence of section 161 8.1. 

1618.D. 1 

Issue: AEPCO believed that it is unclear Lvhether all early extra credit multipliers end i n  

2003 or continue beyond that year for fi\e ycars after installation. XEPCO belic\.es the intent 

was the latter and suggested deleting the sentence “The Early Installation E\tra Credit 1 
1 

I 
I 

1 

Multiplier n.ould end in 2003.” 

Staff suggested that instead of deleting the sentence, it should be modified to read 

“The eligibility to qualify for the early Installation Extra Credit hlultiplier would end in 2003. 1 
However, any eligible system that was operational in 2003 or before would still be all 

the applicable extra credit for the full five years after operational start-up.” Staff also 

recommended that a clarifying sentence be added to the beginning of section 1618.D as 

follows: “Electric Service Providers shall be eligible for a number of extra credit multipliers 
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that may be used to meet the standard req uirem en 

lio requirements an 

xception of the Early 

R14-2-1618.F 

Entity to meet its obligations under the Portfolio Standard in another manner. If the Load- 

Serving Entity fails to meet its obligation to produce electricity from clean sources under the 

portfolio, the “deficiency paymznt” will be used to meet the Load-Serving Entity’s obligation. 

Therefor, Staff recommended that the references in section 1618.F to “penalty” should be 

“deficiency payment”. 

TEP is not in favor of imposing penalties or deficiency payments for. non-conipliancc. 

but did support Staffs recommendation to change the terminology from ”penalty“ to 

“deficiency payment”. TEP noted that because the imposition of deficiency payments I S  

ent on subsequent Commission action on the En\.ironmental Portfolio Cost EL aluatioii 

Working Group’s recommendations, TEP reserved further comment on the 

payments until that time, if nece 

Analysis: Staff‘s proposed modification eliminates potential ambiguity and confusion and 

should be adopted. 
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rograni for Green Power should be eliminated. 

resources. TEP noted that citizens who install solar electric systems stand to gain financially 

from the sale of renewable credits to electric service providers, and should not be exempt 

relien able energy resources. 

Staff also disagreed with Scottsdale and argued that the portfolio surcharge and ”green 

pou.er” charge are two entirely different mechanisms that ha\ e ilar goals. The Portfolio 

Surcliarse is a mandatory charge for all customers that IS  used to deLelop renenaable 

electricity. The utility “green power” programs are entirelv \oluntary and allow custoniers to 

i.oIuntarily pay a premium for renewable power. 

Analysis: Because the “green power’’ programs are 

ate them. Customers who care about the environment, and can afford to pay a premium 

ewable power, are able to do more by participating in the “green power” programs. 

There IS a public b 

surcharge. Scotts nd other siinilarly situated 

in continuing the programs 




