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On J une  26, 2006, S outhwe s t Ga s  Corpora tion ("S outhwe s t") file d a n a pplica tion for
a pprova l of its  Comme rcia l Equipme nt ("Comme rcia l Equipme nt") progra m, a s  re quire d by
Decis ion No. 68487. Decis ion No. 68487 require s  tha t the  Company File  de ta iled descriptions  of
its  DSM programs within 120 days  of the  Commiss ion's  Februa ry 23, 2006 Orde r approving ra te
changes e ffective  March 1, 2006.

The  propose d progra m would be  ne wly imple me nte d, but include s  the  High-Efficie ncy
Pre -Rinse  Spray Va lve  component a lready approved by the  Commiss ion on June  27, 2007. The
Commercia l Equipment program is  one  of seven demand-s ide  management ("DSM") programs
included in Southwest's  2006 Arizona  Demand S ide  Management Program Plan ("P lan").

P rogra m De scription

As proposed in the  P lan, the  Commercia l Equipment program would be  ava ilable  to new
arid exis ting Southwes t cus tomers  with commercia l kitchen facilitie s . Southwes t representa tives
would provide  a ss is tance  to commercia l cus tomers  in purchas ing and ins ta lling ene rgy-e fficient
kitchen equipment. Reba tes  equa l to the  incrementa l cost of each measure  would be  provided to
customers who insta ll such measures.

S ta ff re comme nds  tha t the  s ize  of the  ince ntive s  be  re vie we d if pa rticipa tion in the
program is  a t or above  the  anticipa ted leve ls .

Objective , Ra tiona le  and Marke t Segment

RE:

The  obje ctive  of the  Comme rcia l Equipme nt progra m is  to promote  the  use  of e ne rgy-
e fficie nt e quipme nt a t comme rcia l cooking fa cilitie s , including re s ta ura nts , s chools , a nd
hospita ls , the  proposed measures  include  griddles , s teamers  and frye rs , a long with the  pre -rinse
spra y va lve s  pre vious ly a pprove d by the  Commiss ion. Adoption of high-e fficie ncy comme rcia l
e quipme nt will conse rve  both e ne rgy a nd wa te r, a nd re duce  pollution. In a ddition to fa cilita ting
individua l ins ta lla tions , the  Cormne rcia l Equipme nt progra m is  inte nde d to a chie ve  ma rke t
transformation of the  res taurant industry and increase  genera l demand for high-efficiency kitchen
equipment.
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S ta ff re comme nds  tha t re ba te s  be  pa id only to pa rticipa nts  who a re  purcha s ing high-
e fficie ncy na tura l ga s  comme rcia l e quipme nt for ins ta lla tion in a re a s  s e rvice d by S outhwe s t.
With re spe ct to re pla cing e xis ting e quipme nt, S ta ff a lso re comme nds  tha t the  prima ry focus  of
the  progra m be  re pla ce me nt of le s s -e fficie nt na tura l ga s -powe re d e quipme nt, ra the r tha n
re pla ce me nt of le s s -e fficie nt e le ctric e quipme nt. (P le a s e  s e e  the  S ta ff Ana lys is  s e ction for
furthe r discuss ion of this  issue .)

Ma rke ting

According to the  P la n, during its  firs t ye a r the  Comme rcia l Equipme nt progra m will be
a dve rtis e d in re s ta ura nt tra de  publica tions , on the  ra dio, on the  S outhwe s t we bs ite , through
postca rd dis tributions , and through participa tion a t culina ry events  and a t trade  shows. Additiona l
measure s  may include  direct ma il, brochure s , te lephone  ca lls , ema il and in-pe rson vis its . The re
will a ls o be  s e mina rs  a nd works hops  de s igne d to tra in cha in a nd fra nchis e  owne rs  on high-
efficiency equipment and maintenance .

The  a bove  ma rke ting will continue  in the  s e cond a nd third ye a rs , with the  a ddition of
e duca tiona l e ve nts  a t the  S outhwe s t Te mpe  Food S e rvice  Ce nte r. Ma rke ting will include  the
spra y va lve  dis tribution progra m in the  firs t ye a r. The  Commiss ion ha s  pre vious ly orde re d tha t
S outhwe s t continue  to  promote  high-e fficie ncy pre -rins e  wa te r s pra y va lve s  a s  pa rt of its
marke ting, if Southwest's  pa rticipa tion in the  program is  extended beyond 2007.

De live ry S tra te gy

Southwest representa tives  will encourage  the  Company's  commercia l customers  to ins ta ll
high-e fficie ncy e quipme nt in the ir comme rcia l kitche n fa cilitie s . S outhwe s t or its  de s igne e  will
verify insta lla tion of the  equipment, assis t in the  rebate  applica tion process, and process rebates.

With re s pe ct to the  s pra y va lve  dis tribution only, S outhwe s t will contribute  a dditiona l
funding and Arizona  Depa rtment of Wa te r Resources  ("ADWR") will supe rvise  the  de live ry and
ins ta lla tion. ADWR ha s  a lso hire d a  contra ctor to conduct a  surve y to e va lua te  the  dis tribution
funded through Southwest and Salt River Prob e t ("SRP") .

Es tima ted Leve ls  of Pa rticipa tion

S outhwe s t's  e s tima te s  for the  pote ntia l ma rke t a nd pe r-ye a r le ve ls  of pa rticipa tion for
e a ch me a s ure  a re  lis te d in the  ta ble  be low, a long with the  propos e d individua l a nd a nnua l
incentive amounts :



Commercial
Equipment

Market
Potential

Estimated
Participation
(Year 1)

Estimated
Participation
f§5¢ars 2 and
al

Proposed
Incentive

Tota ls '
Ye a r  1

Totals:
Years 2
and 3

Water heater 18,000 111 140 Up to
$1,700

$188,700 $238,700

Griddle 18,000 65 79 Up to
$2,102

$136,630 $166,557

Steamer 1,800 20 39 Up to $
532

$10,640 $20,640

Frye r 30,000 101 121 Up to
$2,583

$260,883 $310,883

Spray va lve 18,000 5,000 n/a $124,925 n/a
Tota l $721,778 $736,780
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S OUTHWES T'S  P ROP OS ED INCENTIVES  AND ES TIMATED P ARTICIP ATION LEVELS

The  cha nge s  from Ye a r 1 to Ye a rs  2 a nd 3 re fle ct the  initia l a s sumption tha t the  spra y
rins e  dis tribution would e nd a fte r Ye a r 1. If continuing the  dis tribution progra m prove s  cos t-
e ffe ctive , e ithe r through ADWR or a s  pa rt of S outhwe s t's  dire ct progra m, the n a  portion of the
ince ntive  dolla rs  in  Ye a rs  2  a nd 3 s hould continue  to  be  a lloca te d to  s pra y va lve s . S ta ff
re comme nds  tha t S outhwe s t tra ck pa rtic ipa tion  with  re s pe ct to  e a ch  type  of comme rcia l
e quipme nt a nd, if a ppropria te , shift e xpe nditure s  be twe e n me a sure s  to ma ximize  pa rticipa tion
and program cost-effectiveness.

As  discusse d be low, S ta ff a na lys is  indica te s  tha t ga s  frye rs  a re  not, curre ntly, a  cos t-
e ffe ctive  DS M me a sure . S ta ff re comme nds  tha t ga s  frye rs  be  e limina te d from the  progra m
unle s s  a nd until the y ca n be  include d on a  cos t~e ffe ctive  ba s is . S ta ff a lso re comme nds  tha t
e xpe nditure s  origina lly a lloca te d to  the  frye r me a s ure  be  re a lloca te d to  othe r, more  cos t-
effective , program measures.

Program Budge t

While  marke ting costs  represent a  la rge  proportion of the  budge t, the  program is  new and
e xte ns ive  ma rke ting ma y a id in e ffe cting the  tra ns forma tion of a n indus try with a  high pote ntia l
for e ne rgy s a vings , but a ls o s ignifica nt ba rrie rs  to a doption of e ne rgy-e fficie nt e quipme nt.
Smalle r res taurants  a re  often undercapita lized and extremely sensitive  to the  incrementa l costs  of
high-e fficie ncy e quipme nt, while  cha ins  or fra nchis e s  ofte n  ma ke  e quipme nt purcha s ing
de cis ions  outs ide  the  loca l ma rke t, ma king it difficult to ma rke t to buye rs  in a dva nce . S ta ff
re comme nds  tha t S outhwe s t monitor ma rke ting for the  progra m, a nd ma ke  a djus tme nts , if
necessary, to maximize  the  benefits  of spending in this  a rea .
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Southwest's Proposed Budget

Monitoring and Evaluation

W i th  resp ect  to  the p rogram as  a  whole,  Southwes t  wi l l  t rack p ar t i cip a t ion,  energy
savings  and demand reduct ions ,  a long wi th  inq ui r i es ,  web s i t e h i t s  and a t t endance a t  food
indus t ry energy cons erva t i on  event s . P a r t i c i p a n t s  wi l l  a l s o  b e  s u r v eyed  r eg a r d i n g  t h e
effectiveness of the program.

With respect to the spray valve component only,  ADWR has hired a consultant to track
the spray valve instal lat ions funded through Southwest  (as  well  as  those funded by SRP).  The
consultant will track water usage for each participant for a year and confirm that the spray valves
installed under the program remain in place.

Staff Analysis

W here rep l acement  of ex i s t i ng  eq uip ment  i s  concerned ,  S t a ff  recommends  t ha t  t he
p r i mary p urp os e o f  S out hwes t ' s  C ommerci a l  Eq ui p ment  DS M p rogram b e t o  r ep l ace l es s
efficient natural gas equipment with the most efficient natural gas equipment currently available.
It  is  Staffs  posi t ion that  DSM dollars  should not  be used to promote fuel  switching.  Although
elect r i c s avings  may resul t  from gas  DSM measures ,  and may b e included in  ca lcula t ing a
program's  cos t -effect iveness ,  the p rimary goal  of a  natural  gas  DSM program is  to conserve
natural gas in a cost-effective manner.

Cost-Benefit Analysis

Staffs analysis of the program indicates a cost-effectiveness ratio of 2.46, with the fryers
eliminated. S ta ffs  ana lys i s  indica tes  tha t  commercia l  fryers  would not  b e a  cos t -effect ive
measure,  given the la rge incrementa l  cos t  and low level  of gas  savings  p rovided by current
higher-efficiency models . ( S t a f f  s  a n a l ys i s  o f  t h e  g a s  f r ye r  mea s u r e  i n d i ca t e s  a  co s t -
effect iveness  ra t io of 0 .64 . )  Staff' s  analys is  a lso indicates  that  whi le including fryers  in the
program would lower overal l  cos t -effect iveness  to 1 .87 ,  shi ft ing expendi tures  from flyers  to
other  p rogram measures  would increase overa l l  cos t -effect iveness . I n  t h e  fu t u r e ,  i f  t h e
incremental cost of including gas fryers in the program decreases, or fryers become available that
offer greater therm savings, then gas fryers should be considered for inclusion in the program.
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S ta ff ha s  modifie d  S ou thwe s t's  e s tima te  o f e nvironme nta l s a vings  to  re fle c t the
e limina tion of fryers  as  a  measure , and to re flect the  therm savings for each measure  indica ted by
S ta ffs  re s e a rch. The  e nvironme nta l s a vings  ma y be  highe r if the  s pra y va lve  progra m is
continued, or if incentive  dolla rs  intended for fryers  a re  shifted to other measures .

ES THVIATED ENVIRONMENTAL BENEFITS

Reporting Requirements

S ta ff re comme nds  tha t S outhwe s t include  the  following informa tion conce rning the
Commercia l Equipment program in its  semi-annua l DSM reports : (i) the  number of pa rticipants ,
(ii) the  le ve l of pa rticipa tion for e a ch me a s ure  include d in  the  progra m, (iii) the  a mount of
funding spe nt during the  time  pe riod be ing cove re d, (iv) sa mple s  of its  ma rke ting ma te ria ls , (v)
the  type s  of fa cilitie s  whe re  high-e fficie ncy e quipme nt is  be ing ins ta lle d, a nd (vi) the  da ta  a nd
surve y informa tion ga the re d by S outhwe s t with re spe ct to the  progra m a s  a  whole , a long with
a ny follow-up s tudie s  or othe r informa tion provide d by ADWR with re spe ct to the  spra y va lve
dis tribution.

Summary of Sta ff Recommendations

• S ta ff re comme nds  tha t the  s ize  of the  ince ntive s  be  re vie we d if pa rticipa tion in the
program is  a t or above  the  anticipa ted leve ls .

S ta ff re comme nds  tha t re ba te s  be  pa id only to pa rticipa nts  who a re  purcha s ing high-
e fficie ncy na tura l ga s  comme rcia l e quipme nt for ins ta lla tion  in  a re a s  s e rvice d  by
Southwest.

Staff recommends tha t, with respect to replacements , the  primary focus of the  program be
replacement of le ss -e fficient na tura l gas-powered equipment, ra the r than replacement of
le ss -e fficient e lectric equipment.

• S ta ff re comme nds  tha t S outhwe s t tra ck pa rticipa tion with  re s pe ct to  e a ch type  of
comme rcia l e quipme nt a nd, if a ppropria te , s hift e xpe nditure s  be twe e n me a s ure s  to
maximize  participa tion and program cost-e ffectiveness .

S ta ff re comme nds  tha t ga s  frye rs  be  e limina te d from the  progra m unle ss  a nd until the y
can be  included on a  cost-effective  basis .
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S ta ff a ls o re comme nds  tha t e xpe nditure s  origina lly a lloca te d to the  frye r me a s ure  be
rea lloca ted to other, more  cost-e ffective , program measures .

• S ta ff re comme nds  tha t S outhwe s t monito r ma rke ting  for the  p rogra m, a nd  ma ke
adjustments , if necessary, to maximize  the  benefits  of spending in this  a rea .

• Sta ff re commends  tha t the  following informa tion conce rning the  Commercia l Equipment
progra m be  include d in the  se mi-a nnua l DS M re ports : (i) the  numbe r of pa rticipa nts , (ii)
the  le ve l of pa rticipa tion for e a ch me a s ure  include d in the  progra m, (iii) the  a mount of
funding s pe nt during  the  time  pe riod  be ing  cove re d , (iv) s a mple s  of its  ma rke ting
ma te ria ls , (v) the  type s  of fa cilitie s  whe re  high-e fficie ncy e quipme nt is  be ing ins ta lle d,
a nd (vi) the  da ta  a nd s urve y informa tion ga the re d by S outhwe s t with re s pe ct to the
progra m a s  a  whole , a long with a ny follow-up s tudie s  or othe r informa tion provide d by
ADWR with re spect to the  spray va lve  dis tribution.

(/Erne s t G. J ohns on
Director
Utilitie s  Divis ion

EG] :JMK:1hm\JFW

ORIGINATOR: Julie  McNeely-Kirwan
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IN THE MATTER OF THE APPLICATION
OF SOUTHWEST GAS CORPORATION --
FILING FOR APPROVAL OF ITS
COMMERCIAL EQUIPMENT PROGRAM

DOCKET no. G-01551A-04-0876

DECISION NO.

ORDER

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4 BY THE COMMIS S ION:

Open Meeting
August 21 and 22, 2007
Phoenix, Arizona

15 FINDINGS OF FACT

16 Southwest Gas Corporation ("Southwest") is engaged in providing natural gas

17 within portions of Arizona, pursuant to authority granted by the Arizona Corporation Commission.

18 2. On June 26, 2006, Southwest filed an application for approval of its Commercial

19 Equipment ("Commercial Equipment") program, as required by Decision No. 68487. Decision

20 No. 68487 requires that the Company file detailed descriptions of its demand-side management

21 ("DSM") programs within 120 days of the Commission's February 23, 2006 Order approving rate

22 changes effective March 1, 2006.

23 3. The proposed program would be newly implemented,  but  includes the High-

24 Efficiency Pre-Rinse Spray Valve component already approved by the Commission on June 27,

25 2007. The Commercial Equipment program is one of seven demand-side management ("DSM")

26 programs included in Southwest 's  2006 Ar izona  Demand Side Management  Program Plan

27 ("Plan").

28

1.



P a ge  2 Docke t No. G-01551A-04-0876

1

2 S outhwe s t

3

4

5

As proposed in the  P lan, the  Commercia l Equipment program would be  ava ilable  to

n e w a n d  e xis tin g  S o u th we s t cu s to me rs  with  co mme rc ia l kitch e n  fa c ilitie s .

re pre se nta tive s  would provide  a s s is ta nce  to comme rcia l cus tome rs  in purcha s ing a nd ins ta lling

energy-e fNcient kitchen equipment. Reba tes  equa l to the  incrementa l cos t of each measure  would

be  provided to customers who insta ll such measures .

6 Sta ff has  recommended tha t the  s ize  of the  incentives  be  reviewed if pa rticipa tion in

7

8

9

the  program is  a t or above  the  anticipa ted leve ls .

6. The  obje ctive  of the  Comme rcia l Equipme nt progra m is  to  promote  the  us e  of

e ne rgy-e fficie nt e quipme nt a t comme rcia l cooking fa cilitie s , including re s ta ura nts , s chools , a nd

10

11

hospita ls , the  propose d me a sure s  include  griddle s , s te a me rs  a nd frye rs , a long with the  pre -rinse

s pra y va lve s  pre vious ly a pprove d by the  Commis s ion. Adoption of high-e fficie ncy comme rcia l

12

13 individua l ins ta lla tions ,

e quipme nt will cons e rve  both e ne rgy a nd wa te r, a nd re duce  pollution. In a ddition to fa cilita ting

is  in te nde d to  a chie ve  ma rke t

14

the  Comme rcia l Equipme nt progra m

transforma tion of the  re s taurant indus try and increase  gene ra l demand for high-e fficiency kitchen

15 equipment.

16

17

18

19

20

Staff has  recommended tha t reba tes  be  pa id only to participants  who are  purchasing

high-e fficiency na tura l ga s  commercia l equipment for ins ta lla tion in a rea s  se rviced by Southwes t.

With respect to replacing exis ting equipment, S ta ff has  recommended tha t the  primary focus  of the

program be  replacement of le ss-e fficient na tura l gas-powered equipment, ra the r than replacement

of le ss -e fficient e lectric equipment.

21

22 be  a dve rtis e d in re s ta ura nt tra de  publica tions , on the  ra dio,

According to the  P lan, during its  firs t yea r the  Commercia l Equipment program will

on the  S outhwe s t we bs ite , through

23

24

25

pos tca rd dis tributions , and through pa rticipa tion a t culina ry events  and a t trade  s hows . Additiona l

me a s ure s  ma y include  dire ct ma il, brochure s , te le phone  ca lls , e ma il a nd in-pe rs on vis its . The re

will a ls o be  s e mina rs  a nd works hops  de s igne d to tra in cha in a nd fra nchis e  owne rs  on high-

26

27

28

efficiency equipment and maintenance .

9. The  above  marke ting will continue  in the  second and third yea rs , with the  addition

of e duca tiona l e ve nts  a t the  S outhwe s t Te mpe  Food S e rvice  Ce nte r. Ma rke ting will include  the

4.

7.

5.

8.

De cis ion No.



Commercial
Equipment

.

Market
Potential

z

¢

Estimated
Participation
(Year 1)

Estimated
Participation
(Years 2 and

3)

Propos ed
Incentive

Tota ls ;
Yea r 1

. ~

Tota ls :
Years  2 and 3

Water heater 18,000 111 140 Up to $1,700 $188,700 $238,700
Griddle 18,000 65 79 Up to $2,102 $136,630 $166,557
Steamer 1,800 20 39 U p t o n  5 3 2 $10,640 $20,640
Fryer 30,000 101 121 Up to $2,583 $260,883 $310,883
Spray valve 18,000 5,000 n/a n/a $124,925 n/a
Total J $723,778 $736,780

P a ge  3 Docke t No. G-01551A-04-0_76

1

2

3

4

s pra y va lve  dis tribution progra m in the  firs t ye a r. The  Commis s ion ha s  pre vious ly orde re d tha t

S outhwe s t continue  to  promote  h igh-e ffic ie ncy pre -rins e  wa te r s pra y va lve s  a s  pa rt o f its

marke ting, if Southwest's  pa rticipa tion in the  program is  extended beyond 2007.

10. Southwest representa tives  will encourage  the  Company's  commercia l cus tomers  to

ins ta ll high-e fficie ncy e quipme nt in the ir comme rcia l kitche n fa cilitie s . S outhwe s t or its  de s igne e

6 will ve rify ins ta lla tion of the  e quipme nt, a s s is t in the  re ba te  a pplica tion proce s s , a nd proce s s

5

7 rebates.

8 11.

9

11

1 2 1 2 .

With  re s pe c t to  the  s p ra y va lve  d is tribu tion  on ly, S ou thwe s t will con tribu te

a dditiona l funding a nd Arizona  De pa rtme nt of Wa te r Re s ource s  ("ADWR") will s upe rvis e  the

10 de live ry a nd ins ta lla tion. ADWR ha s  a lso hire d a  contra ctor to conduct a  surve y to e va lua te  the

dis tribution funded through Southwest and Sa lt Rive r P roject ("SRP").

Southwe s t's  e s tima te s  for the  pote ntia l ma rke t a nd pe r-ye a r le ve ls  of pa rticipa tion

for e a ch me a s ure  a re  lis te d in the  ta ble  be low, a long with the  propos e d individua l a nd a nnua l1 3

14 incentive  amounts .

1 5 SOUTHWEST'S PROPOSED INCENTWES AND ESTIMATED PARTICIPATION LEVELS

1 6

1 7

1 8

1 9

20

2 1

22

23 1 3 . The  cha nge s  from Ye a r 1 to Ye a rs  2 a nd 3 re fle ct the  initia l a s s umption tha t the

25

26

27

24 spray rinse  dis tribution would end a le r Yea r 1. If continuing the  dis tribution program proves  cos t-

e ffe ctive , e ithe r through ADWR or a s  pa rt of S outhwe s t's  dire ct progra m, the n a  portion of the

ince ntive  dolla rs  in Ye a rs  2 a nd 3 s hould continue  to be  a lloca te d to s pra y va lve s . S ta ff ha s

re comme nde d tha t S outhwe s t tra ck pa rtic ipa tion  with  re s pe ct to  e a ch  type  of comme rcia l

28
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Description Subsequent Years

Communication $91,420 $86,420

Outreach $45,000 $35,000

Training/Education $126,800 $126,800

Administrative Costs $15,000 $15,000

Incentlves $721,778 $736,780

Tota l $999,998 4$1,000,000
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1

2

equipment and, if appropria te , shift expenditures  be tween measures  to maximize  pa rticipa tion and

program cost-e ffectiveness .

3 1 4 .

5

S ta ff a na lys is  indica te s  tha t ga s  Hye rs  a re  not, curre ntly, a  cos t-e ffe ctive  DS M

4 measure. S ta ff has  recommended tha t gas  frye rs  be  e limina ted from the  program unless  and until

they can be  included on a  cos t-e ffective  bas is . S ta ff has  recommended tha t expenditures  origina lly

a lloca ted to the  fryer measure  be  rea lloca ted to other, more  cost-effective , program measures.6

7 15.

8

9

While  ma rke ting cos ts  re pre se nt a  la rge  proportion of the  budge t, the  progra m is

ne w a nd e xte ns ive  ma rke ting ma y a id in e ffe cting the  tra ns forma tion of a n indus try with a  high

po te n tia l fo r e ne rgy s a vings , bu t a ls o  s ign ifica n t ba rrie rs  to

1 0 equipment.

a doption of e ne rgy-e fficie nt

S ma lle r re s ta ura nts  a re  ofte n unde rca pita lize d a nd e xtre me ly s e ns itive  to  the

incrementa l cos ts  of high-e fficiency equipment, while  cha ins  or franchise s  often make  equipment

12 purcha s ing de cis ions  outs ide  the  loca l ma rke t, ma king it difficult to ma rke t to buye rs  in a dva nce .

11

1 3 Staff has  recommended tha t Southwest monitor marke ting for the  program, and make  adjustments ,

14 if necessary, to maximize  the  benefits  of spending in this  a rea .

16.1 5 Southwest's  proposed budge t is  provided in the  following table :

1 6

1 7

1 8

1 9

20

2 1

22

23

24 17.

25

26

With re spe ct to the  progra m a s  a  whole , Southwe s t will tra ck pa rticipa tion, e ne rgy

savings  and demand reductions , a long with inquirie s , website  hits  and a ttendance  a t food industry

ene rgy conse rva tion events . Pa rticipants  will a lso be  surveyed rega rding the  e ffectiveness  of the

27 program.

28

De cis ion No.
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1 18. With re spe ct to the  spra y va lve  compone nt only, ADWR ha s  hire d a  consulta nt to

2 tra ck the  spra y va lve  ins ta lla tions  funde d through S outhwe s t (a s  we ll a s  those  funde d by S RP ).

The  cons ulta nt will tra ck wa te r us a ge  for e a ch pa rticipa nt for a  ye a r a nd confirm tha t the  s pra y3

5 19.

7

8

9

4 va lves  ins ta lled under the  program remain in place .

Whe re  re pla ce me nt of e xis ting e quipme nt is  conce rne d, S ta ff ha s  re comme nde d

6 tha t the  primary purpose  of Southwes t's  Commercia l Equipment DSM program be  to replace  le ss

e fficie nt na tura l ga s  e quipme nt with the  mos t e fficie nt na tura l ga s  e quipme nt curre ntly a va ila ble .

It is  S ta ffs  pos ition tha t DS M dolla rs  s hould not be  us e d to promote  fue l s witching. Although

e le ctric  s a vings  ma y re s ult from ga s  DS M me a s ure s , a nd ma y be  include d in  ca lcula ting a

10 progra m's  cos t-e ffe ctive ne s s , the  prima ry goa l of a  na tura l ga s  DS M progra m is  to cons e rve

natura l gas  in a  cost-e ffective  manner.

20.

1 1

1 2

1 3

1 5

1 6

1 7

1 8

1 9

20

21

Sta ff' s  ana lys is  of the  program indica tes  a  cos t-e ffectiveness  ra tio of 2.46, with the

frye rs  e limina te d. S ta ff's  a na lys is  indica te s  tha t comme rcia l frye rs  would not be  a  cos t-e ffe ctive

14 measure , given the  la rge  incrementa l cos t and low leve l of gas  savings  provided by current higher-

e fficiency mode ls . (S ta ff s  ana lys is  of the  gas  frye r measure  indica te s  a  cos t-e ffectiveness  ra tio of

0.64.) S ta ff" s  a na lys is  a ls o indica te s  tha t while  including frye rs  in the  progra m would lowe r

ove ra ll cos t-e ffe ctive ne s s  to 1.87, shifting e xpe nditure s  from frye rs  to othe r progra m me a sure s

would incre a se  ove ra ll cos t-e ffe ctive ne s s . In the  future , if the  incre me nta l cos t of including ga s

frye rs  in the  program decreases , or frye rs  become  ava ilable  tha t offe r grea te r the rm savings , then

gas  fryers  should be  considered for inclusion in the  program.

21. S ta ff ha s  modifie d S outhwe s t's  e s tima te  of e nvironme nta l s a vings  to re fle ct the

22

23

e limina tion of frye rs  a s  a  measure , and to re flect the  the rm savings  for each measure  indica ted by

S ta ffs  re s e a rch. The  e nvironme nta l s a vings  ma y be  h ighe r if the  s pra y va lve  progra m is

24 continued, or if incentive  dolla rs  intended for fryers  a re  shifted to other measures . These  es timates

a re  se t forth in the  following table :25

26

27

28
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Annual Savings CON (lbs) NOt' (lbs ) SOx (lbs) H10 (ga llons )

2007 3,194,732 687 17 252,824,968

2008 1,556,732 687 7 1,086,461

2009 1,556,732 267 7 1,086,461

Lifetime Savings 54,891,954 10,849 271 1,794,059,919
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1 ES T1MATED ENVIRONMENTAL BENEFITS

2

3

4

5

6

7

8

9 22.

11

S ta ff h a s  re co mme n d e d  th a t S o u th we s t in c lu d e  th e  fo llo win g  in fo rma tio n

10 conce rning the  Commercia l Equipment program in its  semi-annua l DSM reports : (i) the  number of

pa rticipa nts , (ii) the  le ve l of pa rticipa tion for e a ch me a s ure  include d in the  progra m, (iii) the

a mount of funding s pe nt during the  time  pe riod be ing cove re d, (iv) s a mple s  of its  ma rke ting1 2

1 3

14

1 5

mate ria ls , (v) the  types  of facilitie s  where  high-e fficiency equipment is  be ing ins ta lled, and (vi) the

da ta  and survey information ga the red by Southwest with respect to the  program as  a  whole , a long

with a ny follow-up s tudie s  or othe r informa tion provide d by ADWR with re s pe ct to the  s pra y

16 va lve  dis tribution.

1 7 23. Staff has  recommended tha t the  s ize  of the  incentives  be  reviewed if pa rticipa tion in

1 8

1 9

20

21 25.

22

the  program is  a t or above  the  anticipa ted leve ls .

24. Staff has recommended tha t reba tes  be  pa id only to participants  who are  purchasing

high-e fficiency na tura l gas  commercia l equipment for ins ta lla tion in a reas  se rviced by Southwest.

S ta ff has  recommended tha t, with respect to replacements , the  primary focus  of the

program be  replacement of less-e fficient na tura l gas~powered equipment, ra ther than replacement

of le ss -e fricient e lectric equipment.23

24 26.

25

26

27

Staff has  recommended tha t Southwest track participa tion with respect to each type

of comme rcia l e quipme nt a nd, if a ppropria te , shift e xpe nditure s  be twe e n me a sure s  to ma ximize

participa tion and program cost-e ffectiveness .

27. S ta ff has  recommended tha t gas  frye rs  be  e limina ted from the  program unless  and

until they can be  included on a  cost-e ffective  basis .28

De cis ion No.
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1 28. S ta ff ha s  re comme nde d tha t e xpe nditure s  origina lly a lloca te d to the  frye r me a s ure

3 29.

5

7

8

9

1 1

12 31.

13

2 be  re a lloca te d to othe r, more  cos t~e ffe ctive , progra m me a s ure s .

S ta ff ha s  re comme nde d  tha t S outhwe s t monito r ma rke ting  for the  p rogra m, a nd

4 ma ke  a djus tme nts , if ne ce s s a ry, to ma ximize  the  be ne fits  of s pe nding in this  a re a .

30. S ta ff ha s  re comme nde d tha t the  following informa tion conce rning the  Comme rcia l

6 Equipme nt progra m be  inc lude d in  the  s e mi-a nnua l DS M re ports : (i) the  numbe r of pa rtic ipa nts ,

(ii) the  le ve l of pa rtic ipa tion for e a ch me a s ure  include d in the  progra m, (iii) the  a mount of funding

s pe nt during the  time  pe riod be ing cove re d, (iv) s a mple s  of its  ma rke ting ma te ria ls , (v) the  type s  of

fa c ilitie s  wh e re  h ig h -e ftic ie n c y e q u ip m e n t is  b e in g  in s ta lle d ,  a rid  (v i) th e  d a ta  a n d  s u rve y

10 informa tion ga the re d by S outhwe s t with re s pe ct to the  progra m a s  a  whole , a long with a ny follow-

up s tudie s  or othe r informa tion provide d by ADWR with re s pe ct to the  s pra y va lve  dis tribution.

The  Commis s ion, ha ving re vie we d the  a pplica tion a nd S ta ffs  Me mora ndum da te d

Augus t 7 , 2007, conclude s  tha t it is  in  the  public  inte re s t to  a pprove  the  Comme rcia l Equipme nt

14 progra m with the  modifica tions  a nd re comme nda tions  ma de  by S ta ff.

C O NC LUS IO NS  O F  LAW15

16 S outhwe s t is  a n  Arizona  public  s e rvice  corpora tion  with in  the  me a ning of Artic le

17 XV, S e ction 2, of the  Arizona  Cons titution.

18 The  Commiss ion has  jurisdiction ove r Southwest and ove r the  subj e t ma tte r of the

19 a pplica tion.

20 ORDER

21 IT IS  THEREFORE ORDERED tha t the  Comme rcia l Equipme nt progra m be  a nd he re by is

22 a pprove d.

23 IT IS  FURTHER ORDERED tha t the  s ize  of the  ince ntive s  be  re vie we d if pa rtic ipa tion in

24

25

26

the  progra m is  a t or a bove  the  a nticipa te d le ve ls .

IT IS  FURTHER ORDERED tha t re ba te s  be  pa id only to  pa rtic ipa nts  who a re  purcha s ing

high-e fficie ncy na tura l ga s  comme rcia l e quipme nt for ins ta lla tion in a re a s  s e rvice d by S outhwe s t.

27

28

2.

1 .

De cis ion No.
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1

2

3

4

5

6

7

8

9

10

11

, IT IS  FURTHER ORDERED tha t, with  re s pe c t to  re p la ce me nts , the  prima ry focus  of the

progra m be  re pla ce me nt of le s s -e fficie nt na tura l ga s -powe re d e quipme nt, ra the r tha n re pla ce me nt

of le s s -e fficie nt e le ctric  e quipme nt.

IT IS  FURTHER ORDERED tha t S outhwe s t tra ck pa rtic ipa tion  with  re s pe c t to  e a ch  type

of comme rc ia l e quipme nt a nd, if a ppropria te , s hift e xpe nditure s  be twe e n me a s ure s  to  ma ximize

pa rticipa tion a nd progra m cos t-e ffe ctive ne s s .

IT IS  FURTHER ORDERED tha t ga s  frye rs  be  e limina te d  from the  p rogra m un le s s  a nd

until the y ca n be  include d on a  cos t-e ffe ctive  ba s is .

IT IS  FURTHER ORDERED tha t e xpe nditure s  origina lly a lloca te d to the  frye r me a s ure  be

re a lloca te d to othe r, more  cos t-e ffe ctive , progra m me a s ure s .

IT IS  FURTHER ORDERED tha t S outhwe s t monitor ma rke ting for the  progra m, a nd ma ke

12 adjustments , if necessary, to maximize  the  benefits  of spending in this  a rea .

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28
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1

2

3

4

5

6

7

IT IS  FURTHER ORDERED tha t S outhwe s t include  the  following informa tion conce rning

th e  Co mme rc ia l E q u ip me n t p ro g ra m in  its  s e mi-a n n u a l DS M re p o rts : (i) th e  n u mb e r o f

pa rticipa nts , (ii) the  le ve l of pa rticipa tion for e a ch me a s ure  include d in the  progra m, (iii) the

a mount of funding s pe nt during the  time  pe riod be ing cove re d, (iv) s a mple s  of its  ma rke ting

ma te ria ls , (v) the  types  of facilitie s  whe re  high-e fficiency equipment is  be ing ins ta lled, and (vi) the

da ta  and survey information ga the red by Southwest with re spect to the  program as  a  whole , a long

with a ny follow-up s tudie s  or othe r informa tion provide d by ADWR with re s pe ct to the  s pra y

8 va lve  dis tribution.

9 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

10

11 BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

1 2

1 3

1 4

1 5

16
COMMIS S IONER COMMISSIONER COMMISSIONER

1 7

1 8

1 9

2 0

IN WITNESS WHEREOF, I BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2007.

2 1

22

23 BRIAN c. McNEIL
Executive Director

24

25 DISSENT:
26

27 DIS S ENT:

28 EGG:JMK:lhm\JFW
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1 SERVICE LIST FOR: Southwest Gas Corporation
DOCKET no. G-01551A-04-0_76

2

3

4

5

6

Mr. Ra nda ll W. Sa ble
Manager, S ta te  Regula tory Affa irs
Southwest Gas Corpora tion
5241 Spring Mounta in Road
Pos t Office  Box 98510
Las Vegas, Nevada 89193-8510

7

8

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

9

10

11

12

13

Mr. Chris tophe r C. Ke e le y
Chie f Couns e l, Le ga l Divis ion
Arizona  Corpora tion Commis s ion
1200 We s t Wa s hington
P hoe nix, Arizona  85007

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

I
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DOCKETEU BY

DATE : August 7, 2007

NET METERING IN THE GENERIC INVES TIGATION OF DIS TRIBUTED
GENERATION (DOCKET no. E-00000A-99-0431)

Introduction

Commis s ion De cis ion No. 67744 dire c te d S ta ff to s che dule  works hops  to cons ide r
outs tanding is s ues  conce rning dis tributed gene ra tion ("DG"). The  s econd is s ue  to be  addres s ed
by the  works hops , a fte r DG inte rconnection, was  ne t me te ring. A works hop on ne t me te ring was
he ld on September 7, 2006. Pa rticipants  in the  works hop included repre s enta tive s  from utilitie s ,
gove rnme nt a ge ncie s , e nvironme nta l a dvoca cy groups , cons ume rs , a dvoca te s  for re ne wa ble
resources , advocates  for dis tributed generation, renewable  resource providers , and others  .

S ta ff re que s te d writte n comme nts  from inte re s te d pa rtie s  on is s ue s  re la te d to  ne t
me te ring. Comme nts  we re  re ce ive d from a .k.a . Gre e n, Ame rica n S ola r Ele ctric, Arizona
Coope ra tive s ,1 Arizona  P ublic S e rvice  Compa ny ("AP S "), Arizona  S ola r Ene rgy As s ocia tion,
S a lly R. Da y, Dis tribute d Ene rgy As s ocia tion of Arizona , S ola r Advoca te s ,2 J im S ta ck, a nd
UniSource  Ene rgy

In a ddition, the  Ene rgy P olicy Act of 2005 re quire s  e a ch s ta te  re gula tory a uthority to
cons ide r ce rta in P URP A4 s ta nda rds , including one  on ne t me te ring. The  Commis s ion ma y
decline  to implement the  s tanda rd or adopt a  modified s tanda rd. The  Commiss ion was  required
to begin its  cons ide ra tion by Augus t 8, 2007, and mus t comple te  its  cons ide ra tion by Augus t 8,
2008. On Ja nua ry 23, 2006, S ta ff tile d a  me mo in Docke t Control tha t Ne t Me te ring wa s  be ing
addressed in Docket No. E-00000A-99-043 l .

1 The Grand Canyon S ta te  Electric Coopera tive As s ocia tion filed comments  on beha lf of its  Arizona  coopera tive
members  ("Arizona  Coopera tives") which a re: Duncan Va lley Electric Coopera tive, Inc., Graham County Electric
Coopera tive , Inc., Moha ve  Electric Coopera tive , Inc., Na vopa che  Electric Coopera tive , Inc., S ulfur S prings

Valley Electric Coopera tive, Inc., and Trico Electric Coopera tive, Inc.
2 Sola r Advoca tes  include American Sola r Electric Inc., the Grea ter Tucson Coa lition for Sola r Energy, the Anuran

Group, Code Electric, SunEdison, and the Vote Sola r Initia tive.
3 UniSource Energy includes  Tucson Electric Power Company and UNS Electric, Inc.
4, Public Utility Regula tory Policies  Act of 1978.

RE:

OP EN MEETING
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Consideration of the PURPA Standard on Net Metering

The  Ene rgy P olicy Act of 2005 re quire s  e a ch s ta te  re gula tory a uthority to cons ide r a
P URP A s ta nda rd on ne t me te ring. The  s ta nda rd would a pply to  utilitie s  with gre a te r tha n
500,000 MWh in annua l re ta il sa le s . The  Commiss ion may decline  to implement the  s tanda rd or
adopt a  modified s tandard. The  s tandard is  a s  follows:

Each electric utility shall make available upon request net metering service to any
electric consumer that the electric utility serves. For purposes of this paragraph,
ire term 'net metering service' means service to an electric consumer under wlziclz
electric energy generated by that electric consumer from an eligible on-site
generating facility and delivered to the local distribution facilities may be used to
onset electric energy provided by the electric utility to the electric consumer
during the applicable billing period.

Th e  C o mmis s io n  is  re q u ire d  to  c o n s id e r th e  th re e  p u rp o s e s  o f P UR P A in  its
de te rmina tion of whe the r to adopt the  ne t me te ring s tandard. The  three  purposes  of PURPA are
a s  follows :

conse rva tion of ene rgy supplied by e lectric utilitie s ,
optima l e fficiency of e lectric utility facilitie s  and re sources , a rid
equitable  ra tes  for e lectric consumers

Ha ving ne t me te ring ma y fa cilita te  the  ins ta lla tion of DG a nd thus  re duce  the  a mount of
e ne rgy to be  s upplie d by e le ctric utilitie s . The  pre s e nce  of DG ma y improve  the  e fficie ncy of
e lectric utility facilitie s  and thus  reduce  cos ts  for e lectric consumers .

Benefits  and Cos ts  of Ne t Mete ring

The  U. S . Depa rtment of Ene rgy ("DOE")5 has  identified the  following potentia l bene fits
of DG:

reduced peak loads,
provis ion of ancilla ry se rvices  such as  reactive  power and voltage  support,
improve d powe r qua lity,
decreased vulnerability of the  e lectrica l sys tem,
increased res iliency of other critica l infras tructure  sectors , and
reduced land use effects.

5 U,S. Department of Energy, The Potential Benefits of Distributea' Generation and Rate-Related Issues That May
Impede Their Expansion: A Study Pursuant to Section I817 of the Energy Policy Act of2005,February 2007.
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DG might a lso provide  reduced transmiss ion and dis tribution losse s , avoided gene ra tion
fue l cos t, fue l dive rs ifica tion, a voide d wa te r use , re duce d e nvironme nta l impa cts , a nd pote ntia l
de fe rra l or reduction in dis tribution inves tment.

Ne t me te ring  p rovide s  a  fina ncia l ince n tive  to  e ncoura ge  the  ins ta lla tion  o f DG,
e s pe cia lly re ne wa ble  re s ource s . DOE de s cribe s  ne t me te ring a s  a  policy option a va ila ble  to
sta tes  to promote  environmenta lly preferred customer-loca ted DG, and its  absence  can be  viewed
a s  a  bonie r to de ployme nt. The Re gt[a tor's  Ha ndbook on Re ne wa ble  Ene rgy P rogra ms  &
Tarw%*6 lists  the  following purposes of net metering:

• promoting small-sca le  renewables ,

• enhancing the  market for renewables ,

• facilita ting ins ta lla tion and inte rconnection of on-s ite  gene ra tion,

• re ducing cus tome rs ' e le ctricity bills ,

e mpowe ring cus tome rs  to ma na ge  the ir e le ctricity usa ge , e sse ntia lly s toring e xce ss
power on the  grid for use  a t a  la te r time , and

• lowering the  utility sys tem peak demand.

According to Ame rica n S ola r Ele ctric, photovolta ic sys te ms  a re  ofte n la rge r in s e rvice
te nitorie s  tha t offe r ne t me te ring be ca use  it re duce s  the  sys te ms ' pa yba ck time s . Ne t me te ring
a lso ma ke s  sa vings  pre dicta ble . In the ir writte n comme nts , the  S ola r Advoca te s  point out tha t
ne t me te ring makes  sola r sys tems  e ffective ly cheape r for sys tem owners , and it he lps  increa se
sola r's  pe a k sha ving impa ct a nd tra nsmiss ion a nd dis tribution e ffe cts  to be ne fit a ll ra te pa ye rs .
The y s ta te  tha t ne t me te ring is  a  critica l e na bling policy for re ne wa ble  re s ource s  tha t a re
inte rmittent and non-dispa tchable .

APS and the  Arizona  Coopera tives , in the ir written comments , s ta te  tha t customers  taking
s e rvice  unde r ne t me te ring ra te s  do not pa y the  full cos t of the  tra ns mis s ion a nd dis tribution
sys te m. Ne t me te ring ra te s  do not yie ld sufficie nt re ve nue  to cove r cos t. The re fore , those  ne t
me te ring cus tome rs  a re  subs idize d by othe r cus tome rs . The  Sola r Advoca te s  re spond tha t the
impa ct of ne t me te ring is  e quiva le nt to the  impa ct of a  cus tome r who re duce s  loa d through
conse rva tion. UniSource  Ene rgy s ta te s  tha t the  utility's  cos t of implementing ne t me te ring is  a ll
fixed investment and opera ting expenses  incurred above  the  incrementa l cos t of avoided energy

6 Jan Hamlin, Ph.D; Dan Lieberman, and Meredith Wingate, Regulator's Handbook on Renewable Energy
Programs & TMQ,March 2006.



Arizona  Public Se rvice  Company
Mohave  Electric Coope ra tive
More na  Wa te r a nd Ele ctric Compa ny
S ulfur S prings  Va lle y Ele ctric Coope ra tive

Trtico Electric Coopera tive
Tucson Electric Power Company
UNS  Ele ctric

9
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August 7, 2007
Page 4

purchased or gene ra ted. In the  view of UniSource  Ene rgy, ne t me te ring is  a  supe r-subs idy for a
cla s s  of ge ne ra tion tha t ne e ds  a n e xtra  ince ntive  to move  re ne wa ble  te chnologie s  to ma rke t
tra ns forma tion. A diffe re nt vie w is  tha t the  s ubs idy, if the re  is  one  a t a ll, is  e xce e de d by the
overa ll benefits  provided to the  system by the  on-s ite  genera tion.

S ta ff Ana lys is

S ta ff be lie ve s  tha t ne t me te ring should be  a va ila ble  in a ll utility a re a s  be ca use  DG ca n
provide  be ne fits , a nd ne t me te ring ma y fa cilita te  the  ins ta lla tion of DG. S e ve ra l othe r s ta te s
have  considered and re jected the  PURPA standard on ne t mete ring, not because  of the  merits  of
the  standard, but because  they a lready have net metering rules in place . Sta tes tha t have  re j ected
the  s ta nda rd  a nd  a lre a dy ha ve  ne t me te ring  ru le s  in  p la ce  include  Ca liforn ia , Colora do,
Conne cticut, Ida ho, India na , Iowa , Louis ia na , Minne s ota , Ne va da , Uta h, Ve rmont, Virginia ,
Wiscons in, a nd Wyoming. Ohio a dopte d the  s ta nda rd a nd ha s  rule s  in pla ce . According to the
Databca s e  of S ta te  Ince ntive s  for Re ne wa ble  Ene rgy ("DS IRE"), 36 s ta te s  ha ve  ne t me te ring
rule s .

S ome  conce rns  ha ve  be e n ra is e d tha t ne t me te ring would re sult in re ve nue  los se s  for
utilitie s , a lthough the re  is  some  disa gre e me nt on the  is sue . The  Arizona  Coope ra tive s , in the ir
writte n comme nts , re comme nd tha t only utilitie s  with gre a te r tha n 500,000 MWh in re ta il s a le s
s hould be  s ubje ct to the  ne t me te ring s ta nda rd a dopte d by the  Commis s ion be ca us e  s ma ll
coope ra tive s  would be  impa cte d to the  gre a te s t de gre e  by the  los s  of re ve nue  a nd ma rgins
associa ted with ne t metering.

S ta ff be lieves  tha t, if revenue  losse s  occur a s  a  re sult of ne t me te ring, the  losse s  would
impa ct utilitie s  of a ll s ize s . The  impa ct of re ve nue  los s  on a ll utilitie s  could be  controlle d
through provis ions  in mies , such a s  by a  limit on tota l pa rticipa tion.

The  e lectric dis tribution companies  tha t a re  regula ted by the  Commiss ion a re  lis ted in the
following ta ble .

Electric Distribution Companies in Arizona
(Under Coimnission Jurisdiction)

7 .
www.ds1reusa.org



Ajo Improve me nt Compa ny
Columbus  Electric Coopera tive
Dixie -Esca lante  Rura l Electric Coope ra tive
Dunca n Va lle y Ele ctric Coope ra tive
Garkane  Energy Coopera tive
Graham County Electric Coopera tive
Navopache  Electric Coopera tive

l

THE COMMIS S ION
August 7, 2007
Page 5

Staff Recommendations

Staff recommends tha t the  Commission adopt the  PURPA standard on ne t metering.

S ta ff a lso recommends  tha t the  s tanda rd be  applied to a ll e lectric dis tribution companies
in Arizona  tha t a re  regula ted by the  Commiss ion.

S ta ff furthe r recommends tha t the  Commiss ion direct S ta ff to begin a  Rulemaking process
to dra ft rule s  on ne t me te ring. The  dra ft rule s  s hould a ddre s s , a t a  minimum, the  following
issues:

cus tomer sector pa rticipa tion,
types of generation resources,
project s ize ,
tota l pa rticipa tion,
me te ring
treatment of net excess generation
re spons ibility for cos ts

Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

FIG]:BEK:lhm\KL
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9

IN THE MATTER OF NET METERING IN
THE GENERIC INVESTIGATION OF
DISTRIBUTED GENER.ATION

DOCKET N0.E-00000A-99_0431

DECIS ION NO.

ORDER
10

11

12

13

Open Meeting
August 21 and 22, 2007
Phoenix, Arizona

14 BY THE COMMISSION:

15 FINDINGS  OF FACT

1 6 In tro d u c tio n

17

18

19

20

21

22

23

24

1. Commiss ion Decis ion No. 67744 directed S ta ff to schedule  workshops  to conside r

outs tanding issues  concerning dis tributed genera tion ("DG"). The  second issue  to be  addressed by

the  workshops , a fte r DG inte rconnection, was  ne t me te ring. A workshop on ne t me te ring was  he ld

on S e pte mbe r 7, 2006. P a rticipa nts  in the  works hop include d re pre s e nta tive s  from utilitie s ,

gove rnme nt a ge ncie s , e nvironme nta l a dvoca cy groups , cons ume rs , a dvoca te s  for re ne wa ble

resources, advocates for distributed generation, renewable  resource  providers, and others.

2. S ta ff re que s te d writte n comme nts  from inte re s te d pa rtie s  on is sue s  re la te d to ne t

Comme nts  we re  re ce ive d  from a .k.a . Gre e n, Ame rica n  S ola r Ele ctric , Arizoname te ring.

25

26

27

28
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1

2

3

4

5

6

7

8

Coope ra tive s ,1 Arizona  P ublic S e rvice  Compa ny ("AP S "), Arizona  S ola r Ene rgy

As s ocia tion, S a lly R. Da y, Dis tribute d Ene rgy As s ocia tion of Arizona , S ola r Advoca te s ,2 J im

Stack, and UniSource  Energy

In a ddition, the  Ene rgy Policy Act of 2005 re quire s  e a ch s ta te  re gula tory a uthority

to cons ide r ce rta in P URP A4 s ta nda rds , including one  on ne t me te ring. The  Commis s ion ma y

decline  to implement the  s tandard or adopt a  modified s tandard. The  Commiss ion was  required to

begin its  considera tion by August 8, 2007, and must comple te  its  considera tion by August 8, 2008.

On January 23, 2006, S ta ff filed a  memo in Docke t Control tha t Net Metering was be ing addressed

in Docke t No. E-00000A-99-043 l .9

10 Cons ide ra tion  of the  PURPA S tanda rd  on  Ne t Me te ring .

11 The  Ene rgy P olicy Act of 2005 re quire s  e a ch s ta te  re gula tory a uthority to cons ide r

12 a  P URP A s ta nda rd  on  ne t me te ring . The  s ta nda rd  wou ld  a pp ly to  u tilitie s  with  g re a te r tha n

13 500,000 MWh in a nnua l re ta il sa le s . The  Commiss ion ma y de cline  to imple me nt the  s ta nda rd or

14 a dopt a  modifie d s ta nda rd. The  s ta nda rd is  a s  follows :

15

16

17

18

Each electric utility shall make available upon request net metering service to any
electric consumer that the electric utility serves. For purposes of this paragraph,
the term 'net metering service' means service to an electric consumer under which
electric energy generated by that electric consumer from an eligible on-site
generating facility and delivered to the local distribution facilities may be used to
ojj{setelectric energy provided by the electric utility to the electric consumer during
the applicable billing period.

19

20

2 1

Th e  C o m m is s io n  is  re q u ire d  to  c o n s id e r th e  th re e  p u rp o s e s  o f P UR P A in  its

de te rmina tion of whe the r to a dopt the  ne t me te ring s ta nda rd. The  thre e  purpos e s  of P URP A a re  a s

22 fo llows :

23

24

25 1

26

27
2

28
3

4

The Grand Canyon State Electric Cooperative Association filed comments on behalf of its  Arizona cooperative
members ("Arizona Cooperatives") which are: Duncan Valley Electric Cooperative, Inc., Graham County Electric
Coope ra tive , Inc., Moha ve  Ele ctric  Coope ra tive , Inc., Na vopa che  Ele ctric  Coope ra tive , Inc., S ulfur S prings  Va lle y

Electric Cooperative, Inc., and Trico Electric Cooperative, Inc.
Solar Advocates include American Solar Electric Inc., the Greater Tucson Coalition for Solar Energy, the Asian
Group: Code Electric, SunEdison, and the Vote Solar Initiative.
UniSource Energy include , Tucson Flefrifw Power Company and UNS Electric, Inc.
Public Utility Regulatory Policies Act of 1978.

4.

3.

5.

6.

De cis ion No.
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1

2

conse rva tion of ene rgy supplied by e lectric utilitie s ,
optima l e fficiency of e lectric utility facilitie s  and re source s , and
equitable  ra tes  for e lectric consumers .

3

4

5

Ha ving ne t me te ring ma y fa cilita te  the  ins ta lla tion of DG a nd thus  re duce  the

a mount of e ne rgy to Be  s upplie d by e le ctric utilitie s . The  pre s e nce  of DG ma y improve  the

e fficiency of e lectric utility facilitie s  and thus  reduce  cos ts  for e lectric consumers .6

7 Benefits and Costs of Net Metering

8 The  U. S . De pa rtme nt of Ene rgy ("DOE")5 ha s  ide ntifie d the  following pote ntia l

9 be ne fits  of DG:

10

11

12

reduced peak loads,
provis ion of ancilla ry se rvices  such as  reactive  power and voltage  support,
improve d powe r qua lity,
decreased vulnerability of the  e lectrica l sys tem,
increased res iliency of othe r critica l infras tructure  sectors , and
reduced land use  effects.

13

14

15

DG might a ls o provide  re duce d tra ns mis s ion a nd dis tribution los s e s , a voide d

gene ra tion fue l cos t, fue l dive rs ifica tion, avoided wa te r use , reduced environmenta l impacts , and

16 potentia l de fe rra l or reduction in dis tribution inves tment.

17 10. Ne t me te ring provide s  a  fina ncia l ince ntive  to e ncoura ge  the  ins ta lla tion of DG,

18

19

20

especia lly renewable  resources . DOE describes  ne t me te ring as  a  policy option ava ilable  to s ta tes

to promote  environmenta lly pre fe rred cus tomer-loca ted DG, and its  absence  can be  viewed a s  a

ba rrie r to de ployme nt. The lis ts

21 the  following purposes  of ne t mete ring:

22

23

24

25

promoting small-sca le  renewables ,
enhancing the  market for renewables,
facilita ting ins ta lla tion and inte rconnection of on-s ite  gene ra tion,
reducing cus tomers ' e le ctricity bills ,
empowering cus tomers  to manage  the ir e lectricity usage , e ssentia lly s toring excess
power on the  grid for use  a t a  la te r time , and
lowering the  utility sys tem peak demand.

26

27
5

6

U.S. Department of Energy, The Potential Benefits of Distributed Generation and Rate-Related Issues Ilzat May
Impede Their Expansion: A Study Pursuant to Section 1817 of the Energy Policy Aet of2005, February 2007.
Jan Hamlin, Ph.D, Dan Lieberman, and Meredith Wingate, Regulator's Handbook on Renewable Energy Programs
& Tanjfs,March 2006.

ZN

9.

8.

7.

De cis ion No.
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1 11.

2

3

5

6

7

8 12.

9

10

11

13

1 4

15

16

According to Ame rica n S ola r Ele ctric, photovolta ic s ys te ms  a re  ofte n la rge r in

s e rvice  te nitorie s  tha t offe r ne t me te ring be ca us e  it re duce s  the  s ys te ms ' pa yba ck time s . Ne t

mete ring a lso makes  savings  predictable . In the ir written comments , the  Sola r Advoca tes  point out

4 tha t ne t metering makes sola r systems e ffective ly cheaper for system owners , and it he lps  increase

s ola r's  pe a k s ha ving impa ct a nd tra ns mis s ion a nd dis tribution e ffe cts  to be ne fit a ll ra te pa ye rs .

The y s ta te  tha t ne t me te ring  is  a  critica l e na bling  policy for re ne wa ble  re s ource s  tha t a re

inte rmittent and non-dispa tchable .

APS and the  Arizona  Coopera tives , in the ir written comments , s ta te  tha t cus tomers

taking se rvice  under ne t me te ring ra te s  do not pay the  full cos t of the  transmiss ion and dis tribution

s ys te m. Ne t me te ring ra te s  do not yie ld s ufficie nt re ve nue  to cove r cos t. The re fore , thos e  ne t

me te ring cus tome rs  a re  s ubs idize d by othe r cus tome rs . The  S ola r Advoca te s  re s pond tha t the

12 impa ct of ne t me te ring is  e quiva le nt to  the  impa ct of a  cus tome r who re duce s  loa d through

conse rva tion. UniS ource  Ene rgy s ta te s  tha t the  utility's  cos t of imple me nting ne t me te ring is  a ll

fixed inves tment and ope ra ting expenses  incurred above  the  incrementa l cos t of avoided ene rgy

purcha se d or ge ne ra te d. In the view of UniSource  Ene rgy, ne t me te ring is  a  supe r-subs idy for a

cla s s  of ge ne ra tion tha t ne e ds  a n e xtra  ince ntive  to move  re ne wa ble  te chnologie s  to ma rke t

tra ns forma tion. A diffe re nt vie w is  tha t the  s ubs idy, if the re  is  one  a t a ll, is  e xce e de d by the17

18 overa ll benefits  provided to the  system by the  on-site  genera tion.

19 Staff Analvsis

20 13.

21

S ta ff be lieves  tha t ne t me te ring should be  ava ilable  in a ll utility a rea s  because  DG

ca n provide  be ne fits , a nd ne t me te ring ma y fa cilita te  the  ins ta lla tion of DG. Se ve ra l othe r s ta te s

22 have  cons ide red and re jected the  PURPA s tanda rd on ne t me te ring, not because  of the  merits  of

the  s tandard, but because  they a lready have  ne t mete ring rules  in place . S ta tes  tha t have  re jected23

24 the  s ta nda rd  a nd  a lre a dy ha ve  ne t me te ring  ru le s  in  p la ce  inc lude  Ca lifo rn ia , Co lo ra do ,

25 Conne cticut, Ida ho, India na , Iowa , Louis ia na , Minne s ota , Ne va da , Uta h, Ve nnont, Virginia ,

26

27

28

De cis ion No.



Arizona  P ublic  S e rvice  Com pa ny
Mohave  Electric Coope ra tive
Morenci Wate r and Electric Company
S ulfur S prings  Va lle y Ele ctric Coope ra tive
Trico Ele ctric  Coope ra tive
Tucs on Ele ctric  P owe r Com pa ny

UNS  Ele ctric
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Ajo Improve me nt Compa ny
Columbus  Electric Coopera tive
Dixie -Es ca la nte  Rura l Ele ctric  Coope ra tive

Dunca n Va lle y Ele ctric  Coope ra tive
Garkane Energy Cooperative
Gra ha m County Ele ctric  Coope ra tive

Na vopa che  Ele ctric  Coope ra tive
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1

2

3 14.

4

5

6

7

8

9 15.

10

1 1

12

Wis cons in, a nd Wyoming. Ohio a dopte d the  s ta nda rd a nd ha s  rule s  in pla ce . According to the

Database  of Sta te  Incentives for Renewable  Energy ("DSIRE"), 36 s ta tes  have  ne t metering rules .7

Some  conce rns  have  been ra ised tha t ne t me te ring would re sult in revenue  losse s

for utilitie s , a lthough the re  is  some  disagreement on the  issue . The  Arizona  Coopera tives , in the ir

writte n comme nts , re comme nd tha t only utilitie s  with gre a te r tha n 500,000 MWh in re ta il s a le s

s hould be  s ubje ct to  the  ne t me te ring s ta nda rd a dopte d by the  Commis s ion be ca us e  s ma ll

coopera tives  will be  impacted to the  grea test degree  by the  loss  of revenue  and margins associa ted

with ne t me te ring.

S ta ff be lie ve s  tha t, if re ve nue  los se s  occur a s  a  re sult of ne t me te ring, the  los se s

would impa ct utilitie s  of a ll s ize s . The  impa ct of re ve nue  los s  on a ll utilitie s  could be  controlle d

through provis ions  in rule s , such a s  by a  limit on tota l pa rticipa tion.

16. The  e lectric dis tribution companies  tha t a re  regula ted by the  Commiss ion a re  lis ted

13 in the  following ta ble .

14 Ele c tric  Dis tribution Com pa nie s  in  Arizona
(Unde r Com m is s ion J uris dic tion)

15

1 6

17

1 8

1 9

20

2 1

22

23

24

25

26

27

28
7 O ¢.q0-W-ww.dsiI€us3.0125
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1 Staff Recommendations

2 1 7 .

3 1 8 .

Staff recommends tha t the  Commission adopt the  PURPA standard on ne t metering.

S ta ff a ls o re comme nds  tha t the  s ta nda rd be  a pplie d to a ll e le ctric dis tribution

5 1 9 .

4 companies  in Arizona  tha t a re  regula ted by the  Commission.

S ta ff furthe r re comme nds  tha t the  Commiss ion dire ct S ta ff to be gin a  Rule ma king

6 process  to dra ft rules  on ne t me te ring. The  dra ft rules  should address , a t a  minimum, the  following

issues:7

8

9

1 0

11

customer sector pa rticipa tion,
types of generation resources,
project s ize ,
tota l pa rticipa tion,
me te ring,
treatment of net excess generation, and
re spons ibility for cos ts .

1 2

1 3 CONCLUS IONS  OF LAW

1 4

1 5

The Commission has  jurisdiction the  subj act matte r of the  applica tion.

The  Commiss ion, ha ving re vie we d the  a pplica tion a nd S ta ffs  Me mora ndum da te d

16 Augus t 7, 2007, conclude s  tha t it is  in the  public inte re s t to dire ct S ta ff to begin a  Rulemaking

17 process on net metering.

1 8 ORDER

1 9 IT IS  THEREFORE ORDERED tha t the  PURPA s ta nda rd on ne t me te ring, a s  include d in

20 Finding of Fa ct No. 4, tha t would a pply to a ll e le ctric dis tribution compa nie s  in Arizona  tha t a re

regula ted by the  Commission is  adopted.21

22

23

24

25

26

27

28

2.

1.
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COMMISSIONERCHAIRMAN

P a ge  7 Docke t No. E-00000A-99-0431

IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

COMMIS S IONER COMMIS S IONER

IN WITNESS WHEREDF, I BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2007.

BRIAN c. McNEIL
Executive Director

DIS S ENT:

1 IT IS  FURTHER ORDERED tha t S ta ff is  to begin a  Rulemaking process  to dra ft rule s  on

2 ne t me te ring. The  dra ft rule s  should a ddre s s , a t a  minimum, the  is sue s  lis te d in Finding of Fa ct

3 No. 18.

4

5

6

7

8

9

10

ll COMMISSIONER
12

13

14

15

16

17

18

19

20

21 DIS S ENT:

22

23

24

25

26

27

28

EGG:BEK:lhm\KL

Decis ion No .



P a ge  8 Docke t No. E-00000A-99-0431

1 SERVICE LIST FOR: GENERIC INVESTIGATION OF DISTRIBUTED GENERATION
DOCKET no. E-00000A-99-0431

2

3

4

5

6

7

Mr. Je ff S chle ge l
SWEEP
1167 West Samalayuca  Drive
Tucson, Arizona  84704

8

9

Mr. Robert Amman
Amman Group
6605 East Evening Glow
Scottsda le , Arizona  85262

10

11

Ms. Deborah R. Scott
Ms . Kimbe rly A. Grous e
S ne ll & Wilme r
One  Arizona  Center
400 East Van Buren
Phoenix, Arizona  8500412

13

14

Mr. Da vid Be rry
Western Resource Advocates
Pos t Office  Box 1064
Scottsda le , Arizona  8525215

16

17

Mr. Eric C. Gundry
Western Resource Advocates
2260 Baseline , Suite  200
Boulde r, Colorado 80302

18

19

20

21

Mr. C. We bb Crocke tt
Mr. P a trick I. Bla ck
Fennemore  Cra ig
3003 North Centra l Avenue , Suite  2600
Phoenix, Arizona  85012

22

23

24

Mr. Andre w Be ttvvy
Southwest Gas Corpora tion
5421 Spring Mounta in Road
Las Vegas, Nevada 89102

25

26

27

28

Mr. Micha e l P a tte n
Ms . La ura  S ixkille r
Roshka  De wulf & Pa tte n
One  Arizona  Cente r
400 East Van Buren Street, Ste . 800
Phoenix, Arizona  85004

•

De cis ion No .
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1

2

Mr. Da ve  Couture
Tucson Electric Power Company
Pos t Office  Box 711
Tucson, Arizona  85702

3

4

5

Mr. Je rry Payne
Coopera tive  Inte rna tiona l Fores try
333 Broadway S.E.
Albuque rque , New Mexico 87102

6

7

8

Mr. Bria n Ha ge ma n
Ms. Caren Peckennan
Mr. Richa rd Briul
De luge , Inc.
4116 East Superior Avenue, Suite  DO
Phoenix, Arizona  85040

9

10

1 1

1 2

1 3

Mr. Scott S . Wa ke fie ld
Mr. S tephen Ahearn
R UC ()
1110 West Washington Street, Suite  220
Phoenix, Arizona  85007

14

15

Mr. John Wallace
Grand Canyon Sta te  Electric Coopera tive  Associa tion, Inc.
120 North 44th Stree t, Suite  100
Phoenix, Arizona  8503416

17

18

19

Ms. Jana  Brandt
Ms . Ke lly Ba rr
Sa lt Rive r Project
Pos t Office  Box 52025, MS PAB221
Phoenix, Arizona  85072

20

21

22

Mr. Ga ry Mirich
Energy Stra tegies
One  North Centra l Avenue , Suite  1120
Phoenix, Arizona  85004

23

24
Ms . Amy Le Ge rs
4850 Reeta Road
Fla gs ta ff Arizona  86004

25

26

27

28

Mr. Cohn Murchie
Solar Energy Industries
AS S OCIATION
805 15th N.W., #510
Vv'ashi11gto11, DC 20085

De cis ion No.
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1

2

Mr. Ada m Browning
The  Vote  Sola r Initia tive
182-2 Street, Suite  400
San Francisco, California  94105

3

4

5

Mr. Aa ron S ta llings
Mohave  Electric Coope ra tive
Post Office  Box 1045
Bullhe a d City, Arizona  86430

6

7

8

Ms. Va le rie  Ra uluk
Grea te r Tucson Coa lition For Sola r Energy
Pos t Office  Box 42708
Tucson, Arizona  85733

9

1 0

11

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  850071 2

1 3

14

1 5

Mr. Chris tophe r C. Ke e le y
Chie f Counse l
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

16

1 7

1 8

1 9

2 0

2 1
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27
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De cis ion No.


