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I INTRODUCTION.

In 1996, the Commission adopted a Solar Portfolio Standard as part of the Retail
Electric Competition Rules (“Rules”). The Solar Portfolio Standard required utilities and Electric
Service Providers (“ESPs”) to provide up to 1 percent of their electricity from solar resources. The
Solar Portfolio was to be phased in over a number of years and included incentives for economic
development in Arizona of solar power plants and manufacturing plants.

The Solar Portfolio Standard was deleted from the Rules in early 1999. In April
1999, the Commission commenced a process to consider the adoption of a new Environmental
Portfolio Standard. The proposed new rules for an Environmental Portfolio Standard include
additional environmentally-friendly resources such as solar electric, solar water heating, wind, hydro
power, landfill gas, biomass and geothermal energy. Hearings were held on the new proposed
Portfolio in September 1999. At conclusion of the hearings a briefing schedule was set and time
provided for the parties’ negotiation for settlement of all or some of the issues presented. Although
the parties have met and discussed settlement extensively, they were unable to resolve these matters.

Staff submits this brief in support of the Commission’s adoption of an Environmental
Portfolio Standard. At the hearings in this case, Staff’s testimony reflected its recommendation that
the Commission adopt a portfolio standard based upon a kWh requirement. This approach to a
portfolio standard is discussed below as the “kWh Requirement”. In addition, there is another
approach the Commission could consider in adopting a portfolio standard. The alternative approach

is based upon funding levels as a standard, and is referred to in the brief as the “Current
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Funding Level” approach. Both of these approaches are discussed with important aspects
highlighted for the Commission’s consideration. Also, attached to this brief as Appendix A are
proposed rule changes for a kWh Requirement standard, with a cover page summary. Attached as
Appendix B, are proposed rule changes for a Current Funding Level standard, also with a cover page
summary.

I CHOOSING AN APPROPRIATE PORTFOLIO STANDARD IS A MATTER OF
POLICY.

Arizona is faced with a choice today. All through the 1980s and 1990s, the
Corporation Commission, through Integrated Resources Planning efforts, through rate case
settlements, and related workshops, has attempted to encourage Arizona’s electric utilities to
diversify into new technologies such as renewable energy technologies. Unfortunately, the
Commission’s target of 19 MWs of renewables to be installed by the year 2000 that was established
by the Commission in 1994 in Decision No. 58643 is unlikely to be met. Only a little over one-third
of the target will have been met by the end of 1999, and current utility plans do not contemplate
significant increases in the next year.

The choice that the Commission is faced with in adoption of a portfolio standard is
between the “Current Funding Level” approach or the bolder “kWh Requirement” approach. The
“Current Funding Level” approach is consistent with testimony of most of the utilities and ESPs that
were active in this docket. However, the “kWh Requirement” approach is consistent with the
testimony of the solar advocates, the environmental group representatives, and the Commission
Staff. Either is a valid policy choice. The consequences of each approach will be quite different.
The “Current Funding Level” approach is a safe, marginal improvement, which will slowly bring
renewable and clean energy technologies to Arizona. The “kWh Requirement” approach is more
aggressive and will rapidly increase the use of renewable and clean electric generation technologies
in Arizona. Thus, the impact will be more immediate and the level of renewable and clean energy
development will be greater in the “kWh Requirement” portfolio standard.

In the “kWh Requirement” approach, the portfolio standard would reflect a portfolio

kWh requirement expressed as a percentage of retail electricity sales. This approach would require
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Affected Utilities and their competitors to obtain enough electricity to meet the Portfolio
requirements through either the purchase or installation of eligible technologies or the purchase of
electricity from eligible power plants owned by others.

Although the differences appear to be subtle, the basic premises of the approaches
are different. In the “Current Funding Level” approach, those Affected Utilities with current System
Benefits program requirements and funding levels would simply re-allocate existing System Benefits
funds to meet portfolio requirements. Then, in 2004, as regulatory assets and stranded costs are fully
or partially recovered, there would be room for additional charges to fund a larger portfolio
commitment.

The most significant difference in the two approaches is in the scope of the portfolio.

In the “Current Funding Level” approach, a fixed dollar amount would be allocated toward
“portfolio resources,” reflecting the current level of funding for System Benefits for the next three
to four years and then increase after 2003. Further, the “Current Funding Level” approach would
not require any mandated kWh output until 2004. In the “kWh Requirement” approach, the portfolio
standard would be a specific percentage of retail electricity sales. The percentage would start at .2%
and increase over time to 1% of retail electricity sales, reflecting the kWh portfolio percentages as
included in Chairman Kunasek’s April 8, 1999 letter.

III. ADVANTAGES OF THE “kWh REQUIREMENTS” PORTFOLIO STANDARD.

There are a number of advantages of selecting the “kWh Requirement” approach.

. The “kWh Requirement” approach is designed to get results. Rather than merely
requiring dollars to be spent, this approach requires the utilities and their competitors
to choose technologies wisely and to get results from their purchases (i.e. solar or
clean kWh delivered to customers).

. By requiring a significant “ramp-up” in purchases over a short number of years, this
approach would create a “critical mass” of technology purchases that will offer
incentives to manufacturers to build manufacturing facilities in Arizona.

. By concentrating mostly on solar electric resources, this approach provides an
incentive to build solar power plants in Arizona, which has the nation’s best solar
energy resource. This new power plant construction in Arizona would benefit the
state economy, creating jobs and a new, clean industry.

. By taking a bold step forward, this approach will bring national focus to Arizona as
the place to build the next generation of solar and clean energy technologies.

3
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. By moving toward the use of in-state renewable energy resources, Arizona will start
to change from a net energy importer to a state that is taking control of its energy
future by developing and using its own abundant natural energy resources.

IV. ADVANTAGES OF THE “CURRENT FUNDING LEVEL” PORTFOLIO
STANDARD.

Similarly, there are a number of advantages of selecting the “Current Funding Level”

approach.

. By limiting expenditures in this approach to the current funding levels, there will be
no need to require increased costs on customers to support a large portfolio effort.

. This approach would allow a longer, slower “learning curve” for utilities and their
competitors to adapt to the newer renewable and clean energy technologies, while
allowing the utilities to continue to add conventional gas power plants and other
conventional power plants to their power plant mix.

. This approach will allow utilities and their competitors to invest in out-of-state

renewable power plants, such as wind, geothermal, and biomass. Those energy

technologies are not economically viable in Arizona, due to a lack of wind,

geothermal, and biomass resources.
V. RATEPAYER IMPACT.

The “Current Funding Level” approach is designed specifically to allow for portfolio
development without raising rates to customers. For those utilities, such as Arizona Public Service
Company (“APS”) and Tucson Electric Power Company (“TEP”), that currently have System
Benefits programs, funding of the portfolio requirement would merely entail re-allocation of System
Benefits funds already being collected in rates to pay for portfolio resources. Thus, there would be
no increase in rates for the APS and TEP customers. Unfortunately, for other Affected Utilities that
do not have System Benefits funding included in current rates, some new funding mechanism would
have to be developed. This could include a new System Benefits Charge, a fuel adjuster mechanism,
or some other appropriate mechanism.

The “kWh Requirement” approach would establish a percentage of retail kWh sold
requirement. The Affected Utilities and ESPs would procure portfolio resources as needed to meet
the kWh requirement. In Staff’s testimony, Mr. Williamson demonstrated that, at least for the two
largest utilities, APS and TEP, the impact of a portfolio would not raise rates, but rather, would

lessen the reduction in rates contemplated in their stranded cost settlements.
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However, for those Affected Utilities without rate reductions contemplated, an
increase in costs for the portfolio would require an increase in costs passed on to customers. For
many of the Affected Utilities that currently have fuel cost adjusters, the adjuster mechanism would
be an appropriate way to handle the new costs. Of course, if the other Affected Utilities are as
successful as APS and TEP have been in past years in reducing operating costs, the net increased
cost, from the combination of the portfolio and the reduction of operating costs, may not be as large
as it would otherwise be.

VI. PENALTY PROVISIONS FOR FAILURE TO MEET A PORTFILIO STANDARD.

This discussion supports the Commission’s authority to promulgate the proposed
rules as to penalties provisions as they are now reflected in R14-2-1618. Whether the Commission
determines that the kWh Requirements portfolio standard is appropriate or instead adopts some other
alternative standard, the Commission has the power to impose penalties for the failure to meet an
environmentally friendly portfolio standard.

The Commission has both the constitutional and statutory authority to prescribe the
terms and conditions of service to the public, including the provision of electricity. Under its
constitutional authority in Article 15, Section 3 and statutory provisions such as A.R.S. §§ 40-321
and 40-331, the Commission may adopt rules requiring sales of electricity to conform to an
environmental standard for the benefit of the Affected Utilities, ESPs and the public.

Several parties have raised the issue of whether the Commission may impose a
penalty for the failure of an ESP to meet the portfolio requirement set forth in proposed R14-2-1618
(A) or (B) in any year. Under R14-2-1618 (F), an ESP must pay an amount equal to 30 cents per
kWh to the Solar Electric Fund for deficiencies in the provision of solar electricity. Proceeds from
the fund will be used for the purchase of solar electric generators or solar electricity for public
entities such as schools or government agencies.

The Commission has the constitutional authority to set an appropriate market
structure for just and reasonable rates in a competitive environment. If the Commission determines
that the market structure for just and reasonable rates in a competitive market includes

environmentally-friendly sources such as solar, the Commission may adopt rules under Section 3

S
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to ensure that its goals are met. Ariz. Corp. Comm’n v. State ex rel. Woods, 171 Ariz. 286, 294, 830
P.2d 807, 815 (1992)(*Woods™)(court will give deference to the Commission’s determination of
what regulation is necessary for effective ratemaking). 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
powers and under its authority to ensure the health and welfare of the public, including customers
and employees of ESPs. Id.

Similarly, directing the use of the funds collected for failure to follow the
Environmental Portfolio Standard is also within the Commission’s powers to encourage the
development of solar use in a competitive energy market. Public entities will benefit from the solar
electricity, and their use will move the development of solar electricity forward toward the
Commission’s goals of a competitive energy market that is environmentally friendly. Thus, all of
these requirements under the rules are within the Commission’s Section 3 powers to protect the
public and establish just and reasonable rates. Ratemaking issues which encompass a much broader
spectrum of actions than simply setting rates, Woods, 171 Ariz. at 295, 830 P.2d at 816, are matters
uniquely for Commission determination. Id. at 292, 830 P.2d at 813.

The rules also provide that if an ESP’s provision of solar energy is consistently
deficient, the Commission may void the ESP’s contracts negotiated under the rules. R14-2-1618(F).

This provision is within the Commission’s broad Section 3 powers as well. If an ESP consistently
fails to meet the portfolio standard, then the Commission's authority to develop an environmentally
friendly energy market is impeded. The contracts can be set aside to ensure the development of a
competitive solar market.

Some parties may object to this provision upon grounds that the Commission may
not set aside or impair a contract for energy services. However, the rule does not violate any
constitutionally protected contract clause. The Arizona courts have adopted the same three part test
used by the federal courts to determine whether a legislative enactment impairs a contract for

purposes of Article II, Section 25 of the Arizona Constitution. McClead v. Pima County, 174 Ariz.

348, 359, 849 P.2d 1378, 1389 (Ct. App. 1992). First, the threshold inquiry is whether the law has

operated to substantially impair a contractual relationship. Energy Reserves Group, Inc. v. Kansas
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Power & Light Co., 459 U.S. 400, 411, 103 S.Ct. 697, 704, 74 L.Ed.2d 569 (1983). If the regulation

constitutes a substantial impairment, the State must be able to identify a significant and legitimate
public purpose to justify the regulation. Id. at 412-13, 103 S.Ct. at 704-05. Finally, once a legitimate
public purpose has been identified, the state must show that the adjustment of the rights and
responsibilities of the contracting parties has been based upon reasonable conditions and is of a
character appropriate to the public purpose justifying the regulation’s adoption. Id. at 412, 103 S.Ct.
at 705.

In this instance, the rule sets forth a legitimate public purpose. Requiring ESPs to
meet an Environmental Portfolio Standard protects the public interest in a safe and healthy
environment, as well as conserving natural resources. Similarly, the balancing of interests in
requiring contracts to be set aside for failure to meet the portfolio standard is reasonable and
appropriate to the public purpose behind the rules.

In light of the above, if the Commission determines in its discretion, that penalties
are appropriate to ensure that the Environmental Portfolio Standard’s goals are met, the
Commission’s adoption of the penalty provisions is lawful. Similarly, if the Commission chooses
to adopt some modification to the penalties currently set forth in proposed R14-2-1618(F), it has the
authority to do so.

VII. WAIVERS.

Several parties, namely AEPCO and the cooperatives (“cooperatives™), have raised
issues related to their inability to meet the proposed portfolio standard for various reasons. Similar
arguments were raised by the cooperatives in the promulgation of the Electric Competition Rules
as a whole. As was the case with the earlier expressions of concern as to the rules’ applicability for
the cooperatives, the cooperatives may seek a waiver of the standard’s provisions and the timing of
implementation of any standard the Commission adopts. In other words, merely because the
cooperatives allege they may have problems in meeting a portfolio standard, this should not be
grounds for the failure to adopt a standard the Commission determines is appropriate and in the

public interest. If the cooperatives believe they cannot meet the standard, they may petition the
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Commission for a waiver. This is equally true of any other ESP who seeks a waiver from the
applicability of an adopted standard and its timing requirements.
VIII. CONCLUSION.

In conclusion, Staff urges the adoption of a meaningful Environmental Portfolio
Standard that will accomplish the Commission’s goals of developing environmentally-friendly
sources of energy. Both of the approaches to a portfolio standard discussed herein have certain
advantages. The Commission’s choice of a particular portfolio standard will reflect policy choices
made in the Commission’s discretion to encourage alternative energy sources that are just and
reasonable priced in the competitive retail electric market.

RESPECTFULLY SUBMITTED this 17th day of November, 1999.

By, Opwnee fJlec/tr A

!A;aflice Alward

“Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
(602) 542-3402
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APPENDIX A

SUMMARY OF APPENDIX A -- kWh Requirement

Appendix A includes proposed Environmental Portfolio Standard
rules using the “kWh Requirement” approach. This approach encompasses
concepts drawn from the testimony of the Arizona Clean Energy Industries
Alliance (ACEIA), the Land and Water Fund of the Rockies, the City of Tucson,
and the Commission Staff.

The “kWh Requirement” approach uses as its base the proposed rules
suggested in Chairman Kunasek’s April 8, 1999 letter that initiated the opening of
this docket. This approach requires that Electric Service Providers (ESPs) obtain a
portion of the electricity to be sold at retail from solar and other environmentally
friendly resources. The percentage requirement would start at .2% of retail
electricity sales and would increase over time to 1% of retail electricity sales. (To
put this in context, the growth in electricity sales in Arizona each year is
approximately 2-3%. The portfolio requirement would be approximately one-third
to one half of the annual growth in electricity sales.)

The proposed rules include a provision to allow up to 20% of the
portfoho requirement to be met by solar water heating (R14-2-1618 (M)). The
proposed rules also include a provision (R14-2-1618 (N)) to allow certain
environmentally friendly technologies located in Arizona to be used to meet up to
10% of the portfolio requirement.

Note for readers: Both Appendix A and Appendix B include essentially the same rule wording, with a few
changes to reflect the unique differences of each approach. The wording differences in the two Appendices
will be highlighted in bold.




APPENDIX A

PROPOSED RULE WORDING FOR “KWH REQUIREMENT” APPROACH

R14-2-1618. Environmental Portfolio Standard

A.

Starting on January 1, 2000, any Electric Service Provider selling electricity or
aggregating customers for the purpose of selling electricity under the provisions of this
Article must derive at least .2% of the total retail energy sold competitively from new
solar energy resources, whether that solar energy is purchased or generated by the seller.
Solar resources include photovoltaic resources and solar thermal resources that generate
electricity. New solar resources are those installed on or after January 1, 1997.

The portfolio percentage shall increase after December 31, 2000.

1. Starting January 1, 2001, the portfolio percentage shall increase annually and
shall be set according to the following schedule:

YEAR PORTFOLIO PERCENTAGE
2001 4%
2002 5%
2003 6%
2004 8%
2005-2012 1.0%
2. The Commission would continue the annual increase in the portfolio percentage

after December 31, 2003 only if the cost of solar electricity has declined to a
Commission-approved cost/benefit point. The Director, Utilities Division shall
establish, not later than January 1, 2002, a Solar Electricity Cost Evaluation
Working Group to make recommendations to the Commission of an acceptable
solar electricity cost/benefit point or solar kWh cost impact cap that the
Commission could use as a criteria for the decision to continue the increase in the
portfolio percentage. The recommendations of the Working Group shall be
presented to the Commission not later than December 31, 2002.

The portfolio requirement shall only apply to competitive retail electricity in the year
2000 and shall apply to all retail electricity in the years 2001 and thereafter.

Electric Service Providers shall be eligible for a number of extra credit multipliers that
may be used to meet the portfolio standard requirements:

1. Early Installation Extra Credit Multiplier: For new solar electric systems installed
and operating prior to December 31, 2003, Electric Service Providers would
qualify for multiple extra credits for kWh produced for 5 years following
operational start-up of the solar electric system. The 5-year extra credit would
vary depending upon the year in which the system started up, as follows:
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YEAR EXTRA CREDIT MULTIPLIER

1997
1998
1999
2000
2001
2002
2003

e SR SRV R VRV

The Early Installation Extra Credit Multiplier would end in 2003.

Solar Economic Development Extra Credit Multipliers: There are 2 equal parts to
this multiplier, an in-state installation credit and an in-state content multiplier.

a.

In-State Power Plant Installation Extra Credit Multiplier: Solar electric
power plants installed in Arizona shall receive a .5 extra credit multiplier.

In-State Manufacturing and Installation Content Extra Credit Multiplier:
Solar electric power plants shall receive up to a .5 extra credit multiplier
related to the manufacturing and installation content that comes from
Arizona. The percentage of Arizona content of the total installed plant
cost shall be multiplied by .5 to determine the appropriate extra credit
multiplier. So, for instance, if a solar installation included 80% Arizona
content, the resulting extra credit multiplier would be .4 (which is .8 X .5).

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 will 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 premises in
Arizona. Eligible customer premises locations will include both grid-
connected and remote, non-grid-connected locations. In order for Electric
Service Providers to claim an extra credit multiplier, the Electric Service
Provider must have contributed at least 10% of the total installed cost or
have financed at least 80% of the total installed cost.

Solar electric generators located in Arizona that are included in any
Electric Service Provider’s Green Pricing program.

Solar electric generators located in Arizona that are included in any
Electric Service Provider’s Net Metering or Net Billing program.

Solar electric generators located in Arizona that are included in any
Electric Service Provider’s solar leasing program.

Appendix A - Page 2




e. All Green Pricing, Net Metering, Net Billing, and Solar Leasing programs
must have been reviewed and approved by the Director, Utilities Division
in order for the Electric Service Provider to accrue extra credit multipliers
from this subsection.

4, All multipliers are additive, allowing a maximum combined extra credit multiplier
of 2.0 in years 1997-2003, for equipment installed and manufactured in Arizona
and either installed at customer premises or participating in approved solar
incentive programs. So, if an Electric Service Provider qualifies for a 2.0 extra
credit multiplier and it produces 1 solar kWh, the Electric Service Provider would
get credit for 3 solar kWh (1 produced plus 2 extra credit).

Electric Service Providers selling electricity under the provisions of this Article shall
provide reports on sales and solar power as required in this Article, clearly demonstrating
the output of solar resources, the installation date of solar resources, and the transmission
of energy from those solar resources to Arizona consumers. The Commission may
conduct necessary monitoring to ensure the accuracy of these data.

If an Electric Service Provider selling electricity under the provisions of this Article fails
to meet the requirement in R14-2-1618(A) or (B) in any year, the Commission shall
impose a penalty on that Electric Service Provider that the Electric Service Provider pay
an amount equal to 30¢ per kWh to the Solar Electric Fund for deficiencies in the
provision of solar electricity. 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 will be transferred to the
public entity. In addition, if the provision of solar energy is consistently deficient, the
Commission may void an Electric Service Provider’s contracts negotiated under this
Article.

1. The Director, Utilities Division shall establish a Solar Electric Fund in 2000 to
receive deficiency payments and finance solar electricity projects.

2. The Director, Utilities Division shall select an independent administrator for the
selection of projects to be financed by the Solar Electric Fund. A portion of the
Solar Electric Fund shall be used for administration of the Fund and a designated
portion of the Fund will be set aside for ongoing operation and maintenance of
projects financed by the Fund.

Photovoltaic or solar thermal electric resources that are located on the consumer's
premises shall count toward the solar portfolio standard applicable to the current Electric
Service Provider serving that consumer.

Any solar electric generators installed by an Affected Ultility to meet the solar portfolio
standard shall be counted toward meeting renewable resource goals for Affected Utilities
established in Decision No. 58643.
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Any Electric Service Provider or independent solar electric generator that produces or
purchases any solar kWh in excess of its annual portfolio requirements may save or bank
those excess solar kWh for use or sale in future years. Any eligible solar kWh produced
subject to this rule may be sold or traded to any Electric Service Provider that is subject
to this rule. Appropriate documentation, subject to Commission review, shall be given to
the purchasing entity and shall be referenced in the reports of the Electric Service
Provider that is using the purchased kWh to meet its portfolio requirements.

Environmental Portfolio Standard requirements shall be calculated on an annual basis,
based upon electricity sold during the calendar year.

An Electric Service Provider shall be entitled to receive a partial credit against the
portfolio requirement if the Electric Service Provider or its affiliate owns or makes a
significant investment in any solar electric manufacturing plant that is located in Arizona.
The credit will be equal to the amount of the nameplate capacity of the solar electric
generators produced in Arizona and sold in a calendar year times 2,190 hours
(approximating a 25% capacity factor).

1. The credit against the portfolio requirement shall be limited to the following
percentages of the total portfolio requirement:

1999 Maximum of 50 % of the portfolio requirement
2000 Maximum of 50 % of the portfolio requirement
2001 Maximum of 25 % of the portfolio requirement
2002 Maximum of 25 % of the portfolio requirement

2003 and on Maximum of 20 % of the portfolio requirement

2. 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 Electric Service Providers to meet their Arizona portfolio requirements will
not be allowable for credits under this Section for the manufacturer/Electric
Service Provider to meet its portfolio requirements.

The Director, Utilities Division shall develop appropriate safety, durability, reliability,
and performance standards necessary for solar generating equipment to qualify for the
portfolio standard. Standards requirements will apply only to facilities constructed or
acquired after the standards are publicly issued.

An Electric Service Provider shall be entitled to meet up to 20% of the portfolio
requirement with solar water heating systems purchased by the Electric Service Provider
for use by its customers, or purchased by its customers and paid for by the Electric
Service Provider through bill credits or other similar mechanisms. The solar water
heaters must replace or supplement the use of electric water heaters for residential,
commercial, or industrial water heating purposes. For the purposes of this rule, solar
water heaters will be credited with 1 kWh of electricity produced for each 3,415 British
Thermal Units of heat produced by the solar water heater. Solar water heating systems
shall be eligible for Early Installation Extra Credit Multipliers as defined in R14-2-1618
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D.1 and Solar Economic Development Extra Credit Multipliers as defined in R14-2-1618
D.2.b.

An Electric Service Provider shall be entitled to meet up to 10% of the portfolio
requirement with electricity produced in Arizona by environmentally-friendly renewable
electricity technologies, including in-state landfill gas generators, wind generators,
biomass generators, and small hydropower generators. Systems using such technologies
shall be eligible for Early Installation Extra Credit Multipliers as defined in R14-2-1618
D.1 and Solar Economic Development Extra Credit Multipliers as defined in R14-2-1618
D.2.b.
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APPENDIX B

SUMMARY OF APPENDIX B -- Current Funding Level

Appendix B includes proposed Environmental Portfolio Standard
rules using the “Current Funding Level” approach. This approach encompasses
concepts drawn from the testimony of Arizona Public Service Company, Tucson
Electric Power Company, and New West Energy.

" The “Current Funding Level” approach uses as its base the proposed
rules suggested in Chairman Kunasek’s April 8, 1999 letter that initiated the
opening of this docket. This approach limits the costs of the portfolio standard to
the current amounts that are in the approved System Benefits programs for certain
utilities. Rather than a kWh requirement, the Affected Utilities and ESPs would be
held to a “dollar cap” for a certain period of time. The portfolio percentages would
only be “targets” in the years 2000-2003. Starting in 2004, the kWh requirement
would become mandatory and a penalty provision would become effective.

The proposed rules include a provision to allow up to 20% of the
portfolio requirement to be met by solar water heating (R14-2-1618 (M)). The
proposed rules also include a provision (R14-2-1618 (N)) to allow certain
environmentally friendly technologies that could be located anywhere to be used to
meet up to 10% of the portfolio requirement.

Note for readers: Both Appendix A and Appendix B include essentially the same rule wording, with a few
changes to reflect the unique differences of each approach. The wording differences in the two Appendices
will be highlighted in bold.



APPENDIX B

PROPOSED RULE WORDING FOR “CURRENT FUNDING LEVEL” APPROACH

R14-2-1618. Environmental Portfolio Standard

A. Starting on January 1, 2000, any Electric Service Provider selling electricity or
aggregating customers for the purpose of selling electricity under the provisions of this
Article will have a target to provide at least .2% of the total retail energy sold
eompetitively from new solar energy resources, whether that solar energy is purchased or
generated by the seller. Solar resources include photovoltaic resources and solar thermal
resources that generate electricity. New solar resources are those installed on or after
January 1, 1997.

1.

Competitive ESPs, that are not UDCs, are exempt from portfolio
requirements until 2004, but could voluntarily elect to participate. ESPs
choosing to participate would receive a pro rata share of funds collected for
portfolio purposes.

Utility Distribution Companies would recover the costs of the portfolio
standard through current System Benefits Charges, if they exist, including a
re-allocation of demand side management funding to portfolio uses. The
minimum annual allocation of System Benefits Charges for portfolio
expenditures for the years 2000 through 2003 would be $6 million per year
for Arizona Public Service Company and $2 million per year for Tucson
Electric Power Company. Expenditures by a UDC or ESP on in-state solar
equipment manufacturing facilities or operations would qualify for meeting
up to 25% of the portfolio expenditures in 2000, for up to 15% of
expenditures in 2001, and for up to 5% of expenditures in 2002. The
Commission, at its discretion, may require similar levels of portfolio
expenditures for Affected Utilities that do not currently have System Benefits
Charges, through fuel cost adjuster mechanisms, system benefits charges, or
other appropriate financing mechanisms.

B. The portfolio percentage shall increase after December 31, 2000.

1.

Starting January 1, 2001, the portfolio percentage shall increase annually and
shall be set according to the following schedule:

YEAR PORTFOLIO PERCENTAGE
2001 4%
2002 5%
2003 6%
2004 8%
2005-2012 1.0%
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Targets identified in R14-2-1618(A) and (B) shall be voluntary in years 2000-
2003. In 2004, the targets will become mandatory and the penalty provisions
in R14-2-1618(F) will apply if ESPs or UDCs fail to meet the portfolio
requirements.

The Commission would continue the annual increase in the portfolio percentage
after December 31, 2003 only if the cost of solar electricity has declined to a
Commission-approved cost/benefit point. The Director, Utilities Division shall
establish, not later than January 1, 2002, a Solar Electricity Cost Evaluation
Working Group to make recommendations to the Commission of an acceptable
solar electricity cost/benefit point or solar kWh cost impact cap that the
Commission could use as a criteria for the decision to continue the increase in the
portfolio percentage. The recommendations of the Working Group shall be
presented to the Commission not later than December 31, 2002.

The portfolio requirement shall-only-apply-to-competitive-retail-eleetrieity-in-the-year
2000-and shall apply to all retail electricity in the years 2000 and thereafter.

Electric Service Providers shall be eligible for a number of extra credit multipliers that
may be used to meet the portfolio standard requirements:

1.

Early Installation Extra Credit Multiplier: For new solar electric systems installed
and operating prior to December 31, 2003, Electric Service Providers would
qualify for multiple extra credits for kWh produced for 5 years following
operational start-up of the solar electric system. The 5-year extra credit would
vary depending upon the year in which the system started up, as follows:

YEAR EXTRA CREDIT MULTIPLIER

1997
1998
1999
2000
2001
2002
2003

— D WwhLin

The Early Installation Extra Credit Multiplier would end in 2003.

Solar Economic Development Extra Credit Multipliers: There are 2 equal parts to
this multiplier, an in-state installation credit and an in-state content multiplier.

a. In-State Power Plant Installation Extra Credit Multiplier: Solar electric
power plants installed in Arizona shall receive a .5 extra credit multiplier.

b. In-State Manufacturing and Installation Content Extra Credit Multiplier:
Solar electric power plants shall receive up to a .5 extra credit multiplier
related to the manufacturing and installation content that comes from
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Arizona. The percentage of Arizona content of the total installed plant
cost shall be multiplied by .5 to determine the appropriate extra credit
multiplier. So, for instance, if a solar installation included 80% Arizona
content, the resulting extra credit multiplier would be .4 (which is .8 X .5).

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 will 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 premises in
Arizona. Eligible customer premises locations will include both grid-
connected and remote, non-grid-connected locations. In order for Electric
Service Providers to claim an extra credit multiplier, the Electric Service
Provider must have contributed at least 10% of the total installed cost or
have financed at least 80% of the total installed cost.

b. Solar electric generators located in Arizona that are included in any
Electric Service Provider’s Green Pricing program.

c. Solar electric generators located in Arizona that are included in any
Electric Service Provider’s Net Metering or Net Billing program.

d. Solar electric generators located in Arizona that are included in any
Electric Service Provider’s solar leasing program.

e. All Green Pricing, Net Metering, Net Billing, and Solar Leasing programs
must have been reviewed and approved by the Director, Utilities Division
in order for the Electric Service Provider to accrue extra credit multipliers
from this subsection.

All multipliers are additive, allowing a maximum combined extra credit multiplier
of 2.0 in years 1997-2003, for equipment installed and manufactured in Arizona
and either installed at customer premises or participating in approved solar
incentive programs. So, if an Electric Service Provider qualifies for a 2.0 extra
credit multiplier and it produces 1 solar kWh, the Electric Service Provider would
get credit for 3 solar kWh (1 produced plus 2 extra credit).

Flectric Service Providers selling electricity under the provisions of this Article shall
provide reports on sales and solar power as required in this Article, clearly demonstrating
the output of solar resources, the installation date of solar resources, and the transmission
of energy from those solar resources to Arizona consumers. The Commission may
conduct necessary monitoring to ensure the accuracy of these data.

Commencing on January 1, 2004, if an Electric Service Provider selling electricity
under the provisions of this Article fails to meet the requirement in R14-2-1618(A) or (B)
in any year, the Commission shall impose a penalty on that Electric Service Provider that
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the Electric Service Provider pay an amount equal to 30¢ per kWh to the Solar Electric
Fund for deficiencies in the provision of solar electricity. 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
will be transferred to the public entity. In addition, if the provision of solar energy is
consistently deficient, the Commission may void an Electric Service Provider’s contracts
negotiated under this Article.

1. The Director, Utilities Division shall establish a Solar Electric Fund in 2003 to
receive deficiency payments and finance solar electricity projects.

2. The Director, Utilities Division shall select an independent administrator for the
selection of projects to be financed by the Solar Electric Fund. A portion of the
Solar Electric Fund shall be used for administration of the Fund and a designated
portion of the Fund will be set aside for ongoing operation and maintenance of
projects financed by the Fund.

Photovoltaic or solar thermal electric resources that are located on the consumer's
premises shall count toward the solar portfolio standard applicable to the current Electric
Service Provider serving that consumer.

Any solar electric generators installed by an Affected Utility to meet the solar portfolio
standard shall be counted toward meeting renewable resource goals for Affected Utilities
established in Decision No. 58643.

Any Electric Service Provider or independent solar electric generator that produces or
purchases any solar kWh in excess of its annual portfolio requirements may save or bank
those excess solar kWh for use or sale in future years. Any eligible solar kWh produced
subject to this rule may be sold or traded to any Electric Service Provider that is subject
to this rule. Appropriate documentation, subject to Commission review, shall be given to
the purchasing entity and shall be referenced in the reports of the Electric Service
Provider that is using the purchased kWh to meet its portfolio requirements.

Environmental Portfolio Standard requirements shall be calculated on an annual basis,
based upon electricity sold during the calendar year.

An Electric Service Provider shall be entitled to receive a partial credit against the
portfolio requirement if the Electric Service Provider or its affiliate owns or makes a
significant investment in any solar electric manufacturing plant that is located in Arizona.
The credit will be equal to the amount of the nameplate capacity of the solar electric
generators produced in Arizona and sold in a calendar year times 2,190 hours
(approximating a 25% capacity factor).

1. The credit against the portfolio requirement shall be limited to the following
percentages of the total portfolio requirement:
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1999 Maximum of 50 % of the portfolio requirement

2000 Maximum of 50 % of the portfolio requirement
2001 Maximum of 25 % of the portfolio requirement
2002 Maximum of 25 % of the portfolio requirement

2003 and on Maximum of 20 % of the portfolio requirement

2. 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 Electric Service Providers to meet their Arizona portfolio requirements will
not be allowable for credits under this Section for the manufacturer/Electric
Service Provider to meet its portfolio requirements.

The Director, Utilities Division shall develop appropriate safety, durability, reliability,
and performance standards necessary for solar generating equipment to qualify for the
portfolio standard. Standards requirements will apply only to facilities constructed or
acquired after the standards are publicly issued.

An Electric Service Provider shall be entitled to meet up to 20% of the portfolio
requirement with solar water heating systems purchased by the Electric Service Provider
for use by its customers, or purchased by its customers and paid for by the Electric
Service Provider through bill credits or other similar mechanisms. The solar water
heaters must replace or supplement the use of electric water heaters for residential,
commercial, or industrial water heating purposes. For the purposes of this rule, solar
water heaters will be credited with 1 kWh of electricity produced for each 3,415 British
Thermal Units of heat produced by the solar water heater. Solar water heating systems
shall be eligible for Early Installation Extra Credit Multipliers as defined in R14-2-1618
D.1 and Solar Economic Development Extra Credit Multipliers as defined in R14-2-1618
D.2.b.

An Electric Service Provider shall be entitled to meet up to 10% of the portfolio
requirement with electricity produced #a-A¥izena by environmentally-friendly renewable
electricity technologies, including in-state landfill gas generators, wind generators,
biomass generators, and small hydropower generators. Systems using such technologies
shall be eligible for Early Installation Extra Credit Multipliers as defined in R14-2-1618
D.1 and Solar Economic Development Extra Credit Multipliers as defined in R14-2-1618
D.2.b.
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