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BEFORE THE ARIZONA CORPORATION COMMISSION

2 | COMMISSIONERS i
3 | KRISTIN K. MAYES, Chairman
4 GARY PIERCE
PAUL NEWMAN
5 [ SANDRA D. KENNEDY
BOB STUMP
6
IN THE MATTER OF THE NOTICE OF DOCKET NO. RE-00000A-09-0249
7 I PROPOSED RULEMAKING REGARDING
RESOURCE PLANNING. DECISION NO.
8
OPINION AND ORDER
9
10 DATE OF HEARING: March 4, 2010
T PLACE OF HEARING: Phoenix, Arizona
12 ADMINISTRATIVE LAW JUDGE: Sarah N. Harpring
13 IN ATTENDANCE: Kristin K. Mayes, Chairman
APPEARANCES: Charles Hains, Staff Attorney, Legal Division, on behalf
14 of the Utilities Division of the Arizona Corporation
Commission.
15
16 | BY THE COMMISSION:
17 This matter is a rulemaking to amend Arizona Administrative Code (“A.A.C.”) Title 14,
18 | Chapter 2, Article 7, “Resource Planning,” by revising the title for the Article; revising the current
19 | rules for definitions, applicability, reporting requirements, and Arizona Corporation Commission
20 | (“Commission”) review of resource plans; and adding new rules for procurement and independent
21 | monitor selection and responsibilities.
22 % * * * * * * ok * *
23 Having considered the entire record herein and being fully advised ih the premises, the
24 | Commission finds, concludes, and orders that:
25 FINDINGS OF FACT
26 | Background and Process for this Rulemaking
27 1. In Decision No. 56180 (October 14, 1988), as amended by Decision No. 56313
28 || (January 12, 1989), the Commission adopted rules for electric utility integrated resource planning
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(“IRP”) in A.A.C. Title 14, Chapter 2, Article 7 (“current IRP rules”). In Exhibit B to Decision No.

56313, the Commission explained that the current IRP rules “are intended to minimize the costs of
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providing electric energy services by improving long range planning and by establishing Commission
review of utilities’ long range plans.”

2. The current IRP rules require an electric utility with generating facilities to submit
historical data every year and a 10-year resource plan every three years and provide for a
Commission hearing to determine the degree of consistency between the filings and analyses
conducted by the Commission’s Utilities Division (“Staff’) and the information provided by other
parties. The current IRP rules provide that the Commission may consider its consistency
determination in its review of ﬁnanci‘nig applications, rate cases, and other matters in which the
supply of or demand for energy services is a significant factor.

3. In Decision No. 58643 (June 1, 1994), the Commission considered utilities’ 1992

resource plans and made the following Findings of Fact regarding the purpose and goal of IRP:

The purpose of IRP is to minimize the total societal cost of meeting the
demand for electric energy services giving due consideration to ratepayer
impacts, utility financial health and economic growth within a utility's
service area.

The goal of resource planning can be achieved by finding the mix of
supply and demand side resources that minimize society's costs.

4. While the current IRP rules, by their language, apply to all Commission-regulated
electric utilities that operate or own generating facilities, they have been implemented so as to apply
only to Arizona Electric Power Cooperative (“AEPCO”); Arizona Public Service Company (“APS”);
UNS Electric, Inc. (“UNS”) (previously Citizens Utilities »Companf (“CUC™)); and Tucson Electric
Power Company (“TEP”). The Salt River Project Agricultural Improvement and Power District
(“SRP”) has voluntarily submitted information under the current IRP rules.

5. In Decision No. 60385 (August 29, 1997), the Commission vacated the hearing for the

Commission to consider utilities’ 1995 resource plans, which hearing had previously been continued.

! Decision No. 58643 at 56.
2 CUC’s gas and electric assets and Certificates of Convenience and Necessity were transferred to UniSource Energy
Corporation, the ultimate parent of UNS Electric, Inc., in Decision No. 66028 (July 3, 2003).

2 DECISION NO.




DOCKET NO. RE-00000A-09-0249

In addition, the Commission suspended specific portions of the current IRP rules® through the end of

1998 and suspended until further order of the Commission the obligation for utilities to file 1998
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resource plans. The Commission further ordered an IRP Task Force, established pursuant to an
earlier Procedural Order, to continue meeting to work on modifying the current IRP rules to better
meet future needs in the competitive electricity marketplace.* The suspension of the specific portions
of the current IRP rules was extended until further order of the Commission pursuant to a Procedural
Order issued on March 15, 1999, which left intact the requirement for utilities to file annual historical
data.’

6. In Decision No. 67744 (April 7, 2005), pertaining to APS ratemaking, the
Commission approved a settlement agreement that required Staff to hold workshops on resource
planning issues and provided that the workshops could be followed by rulemaking, if necessary. The
workshops were to be open to all stakeholders and the public; were to focus on developing needed
infrastructure and a flexible, timely, and fair competitive procurement process; and were to consider
whether and to what extent competitive procurement should include consideration of a diverse
portfolio of purchased power, utility-owned generation, renewables, demand-side management
(“DSM”), and distributed generation.

7. Workshops on resource planning were held on July 6, 2005, and August 24, 2005.

8. In April, May, and July 2007, Staff held resource planning workshops for competitive
procurement issues. Written comments on competitive procurement issues were filed by eight
entities. Staff issued a Draft Staff Report on Competitive Procurement Issues in October 2007, to
which six entities filed comments. Staff then issued a Final Staff Report on Competitive

Procurement Issues in November 2007, recommending that the Commission adopt Recommended

> The portions of the current IRP rules suspended were A.A.C. R14-2-703(A)(2), R14-2-703(A)(4)-(9), R14-2-703(C)-
(F), and R14-2-704.

4 The hearing on the 1995 resource plans had been stayed pending proposed Staff modifications to the current IRP
rules that were spurred by changes in the electric industry, including changes expected to result from the Commission’s
adoption of retail electric competition rules in Decision No. 59943 (December 26, 1996). AEPCO, APS, CUC, TEP,
SRP, and the Residential Utility Consumer Office (“RUCO”) had all indicated to the Commission that the current IRP
rules needed to be either revised or repealed in light of impending electric industry competition, the passage of the retail
electric competition rules, and other changes in the industry. Staff agreed that the 1995 resource plans had been prepared
without full consideration of the retail electric competition rules or impending competition.

5 The Procedural Order was issued in Docket No. E-00000A-95-0506.
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Best Practices for Procurement rather than conducting rulemaking at that time. On December 4,

2007, the Commission adopted Recommended Best Practices for Procurement (“BPPs”) in Decision
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No. 70032.

9. On April 26, 2007, Staff issued a list of questions on non-procurement resource
planning issues along with a request for written responses from interested parties. Thirteen entities
filed responses. A workshop was held on June 22, 2007. Additional workshops on non-procurement
resource planning issues were held in January, August, and October 2008.

10. On August 29, 2008, Staff distributed to interested parties a first draft of revisions to
the current IRP rules, which included both the BPPs and provisions for the consideration of fuel
diversity and efficiency of generation resources.

11. On October 3, 2008, Staff distributed to interested parties a second draft of revisions
to the current IRP rules. Comments were received from APS, Grand Canyon State Electric
Cooperative Association (“GCSECA”), the Mesquite Group, TEP and UNS, and Western Resource
Advocates (“WRA”).

12.  On May 19, 2009, Staff filed 2 memorandum requesting to have a docket opened for a
proposed rulemaking regarding resource planning. As a result, this docket was opened.

13.  On September 4, 2009, Staff distributed to interested persons and filed in this docket a
third draft of revisions to the current IRP rules. Comments were filed by AEPCO, APS, GCSECA on
behalf of the electric cooperatives, TEP and UNS, and WRA.

14. On November 2, 2009, Staff filed in this docket a Memorandum recommending the
filing of a Notice of Rulemaking Docket Opening (“NRDO”) and a Notice of Proposed Rulemaking
(“NPRM™) to revise the current IRP rules, along with additional procedural deadlines and
requirements. Along with the Memorandum, Staff included a Proposed Order and a fourth draft of
revisions to the current IRP rules (“fourth draft”), for Commission consideration at an Open Meeting.
Per Staff’s Memorandum, the fourth draft incorporated some of the comments received regarding the
third draft of revisions to the current IRP rules.

15.  The Proposed Order came up for discussion at the Commission’s Open Meeting on

November 20, 2009, and was continued for discussion at the Commission’s Open Meeting on
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1 | December 7, 2009, at which it passed, with amendments.
2 16.  Decision No. 71435 (December 15, 2009) directed Staff to prepare and file with the
3 | Office of the Secretary of State, for publication in the Arizona Administrative Register no later than
4 | January 15, 2010, an NRDO and an NPRM that included the text of the draft rules included as
5 | Exhibit A to the Decision.® The Decision also ordered the Hearing Division to hold an oral
6 | proceeding on the NPRM on March 4, 2010; established dates for the submission of comments; and
7 | established other procedural deadlines and requirements.
8 17. On January 8, 2010, the NRDO and NPRM were published in the Arizona
9 | Administrative Register. The NPRM is attached hereto and incorporated herein as Exhibit A.
10 18. The NPRM proposes to revise the current IRP rules by amending the title for Article 7
11 | and Sections A.A.C. R14-2-701 through R14-2-704 (“Rules 701 through 704”) and adopting new
12 | Sections for procurement and independent monitor selection and responsibilities in Sections A.A.C.
13 |R14-2-705 and R14-2-706 (“Rules 705 and 706”). The most significant differences between the
14 || current IRP rules and the proposed IRP rules published in the NRPM (“proposed IRP rules”) are that
15 | the proposed IRP rules:
16 a. Apply only to load-serving entities, defined as those public service
17 corporations that provide electricity generation service and operate or own, in
18 whole or in part, a generating facility or facilities with capacity of at least 50
19 megawatts combined;
20 b. Delete numerous demand-side data fields from historical data filing
21 requirements;
22 c. Change the forecasting and planning horizon from 10 years to 15 years;
23 d. Require submission of forecasts, analyses, and plans (other than the work plan)
24 every even year rather than every 3 years;
25 e. Require load-serving entities to submit data regarding air emissions, water
26 consumption, and tons of coal ash produced;
27
28 ||'s

The fourth draft was revised during the Open Meeting through amendments.
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Require load-serving entities to analyze and address in their plans

environmental impacts related to air emissions, solid waste, and other
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environmental factors and reduction of water consumption and to address the
costs for compliance with current and projected environmental regulations;
Require that a 15-year resource plan:
Address energy efficiency so as to meet Commission requirements;
Include renewable energy resources so as to meet the Annual
Renewable Energy Requirement in A.A.C. R14-2-1804 or a specified
annual percentage; and
Include distributed generation energy resources so as to meet the
Distributed Renewable Energy Requirement in A.A.C. R14-2-1805 or a
specified annual percentage;
Require submission every odd year of a work plan that outlines the 15-year
resource plan (due the next year) and sets forth the load-serving entity’s
method for assessing potential resources, the sources of its current
assumptions, and a general outline of the procedures it will follow for public
input;
Address the use of confidentiality agreements to protect confidential business
data or electricity infrastructure information required to be submitted under the
proposed IRP rules;
Establish a deadline for Staff to file a report including its analysis and
conclusions regarding the plans and analyses filed by load-serving entities;
Establish a deadline for the Commission to issue an order either
acknowledging a load-serving entity’s resource plan or stating the reasons for
not acknowledging the resource plan;
Require the Commission, in considering a resource plan, to consider additional
factors;

Make a Commission hearing on a resource plan discretionary, allow for a
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1 Commission workshop on a resource plan, and provide that the Commission
2 may extend its order deadline if a hearing or workshop 1s held;
3 n. Require the Commission to consider a load-serving ehtity’s historical data,
4 analyses, and plans when evaluating the load-serving entity’s performance in
5 rate cases and other proceedings;
6 0. Allow a load-serving entity to file for approval of specific resource planning
7 actions;
8 p- Allow a load-serving entity to file an amendment to an acknowledged resource
9 plan if conditions or assumptions change materially;
10 q. Establish requirements for load-serving entity procurement methods for the
11 wholesale acquisition of energy, capacity, and physical power hedge
12 transactions;
13 I. Require a load-serving entity to engage an independent monitor to oversee all
14 request for proposal (“RFP”) processes for procurement of new resources; and
15 S. Establish a process for selecting an independent monitor, provisions for
16 payment of independent monitor costs and potential recovery of those costs,
17 and responsibilities of an independent monitor.
18 19. On January 15, 2010, Staff filed an Economic, Small Business, and Consumer Impact
19 | Statement (“EIS™). The EIS is attached hereto and incorporated herein as Exhibit B.
20 20.  On February 16, 2010, WRA filed comments on the proposed IRP rules.
21 21. On March 2, 2010, Staff filed Staff’s Response to Written Comments in this matter,
22 | which is attached hereto and incorporated herein as Exhibit C-1.
23 22.  On March 4, 2010, an oral proceeding on the proposed IRP rules was held at the
24 | Commission’s offices in Phoenix, Arizona. Staff appeared through counsel, provided a statement
25 | summarizing the purpose of the proposed IRP rules, and provided Staff’s analysis of the applicability
26 | to this rulemaking of Laws 2009, Chapter 7, § 28 (3™ Special Session) (“Moratorium”). Staff also
27 | answered a number of questions from the presiding officer related to the language of the proposed
28 [ IRP rules. Interwest Energy Alliance provided public comment in support of the rulemaking, and
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two individuals provided public comment urging the Commission to adopt energy efficiency

standards and goals.7
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23. On April 1, 2010, Staff filed Staff’s Response to Oral Comments in this matter, which
is attached hereto and incorporated herein as Exhibit C-2. Staff included several recommendations
for clarifying changes to the language of the proposed IRP rules. In addition, Staff asserted that it is
not necessary to make any revisions to the EIS filed on January 15, 2010.

Authority for this Rulemaking

24, The Commission possesses the authority to engage in rulemaking under both its
constitutional authority and its statutory authority endowed by the legislature. In the NPRM, Staff
cited both constitutional authority and statutory authority for this rulemaking.®

25.  Article 15, § 3 of the Arizona Constitution (“Art. 15, § 3”) provides, in pertinent part:

The Corporation Commission shall have full power to, and shall, prescribe
just and reasonable classifications to be used and just and reasonable rates
and charges to be made and collected, by public service corporations
within the State for service rendered therein, and make reasonable rules,
regulations, and orders, by which such corporations shall be governed in
the transaction of business within the State . . . and make and enforce
reasonable rules, regulations, and orders for the convenience, comfort, and
safety, and the preservation of the health, of the employees and patrons of
such corporations. . . .

The Arizona Supreme Court has declared that this constitutional provision gives the Commission
exclusive authority to establish rates and to enact rules that are reasonably necessary steps in
ratemaking and, further, that deference must be given to the Commission’s determination of what
regulation is reasonably necessary for effective ratemaking.’

26.  Asis discussed further below, the Commission finds that the proposed IRP Rules are

reasonably necessary for effective ratemaking and thus that this rulemaking is wholly authorized

7 The two individuals, a married couple who are SRP customers, were informed that the Commission also has a

pending rulemaking for electric energy efficiency rules and were provided with the NPRM for that rulemaking, for which
the oral proceeding was scheduled on March 5, 2010.

8 Specifically, Staff cited the following: Arizona Const. Art. 15, § 3; AR.S. §§ 40-202, 40-203, 40-321, 40-322, 40-
281, and 40-282.

Arizona Corporation Comm’n v. Woods, 171 Ariz. 286, 294 (1992) (“Woods™) (concluding that the Commission had
the authority under its constitutional ratemaking power to enact its Affiliated Interest rules, because they are reasonably
necessary for ratemaking, and giving deference to the Commission’s determination of what regulation is reasonably
necessary for effective ratemaking).
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1 | under Art. 15, § 3. However, without waiving its position that this rulemaking is wholly authorized
2 | by Art. 15, § 3, the Commission also sets forth herein its statutory authority, and its additional
3 | constitutional authority, for this rulemaking.
4 217. AR.S. § 40-202(A) provides: “The commission may supervise and regulate every
5 | public service corporation in the state and do all things, whether specifically designated in this title or
6 | in addition thereto, necessary and convenient in the exercise of that power and jurisdiction.” This
7 | language, although very broad, has been interpreted by the Arizona Supreme Court as bestowing no
8 |l additional powers on the Commission other than those already granted by the Arizona Constitution or
9 | specifically granted elsewhere by the legislature, although the Court acknowledged that it also
10 | provides the Commission the authority to do those things necessary and convenient in the exercise of
11 || the powers so granted."
12 28. A.R.S. § 40-203 states:
13 When the commission finds that the rates, fares, tolls, rentals, charges or
classifications, or any of them, demanded or collected by any public
14 service corporation for any service, product or commodity, or in
connection therewith, or that the rules, regulations, practices or contracts,
15 are unjust, discriminatory or preferential, illegal or insufficient, the
commission shall determine and prescribe them by order, as provided in
16 this title."’
17 29, ARS. § 40-321(A) states:
! When the commission finds that the equipment, appliances, facilities or
19 service of any public service corporation, or the methods of manufacture,
distribution, transmission, storage or supply employed by it, are unjust,
20 unreasonable, unsafe, improper, inadequate or insufficient, the
commission shall determine what is just, reasonable, safe, proper,
21 adequate or sufficient, and shall enforce its determination by order or
22 regulation.
23 30. AR.S. § 40-322(A) states, in pertinent part:
24 The commission may:
1. Ascertain and set just and reasonable standards, classifications,
25 regulations, practices, measurements or service to be furnished and
26 followed by public service corporations other than a railroad.
2. Ascertain and fix adequate and serviceable standards for the
27
28 1 Southern Pacific Co. v. Arizona Corp. Comm’n, 98 Ariz. 339, 348 (1965).

1 AR.S. § 40-203 (emphasis added).
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measurement of quantity, quality, pressure, initial voltage or other
condition pertaining to the supply of the product, commodity or service
furnished by such public service corporation.

3. Prescribe reasonable regulations for the examination and testing of the
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product, commodity or service and for the measurement thereof.

31. ARS. §§ 40-281 and 40-282 require a public service corporation to obtain a
Certificate of Convenience and Necessity (“CC&N”) from the Commission before constructing any
plant or system, prohibit a public service corporation from exercising any right or privilege under a
franchise or permit without first obtaining a CC&N, and authorize the Commission to attach to the
exercise of rights under a CC&N such terms and conditions as the Commission deems that the public
convenience and necessity require. (See A.R.S. §§ 40-281(A), (C); 40-282(C).)

32.  The Commission has authority for this rulemaking, both constitutional and statutory,
specifically with regard to requiring public service corporations to file information with the
Commission. Article 15, § 13 of the Arizona Constitution provides: “All public service corporations
... shall make such reports to the Corporation Commission, under oath, and provide such information
concerning their acts and operations as may be required by law, or by the Corporation Commission.”

In addition, A.R.S. § 40-204(A) states:

Every public service corporation shall furnish to the commission, in the
form and detail the commission prescribes, tabulations, computations,
annual reports, monthly or periodical reports of earnings and expenses,
and all other information required by it to carry into effect the provisions
of this title and shall make specific answers to all questions submitted by
the commission. If a corporation is unable to answer any question, it shall
give a good and sufficient reason therefor.

These provisions grant the Commission authority to require a public service corporation to provide
reports concerning both past business activities and future plans.12

33.  In addition, by its plain language, Art. 15, § 3 grants the Commission authority to
regulate public service corporations in areas other than ratemaking, specifically authorizing the
Commission to “make and enforce reasonable rules, regulations, and orders for the convenience,

comfort, and safety, and the preservation of the health, of the employees and patrons of [public

12 grizona Pub. Serv. Co. v. Arizona Corp. Comm’n, 155 Ariz. 263 (App. 1987), approved in part, vacated in part, 157
Ariz. 532 (1988).
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service] corporations.”13

Rationale for the Rulemaking
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34. At the oral proceeding for this rulemaking, Staff explained:

The purpose of resource planning is for load-serving entities to meet the
electric needs of their customers by choosing the best mix of resources
with input from stakeholders in a transparent process, with consideration
of reliability, deliverability, cost, environmental impacts, risk, other
utilities’ plans, and public policy. The proposed rulemaking would update
the existing resource planning rules and add sections on procurement and
on independent monitor selection and responsibilities.14

35.  Regulating electric utilities’ resource portfolios15 is an essential part of the
Commission’s efforts to meet its constitutional obligation to “prescribe just and reasonable rates and
charges to be made and collected . . . by public service corporations within the State for service
rendered therein”'® because a utility’s resource portfolio largely dictates its physical assets and
expenses.

36.  The public service corporations that currently meet the definition of “load-serving
entity” are AEPCO, APS, UNS, and TEP, all of whom are electric utilities subject to the current IRP
rules, and none of whom are small businesses.

37.  Arizona currently has a monopoly market structure for electric utilities.  The
Commission generally sets rates for the electric utilities using the following formula: (Rate Base x
Rate of Return) + Expenses = Revenue Requirement. “Rate Base™ is the dollar value of the physical
assets prudently ac;quired and used and useful in the provision of utility service. “Rate of Return” is
the authorized return on the utility’s rate base and is expressed as a percentage. “Expenses” are the
reasonable and prudent costs of service that cannot be capitalized, such as purchased power costs,
fuel costs, salaries, and taxes. The resulting “Revenue Requirement” is the amount that a utility is
authorized to collect from its customers through its rates and that the rates adopted by the

Commission are designed to produce. Thus, the rates that a utility is authorized to charge its

13 Ariz. Const., Art. 15, § 3. The Commission is aware of Arizona Corp. Comm 'n v. Pacific Greyhound Lines, 54 Ariz.
159 (1939) (“Pacific Greyhound) and its progeny.

¥ Trat4.

1S A utility’s resource portfolio is the collection of assets or obligations used to generate electricity or procure electricity

in the wholesale market.
16 Goe Ariz. Const., Art. 15, § 3; Decision No. 69127 (November 14, 2006).
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customers are inextricably related to the amount of physical assets (such as generation plant facilities)

used by the utility and the costs of service incurred by the utility (such as costs of purchasing power
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to meet peak load and the costs of the fuel sources used to generate electricity).

38.  If load-serving entities are permitted to recover the costs of compliance with the
revised IRP rules through ratemaking (because the costs of compliance are included as reasonable and
prudent expenses), the load-serving entities’ revenue requirements will be impacted.

39.  The increased generation source diversity required in load-serving entities’ long-term
resource plans under the revised IRP rules will impact the load-serving entities’ rate base (as a result
of decisions regarding whether to build additional plant, how much, and of what type) and the load-
serving entities’ expenses (likely by lowering costs through decreased reliance on volatile and
uncertain fossil-fuel based generation and increased use of more stable fuel sources) and should result
in long-term cost savings to the load-serving entities and thus to their customers because of decreased
reliance on volatile fossil-fuel based generation and increased reliability and cost stability.

40.  The increased generation source diversity required in load-serving entities’ long-term
resource plans, and the requirement for load-serving entities to consider and address environmental
impacts, such as air emissions, coal ash, and water consumption, should result in benefits to the
public at large that cannot be adequately quantified at this time.

41.  Because the procurement process set forth in the rules is generally consistent with the
BPPs previously adopted by the Commission, the procurement process should not result in a
significant change in costs to load-serving entities.

42. In the Decision adopting the Renewable Energy Standard and Tariff Rules (“REST
Rules”)!” (which require affected utilities'® to satisfy an annual renewable energy requirement by
obtaining renewable energy credits from eligible renewable energy resources and to satisfy a
distributed renewable energy requirement by obtaining renewable energy credits from distributed
renewable energy resources), the Commission made the following specific findings, which we affirm

herein:

7 The REST Rules are codified at A.A.C. R14-2-1801 through R14-2-1815.
18 An affected utility is a public service corporation serving retail electric load in Arizona that is not a utility
distribution company with more than half of its customers located outside of Arizona. (A.A.C. R14-2-1801 )
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Electric utilities’ generation portfolios consist primarily of fossil fuel

resources,
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Electric utilities need to add new generation resources to their portfolios to
meet load growth and ensure adequate service to customers;

Electric utilities” generation portfolios lack adequate and sufficient diversity to
promote and safeguard the security, convenience, health, and safety of their
customers and the Arizona public;

Renewable energy sources rely on free energy or very low-cost energy, are less
polluting than conventional energy sources, and are not subject to the same
price fluctuations and transporta;tion disruptions as are conventional fossil fuel
energy SOurces;

Continued reliance on fossil fuel generation resources without the addition of
renewable generation resources is inadequate and insufficient to promote and
safeguard the security, convenience, health, and safety of electric utilities’
customers and the Arizona public and is thus unjust, unreasonable, unsafe, and
improper;

It is just, reasonable, proper, and necessary to require a diverse fuel supply for
Arizona’s electricity needs in order to reduce reliance on fossil fuel energy
sources in Arizona and promote and safeguard the security, convenience,
health, and safety of electric utilities’ customers and the Arizona public;
Electric service provided from renewable resources is in the public interest;
and V

It is just, reasonable, proper, and necessary for the Commission to require
clectric utilities to include a minimum amount of renewable resources in their
energy portfolios in order to reduce air pollution emissions and their associated

external costs and to promote and safeguard the security, convenience, health,
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and safety of their customers and the Arizona public.'

43.  The proposed IRP rules are designed to ensure that the costs and rates for electric
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service over the long-run are just and reasonable, that electric service to Arizona customers is
adequate and reliable, and that adverse environmental impacts from fossil-fuel generation are
minimized to the extent feasible. The proposed IRP rules will accomplish this by requiring load-
serving entities to engage in long-term resource planning, to factor adverse environmental impacts
and energy efficiency into their planning processes, to consider using a wide range of resources
within their resource portfolios to promote fuel and technology diversity within their resource
portfolios, to diversify their energy resource portfolios by meeting established standards for
renewable energy resources and distributed generation energy resources, and to use procurement
processes based on the BPPs adopted in Decision No. 70032. To ensure that the Commission is kept
informed and is able to monitor load-serving entities’ resource planning processes, the proposed IRP
rules also require the load-serving entities to continue submitting historical data to the Commission
and to submit projections, work plans, and action plans to the Commission. The proposed IRP rules
are the progeny of a long line of rate-regulating rules and regulations; are reasonably necessary for
effective ratemaking and for the convenience, comfort, safety, and preservation of health of the
patrons of load-serving entities; and will result in the adoption of just, reasonable, safe, proper,
adequate, and sufficient standards for load-serving entities’ resource plans.

Rulemaking Requirements

44. ARS. § 41-1057(2) exempts Commission rules from AR.S. Title 41, Chapter 6,
Article 5, pertaining to review and approval of rulemakings by the Governor’s Regulatory Review
Council, but requires the Commission to “adopt substantially similar rule review procedures,
including the preparation of an economic impact statement and a statement of the effect of the rule on
small business.”

45.  ARS. § 41-1022(E) provides that if, as a result of public comment or internal review,

an agency determines that a proposed rule requires substantial change pursuant to A.R.S. § 41-1025,

9 See Decision No. 69127 at 54-55.
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the agency shall issue a supplemental notice containing the changes in the proposed rule and shall

provide for additional public comment pursuant to A.R.S. § 41-1023.
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46. AR.S. § 41-1025 provides that an agency must consider all of the following in

determining whether changes to a rule constitute a substantial change from the rule as proposed:

1. The extent to which all persons affected by the rule should
have understood that the published proposed rule would affect their
interests.

2. The extent to which the subject matter of the rule or the
issues determined by that rule are different from the subject matter or
issues involved in the published proposed rule.

3. The extent to which the effects of the rule differ from the
effects of the published proposed rule if it had been made instead.*

47. AR.S. § 41-1044 requires the Attorney General to review rules that are exempt
pursuant to A.R.S. § 41-1057 as to form and whether the rules are clear, concise, and understandable;
within the power of the agency to make; within the enacted legislative standards; and made in
compliance with appropriate procedures.

48.  Although Commission rules generally are subject to review and certification by the
Attorney General under A.R.S. § 41-1044 before they become effective, Commission rules
promulgated pursuant to the Commission’s exclusive constitutional ratemaking authority need not be
submitted to the Attorney General for certification.”’ However, a single rulemaking may contain both
rules that require Attorney General certification and rules that do not because they are made under the
Commission’s constitutional ratemaking authority.””

49.  The Moratorium provides that for fiscal year 2009-2010, an agency shall not conduct
any rulemaking that would impose increased monetary or regulatory costs on other state agencies,
political subdivisions, persons, or individuals or would not reduce the regulatory burden on the
persons or individuals so regulated. By its own terms, the Moratorium does not apply to rulemakings
“[t]o fulfill an obligation related to fees, rates, fines or regulations that are expressly delineated in the

constitution of this state” or “[tJo eliminate or replace archaic or illegal rules,” among others.

2 ARS. §41-1025(B).
2L Corbin v. Arizona Corp. Comm’n, 174 Ariz. 216, 219 (App. 1992); Phelps Dodge Corp. v. AEPCO, 207 Ariz. 95,
115 (App. 2004) (“Phelps Dodge™).

See, e.g., Phelps Dodge, 207 Ariz. at 129-30.
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(Moratorium subsections (B)(4), (7).) The Moratorium further provides that an agency shall not

conduct any rulemaking permitted by the Moratorium without the prior written approval of the
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Governor, but expressly exempts the Commission from that requirement. (Moratorium subsection
©).)

50. Because the Commission is conducting this rulemaking to fulfill its constitutional
ratemaking obligation under Art. 15, § 3, this rulemaking is not prohibited by the Moratorium. In
addition, the Commission is not required, by the express terms of the Moratorium, to obtain Governor
approval before proceeding with this rulemaking. |

51.  Although the Commission finds that this rulemaking is being conducted to fulfill the
Commission’s constitutional obligation under Art. 15, § 3, and pursuant to its plenary and exclusive
ratemaking authority under Art. 15, § 3, and thus that the Commission is not required to obtain
Attorney General certification of this rulemaking under A.R.S. § 41-1044, the Commission finds that
it is prudent, in an abundance of caution and without waiving its position as to its constitutional
authority for the rulemaking, to submit this rulemaking to the Attorney General for certification.

Public Comments

52. The Commission received one set of written comments, from WRA, after the
publication of the NPRM. WRA stated that the proposed IRP rules are in the public interest and
should be adopted by the Commission, with a few clarifications, and that the proposed IRP rules have
many strengths, including explicit reference to environmental impacts of power generation,
recognition of the uncertainties encountered in planning, recognition of the multiple objectives of
resource planning, the public input process to be used in creating resource plans, and Commission

acknowledgment of resource plans. WRA further stated:

Arizona electric utilities will be making numerous resource decisions in
the coming decades and their choices will affect electric rates, their own
financial condition, and environmental quality. These decisions will be
made in a fog of uncertainty and the resource planning process can help
manage the risks posed by uncertain fuel prices, uncertain capital costs for
new resources, risks to cost recovery, and potential costs of reducing
environmental impacts.

WRA requested that the following clarifying changes be made to the proposed IRP rules:
a. In Rule 701(33), in the definition of “Production Cost,” that the phrase
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“(including fuel cost),” which was stricken in the proposed IRP rules, be

restored;
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b. In Rule 704(B), that “Environmental impacts of resource choices and
alternatives” be listed as a factor to be considered by the Commission, to make
the rule consistent with the numerous provisions23 in the proposed IRP rules
requiring environmental impacts to be addressed; and

C. In Rule 703(F)(6), at the end of the subsection, that “or in an order of the
Commission” be added to clarify that an energy efficiency requirement set by
the Commission by order rather than by rule would need to be met in a load-
serving entity’s resource plan.

53.  The Commission did not receive any other written comments to the proposed IRP
rules during the formal comment period after the NPRM was published on January 8, 2010.

54.  During the oral proceeding in this matter, on March 4, 2010, the Commission received
oral comments from Interwest Energy Alliance, a participant in the Commission’s public process to
develop the proposed IRP rules, and from two private individuals who are customers of SRP.
Interwest Energy Alliance asserted that the public process was a very good process, with broad
participation and much collaboration; that the procurement methodology and independent monitor
provisions in the proposed IRP rules are very important for independent developers and are important
for making sure that good resources are obtained in the future; and that the proposed IRP rules will be
“a very important tool for commissioners, for utilities, [and] for stakeholders moving forward to be
able to evaluate really complex issues that we’re starting to face in cnergy.”24 One of the private
individuals urged the Commission to adopt aggressive energy efficiency standards and goals in rules,
and both of the private individuals expressed support for the direction the Commission is taking with
regard to energy efﬁciency.25

55. A document summarizing the written and oral comments received on the proposed

2 WRA asserted that the proposed IRP rules include more than a dozen passages pertaining to analysis and
consideration of the environmental aspects of various generation resources and their alternatives, citing Rule 703(D)(17)
and Rule 703(F)(3) as two such examples.

#* Tratl2.

2 SeeTr. at13-17.
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IRP rules and providing the Commission’s responses to those comments is attached hereto as Exhibit

E and incorporated herein. The summary of comments and the Commission’s responses to those

B~
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comments, as set forth in Exhibit E, should be included in the Preamble for a Notice of Final
Rulemaking in this matter.

Probable Economic Impacts

56.  Staff’s EIS asserts that load-serving entities may incur additional costs as a result of
this rulemaking because they will be required to increase their analyses and reporting activities; that
these additional costs may be recovered through load-serving entities’ rates to customers; and that
customers of load-serving entities (private entities or political subdivisions) will benefit from
expanded resource planning that considers the total cost of electric energy services, reliability, and
risk and may benefit from a fair and transparent procurement process that will encourage the lowest
prices for the acquisition of resources. We find that these assertions are accurate and should be
included in the EIS for this rulemaking.

57.  We also find that the information set forth in Findings of Fact Nos. 36 through 41
should be added to the EIS for this rulemaking to reflect more fully the rulemaking’s impacts.

Staff’s Recommendations

58. Staff recommends the following changes to the language of the proposed IRP rules as
published in the NPRM:

a. The changes requested by WRA in its written comments, as set forth in
Findings of Fact No. 52, which Staff asserts are clarifications;

b. In 703(D)(1)(h), that the language “, including the cost of compliance with
existing and expected environmental regulations” be added at the end of the
subsection to accommodéte language currently included in 703(D)(17) but
more appropriately included in 703(D)(1)(h);

C. In 703(D)(17), in the first sentence, that the language “a plan” be deleted

% Staff asserted that not including “or in an order of the Commission” in Rule 703(F)(6) was an oversight, as it was
always contemplated that any Commission energy efficiency standards set by order as opposed to rule would be
addressed in resource plans. (Tr. at 10.) In addition, Staff asserted that adding the concept of environmental impact to the
factors to be considered in Rule 704(B) is merely a clarification, as Staff considered environmental impacts to be
encompassed within Rule 704(B)(7) and/or 704(B)(8). (Tr. at 11.)
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1 before “for reducing water consumption” to clarify that reducing water

2 consumption can be included in the plan for reducing environmental impacts;

3 d. In 703(D)(17), that the second sentence be deleted because it is more

4 appropriate for the language to be included in 703(D)(1)(h) and because the

5 language is redundant with 703(E)(1)(d);

6 e. In 703(D)(17), that the last two sentences be deleted and moved to a separate

7 subsection 703(I), with conforming changes, because a separate subsection

8 would be a more appropriate location;

9 f. In 703(F)(4), that the language preceding the list be revised to read “Will
10 include renewable energy resources to meet or exceed the greater of the
11 Annual Renewable Energy Requirement in R14-2-1804 or the following
12 annual percentages of retail kWh sold by the load-serving entity” to improve
13 clarity;

14 g. In 703(F)(5), that the language preceding the list be revised to read “Will
15 include distributed generation energy resources to meet or exceed the greater
16 of the Distributed Renewable Energy Requirement in R14-2-1805 or the
17 following annual percentages as applied to the load-serving entity’s Annual
18 Renewal Energy Requirement” to improve clarity; and

19 h. In 706(D), that the language “Staff considers to be qualified” be changed to
20 read “Staff has determined to be qualified” to improve clarity.

21 | Resolution

22 59.  The changes recommended by Staff as set forth in Findings of Fact No. 58 would
23 [ increase the clarity, conciseness, and understandability of the proposed IRP rules and should be
24 { adopted.

25 60.  The changes recommended by Staff as set forth in Findings of Fact No. 58 would not
26 |l result in a substantial change to the proposed IRP rules, as determined under A.R.S. § 41-1025, and
27 | would not necessitate a Notice of Supplemental Proposed Rulemaking because they will not change
28 | the persons affected by the rules, the subject matter of the rules, the issues determined by the rules, or
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1 | the effects of the rules.
2 61.  As published in the NPRM, the proposed IRP rules included several minor errors that
3 | should be corrected in the Notice of Final Rulemaking for this rulemaking,”’ specifically:
4 a. In subsection 703(D)(3)(c), the words “An explanation of” should be removed
5 as redundant and replaced with “the The”’;
6 b. In subsection 703(B)(1)(i), a stricken comma should appear before the
7 underlined semicolon;
8 c. In subsection 703(D)(14)(d), commas should be included before “including”
9 and after “consumption”;
10 d. In subsection 704(D), the misspelling of “acknowledgment” should be
11 corrected, and “the” should be underlined after “Fhe”;
12 e. The labels for subsections 703(B)(1)(1), (B)(1)(p), and (B)(4) should not be in
13 strikeout; and
14 f. The labels for subsections 703(D) and (E) should not be in strikeout,
15 62.  The proposed IRP rules, with the changes recommended by Staff in Findings of Fact
16 || No. 58 and the minor corrective changes described in Findings of Fact No. 61 (“revised IRP rules”),
17 | are set forth in Exhibit D and incorporated herein and should be adopted by the Commission.
18 63.  The revised IRP rules, as set forth in Exhibit D, should be submitted to the Attorney
19 | General’s Office for approval pursuant to A.R.S. § 41-1044, in the form of a Notice of Final
20 | Rulemaking that includes a Preamble complying with A.R.S. § 41-1001(14)(d), along with a separate
21 | Economic, Small Business, and Consumer Impact Statement that combines the information contained
22 [ in the EIS filed by Staff and the information set forth in Findings of Fact Nos. 36 through 41.
23 CONCLUSIONS OF LAW
24 1. Pursuant to Arizona Constitution, Art. 15, § 3, the Commission has authority and
25 || jurisdiction to amend Article 7 and Rules 701 through 704 and to adopt Rules 705 and 706 as
26 | reflected in Exhibit D.
27
28

" Several of these errors appear to have resulted from changes made at the Office of the Secretary of State.
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2. The revised IRP rules, as set forth in Exhibit D, are reasonably necessary steps for

effective rulemaking and are reasonably necessary for the convenience, comfort, safety, and

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

preservation of health of the patrons of load-serving entities and will result in the adoption of just,
reasonable, safe, proper, adequate, and sufficient standards for load-serving entities’ resource plans.

3. Because the Commission is adopting the revised IRP rules to fulfill its constitutional
ratemaking obligation under Art. 15, § 3, this rulemaking is not prohibited by Laws 2009, Chapter 7,
§ 28 (3" Special Session).

4. Although the Commission is not required to submit rulemakings authorized by the
Commission’s constitutional authority under Art. 15, § 3 to the Attorney General for certification
under A.R.S. § 41-1044, it is permissible for the Commission to do so, and the Commission’s
decision to do so does not constitute a waiver of its position that this rulemaking is wholly authorized
by Art. 15, § 3.

5. Pursuant to Arizona Constitution, Art. 15, §§ 3 and 13 and A.R.S. §§ 40-202(A), 40-
203, 40-204(A), 40-281(A), 40-282(C), 40-321(A), and 40-322(A), the Commission has additional
authority and jurisdiction to amend Article 7 and Rules 701 through 704 and to adopt Rules 705 and
706 as reflected in Exhibit D.

6. Notice of the oral proceeding regarding the NPRM was provided in the manner
prescribed by law.

7. Article 7 and Rules 701 through 706, as set forth in Exhibit D, contain no substantial
changes from the proposed IRP rules as published in the NPRM.

8. Article 7 and Rules 701 through 706, as set forth in Exhibit D, are clear, concise, and
understandable; within the Commission’s power to make; within enacted legislative standards; and
made in compliance with appropriate procedures.

9. Adoption of Article 7 and Rules 701 through 706, as set forth in Exhibit D, is in the
public interest.

10. A separate Economic, Small Business, and Consumer Impact Statement that combines
the information contained in the EIS filed by Staff and the information set forth in Findings of Fact

Nos. 36 through 41 will comply with A.R.S. § 41-1057(2) and should be adopted.
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11. The summary of the written and oral comments received concerning the NPRM and

the Commission’s responses to those comments set forth in Exhibit E are accurate, will comply with
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AR.S. § 41-1001(14)(d), and should be included in the Preamble for the Notice of Final Rulemaking
for this matter.
ORDER

IT IS THEREFORE ORDERED that Arizona Administrative Code Title 14, Chapter 2,
Article 7, and Rules R14-2-701 through R14-2-706, as set forth in Exhibit D, are hereby adopted.

IT IS FURTHER ORDERED that the Commission’s Utilities Division Staff/Legal Division
Staff shall create a separate Economic, Small Business, and Consumer Impact Statement that
combines the information contained in the EIS filed by Staff and the information set forth in Findings
of Fact Nos. 36 through 41 and that the Commission hereby adopts the separate Economic, Small
Business, and Consumer Impact Statement so created.

IT IS FURTHER ORDERED that the Commission’s Utilities Division Staff/Legal Division
Staff shall prepare and file with the Office of the Attorney General, for approval pursuant to Arizona
Revised Statutes § 41-1044, a Notice of Final Rulemaking that includes the text of Arizona
Administrative Code Title 14, Chapter 2, Article 7, and Rules R14-2-701 through R14-2-706, as set
forth in Exhibit D, and a Preamble that conforms to Arizona Revised Statutes § 41-1001(14)(d) and
includes a summary of comments and Commission responses as set forth in Exhibit E. The
Commission’s Utilities Division Staff/Legal Division Staff shall also file with the Office of the
Attorney General the separate Economic, Small Business, and Consumer Impact Statement required
to be created by the second ordering paragraph herein and any additional documents required by the

Office of the Attorney General for its approval process.
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IT IS FURTHER ORDERED that the Commission’s Utilities Division Staff/Legal Division

Staff is authorized to make non-substantive changes in the adopted Arizona Administrative Code-
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Title 14, Chapter 2, Article 7, and Rules R14-2-701 through R14-2-706, as set forth in Exhibit D; the
adopted Economic, Small Business, and Consumer Impact Statement; and any additional documents

required by the Office of the Attorney General in response to comments received from the Office of

the Attorney General during the approval process under Arizona Revised Statutes § 41-1044 unless,
after notification of those changes, the Commission requires otherwise.
IT IS FURTHER ORDERED that this Decision shall become effective immediately.
BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

CHAIRMAN COMMISSIONER

COMMISSIONER COMMISSIONER COMMISSIONER
IN WITNESS WHEREOF, I, ERNEST G. JOHNSON,
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2010.
ERNEST G. JOHNSON
EXECUTIVE DIRECTOR

DISSENT

DISSENT

SNH.db
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EXHIBIT “A”

Arizona Administrative Register / Secretary of State
Notices of Proposed Rulemaking

NOTICE OF PROPOSED RULEMAKING

TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPORATIONS AND ASSOCIATIONS;
SECURITIES REGULATION

CHAPTER 2. CORPORATION COMMISSION
FIXED UTILITIES

Editor s Note: The following Notice of Proposed Rulemaking is exemﬁt from Laws 2009, 3rd Special Session, Ch. 7, § 28. (See
the text of § 28 on page 74.)

[R09-140]
PREAMBLE
1. Sections Affected Rulemaking Action
Article 7 Amend
R14-2-701 Amend
R14-2-702 Amend
R14-2-703 Amend
R14-2-704 Amend
R14-2-705 New Section
R14-2-706 New Section
2. The specific authority for the rulemaking, including both the authorizing statute (general) and the statutes the
rules are implementing (specific):
Authorizing statute: Arizona Constitution Article XV § 3; A.R.S. §§ 40-202; 40-203; 40-321, 40-322, 40-281, 40-282
Implementing statute: Arizona Constitution Article XV § 3; A.R.S. §§ 40-202; 40-203; 40-321, 40-322, 40-281, 40-
282
3. Alist of all previous notices appearing in the Regisier addressing the proposed rule;
Notice of Rulemaking Docket Opening: 16 A.A.R. 72, January 8, 2010 (in this issue)
4. The name and address of agency personnel with whom persons may communicate regarding the rulemaking:;
Name: Maureen A. Scott, Esq. .
Attorney, Legal Division, Corporation Commission
Address: 1200 W. Washington St.
Phoenix, AZ 85007
Telephone: (602) 542-3402
Fax: (602) 542-4870
E-mail: mscott@azcc.gov
or
Name: Barbara Keene
Public Utilities Analyst, Corporation Commission
Address: 1200 W. Washington St.
Phoenix, AZ 85007
Volume 16, Issue 2 . Page 34 January 8, 2010
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Arizona Administrative Register / Secretary of State
Notices of Proposed Rulemaking

Telephone: (602) 542-0853
Fax: (602) 364-2270
E-mail: bkeene@azee.gov

5. An explanation of the rule, including the agency’s reasons for initiating the rule:
The purpose of Resource Planning is for load-serving entities to meet the electric needs of their customers by choos-
ing the best mix of resources, with input from stakeholders in a transparent process, with consideration of reliability,
deliverability, cost, environmental impacts, risk, other utilities’ plans, and public policy. In its planning process and in
meeting its load obligations, a load-serving entity shall consider all available options.

The Arizona Corporation Commission (“Commission”) adopted the existing Resource Planning rules in 1989. In
2007, the Commission issued Decision No. 67744 which ordered Commission staff to schedule workshops on
resource planning issues to focus on developing needed infrastructure and developing a flexible, timely, and fair com-
petitive procurement process. If necessary, the workshops would be followed with rulemaking to amend existing
rules.

The proposed rulemaking would update the existing Resource Planning rules and add Sections on Procurement and
on Independent Monitor Selection and Responsibilities.

6. A reference fo any study relevant to the rule that the agency reviewed and proposes either to rely on or not to rely
on in its evalnation of or justification for the rule, where the public may obtain or review each stndy, all data

underlying each study. and any analysis of each study and other supporting material:
None

7. A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a previ-

ous grant of authority of a political subdivision of this state:
Not applicable

8. The preliminary summary of the economic, small business. and consumer jmpact:
The public at large will benefit from expanded resource planning that considers the total cost of electric energy ser-
vices, reliability, and risk. A fair and transparent procurement process will encourage the lowest prices for the acqui-
sition of resources.

Load-serving entities will be required to increase their analyses and reporting activities. Although the load-serving
entities are now engaging in some of the required activities, they may incur additional costs of complying with the
rules.

Probable costs to the Commission of the proposed rulemaking would include costs associated with reviewing filings,
and participating in meetings and hearings.

9. The name and address of agency personnel with whom persons may communicate regarding the accuracy of the
economic, small business, and consumer impact statement:

Name: Maureen A. Scott, Esq.
Attorney, Legal Division, Arizona Corporation Commission
Address: 1200 W. Washington St.
Phoenix, AZ 85007
Telephone: (602) 542-3402
Fax: (602) 542-4870
E-mail: mscott(@azce.gov
or
Name: Barbara Keene
Public Utilities Analyst, Arizona Corporation Commission
Address: 1200 W. Washington St.
Phoenix, AZ 85007
Telephone: (602) 542-0853
Fax: (602) 364-2270
E-mail: bkeene@azce.gov
January 8, 2010 Page 35 Volume 16, Issue 2
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Arizona Administrative Register / Secretary of State

Notices of Proposed Rulemaking

10. The time, place, and nature of the Droceedmgs for the making. amendment, or repeal of the rule. or if no proceed-

a0 s A [] M
Public comment wxl] be hcld on March 4, 2010, beginning at 10:00 a.m. or as soon as practlcable thereafter, in Hear-
ing Room 1 at the Commission’s Phoenix offices of the Arizona Corporation Commission located at 1200 W. Wash-
ington St., Phoenix, AZ 85007. Hearing Division requests initial written comments be received on or before February
16, 2010, and responsive comments be received on or before February 23, 2010. Comments should be submitted to
Docket Control at the above-address. Please reference docket number RE-00000A-09-0249 on all documents.

11. Any other matters prescribed by statute that are applicable to the specific agency or to any specific rule or class of
rules:
None

12. Incorporations by reference and their location in the rules:
None

13, The full text of the rules follows:

TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPORATIONS AND ASSOCIATIONS;
SECURITIES REGULATION

CHAPTER 2. CORPORATION COMMISSION
FIXED UTILITIES

ARTICLE 7. RESOURCE PLANNING AND PROCUREMENT

Section

R14-2-701.  Definitions

R14-2-702.  Applicability

R14-2-703.  UsHity-repertingrequirerents Load-serving Entity Reporting Requirements
R14-2-704.  Commission review-efutiity-plans Review of Load-serving Entity Resource Plans
R14-2-705.  Procurement

R14-2-706. Independent Monijtor Seiection and Responsibilities
ARTICLE 7. RESOURCE PLANNING AND PROCUREMENT

R14-2-701. Definitions

+

2

3

1 “Acknowledgment” means a Commlssmn determmatlon under R14- 2 704 that a plan meets the basic requirements
of this Article.

2. “Affiliated” means related through ownership of voting securities. through contract, or otherwise in such a manner

that one entity directly or indirectly controls another, is directly or indirectly controlled by another, or is under direct
or indirect common control with another entity.

5-3. “Benchmark” - means to calibrate against a known set of values or standards.

6-4. “Book life” - means the expected time period over which a power supply source will be available for use by the-utiity
a_load-serving entity.

5. “Btu” means British thermal unit.

76. “Capacity” - means the amount of electric power, measured in megawatts, whieh that a power source is rated to pro-

videseitherby-the-userthe supplierer-the-manufacturer.

$-7. “Capital costs” - means the construction and installation cost of facilities, including land, land rights, structures, and
eqmpment

8 ‘Comc1dent geak” means the maximum of the sum of two or more dcmands that occur in the same demand mter\/a]=
which demand interval may be established on an annual. monthly, or hourly basis.

36-9. “Customer class” - means a greup subset of customers categorized according to with similar characteristics, such as
amount of energy consumeds;; amount of demand placed on the energy supply system at the system peak;; hourly,
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daily, or seasonal Joad patterns; primary type of activity engaged in by the customer, including residential, commer-

Cial. indusirial, agricultural, and governmental; and location. CustomerElasser ey hreradeTesrdentiat, commereiah

2 s » .
1110, “Decommissioning” - means the process of safely and economically removing a generating unit from service.

13:11. “Demand management” - means beneficial reduction in the total cost of meeting electric energy service needs by
reducing or shifting in time the-demand-for electricity usage.

+4:12, “Derating” - means a reduction in a generating unit’s capacity.

1513, “Discount rate” - means the interest rate used to calculate the present value of a cost or other economic variable.

14. “Docket Control” means the office of the Commission that receives all official filings for entry into the Commission’s
public electronic docketing system.

15. “Emergency” means an unforeseen and unforeseeable condition that:

a. Does not arise from the load-serving entity’s failure to engage in good utility practices
b. Istemporary in nature, and
c. Threatens reliabjlity or poses another significant risk to the system.

16. “End use” - means the final application of electric energy, for activities such as, but not limited to, heating, cooling,
running a-partientar an appliance; or motor, an industrial process, or lighting.

17. “Energy losses” - means the quantity of electric energy generated or purchaged that is not available for sale to end
users, for resale, or for use by the utiity load-serving entity;-attr 3 tsston; ton-distribution:
unaccountedforJosses.

18. “Escalation” - means the change in costs due to inflation, changes in manufacturing processes, changes in availability

of labor or materials, or other factors.

19. “Generating unit” means a specific device or set of devices that converts one form of energy {such as heat or solar
energy) into electric_energy. such as a turbine and generator or a set of photovoltaic cells.

20. “Heat rate” - means a measure of generating station thermal efficiency expressed in British-thermel-units{Btus} per
net kilewatt-hour kilowatt-hour and computed by dividing the total Btu content of fuel used for electric generation by

the kiowatt-hours kilowatt-hours of electricity generated.

ment:

21. “Independent monitor” means a company or consultant that is not affiliated with a load-serving entity and that is

selected to oversee the conduct of a competitive procurement process under R14-2-706.

“Integration” means methods by which energy produced by intermittent resources can be incorporated into the elec-

tric grid.

23. “Intermittent resources” means electric power generation for which the energy production varies in response to natu-
rally occurring processes like wind or solar intensity.

23.24. “Interruptible power” - means power made available under agreements—whieh an agreement that permit permits
curtailment or cessation of delivery by the supplier.

24-25. “In-service date” - means the date a power supply source becomes available for use by the-utiity a load-serving
entity.

26. “Load-serving entity” means a public service corporation that provides electricity generation service and operates or
owns. in whole or in part. a generating facility or facilities with capacity of at least 50 megawatts combined.

27. “Long term” means having a duration of three or more years.

2528, “Maintenance” - means the repair of generation, transmission, distribution, and administrative, and general facili-
tiess; replacement of minor itemss; and installation of materials to preserve the efficiency and working condition of
the facilities.

|N
]

27.29. “Mothballing” - means the temporary removal of a generating unit from active service and accompanying teng-
term storage activities.

2830, “Operate” - means to manage or otherwise be responsible for the production of electricity from by a generating
facility, whether that facility is owned by the operator, in whole or in part, or whetherthat-feetlity-is-6vwned by another

January 8, 2010 Page 37 Volume 16, Issue 2

DECISION NO.




DOCKET NO. RE-00000A-09-0249

Arizona Administrative Register / Secretary of State
Notices of Proposed Rulemaking

A sted-toproduchreeleetrieity:

39—3 1. ‘Partlclpatlon rate” - means the proportion of customers who take part in a specific program.

3132, “Probabilistic analysis” - means a systematic evaluation of the effect, on costs, reliability, or other measures of per-
formance, of the-+ange-of possible events affecting factors whieh that influence performance, considering the chanees
likelihood that the events will occur.

32:33. “Production cost” - means the variable operating costs and maintenance eest-{ineluding-fuel-eost) costs of produc-
ing electricity through generation and plus the cost of purchases of power sufficient to meet demand.

33-34. “Refurbish” - means to make major changes, more extensive than maintenance or repair, in the power production,
transmission, or distribution characteristics of a component of the power supply system more-extensive-than-mainte-
nanee-or-repair, such as by changing the fuels whieh that can be used in a generating unit or changing the capacity of
a generating unit.

3435, “Reliability” - means a measure of the ability of the-utiity’s a load-serving entity’s generation, transmission, and or

distribution systers system to provide power without failures—Relability-sheuld-be, measured separately-for-genera-
tion-transmission;-and distribution-systems-—Measuresay 1o reflect the prepertion portion of time that eaeh a system

is unable to meet demand or the kiHewatt-hours kilowatt-hours of demand that could not be supplied.

36. “Renewable energy resource™ means an energy resource that is replaced rapidly by a natural, ongoing process and
that is not nuclear or fossil fuel.

3537, “Reserve requirements™ - means the capacity whieh-the-utility that a load-serving entity must maintain in excess of
its peak load to provide for scheduled maintenance, forced outages, unforeseen loads, emergencies, system operating
requirements, and pewerpeshrequirements reserve sharing arrangements.

38. “Reserve sharing arrangement™ means an agreement between two or more load-serving entities to provide backup

capacity.
36—.»9 ‘Resource plannmg” - means mtegx ated Supp]y and demand m%ms—fei—{he—pﬁrpese—ehdeﬁﬁ«ﬁﬂﬁg—the—me&ns—ef

analyses completed as

descnbed in this Amclc

40. “RFP” means request for proposals.

3741, “Self generation” - means the production of electricity by an end user by-eny-means-neludingeogeneration.

38-42. “Sensitivity analysis” - means a systematic assessment of the degree of response of costs, reliability, or other mea-
sures of performance to changes in assumptions about factors wwhiek that influence performance.

43. “Short term” means having a duration of less than three years.

39-44. “Spinning reserve” - means the capacnty swhich-the-utitity a load-serving entity must maintain connected to the sys-
temn and ready to deliver power promptly in_the event of an unexpected loss of generation source——"Fhe—ea-peeft-y—m-ay
be, expressed as a percentage of peak load, as a percentage of the largest generating unit, or &s jn fixed megawatts.

45. “Staff” means individuals working for the Commission’s Utilities Division, whether as employees or through con-
tract.

46. “Third-party independent energy broker” means an entity, such as Prebon Energy or Tradition Financial Services, that
facilitates an energy transaction between separate parties without taking title to the transaction,

47. “Third-party online trading system” means a computer-based marketplace for commodity exchanges provided by an
entity that is not affiliated with the load-serving entity, such as the Intercontinental Exchange, California Independent

System Operator, or New York Mercantile Exchange.
40-48, “Total cost” - means all capital, operating, maintenance, fuel, and dccommissioning costs, plus the costs associated

with mitigating any adverse environmental effects, mcurred- y end users, load- servmg entltleg, or others, in the pro-
vision or conservation of electric energy services SeFS;t es hers-and-an adverse-en

o0

tricity Dubllc service corporation that becomes a load -serving entity by increasing its Eencratmz capacity to at least 50

megawatts combined shall provide written notice to the Commission within 30 days after the increase and shall comply
with the filing requirements in this Article within two years after the notice is filed.
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C. The Commxssnon may= by Orde I, cxcmpt a a-t-x-l-x-%y load- servmg entlgy from ’ehese+eqﬂ1+emeﬁt-s comDIVmE with any provi-

the The burden of comphance WIth this the Qrovxsmn, or th Artxcle asa whole exceeds the potentlal fer—ees%—saw—ngs
resulting benefits to customers in the form of cost savings, service reliability, risk reductions, or reduced environmen-
tal impacts that would result from its-partieipation the load-serving entity’s compliance with the provision or Article;
and
The public interest will be served by the exemption.
D. A load-serving entity that desires an exemption shall submit to Docket Control an application that includes. at a mini-
mum:
1. The reasons why the burden of complying with the Article, or the specific provision in the Article for which exemp-
tion is requested. exceeds the potential benefits to customers that would result from the load-serving entity’s compli-
ance with the provision or Article:
Data supporting the load-serving entity’s assertions as to the burden of compliance and the potential benefits to cus-
tomers that would result from compliance; and
3. The reasons why the public interest would be served by the requested exemption.
E. A load-serving entity shall file with Docket Control, within 120 days after the effective date of these rules, the documents

N

>

that would have been due on April 1, 2010, under R14-2-703(C). (D), (E), (F). and {(H) had the revisions to those subsec-
tions been effective at that time.

esﬂm&&es—weﬁ&mﬁde- A load -serving entltv sha]l bv Anrll 1 of each vear fle with Docket Control a commlatlon of thc
following items of demand-side data, including for each jtem for which no record is maintained the load-serving entity’s
best estimate and a full description of how the estimate was made:
1. Hourly demand for the previous calendar year, disaggregated by:

a. Sales to end users;;

b. Sales for resale;;

c. Energy losses;; and

d. Other disposition of energy, such as energy furnished without charge and energy used by the utiity: load-serving

entity;
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4. Reduction in load (k L]owatt and kilowatt-hours) in the Drevnous calendar year due to existing demand management

measures; by I,)’PCUI demand maudgcmem Teasure; e }Jl\,\luug CHEGaE Yy eaf.

B.
e‘eseﬁbe—hew—ﬂaese—esaﬁmes—wefe—mﬁée- A load -serving entxtv shall bv ADn] 1 of each year fle thh Docket Control a
compilation of the following jtems of supply-side data. including for each item for which no record is maintained the
load-serving entity’s best estimate and a full description of how the estimate was made:

1. For each generating unit and purchased power contract for the previous calendar year:

a. In-service date and book life or contract periods;

b. Boeeklifeereontractperiod Type of generating unit or contracts:

c. Capaeity The load-serving entity’s share of the generating unit’s capacity, or of capacity under the contract. in
megawatts (utitity-share);; :

d. Maximum generating unit or contract capacity, by hour day, or month, if such capacity varies ever during the
years;

e. Foreedoutagerate Annual capacity factor (generating units only);

f.  Average heat rate of generating units and, if available, heat rates at selected output levelss;

g. Fuel Averape fuel cost for generating units, in dollars per million Btu for each type of fuels;

h.  Other variable operating and maintenance costs for generating units, in dollars per megawatt hours;

i.  Purchased power energy costs for eentraet-purehases Jong-term contracts, in dollars per megaw&tt—-heuf mega-
watt-hour;

J. Fixed operating and maintenance costs of generating units, in dollars per megawatt for-theyear:

k. Demand charges for purchased powers;

. Fueltypesforgeneratingunits; Fuel type for each generating unit;

m. Minimum capacity at which the generating unit would be run or power must be purchaseds;

n.  Whether, under standard operating procedures, the generating unit must be run if it is available to rung;

0. Maintenenee-sehedulesfor generating-units; Description of each generating unit as base load. mtelmedlate or
peaking;

p: Het gta—+e a e e ~ HHEREES e HC—d c 2 1OR

Envxronmemal lmgacts, mcludmg air emission guantltxcs (in_metric tons o

pounds) and rates (in quantmes per megawatt-hour) for carbon dipxide, nitrogen oxides. sulfur dioxide, mercury.
particulates, and other air emissions subject to current or expected future environmental regulation:

a. Water consumption quantities and rates: and

1. Tons of coal ash produced per generating unit;

2. For the power supply system for the previous calendar year:

a. A description of generating unit commitment proceduress;

b. Production cost;;

c. Reserve requirements;;

d. Spinning reserve;;

e. Rehablllty of generating, transmission, and distribution systems;;

f. Purchase and sale prices, averaged by month. for the aggregate of all purchases and sales
related to short-term contracts; and

g. Energy lossess;

3. The level of eogeneration-and-otherforms-of self generation in the utiitys load-serving entity’s service area for the
prevmus cal endar year— and

4 : : ansmission-system ineluding the-eapac :
&aﬁsm-lss-reﬁ—sys{em— An exolanatnon of any resource procurement Drocesses used bv the load -serving entmL during
the previous calendar year that did not include use of an RFP, including the exception under which the process was
used.

C.

ﬁem~ A load-servmg entity shall by Apn) l of each even year, f le thh Docket Control a commlatron of the followmz

items of load data and analyses, which may include a reference to the last filing made under this subsection for each item

for which there has been no change in forecast since the last filing:

1. Fen-year Fifteen-year forecast of system coincident peak load (megawatts) and energy demanded consumption
(megawatt-hours megawatt-hours) by month and year, expressed separately for residential, commercial, industrial,
interruptible; and other eustemers; customer classes; for interruptible power; for resale;; and for energy losses:;
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managemcnt measures are assumed, and a component indieating a ssummg the change in load due to addltlonal fore—
casted demand management measuress; and and

7.3, Documentation of all sources of data, analyses, methods, and assumptions used in making the demand |oad forecasts,
including:
& 7 a description of how the forecasts were benchmarked; and
b- Justiffeatiens justifications for selectmg the methods and assumptions used;-awnd

A load -serving cntltv shall bv ADnl | of cach even year. ﬁle w1th Docket Control the following Drosoectwc analvses and
plans. which shall compare a wide range of resource options and take into consideration expected duty ¢ycles, cost projec-
tions, other analyses required under this Section. environmental impacts, and water consumption and may include a refer-
ence 1o the Jast filing made under this subsection for each item for which there has been no change since the last filing:

1. J:en-yeaf A lS-vear resource p]an pl ov1dmg for each year

Projected data for each of the items listed in

ubsectlon (B)( ), for each generatmg unit and pur chased power source, including each generating unit that is

expected to be new or refurbished during the period, which shall be designated as new or refurbished, as applica-
ble, for the year of purchase or the period of refurbxshment= &ﬁd

H 8 : - Projected data for each of the items listed in
ubsectlon (B)(2), for the power supp]y system=

b:¢c. Fer The_capital cost, construction_time. and construction_spending schedule for each generating unit that-is
xpected to b € new or refurblshed duri mg the perlod—

ed. The escalatlon lcvels assumed for each component of cost, such as, but not limited to. operating and mainte-
nance, environmental compliance, system integration, backup capacity. and transmission delivery, for each gen-
erating unit and purchased power source:;

de. For-the If discontinuation, decommissioning, or mothballing of any power source and or permanent deratings
derating of any generating facility is expected:

i. Identification of the gach power seurees source or urits generating unit involveds;

ii. The costs and spending schedule efsueh for each discontinuation, decommissioning, mothballing, or derat-
ing;: and '

iii. The reasons for each discontinuation, decommissioning, mothballing, or derating:;

ef. The capital costs and operating and maintenance costs of all new or refurbished transmission and distribution
facilities expected during the 15-year periods-and;

g. a-deseriptior An explanation of the need for and purpose of sueh all expected new or refurbished transmission
and distribution facilitiess, which explanation shall incorporate the load-serving entity’s most recent transmission
plan filed under A.R.S. § 40-360.02(A) and any relevant provisions of the Commission’s most recent Biennial
Transmission Assessment decision regarding the adequacy of transmission facilities in Arizona; and

h. Cost analyses and cost projections;

2. Documentation of the data, assumptions, and methods or models used to forecast production costs and power produc-

tion in—subseetion(PY} D -of this-Seetion for the 15-vear resource plan, including the method by which the forecast
was eatibrated-or benchmarked:;

3. Deseription A description of;
a. eaeh Each potential power source whieh that was rejected;;

b. the The capital costs, and operating costs, and maintenance costs of each rejected source;; and
c. An explanation of the reasons for rejecting each source:;

4. TFem-year A 15-year forecast of eegeneration—and-ether self generation by customers of the utiity Joad-serving entity,
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in terms of annual peak production (megawatts) and annual energy productlon (megawa’et—heﬁﬁ megawatt-hours )—
5. Disaggregation of the forecast ot subsection (D}(4) 6 FHris-Seetion OO OHCHE H vWieH VO CONTPOITE C
reflecting the self generation projected if no additional efforts are made to encourage s&eh—geﬁefaﬁeﬁ self gencratlo
and a-eompenent-consisting-of one reflecting the ehange-in-supply—due-to self generation projected to result from the
Joad-serving entity’s institution of additional forecasted cegeneration-and self generation measures:;
6. TFemyear A 15-year forecast of the annual capital costs and operating and maintenance costs by-year of all the eogen-
eration-and-other self generation ineluded-insubsection-(D)(5)of this-Seetion: identif] ed under subsections (D)(4) and

(5%

7. Documentation of the analysis of the eogeneration-and-ether self generation in-subseetion under subsections (D)(4)
through (6) efthisSeetion:,

8. A plan that considers using a wide range of resources and promotes fuel and technology diversity within its portfolio;

9. A calculation of the benefits of generation using renewable energy resources:

10, A plan that factors in the delivered cost of all resource options. including costs associated with environmental compli-
ance, system integration, backup capacity, and transmission delivery;

11, Analysis of integration costs for intermittent resources;

12. A plan to increase the efficiency of the load-serving entity’s generation using fossil fuel;

13. Data to support technology choices for supply-side resources:

14. A description of the demand management programs or measures included in the 15-year resource plan, including for
each demand management program or measure:
a. How and when the program or measure will be implemented:
b. The projected participation level by customer class for the program or measure:
c. The expected change in peak demand and energy consumption resulting from the program or measure;
d. The expected reductions in environmental impacts including air emissions, solid waste, and water consumption

attributable to the program or measure;

e. The expected societal benefits. societal costs, and cost-effectiveness of the program or measure:
f.  The expected life of the measure; and
2. The capital costs. operating costs, and maintenance costs of the measure and the program costs:

15. For each demand management measure that was considered but rejected:
a. A description of the measure;
b, The estimated change in peak demand and energy consumption from the measure;
c. The estimated cost-effectiveness of the measure:
d. The capital costs. operating costs, and maintenance costs of the measure, and the program costs; and
e. The reasons for rejecting the measure:

16. Analysis of future fuel supplies that are part of the resource plan; and

17. A plan for reducing environmental impacts related to air emissions, solid waste, and other environmental factors, and
a plan for reducing water consumption. The costs for compliance with current and projected future environmental
regulations shall be included in the analysis of resources reguired by R14-2-703(D) and (E). A load-serving entity or
any interested parties may also provide. for the Commission’s consideration, analyses and supporting data pertaining
1o environmental impacts associated with the generation or delivery of electricity, which may include monetized esti-
mates of environmental impacts that are not included as costs for compliance. Values or factors for compliance costs

environmental impacts. or monetization of environmental impacts may be developed and reviewed by the Commis-
sion in other orocccdmgs or stakeho]der workshops
E. 5 v - rovide-to-the Commission-the folewine-informationbyDecermbe

aﬁd—eveﬁj—t-hfee—yeafs—Eheieaﬁel- A load -serving entity shall bv April 1 of each even year, fi le with Docket Control a com-

pilation of the following analyses and plan

1. Analyses to identify and assess errors, nsks and uncertainties in the following, completed using apprepriate methods
such as sensitivity analyses analysis and probabilistic apalyses analysis-te-assess-errors-and-uncertainty-in:

Demand forecastss;,

The costs of demand management measures and power supplys:

The availability of sources of power;

The costs of compliance with existing and expected environmental regulations:

Any analysis by the load-serving entity in anticipation of potential new or enhanced environmental regulations;

d-f Changes in fuel prices; and availability:

g. Construction costs, capital costs. and operating costs; and

e—h Other factors w-h+eh thc uﬂ-l-l-t-y load- servmg entlgy WIshes to consxdel-

0o ja0 op
o je o«
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b Buildi | smablerynite ot onel i

e Sharirecopacity-withotherutifittes=aird
o t i -
2. A description and analysis of available means for managing the errors, risks. and uncertainties identified and ana-
lyzed in subsection (E)(1). such as obtaining additional information, limiting risk exposure, using incentives. creating
additional options, incorporating flexibility, and participating in_regional generation and transmission projects; and
3. A plan to manage the errors, risks, and uncertainties identified and analvzed in subsection (E)(1).

= geated et plaa—tach— r—shaH-previde-the-Commission—witho srated o Aia

E. A load-serving entity shall. by April 1 of each even year, file with Docket Control a 15-vear resource plan that:

1. Selects a portfolio of resources based upon comprehensive consideration of a wide range of supply- and demand-side
options:
Will result in the load-serving entity’s reliably serving the demand for electric energy services;

2.

3. Will address the adverse environmental impacts of power production;

4. Will include renewable energy resources so as to meet at Jeast the greater of the Annual Renewable Energy Reguire-
ment in R14-2-1804 or the following annual percentages of retail kWh sold by the load-serving entity:

Percentage of Retail kWh

Sold During Calendar Year

Calendar Year

2010 2.5%
2011 3.0%
2012 3.5%
2013 4.0%
2014 4.5%
2015 5.0%
2016 6.0%
2017 1.0%
2018 8.0%
2019 9.0%
2020 10.0%
2021 11.0%
2022 12.0%
2023 13.0%
2024 14.0%
after 2024 15.0%

5. Will include distributed generation energy resources so as 1o meet at least the greater of the Distributed Renewable
Energy Requirement in R14-2-1805 or the following annual percentages as applied to the load-serving entity’s
Annual Renewable Energy Requirement:

2007 5%
2008 10%
2009 15%
2010 20%
2011 25%
After 2011 30%
6.  Will address energy efficiency so as to meet any requirements set in rule by the Commission:
7. Will effectively manage the uncertainty and risks associated with costs, environmental impacts, load forecasts, and
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other factors;

8. Will achieve a reasonable long-te i
through (7) and the uncertainty of future costs, and
9. Contains all of the following:

a. A complete description and documentation of the plan, including supply and demand conditions. availability of
transmission, costs, and discount rates uiilized:

b. A comprehensive, self-explanatory load and resources table summarizing the plan:

c. A brief executive summary;

d. An.index to indicate where the responses to each filing requirement of these rules can be found; and
e. Definitions of the terms used in the plan.

G. A load-serving entity shall, by April 1 of each odd vear, file with Docket Control a work plan that includes:

1. An outline of the contents of the resource plan the load-serving entity is developing to be filed the following vear as
required under subsection (F);

2. The load-serving entity’s method for assessing potential resources;

3. The sources of the load-serving entity’s current assumptions; and

4. An outline of the timing and extent of public participation and advisory group meetings the load-serving entity
intends to hold before completing and filing the resource plan.

H. With its resource plan, a load-serving entity shall include an action plan, based on the results of the resource planning pro-
cess, that;

1. Includes a summary of actions to be taken on future resource acquisitions;
2. Includes details on resource types. resources capacity. and resource timing; and
3. Covers the three-year period following the Commission’s acknowledgment of the resource plan.

L. If aload-serving entity’s submission does not contain sufficient information to allow Staff to analyze the submission fully
for compliance with this Article, Staff shall request additional information from the load-serving entity. including the data
used in the load-serving entity’s analyses.

J. Staff may request that a load-serving entity complete additional analyses to improve specified components of the load-
serving entity’s submissions.

K. Ifaload-serving entity believes that a data-reporting requirement may result in disclosure of confidential business data or
confidential electricity infrastructure information. the load-serving_entity may submit to Staff a request that the data be
submitted to Staff under a confidentiality agreement. which request shall include an explanation justifying the confidential
treatment of the data.

L. Data protected by a confidentiality agreement shall not be submitted to Docket Control and will not be open to public

inspection or otherwise made public except upon an order of the Commission entered after written notice to the load-serv-
ing entity.

R14-2-704. Commlssnon rewew—e-f—u-t-l-hﬁup-lans Revu:w of Load-serv in Entx Resource Plan

A.
October 1 of each even year, Staﬁ shall t' le a report that contams its analyms and conc]usmns regardmg its state\;vide
review and assessmcnts ofthe load servmg entities’ hllnzs made under Rl4-2 703(C) (D) (E) (F) and (H).

’d’H-‘-i{-leS——a-Hﬁ‘l-yﬁeﬁ— Bv February 1 of each odd year, the Commnssnon shall issue an order acknowlcdzmg a load-servmg
entity’s resource plan or issue an order stating the reasons for not acknowledging the resource plan. The Commission shall

order an acknowledgment of a load-serving entity’s resource plan, with or without amendment, if the Commission deter-

mines that the resource plan, as amended if applicable, complies with the requirements of this Article and that the load-

erving entity’s resource plan is reasonable and in the public interest, based on the information available to the Commis-
sion at the tlme and consxderlng the followmg factors

1. The total cost of electrlc energy servicess;

2. The degree to which the factors whieh that affect demand, including demand management, have been taken into
accounts;

3. The degree to which nen-utHity supply alternatives, such as eegereration-and self generation, have been taken into
accounts;

4. Uncertainty in demand and supply analyses, forecasts, and plans, and
whether plans are sufficiently flexible to enable the load-serving entity to respond to unforeseen changes in supply
and demand factors:;

5. The reliability of power supplies-, including fuel diversity and non-cost considerations:
6. The reliability of the transmission grid;
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The degree to which the load-serving entity considered all relevant resources, risks, and uncertainties:
The depree to which the load-serving entity’s plan for future resources-is-in the best interest of its-eustomers:

i}

= =

S o=

The best combination of expected costs and associated risks for the load-serving entity and its customers: and

10. The degree to which the load-serving entity’s resource plan allows for coordinated efforts with other load-serving
entities.

The Commission may hold a hearing or workshop regarding a load-serving entity’s resource plan. If the Commission

holds such a hearing or workshop. the Commission may extend the February 1 deadline for the Commission to issue an

order regarding acknowledgment under subsection (B).

While no particular future ratemaking treatment is implied by or shall be inferred from the Commission’s acknowledge~

ment, the thc Commxssmn Paﬂy—sa-bﬁeqﬁeﬁﬂy shall consrdcr ﬁs—eeﬁsrs&eﬁeyﬁ‘eée%ﬂﬁﬂefkmﬂéﬁewewef—ﬁm}ﬁﬁng—app{p

fae&e*r a Ioad -serving entltv s fllmgs made undcr R]4 2-703 when the Commlssmn eva]uates the Dcrfomancc of thc load-
serving entity in subsequent rate cases and other proceedings.

A load-serving entity may seek Commission approval of specific resource planning actions.

A load-serving entity may_file an amendment to an acknowledged resource plan if changes in conditions or assumptions
necessitate a material change in the load-serving entity’s plan before the next resource plan is due to be filed.

R14-2-705. Procurement

A,

=

IO

Except as provided in subsection (B), a load-serving entity may use the following procurement methods for the wholesale

acquisijtion of energy. capacity, and physical power hedge transactions:

Purchase through a third-party online trading system;

Purchase from a third-party independent energy broker;

Purchase from a non-affiliated entity through auction or an RFP process:

Bilateral contract with a non-affiliated entity;

Bilateral contract with an affiliated entity, provided that non-affiliated entities were provided notice and an opportu-
nity to compete against the affiliated entity’s proposal before the transaction was executed; and

Any other competitive procurement process apgroved by the Commission,

A load-serving entity shall use an RFP process as its primary acquisition process for the wholesale acquisition of energy
and capacity, unless one of the following exceptions applies:

The load-serving entity is experiencing an emergency:

[ e o =

O\

1.

2. The load-serving entity needs to make a short-term acqguisition to maintain system reliability;

3. The load-serving entity needs to acquire other components of energy procurement, such as fuel, fuel transportation,
and transmission projects:

4. Theload-serving entity’s planning horizon is two years or less;

3. The transaction presents the load-serving entity a_genuine, unanticipated opportunity to acquire a power supply
resource at a clear and significant discount, compared to the cost of acquiring new generating facilities, and will pro-
vide unique value to the load-serving entity’s customers:

6. The transaction is necessary for the load-serving entity to satisfv an obligation under the Renewable Energy Standard

rules; or
7. The transaction is necessary for the load-serving entity’s demand-side management or demand response programs.
A load-serving entity shall engage an independent monitor to oversee all RFP processes for procurement of new
resources.

R14-2-706. Independent Monitor Selection and Responsibilities

A.

[

®

(&

=
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When a load-serving entity contemplates engaging in an RFP process. the load-serving entity shall consult with Staff
regarding the identity of companies or consultants that could serve as independent monitor for the RFP process.

After consulting with Staff, a Joad-serving entity shall create a vendor list of three to five candidates to serve as indepen-
dent monitor and shall file the vendor list with Docket Control to allow interested persons time to review and file objec-
tions to the vendor ljst.

An interested person shall file with Docket Control, within 30 days after a vendor list is filed with Docket Control, any
objection that the interested person may have to a candidate’s inclusion on a vendor list.

Within 60 days after a vendor list is filed with Docket Control, Staff shall issue a notice identifving each candidate on the
vendor list that Staff considers to be qualified to serve as independent monitor for the contemplated RFP process. In mak-
ing its determination. Staff shall consider the experience of the candidates. the professional reputation of the candidates

and any objections filed by interested persons.

A load-serving entity that has completed the actions required by subsections (A) and (B) to comply with a particular Com-
mission Decision is deemed to have complied with subsections (A) and (B) and is not required to repeat those actions.

A load-serving entity may retain_as independent monitor for the contemplated RFP process and for its future RFP pro-

cesses any of the candidates identified in Staff’s notice.
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G, A load-serving entity shall file with Docket Control a written notice of its retention of an independent monitor,
anmm%mﬁmmmmwmmr*—
der’s fee to each bidder in the RFP process to help offset the cost of the independent monitor’s services. A load-serving
entity may request recovery of the cost of the independent monitor’s services. to the extent that the cost is not offset by
bidder’s fees, in a subsequent rate case. The Commission shall use its discretion in determining whether to allow the cost
to be recovered through customer rates.
L. One week prior to the deadline for submitting bids. a load-serving entity shall provide the independent monitor a copy of
any bid proposal prepared by the load-serving entity or entity affiliated with the load-serving entity and of any benchmark
or_reference cost the load-serving entity has developed for use in evaluating bids. The independent monitor shall take
steps to secure the load-serving entity’s bid proposal and any benchmark or reference cost so that they are inaccessible to
any bidder. the load-serving entity, and any entity affiliated with the Joad-serving entity.
Upon Staff’s request, the independent monitor shall provide status reports to Staff throughout the RFP process.

o=
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EXHIBIT “B”

ORIGINAL MEMonsypaw

TO: Docket Control Center

FROM: Steven M. Olea
Director
Utilities Division

DATE: January 15,2010

RE: IN THE MATTER OF PROPOSED RULEMAKING REGARDING RESOURCE
PLANNING (DOCKET NO. RE-00000A-09-0249)

Attached is the Economic, Small Business, and Consumer Impact Statement that
addresses the economic impacts of the recommended changes to the Resource Planning rules,
filed in compliance with Decision No. 71435.

SMO:BEK:1hm

Originator: Barbara Keene

Arfzona Corporation Commission

DOCKETED
JAN 15 2010

DOUKETED 8Y AN
a\\\\\

DECISION NO. ---——mw



DOCKET NO. RE-00000A-09-0249

Service List for: PROPOSED RULEMAKING REGARDING RESOURCE PLANNING

Docket No. RE-00000A-09-0249

Mr. Jeff Schlegel

Sweep

1167 West Samalayuca Drive
Tucson, Arizona 85704

Mr. Robert Annan

Annan Group

6605 East Evening Glow
Scottsdale, Arizona 85262

Ms. Deborah R. Scott

Pinnacle West Capital Corporation
400 North 5" Street

Post Office Box 53999, MS 8695
Phoenix, Arizona 85072-3999

Mr. David Berry

Western Resource Advocates
Post Office Box 1064
Scottsdale, Arizona 85252

Mr. Eric C. Guidry

Western Resource Advocates
2260 Baseline, Suite 200
Boulder, Colorado 80302

Ms. Amanda Ormond

The Ormond Group, LLC
7650 South McClintock Drive,
Suite 103-282

Tempe, Arizona 85284

Mr. Michael Grant
Gallagher & Kennedy

2575 East Camelback Road
Phoenix, Arizona 85016

Mr. C. Webb Crockett

Mr. Patrick J. Black

Fennemore Craig

3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012

Mr. Jerry Coffey

Mr. Erick Bonner

Ms. Rebecca Turner

Gila River Power, L.P.
702 North Franklin Street
Tampa, Florida 33602

Ms. Karen Haller

Southwest Gas Corporation
5421 Spring Mountain Road
Las Vegas, Nevada 89102

Mr. Paul R. Michaud

Michaud Law Firm, P.L.C.

46 Eastham Bridge Road

East Hampton, Connecticut 06424

Mr. Larry Killman

Greystone Environmental
8222 S. 48" Street, Suite 140
Phoenix, Arizona 85044-5353

Mr. Dave Couture

Tucson Electric Power Company
Post Office Box 711

Tucson, Arizona 85702

Mr. Jerry Payne

Cooperative Intemational Forestry
333 Broadway SE

Albuquerque, New Mexico 87102

Ms. Donna M. Bronski

Scottsdale City Attorney’s Office
3939 North Drinkwater Boulevard
Scoftsdale, Arizona 85251

Mz, Jay Moyes ‘

Moyes Sellers & Sims

1850 North Central Avenue, Suite 1100
Phoenix, Arizona 85004

DECISION NO.




Mr. Brian Hageman
Ms. Caren Peckerman

Deluge, Inc.
4116 East Superior Avenue, Suite D3
Phoenix, Arizona 85040

Mr. Dan Pozefsky

Ms. Jodi Jerich

RUCO

1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

Mr. John Wallace

Grand Canyon State Electric Cooperative
Association, Inc

120 North 44® Street, Suite 100
Phoenix, Arizona 85034

Mr. Clifford A. Cathers

Sierra Southwest Cooperative Services, Inc.

1000 South Highway 80
Benson, Arizona 85602

Ms. Jana Brandt

Ms. Kelly Barr

Salt River Project

PO Box 52025, MS PAB221
Phoenix, Arizona 85072

Mr. Dan Austin

Comverge, Inc.

6509 West Frye Road, Suite 4
Chandler, Arizona 85226

Mr. Theodore Roberts

Mr. Lawrence V. Robertson, Jr.
Post Office Box 1448

Tubac, Arizona 85646

Mr. Michael Patten

Mzr. Jason Gellman

Roshka DeWulf & Patten, LLC

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

DOCKET NO. RE-00000A-09-0249 _

Mr. Philip Dion
UniSource Energy Corporation

—*—-M—R*h_d—B—n—‘——*"“““—Gﬂe—Seuﬂfehurehﬂrvenue—Su&te 200

Tucson, Arizona 85701-1623

Mr. Dan Austin

Comverge, Inc.

16013 South Desert Foothills Parkway
Suite 1127

Phoenix, Arizona 85048

Mr. Dennis Hughes

Navopache Electric Cooperative, Inc,
1878 West White Mountain Boulevard
Lakeside, Arizona 85929

Mr, Tyler Carlson

Mohave Electric Cooperative, Inc.
Post Office Box 1045

Bullhead City, Arizona 86430

Mr. Michael Curtis

Mr. William Sullivan

Curtis, Goodwin, Sullivan,
Udall & Schwab, PLC

501 East Thomas Road

Phoenix, Arizona 85012-3205

Mr. Troy Anatra

Comverge, Inc.

120 Eagle Rock Avenue, Suite 190
East Hanover, New Jersey 07936

Mr. Steven M. Qlea

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Janice Alward

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007




DOCKET NO. RE-00000A-09-0249

Economic, Small Business and Consumer Impact Statement
1. Identification of the proposed rule making.

The proposed rule making amends Article 7, Resource Planning and Procurement, Rules
R14-2-701 through R14-2-704 and adopts new sections R14-2-705 and R14-2-706 under
Title 14, Chapter 2 - Corporation Commission, Fixed Utilities.

The purpose of Resource Planning is for load-serving entities to meet the electric needs
of their customers by choosing the best mix of resources, with input from stake¢holders in
a transparent process, with consideration of reliability, deliverability, cost, environmental
impacts, risk, other utilities' plans, and public policy. In its planning process and in
meeting its load obligations, a load-serving entity shall consider all available options,

The Rules apply to load-serving entities, as defined in the Rules.

[N

Persons who will be directly affected by, bear the costs of, or directly benefit from
the proposed rule making.

the public at large;

consumers of electric service in Arizona;
electric public service corporations;
Arizona Corporation Commission;
wholesale providers of electricity; and
independent monitors.

™o 0 oP

(o8

Cost-benefit analysis.

a. Probable costs and benefits to the implementing agency and other agencies
directly affected by the implementation and enforcement of the proposed
rule making,

Probable costs to the Commission of the proposed rule making would include costs
associated with reviewing filings, and participating in meetings and hearings.

b. Probable costs and benefits to a political subdivision of this state directly
affected by the implementation and enforcement of the proposed rule
making.

Arizona political subdivisions will be affected only insofar as they purchase electric
services affected by the proposed rule making. Benefits include lower utility bills than
without these rules because a fair and transparent procurement process will encourage the
lowest prices for the acquisition of resources.

C. Probable costs and benefits to businesses directly affected by the proposed

rule making, including any anticipated effect on the revenues or payroll
expenditures of employers who are subject to the proposed rule making.
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Load-serving entities will be required to increase their analyses and reporting activities.
Although the load-serving entities are now engaging in some of the required activities,

- they may incur additional-cests of complying with the rules. These costs maybe ... ...

recovered through the load-serving entities’ rates to customers.

4, Probable impact on private and public employment in businesses, agencies, and
political subdivisions of this state directly affected by the proposed rule making.

The Commission and load-serving entities may need additional employees or contractors.
No impact on employment in political subdivisions is expected.

5. Probable impact of the proposed rule making on small businesses.
a. TIdentification of the small businesses subject to the proposed rule making.

Small businesses will be affected only insofar as they purchase electric services affected
by the proposed rule making. Benefits include lower utility bills than without these rules
because a fair and transparent procurement process will encourage the lowest prices for
the acquisition of resources.

Only public service corporations that provide electric generation service and operate or
own, in whole or in part, a generating facility or facilities with capacity of at least 50
megawatts combined will be required to comply with the rules. These entities are
unlikely to be small businesses.

b. Administrative and other costs required for compliance with the proposed
rule making,
None.
c. A description of the methods that the agency may use to reduce the impact
on small businesses.
Not applicable.

d. Probable cost and benefit to private persons and consumers who are
directly affected by the proposed rule making.

The public at large will benefit from expanded resource planning that considers the total
cost of electric energy services, reliability, and risk. A fair and transparent procurement
process will encourage the lowest prices for the acquisition of resources.

6. Probable effect on state revenues.

No effect on state revenues by the proposed rule making is expected.
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7. Less intrusive or less costly alternative methods of achieving the purpose of the
proposed rule making.

The Commission is unaware of any alternative methods of achieving the purpose of the
rule making that would be less intrusive or less costly.

8. If for any reason adequate data are not reasonably available to comply with the
requirements of subsection B of this section, the agency shall explain the
limitations of the data and the methods that were employed in the attempt to
obtain the data and shall characterize the probable impacts in qualitative terms.

The data used to compile the information set forth in subsection B are reasonably
adequate for these purposes.
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EXHIBIT “C-1”

ORIGINAL

TO: Docket Control Center

FROM: Steven M. Olea
Director
Utilities Division

DATE: March2,2010
RE: STAFF'S RESPONSE TO WRITTEN COMMENTS IN THE MATTER OF
PROPOSED RULEMAKING REGARDING RESOURCE PLANNING (DOCKET

NO. RE-00000A-09-0249)

Attached is the Staff Report regarding written comments made by interested parties on

Proposed Rulemaking Regarding Resource Planning, pursuant to Decision No. 71435. Decision
No. 71435 ordered the Utilities Division to file with the Commission's Docket Control on or
before March 2, 2010, a document including (1) a summary of any initial written comments filed
by interested persons between the effective date of that Decision (December 15, 2009) and

February 23, 2010, and (2) the Utilities Division's responses to those comments.
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Staff Response to Written Comments on Resource Planning
Docket No. RE-00000A-09-0249
Page 1

Introduction

The Arizona Corporation Commission ("Commission") issued Decision No. 71435 on
December 15, 2009. In that Decision, the Commission ordered that a Notice of Proposed
Rulemaking including proposed Resource Planning Rules be filed with the Office of the
Secretary of State for publication. The Notice of Proposed Rulemaking was published in the
Arizona Administrative Register on January 8, 2010.

Decision No. 71435 requested that interested parties provide initial comments concerning
the Notice of Proposed Rulemaking by filing written comments with the Commission's Docket
Control by February 16, 2010, and comments in response to other interested parties' comments
by February 23, 2010.

Decision No. 71435 also ordered the Utilities Division to file with the Commission's
Docket Control on or before March 2, 2010, a document including (1) a summary of any initial
written comments filed by interested persons between the effective date of that Decision
(December 15, 2009) and February 23, 2010, and (2) the Utilities Division's responses to those
comments.

On February 16, 2010, written comments were received from Western Resource
Advocates. No other comments were received.

Summary of Written Comments Regarding the Proposed Resource Planning Rules

Western Resource Advocates ("WRA") supports the proposed Resource Planning rule
changes but requests the following clarifications:

R14-2-701(33)

The proposed rule changes strike the phrase "(including fuel cost)" from the definition of
"Production cost.” WRA believes that the phrase "(including fuel cost)" should be retained in
the definition of "Production cost" because fuel costs are the most important component of
production costs.

R14-2-703(F)(6)

The proposed rules provide for resource plans to address energy efficiency so as to meet
any requirements set in rule by the Commission. WRA states that the Commission has already,
and may in the future, set energy efficiency requirements in orders. Therefore, WRA suggests
that the rule be rewritten to read: "6. Will address energy efficiency so as to meet any
requirements set in rule by the Commission or in an order of the Commission.’

R14-2-704(B)

Several passages in the proposed rules pertain to analysis and consideration of the
environmental aspects of generation resources and their alternatives. However, environmental
impacts are not included in the list of factors to be considered by the Commission in R14-2-
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704(B). Therefore, WRA recommends that the oversight be addressed by inserting: "7.
Environmental impacts of resource choices and alternatives;" and renumbering the remainder of
the list accordingly.

Staff's Response to the Written Comments

Staff agrees with WRA's comments as described above. Staff believes that WRA's
suggested revisions would help to clarify the rules without making any substantive changes.
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TO: Docket Control

FROM: Steven M. Olea Sl nmaTn
Director s

Utilities Division

DATE: April1,2010

RE: STAFF'S RESPONSE TO ORAL COMMENTS IN THE MATTER OF PROPOSED
RULEMAKING REGARDING RESOURCE PLANNING
(DOCKET NO. RE-00000A-09-0249)

Attached is the Staff Report regarding oral comments made by interested parties on
Proposed Rulemaking Regarding Resource Planning, pursuant to Decision No. 71435. Decision
No. 71435 ordered the Utilities Division to file with the Commission's Docket Control by March
29, 2010, a document including (1) a summary of any oral comments received at the oral
proceeding in this matter; (2) the Utilities Division's responses to those comments; and (3) a
revised Economic, Small Business, and Consumer Impact Statement or a memorandum
explaining why no revision of the prior Economic, Small Business, and Consumer Impact
Statement is necessary.
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Introduction

The Arizona Corporation Commission ("Commission") issued Decision No. 71435 on
December 15, 2009, In that Decision, the Commission ordered that a Notice of Proposed
Rulemaking including proposed Resource Planning Rules be filed with the Office of the
Secretary of State for publication. The Notice of Proposed Rulemaking was published in the
Arizona Administrative Register on January 8, 2010.

Pursuant to Decision No. 71435, Staff filed the Economic, Small Business, and
Consumer Impact Statement that addressed the economic impacts of the recommended changes
to the Resource Planning rules on January 15, 20190

Decision No. 71435 requested that interested parties provide initial comments concerning
the Notice of Proposed Rulemaking by filing written comments with the Commission's Docket
Control by February 16, 2010, and comments in response to other interested parties' comments
by February 23, 2010. On March 2, 2010, Staff filed a summary of the written comments and
the Utilities Division's responses to those comments.

Decision No. 71435 also provided for an opportunity for interested parties to provide oral
comments at a proceeding to be held on March 4, 2010. The Utilities Division was to file with
the Commission's Docket Control by March 29, 2010, a document including (1) a summary of
any oral comments received at the oral proceeding in this matter; (2) the Utilities Division's
responses to those comments; and (3) a revised Economic, Small Business, and Consumer
Impact Statement or a memorandum explaining why no revision of the prior Economic, Small
Business, and Consumer Impact Statement is necessary.

Summary of Oral Comments Regarding the Proposed Resource Planning Rules

Amanda Ormond, representing Interwest Energy Alliance, stated that that the rules were
developed through a very good public process with a broad number of entities participating. The
rules contain procurement methodology and an independent monitor section which are very
important for independent developers and getting good resources in the future. The rules will be
a very important tool for Commissioners, utilities, and stakeholders going forward in evaluating
complex energy issues.

William Scown and Jeannie Scown, residents of Mesa, urged the adoption of energy
efficiency standards and goals.

Administrative Law Judge Sarah Harpring asked Staff several questions that lead to
Staff's recommended clarifications to the rules as discussed below.
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RI4-2-703(F){%

Staff recommends that the language "Will include renewable energy resources so as to
meet at least the greater of the Annual Renewable Energy Requirement in R14-2-1804 or the
following annual percentages of retail kWh sold by the load-serving entity:" be changed to "Will
include renewable energy resources to meet or exceed the greater of the Annual Renewable

Energy Requirement in R14-2-1804 or the following annual percentages of retail kWh sold by
the load-serving entity:" for clarity.

RI14-2-7G3(F)(5)

Staff recommends that the language "Will include distributed peneration energy
resources so as to meet at least the greater of the Distributed Renewable Energy Requirement in
R14-2-1805 or the following annual percentages as applied to the load-serving entity's Annual
Renewable Energy Requirement:" be changed to "Will include distributed generation energy
resources to meet or exceed the greater of the Distributed Renewable Energy Requirement in

R14-2-1805 or the following annual percentages as applied to the load-serving entity's Annual
Renewable Energy Requirement:" for clarity.

R14-2-706(D)
Staff recommends that the language "Staff shall issue a notice identifying each candidate
on the vendor list that Staff considers to be qualified” be changed to "_Staff shall issue a notice

identifying each candidate on the vendor list that Staff has determined to be qualified” for clarity.

Discussion of the Economic, Small Business, and Consumer Impact Statement

Staff believes that it is not necessary to make any revisions to the Economic, Small
Business, and Consumer Impact Statement that was filed on January 15, 2010.
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TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPORATIONS AND ASSOCIATIONS;
SECURITIES REGULATION
— """ CHAPTER 2. CORPORATION COMMISStON— 7 77—
FIXED UTILITIES
ARTICLE 7. RESOURCE PLANNING AND PROCUREMENT

Section

R14-2-701.  Definitions

R14-2-702.  Applicability

R14-2-703. Utilityreporting requirements Load-serving Entity Reporting Requirements
R14-2-704. Commission review-ofutilityplans Review of Load-serving Entity Resource Plans
R14-2-705. Procurement

R14-2-706. Independent Monitor Selection and Responsibilities
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ARTICLE 7. RESOURCE PLANNING AND PROCUREMENT
R14-2-701. Definitions

T +1. i | o
T this Articteunless

+

2

3

4

1. «“Acknowledement” means a Commission determination, under R14-2-704, that a plan meets the
basic requirements of this Article.

2. “A ffiliated” means related through ownership of voting securities, through contract, or otherwise

in such a manner that one entity directly or indirectly controls another, is directly or indirectly

controlled by another, or is under direct or indirect common control with another entity.

53 “Benchmark”— means to calibrate against a known set of values or standards.

64. “Book life”— means the expected time period over which a power supply source will be available
for use by the-utility a load-serving entity.

5. “Btu” means British thermal unit.

7.6. “Capacity”’— means the amount of electric power, measured in megawatts, whieh that a power
source is rated to providemmeﬁth&ﬁmpkeﬁ—e%&fa&w !

8.7. “Capital costs’— means the construction and installation cost of facilities, including land, land

rights, structures, and equipment.

8. “Coincident peak” means the maximum of the sum of two or more demands that occur in the

same demand interval, which demand interval may be established on an annual, monthly, or

hourly basis.
10.9  “Customer class’— means a group subset of customers categorized according to with-similar

characteristics, such as amount of energy consumeds; amount of demand placed on the energy

supply system at the system peaks; hourly, daily, or seasonal load patterns; primary type of
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activity engaged in by the customer, including residential, commercial, industrial, agricultural,

and governmental; and location.-Custemer-classes-may-inclade residential;-commereial-

3 > 4

11.10. “Decommissioning”— means the process of safely and economically removing a generating unit

from service.

13.11. “Demand management”— means beneficial reduction in the total cost of meeting electric energy
service needs by reducing or shifting in time the-demand-for electricity usage.

14.12. “Derating”— means a reduction in a generating unit’s capacity.

15.13. “Discount rate”— means the interest rate used to calculate the present value of a cost or other
economic variable.

14.  “Docket Control” means the office of the Commission that receives all official filings for entry

into the Commission’s public electronic docketing system.

15.  “Emergency” means an unforeseen and unforeseeable condition that:
a. Does not arise from the load-serving entity’s failure to engage in good utility practices,
b. Is temporary in pature, and
c. Threatens reliability or poses another significant risk to the system.

16. “End use”— means the final application of electric energy, for activities such as, but not limited

to, heating, cooling, running a-partieular an appliance; or motor, an industrial process, or

lighting.

17.  “Energy losses”— means the quantity of electric energy generated or purchased that is not

available for sale to end users, for resale, or for use by the utility load-serving entitys-attributable-

18,  “Escalation”— means the change in costs due to inflation, changes in manufacturing processes,

changes in availability of labor or materials, or other factors.

_1_9_ ﬁanﬁnA Antaca rata’’ tha.nron “nortio afhonurcin mad evelinds
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19. “Generating unit” means a specific device or set of devices that converts one formofenergy
(such as heat or solar energy) into electric energy, such as a turbine and generator or a set of
photovoltaic cells.

20.  “Heat rate”— means a measure of generating station thermal efficiency expressed in British-
thermal units(Btus) per net kilowatt-heur kilowatt-hour and computed by dividing the total Btu
content of fuel used for electric generation by the kilowatt-heours kilowatt-hours of electricity
generated.

2

22:

21.  “Independent monitor” means a company or consultant that is not affiliated with a load-serving
entity and that is selected to oversee the conduct of a competitive procurement process under
R14-2-706.

22.  “Integration” means methods by which energy produced by intermittent resources can be
incorporated into the electric grid.

23.  “Intermittent resources” means electric power generation for which the energy production varies
in response to naturally occurring processes like wind or solar intensity.

23.24. “Interruptible power’— means power made available under agreements-which an agreement that
permit permits curtailment or cessation of delivery by the supplier.

24.25. “In-service date”— means the date a power supply source becomes available for use by the-utility
a load-serving entity. |

26.  “Load-serving entity” means a public service corporation that provides electricity generation
service and operates or owns, in whole or in part, a generating facility or facilities with capacity
of at least 50 megawatts combined.

27.  “Long term” means having a duration of three or more years.

25.28. “Maintenance”— means the repair of generation, transmission, distribution, and administrative,

and general facilities;; replacement of minor items;; and installation of materials to preserve the

efficiency and working condition of the facilities.
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29. “Mothballing”— means the temporary removal of a generating unit from active service and

accompanying leng-term storage activities.

30. “Operate”— means to manage or otherwise be responsible for the production of electricity from

by a generating facility, whether that facility is owned by the operator, in whole or in part, or

whether that-facility-is-owned by another entity.

”»

“One Mo =
> A

“Participation rate”— means the proportion of customers who take part in a specific program.
“Probabilistic analysis”’— means a systematic evaluation of the effect, on costs, reliability, or

other measures of performance, of the-range-of possible events affecting factors whieh that

influence performance, considering the ehanees likelihood that the events will occur.

33. “Production cost”— means the variable operating costs and maintenance eest-(includingfuel-cost)

costs of producing electricity through generation, including fuel cost, and plus the cost of

purchases of power sufficient to meet demand.

. “Refurbish”~ means to make major changes, more extensive than maintenance or repair, in the

power production, transmission, or distribution characteristics of a component of the power

supply system meore-extensive-than-maintenance-or repair, such as by changing the fuels whieh

that can be used in a generating unit or changing the capacity of a generating unit.

35. “Reliability”’— means a measure of the ability of the-utility’s a load-serving entity’s generation,

transmission, and or distribution systemas system to provide power without failures-—Reliability-
should-be, measured separately-for generation;transmission;and-distribution-systems-—Meast
may to reflect the prepertien portion of time that each a system is unable to meet demand or the
kilowatt houss kilowatt-hours of demand that could not be supplied.

“Renewable energy resource” means an energy resource that is replaced rapidly by a natural,

ongoing process and that is not nuclear or fossil fuel.

37. “Reserve requirements”— means the capacity whieh-the-utility that a load-serving entity must

maintain in excess of its peak load to provide for scheduled maintenance, forced outages,

unforeseen loads, emergencies, system operating requirements, and pewer-peeolrequirements

reserve sharing arrangements.
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-39. “Resource planning ~ means integrated supply and deman s ¥
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“Reserve sharing arrangement” means an agreement between two or more load-serving entities

to provide backup capacity.

account-unecertainty analyses completed as described in this Article.

“RFP” means request for proposals.

41. “Self generation”— means the production of electricity by an end user by-any-means-inelading-

cogeneration.

42. “Sensitivity analysis”— means a systematic assessment of the degree of response of costs,

39-44.

40:48.

reliability, or other measures of performance to changes in assumptions about factors whieh that
influence performance.

“Short term” means having a duration of less than three years.

“Spinning reserve”— means the capacity whieh-the-stility a load-serving entity must maintain

connected to the system and ready to deliver power promptly in the event of an unexpected loss
of generation source—The-capaeity may-be, expressed as a percentage of peak load, as a

percentage of the largest generating unit, or as in fixed megawatts.

“Staff”’ means individuals working for the Commission’s Utilities Division, whether as

emplovees or through contract.

“Third-party independent energy broker” means an entity, such as Prebon Energy or Tradition

Financial Services, that facilitates an energy transaction between separate parties without taking

title to the transaction.

“Third-party on-line trading system” means a computer-based marketplace for commodity
exchanges provided by an entity that is not affiliated with the load-serving entity, such as the

Intercontinental Exchange, California Independent System Operator, or New York Mercantile

Exchange.
“Total cost”— means all capital, operating, maintenance, fuel, and decommissioning costs, plus

the costs associated with mitigating any adverse environmental effects, incurred; by end users,

load-serving entities, or others, in the provision or conservation of electric energy services-berne-
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R14-2-702.  Applicability
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ission: An electricity public service corporation that

becomes a load-serving entity by increasing its generating capacity to at least 50 megawatts

combined shall provide written notice to the Commission within 30 days after the increase and

shall comply with the filing requirements in this Article within two years after the notice is filed.

The Commission may, by Order, exempt a utility load-serving entity from theserequirements
complying with any provision in this Article, or the Article as a whole, upon a-demenstrationby-

the-utility determining that:
1. the-The burden of compliance with this the provision, or the Article as a whole, exceeds

the potential forcestsavingsresulting benefits to customers in the form of cost savings,

service reliability, risk reductions, or reduced environmental impacts that would result

from its-participation the load-serving entity’s compliance with the provision or Article;

and

2. The public interest will be served by the exemption.

A load-serving entity that desires an exemption shall submit to Docket Control an application

that includes, at a minimum:

1. The reasons why the burden of complying with the Article, or the specific provision in

the Article for which exemption is requested, exceeds the potential benefits to customers

that would result from the load-serving entity’s compliance with the provision or Article;

2. Data supporting the load-serving entity’s assertions as to the burden of compliance and
the potential benefits to customers that would result from compliance; and
3. The reasons why the public interest would be served by the requested exemption.
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A load-serving entity shall file with Docket Control, within 120 days after the effective date of
these rules, the documents that would have been due on April 1, 2010, under R14-2-703(C), (D),

) DOCKET NO. RE-00000A-09-0249
E

(E). (F), and (H) had the revisions to those subsections been etfective at that time.

R14-2-703. Utility repertingrequirements

A. Demand-side-data—Fach-utilityshall»

Load-serving Entity Reporting Requirements

Adea he AT On » Aermana-dg
an

how-such-estimates-were-made: A load-serving entity shall, by April 1 of each year, file with

Docket Control a compilation of the following items of demand-side data, including for each

item for which no record is maintained the load-serving entity’s best estimate and a full

description of how the estimate was made:

1. Hourly demand for the previous calendar year, disaggregated by:
a Sales to end userss;
b. Sales for resale;;
c. Energy lossess; and
d. Other disposition of energy, such as energy furnished without charge and energy

used by the utility: load-serving entity:;

3.2. Coincident peak demand (megawatts) and energy demand consumption (megawatthours

megawatt-hours) by month for the previous 10 years, disaggregated by customer class
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84 Reduction in load (kilowatt and kilowatt-hours) in the previous calendar year due to

existing demand management measures, by type of demand management measure;-in-the-

estimates-were-made: A load-serving entity shall, by April 1 of each vear, file with Docket

Control a compilation of the following items of supply-side data, including for each item for

which no record is maintained the load-serving entity’s best estimate and a full description of

how the estimate was made:

1. For each generating unit and purchased power contract for the previous calendar year:

In-service date and book life or contract periods;

b. Boek life-orcontract-peried Type of generating unit or contract;;
c. Capacity The load-serving entity’s share of the generating unit’s capacity, or of

capacity under the contract, in megawatts (atility-share);
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Maximum generating unit or contract capacity, by hour, day, or month, if such

capacity varies ever during the year:;

q.

r.

Foreed-outagerate Annual capacity factor (generating units only);

Average heat rate of generating units and, if available, heat rates at selected

output levelss;

Euel Average fuel cost for generating units, in dollars per million Btu for each
type of fuel;;

Other variable operating and maintenance costs for generating units, in dollars per
megawatt hour;;

Purchased power energy costs for eentractpurchases long-term contracts, in
dollars per megawatt-hour megawatt-hours;

Fixed operating and maintenance costs of generating units, in dollars per

megawatt for-the-yeas;;

Demand charges for purchased powers;

Euel typesfor generating units; Fuel type for each generating unit;

Minimum capacity at which the generating unit would be run or power must be

purchased;;

Whether, under standard operating procedures, the generating unit must be run if
it is available to run;;

Maintenance schedulesfor generating units; Description of each generating unit

as base load, intermediate, or peaking;

impacts, including air emission quantities (in metric tons or pounds) and rates (in

quantities per megawatt-hour) for carbon dioxide, nitrogen oxides, sulfur dioxide,

mercury, particulates, and other air emissions subject to current or expected future

environmental regulation;

Water consumption guantities and rates; and

Tons of coal ash produced per generating unit;

For the power supply system for the previous calendar year:

a.
b.

A description of generating unit commitment procedures;;

Production cost;;
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C. Reserve requirementss;

d. Spinning reserves;

e. Reliability of generating, transmission, and distribution Systemss;

f. Interchange-purchase-Purchase and sale prices, averaged by month, for the

ageregate of all purchases and sales related to short-term contracts; and

g. Energy losses:;
3. The level of cogeneration-and-otherforms-of self generation in the utility’s load-serving

entity’s service area for the previous calendar year:; and
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gwﬂ*gymaﬁefeﬁe—pfeﬂmﬁﬂhﬂﬁ—fe% A load-serving entity shall, by April 1 of

each even vear, file with Docket Control a compilation of the following items of load data and

analyses, which may include a reference to the last filing made under this subsection for each

item for which there has been no change in forecast since the last filing:

1. Ten-year Fifteen-year forecast of system coincident peak load (megawatts) and energy

demanded consumption (megawatt-heurs megawatt-hours) by month and year, expressed
separately for residential, commercial, industrial, interruptible; and other customers;

customer classes; for interruptible power; for resales; and for energy losses:;

3.2, Disaggregation of the demand Joad forecast of subsection (C)(1) into a component in

which no additional demand management measures are assumed, and a component
indicating assuming the change in load due to additional forecasted demand management

measures-; and
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7#3. Documentation of all sources of data, analyses, methods, and assumptions used in
making the demand load forecasts, including: - »
a—A a description of how the forecasts were benchmarkedg ggg_ -
b——Justifieations justifications for selecting the methods and assumptions used;-and

A i } item- A load-serving entity shall, by April 1 of each

even vear, file with Docket Control the following prospective analyses and plans, which shall

compare a wide range of resource options and take into consideration expected duty cvcles, cost

projections, other analyses required under this Section, environmental impacts, and water

consumption and may include a reference to the last filing made under this subsection for each

item for which there has been no change since the last filing:

L. Ten-year A 15-year resource plan, providing for each year:
a. The-datareguired-in-subsection (B} D(a)-through{p)-of this-Section Projected

data for each of the items listed in subsection (B)(1), for each generating unit and

purchased power source, including each generating unit that is expected to be new

or refurbished during the period, which shall be designated as new or refurbished,

as applicable, for the year of purchase or the period of refurbishment; and

- Projected
data for each of the items listed in subsection (B)(2), for the power supply system;

b:c. Eer The capital cost, construction time, and construction spending schedule for

each generating unit that-is expected to be new or refurbished during the period:;
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ed.  The escalation levels assumed for each component of cost, such as, but not

limited to, operating and maintenance, environmental compliance, system

integration, backup capacity, and transmission delivery, for each generating unit

and purchased power sources;
de. FEerthe If discontinuation, decommissioning, or mothballing of any power source

and or permanent deratings derating of any generating facility is expected:

1. Identification of the each power sourees source or uits generating unit
involveds;
ii. The costs and spending schedule efsuch for each discontinuation,

decommissioning, mothballing, or derating;; and
ii. The reasons for each discontinuation, decommissioning, mothballing, or
derating=;
ef  The capital costs and operating and maintenance costs of all new or refurbished

transmission and distribution facilities expected during the 15-year period;-and;

g a-description An explanation of the need for and purpose of sueh all expected new

or refurbished transmission and distribution facilities-, which explanation shall

incorporate the load-serving entity’s most recent transmission plan filed under

AR.S. § 40-360.02(A) and any relevant provisions of the Commission’s most

recent Biennial Transmission Assessment decision regarding the adequacy of

transmission facilities in Arizona; and

h. Cost analyses and cost projections, including the cost of compliance with existing

and expected environmental regulations;

2. Documentation of the data, assumptions, and methods or models used to forecast

production costs and power production in-subsection-(D)}D)-of this-Seetien for the 15-
vear resource plan, including the method by which the forecast was ealibrated-or

benchmarked-;

3. Deseriptien A description of:
a. each Each potential power source whiek that was rejecteds;
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b. the The capital costs, and operating costs, and maintenance costs of each rejected

source;; and

|oo
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c. the The reasons for rejecting each sources;

TFen—year A 15-year forecast of eogeneration-and-other self generation by customers of
the utility load-serving entity, in terms of annual peak production (megawatts) and annual

energy production (megawatt-hetrs megawatt-hours)-;

Disaggregation of the forecast of subsection (D)(4) efthis-Seetion into a-compeonentin-
whieh two components, one reflecting the self generation projected if no additional
efforts are made to encourage sach-generation self generation, and a-compenent-

eonsisting-of one reflecting the ehange-in-supply-due-to self generation projected to result
from the load-serving entity’s institution of additional forecasted cogeneration-and self

generation measures:;

Fen-—year A 15-year forecast of the annual capital costs and operating and maintenance
costs byyear of all the cogeneration-and-other self generation included-in-subseetion
B)5)-of this-Section- identified under subsections (D)(4) and (D)(5);

Documentation of the analysis of the cogeneration-and-other self generation in-subsection ‘,
under subsections (D)(4) through (6) efthis-Section-;

A plan that considers using a wide range of resources and promotes fuel and technology

diversity within its portfolio;

A calculation of the benefits of generation using renewable energy resources;

A plan that factors in the delivered cost of all resource options, including costs associated

with environmental compliance, system integration, backup capacity, and transmission

delivery;
Analysis of integration costs for intermittent resources:

A plan to increase the efficiency of the load-serving entity’s generation using fossil fuel;

Data to support technology choices for supply-side resources;

A description of the demand management programs or measures included in the 15-year

resource plan, including for each demand management program or measure:

How and when the program or measure will be implemented;

a
b. The projected participation level by customer class for the program or measure:
c. The expected change in peak demand and energy consumption resulting from the

program or measure,
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d. The expected reductions in environmental impacts, including air emissions, solid

waste, and water consumption, attributable to the program or measure:

€. The expected societal benefits, societal costs, and cost-effectivenessofthe——————
program or measure;

f The expected life of the measure; and

g The capital costs, operating costs, and maintenance costs of the measure, and the
program costs;

15. For each demand management measure that was considered but rejected:

a. A description of the measure;

b. The estimated change in peak demand and energy consumption from the measure;

c. The estimated cost-effectiveness of the measure;

d. The capital costs, operating costs, and maintenance costs of the measure, and the
program costs; and

e. The reasons for rejecting the measure;

16.  Analysis of future fuel supplies that are part of the resource plan; and
17.

A plan for reducing environmental impacts related to air emissions, solid waste, and other

environmental factors, and for reducing water consumption.

by-December-31,-1989,and-every-three-years-thereafter: A load-serving entity shall, by April 1

of each even vear, file with Docket Control a compilation of the following analyses and plan:

1. Analyses to identify and assess errors, risks, and uncertainties in the following,
completed using apprepriate methods such as sensitivity analyses analysis and
probabilistic analyses analysis;-te-assess-errors-and-nneertainty-in:

a. Demand forecasts;;

b. The costs of demand management measures and power supplys;

c. The availability of sources of powers;;

d. The costs of compliance with existing and expected environmental regulations;
e. Any analysis by the load-serving entity in anticipation of potential new or

enhanced environmental regulations;

&f  Changes in fuel prices; and availability;

g Construction costs, capital costs, and operating costs; and

eh.  Other factors whieh the utility load-serving entity wishes to consider:;
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A description and analysis of available means for managing the errors, risks, and

uncertainties identified and analyzed in subsection (E)(1), such as obtaining additional

information, limiting risk exposure, using incentives, creating additional options,

incorporating flexibility. and participating in regional generation and transmission

projects; and
A plan to manage the errors, risks, and uncertainties identified and analyzed in subsection

(E)(1).

A load-serving entity shall, by April 1 of each even vear, file with Docket Control a 15-year

resource plan that:
1. Selects a portfolio of resources based upon comprehensive consideration of a wide range
of supply- and demand-side options;
2. Will result in the load-serving entity’s reliably serving the demand for electric energy
services;
3. Will address the adverse environmental impacts of power production; |
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4. Will include renewable energy resources to meet or exceed the greater of the Annual

Renewable Energy Requirement in R14-2-1804 or the following annual percentages of

retail kWh sold by the load-serving entity:

Calendar Year Percentage of Retail kWh

Sold During Calendar Year
2010 2.5%
2011 3.0%
2012 3.5%
2013 4.0%
2014 4.5%
2015 3.0%
2016 6.0%
2017 1.0%
2018 8.0%
2019 9.0%
2020 10.0%
2021 11.0%
2022 12.0%
2023 13.0%
2024 14.0%
after 2024 15.0%

Will include distributed generation energy resources to meet or exceed the greater of the

[

Distributed Renewable Energy Requirement in R14-2-1805 or the following annual

percentages as applied to the load-serving entity's Annual Renewable Energy

Requirement:

2007 5%
2008 10%
2009 15%
2010 20%
2011 25%

After 2011  30%
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6. Will address energy efficiency so as to meet any requirements set in rule by the
Commission or in an order of the Commission;

7. Will effectively manage the uncertainty and risks associated with costs, environmental
impacts, load forecasts, and other factors;

8. Will achieve a reasonable long-term total cost, taking into consideration the objectives set
forth in subsections (F)(2) through (7) and the uncertainty of future costs; and

9. Contains all of the following:

a. A complete description and documentation of the plan, including supply and

demand conditions, availability of transmission, costs, and discount rates utilized;

b. A comprehensive, self-explanatory load and resources table summarizing the
plan;

c. ‘A brief executive summary;

d. An index to indicate where the responses to each filing requirement of these rules
can be found; and

e Definitions of the terms used in the plan.

A load-serving entity shall, by April 1 of each odd vear, file with Docket Control a work plan

that includes:

1. An outline of the contents of the resource plan the load-serving entity is developing to be
filed the following vear as required under subsection (F);

2. The load-serving entity’s method for assessing potential resources;

3. The sources of the load-serving entity’s current assumptions; and

4, An outline of the timing and extent of public participation and advisory group meetings

the load-serving entity intends to hold before completing and filing the resource plan.

With its resource plan, a load-serving entity shall include an action plan, based on the results of

the resource planning process, that:

1.

[

Includes a summary of actions to be taken on future resource acquisitions;

Includes details on resource types, resources capacity, and resource timing: and

Covers the three-year period following the Commission’s acknowledgment of the

resource plan.

A load-serving entity or interested party may provide, for the Commission's consideration,

analyses and supporting data pertaining to environmental impacts associated with the generation

or delivery of electricity, which may include monetized estimates of environmental impacts that
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are not included as costs for compliance. Values or factors for compliance costs, environmental

impacts, or monetization of environmental impacts may be developed and reviewed by the

=

g

=

=

Commission in other proceedings or stakeholder workshops.

If a load-serving entity's submission does not contain sufficient information to allow Staff to

analyze the submission fully for compliance with this Article, Staff shall request additional

information from the load-serving entity, including the data used in the load-serving entity's

analyses.

Staff may request that a load-serving entity complete additional analyses to improve specified

components of the load-serving entity’s submissions.

If a load-serving entity believes that a data-reporting requirement may result in disclosure of

confidential business data or confidential electricity infrastructure information, the load-serving

entity may submit to Staff a request that the data be submitted to Staff under a confidentiality

agreement, which request shall include an explanation justifying the confidential treatment of the

data.

Data protected by a confidentiality agreement shall not be submitted to Docket Control and will

not be open to public inspection or otherwise made public except upon an order of the

Commission entered after written notice to the load-serving entity.

R14-2-704. Commission review-ofutility-plans Review of Load-serving Entity Resource Plans

even year, Staff shall file a report that contains its analysis and conclusions regarding its

statewide review and assessments of the load-serving entities' filings made under R14-2-703(C),

(D), (E), (F), and (H).

aVlastew OB <YabkP~ ala ats a Q -1
- Sae. o o

ilities” . By February 1 of each odd year, the Commission

shall issue an order acknowledging a load-serving entity's resource plan or issue an order stating_

the reasons for not acknowledging the resource plan. The Commission shall order an

acknowledgment of a load-serving entity's resource plan, with or without amendment, if the

Commission determines that the resource plan, as amended if applicable, complies with the

requirements of this Article and that the load-serving entity’s resource plan is reasonable and in

19 DECISION NO.




DOCKET NO. RE-00000A-09-0249

the public interest, based on the information available to the Commission at the time and

considering the following factors:

I

1. The total cost of electric energy services:;

2. The degree to which the factors whieh that affect demand, including demand
management, have been taken into account:;

3. The degree to which nen-utility supply alternatives, such as eogeneration-and self
generation, have been taken into account:;

4. Uncertainty in demand and supply analyses, forecasts, and plans, and the-flexibility-of-
plans-enabling respense whether plans are sufficiently flexible to enable the load-serving

entity to respond to unforeseen changes in supply and demand factors:;

5. The reliability of power supplies-, including fuel diversity and non-cost considerations;

6. The reliability of the transmission grid;

7. The environmental impacts of resource choices and alternatives;

8. The degree to which the load-serving entity considered all relevant resources, risks, and
uncertainties,

9. The degree to which the load-serving entity’s plan for future resources is in the best

interest of its customers;

10 The best combination of expected costs and associated risks for the load-serving entity

and its customers; and

11. The degree to which the load-serving entity's resource plan allows for coordinated efforts

with other load-serving entities.

The Commission may hold a hearing or workshop regarding a load-serving entity's resource

plan. If the Commission holds such a hearing or workshop, the Commission may extend the

February 1 deadline for the Commission to issue an order regarding acknowledgment under

subsection (B).

While no particular future ratemaking treatment is implied by or shall be inferred from the
Commission's acknowledgment, The the Commission may-subsequently shall consider #s-

serving entity’s filings made under R14-2-703 when the Commission evaluates the performance

of the load-serving entity in subsequent rate cases and other proceedings.
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A load-serving entity may seek Commission approval of specific resource planning actions.

= |

A load-serving entity may file an amendment to an acknowledged resource plan if changes in

conditions or assumptions necessitate a material change 1n the 1oad- i ity’

the next resource plan is due to be filed.

R14-2-705. Procurement

A. Except as provided in subsection (B), a load-serving entity may use the following procurement

methods for the wholesale acquisition of energy, capacity, and physical power hedge

transactions:

1. Purchase through a third-party online trading system;

2. Purchase from a third-party independent energy broker:

3. Purchase from a non-affiliated entity through auction or an RFP process;

4. Bilateral contract with a non-affiliated entity;

5. Bilateral contract with an affiliated entity, provided that non-affiliated entities were
provided notice and an opportunity to compete against the affiliated entity's proposal
before the transaction was executed; and

6. Any other competitive procurement process approved by the Commission.

B. A load-serving entity shall use an RFP process as its primary acquisition process for the

wholesale acquisition of energy and capacity, unless one of the following exceptions applies:

1. The load-serving entity is experiencing an emergency;

2. The load-serving entity needs to make a short-term acquisition to maintain system
reliability;

3. The load-serving entity needs to acquire other components of energy procurement, such

as fuel. fuel transportation, and transmission projects;

4. The load-serving entity’s planning horizon is two years or less;
5. The transaction presents the load-serving entity a genuine, unanticipated opportunity to
acquire a power supply resource at a clear and significant discount, compared to the cost
of acquiring new generating facilities, and will provide unigue value to the load-serving |
entity’s customers;
6. The transaction is necessary for the load-serving entity to satisfy an obligation under the
Renewable Energy Standard rules; or
7. The transaction is necessary for the load-serving entity’s demand-side management or

demand response programs.
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C. A load-serving entity shall engage an independent monitor to oversee all RFP processes for

procurement of new resources.

R14-2-706. Independent Monitor Selection and Responsibiliti

A. When a load-serving entity contemplates engaging in an RFP process, the load-serving entity

shall consult with Staff regarding the identity of companies or consultants that could serve as

independent monitor for the RFP process.

After consulting with Staff, a load-serving entity shall create a vendor list of three to five

=

candidates to serve as independent monitor and shall file the vendor list with Docket Control to

allow interested persons time to review and file objections to the vendor list.

1

An interested person shall file with Docket Control, within 30 days after a vendor list is filed

with Docket Control, any objection that the interested person may have to a candidate’s inclusion

on a vendor list.

1<

Within 60 davys after a vendor list is filed with Docket Control, Staff shall issue a notice

identifving each candidate on the vendor list that Staff has determined to be qualified to serve as

independent monitor for the contemplated RFP process. In making its determination, Staff shall

consider the experience of the candidates, the professional reputation of the candidates, and any {

objections filed by interested persons.

A load-serving entity that has completed the actions required by subsections (A) and (B) to

|

comply with a particular Commission Decision is deemed to have complied with subsections (A)

and (B) and is not required to repeat those actions.

=

A load-serving entity may retain as independent monitor for the contemplated RFP process and

for its future RFP processes any of the candidates identified in Staff’s notice.

A load-serving entity shall file with Docket Control a written notice of its retention of an |

2

independent monitor. i

A load-serving entity is responsible for paying the independent monitor for its services and may

=

charge a reasonable bidder’s fee to each bidder in the RFP process to help offset the cost of the

independent monitor’s services. A load-serving entity may request recovery of the cost of the

independent monitor’s services, to the extent that the cost is not offset by bidder’s fees, in a

subsequent rate case. The Commission shall use its discretion in determining whether to allow

the cost to be recovered through customer rates.

{=

One week prior to the deadline for submitting bids, a load-serving entity shall provide the

independent monitor a copy of any bid proposal prepared by the load-serving entity or entity
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affiliated with the load-serving entity and of anv benchmark or reference cost the load-serving

entity has developed for use in evaluating bids. The independent monitor shall take steps to

=

secure the load-serving entity's bid proposal and any benchmark orreference costsothattheyare

inaccessible to any bidder, the load-serving entity, and any entity affiliated with the load-serving

entity.
Upon Staff’s request, the independent monitor shall provide status reports to Staff throughout the

RFP process.
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Summary of the Comments Made on the Rulemaking and the Agency Response to Them,

Prepared Pursuant to A.R.S. § 41-1001(14)(a)(m)

The written and oral comments received by the Commission concerning the Notice of Proposed
Rulemaking, after its publication date, are included in the following table, along with the
Commission response to each.

Comments on Notice of Proposed Rulemaking

Section Public Comment Commission Response
Proposed IRP WRA expressed support for the The Commission acknowledges the
Rules Generally proposed IRP rules, stating that they supportive comments.

are in the public interest and should be
adopted by the Commission, with a
few clarifications; and that the
proposed IRP rules have many
strengths, including explicit reference
to environmental impacts of power
generation, recognition of the
uncertainties encountered in planning,
recognition of the multiple objectives
of resource planning, the public input
process to be used in creating resource
plans, and Commission
acknowledgment of resource plans.
WRA stated that Arizona electric
utilities’ resource decisions in the
coming decades will affect electric
rates, their own financial condition,
and environmental quality and that the
resource planning process can help
manage the risks posed by uncertain
fuel prices, uncertain capital costs for
new resources, risks to cost recovery,
and potential costs of reducing
environmental impacts.

No change is needed in response to
these comments.

Interwest Energy Alliance stated that
the Commission’s public process to
develop the proposed IRP rules was a
very good process, with broad
participation and much collaboration;
that the procurement methodology and
independent monitor provisions in the
proposed IRP rules are very important
for independent developers and for

The Commission acknowledges the
supportive comments.

No change is needed in response to
these comments.
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making sure that good resources are
obtained in the future; and that, going
forward, the proposed IRP rules will

¥

be an important tool for
Commissioners, utilities, and
stakeholders in evaluating complex
issues in energy.

Two private individuals, a married
couple, expressed support for the
direction the Commission is taking
with regard to energy efficiency. One
of them urged the Commission to
adopt aggressive energy efficiency
standards and goals in rules.

The Commission acknowledges the
supportive comments and notes that
the Commission has proposed Electric
Energy Efficiency Standards rules in a
separate docket.

No change is needed in response to
these comments.

Rule 701(33) WRA requested that the phrase The Commission agrees that it is
“(including fuel cost),” which was appropriate to include the language
stricken in the proposed IRP rules’ “including fuel cost” in the definition
definition of “Production Cost” be and has included it in the text for the
restored. Notice of Final Rulemaking.

Rule 703(F)(6) WRA requested that “or in an order of | The Commission agrees that it is
the Commission” be added at the end | appropriate to include this language at
of the subsection to clarify that an the end of the subsection to clarify that
energy efficiency requirement set by a load-serving entity’s resource plan is
the Commission by order rather than expected to address energy efficiency
by rule would need to be met in a load- | so as to meet requirements set in
serving entity’s resource plan. Commission orders as well as

Commission rules. The Commission
has included this language in the text
for the Notice of Final Rulemaking.

Rule 704(B) WRA requested that “Environmental The Commission agrees that it is

impacts of resource choices and
alternatives” be listed as a factor to be
considered by the Commission, to
make the rule consistent with the
numerous provisions in the proposed
IRP rules requiring environmental
impacts to be addressed. WRA stated
that the proposed IRP rules include
more than a dozen passages pertaining
to analysis and consideration of the
environmental aspects of various
generation resources and their
alternatives.

appropriate to include environmental
impacts of resource choices and
alternatives as a factor to be
considered by the Commission in
reviewing a load-serving entity’s
resource plan and has included the
language in Rule 704(B)(7) in the text
for the Notice of Final Rulemaking.
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