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Tucson Electric Power Company (“TEP”) and UNS Electric, Inc. (“UNS Electric™)
(together “Companies™), submit their Exceptions to the October 7, 2016 Recommended Opinion
and Order (“ROQO”) in this docket.

I. Introduction.

The Companies appreciate the efforts of Judge Jibilian in preparing a detailed ROO on the
challenging issues in this docket. In general, the Companies support most of the ROO and believe
that it provides a reasonable approach in transitioning from retail net metering to valuing and
compensating excess energy from distributed generation (“DG”) resources. The ROO seeks to
mitigate the impact on non-DG ratepayers from the continuing expansion of DG, yet still
recognize the economic decisions of DG ratepayers.

The Companies are filing these Exceptions to request: (i) clarification of certain elements
of the ROO in order to reduce uncertainty when applying the Decision in this docket to subsequent
proceedings; (ii) modification of the resource proxy calculation to provide more gradual change in
the valuation of the compensation to be paid for the exported DG energy; and (iii) modification of
the grandfathering provision to have grandfathering of rate design considered in rate cases in the
context of specific rate design proposals.

The Companies have provided proposed amendment language in Attachment A.

II. Requests for Clarification.

A. Elimination of kWh banking.

The ROO (at 146) adopts the recommendations of Staff and the Companies that net
metering be eliminated and that there be no banking or netting of DG energy at retail rates upon
adoption of a valuation methodology. The ROO further states (at 146) that based on the value of
DG methodology established in this docket, “a more precise framework for the fair and
appropriate compensation of DG customers for their exports than the framework established by
the Net Metering Rules in 2008.” Although implicit in the finding of the ROO, the Companies
request that the ROO expressly state that, upon establishment of a compensation rate for exported

DG energy pursuant to the valuation methodologies adopted in this docket, all DG energy
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exported to the utility from new DG systems will be compensated at the established export rate
and that there will be no further banking or netting of exported DG energy. The Companies’
request will eliminate potential ambiguity regarding the future use of net metering and avoid
future disputes over the intent of the Commission in this docket.

B. Option of Avoided Cost or Resource Comparison Proxy Methodologies.

The ROO adopts (at 148) Staff’s Avoided Cost methodology with a short-term forecasted
view limited to five years “in conjunction” with Staff’s Resource Comparison Proxy methodology
with a five-year rolling average. The various proxy methodologies, including Staff’s Resource
Comparison Proxy methodology, were proposed as alternatives to the more complicated avoided
cost methodologies. Indeed, the proposals for proxy methodologies sought approval of a
methodology that would be used in lieu of an avoided cost approach. The Companies believe the
intent of the ROO is to use one or the other of the two methodologies to set the DG export rate.
However, the ROO does not clearly state this, although it is implied, and the record concerning
proxy proposals is that the proxy would be used as an alternative to an avoided cost methodology.
Moreover, the ROO does not state that the DG export rate must be based on a combination of the
two methodologies, nor does it explain how the two methodologies would be weighted if
combined.

The Companies request that the ROO be clarified to state that utilities may use either the
Avoided Cost methodology or the Resource Comparison Proxy to set the DG export rate. The
utility would then submit the information related to the selected methodology to the Commission
for review as contemplated by the ROO." This clarification will avoid any assertion that a utility

has not submitted all necessary information to support its proposed valuation for DG exports.

' The rate cases for both TEP and UNS Electric will have a Phase 2 proceeding related to DG-
related issues. Rather than submitting the information within 30 days of the decision in this
docket, TEP and UNS Electric believe it would be more appropriate to submit the information
pursuant to the procedural schedules to be adopted for the Phase 2 proceedings.

2
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Being able to rely upon the Resource Comparison Proxy methodology instead of the more
complicated resource-intensive Avoided Cost methodology is in the public interest and may allow
the Commission, Staff, the utilities and other parties to avoid protracted proceedings. The
Resource Comparison Proxy methodology (i) relies on actual, verifiable costs incurred by the
utility, (ii) avoids the subjectivity and inherent inaccuracy of forecasted data, and (iii) can provide
a gradual transition to an objective, cost based method of valuing DG exports. Moreover, as the
ROO states (at 167), “Use of utility-scale solar obligations represents the most reliable and
objective avoided cost proxy for rooftop solar and diminishes concerns for the inclusion of
societal and environmental factors and other externalities in valued solar DG exports.”

C. The Avoided Cost Methodology data to be submitted to Staff should be
clarified.

The ROO (at 152) provides guidance regarding the implementation of the two
methodologies. With respect to the Avoided Cost Methodology, the ROO states that Staft should
use the matrix attached as Exhibit A to the ROO to evaluate information to determine the
appropriate level of compensation to be paid for DG exports. However, only pages 3 and 4 of the
matrix relates to DG exports. The ROO should clarify that the information to be submitted by a
utility using the Avoid Cost methodology is set forth on pages 3 and 4 of Exhibit A (or simply
reduce Exhibit A to those two pages).

I11. Requests for Modification.

A. The Resource Comparison Proxy Value should be updated annually.

In describing the Resource Comparison Proxy methodology, the ROO indicates (at 149)
that the five year rolling average “is likely to gradually reduce the cost to utilities of purchasing
rooftop solar energy over time.” However, the ROO then provides (at 151) that the methodology
will be applied only in rate cases and will not be updated between rate cases. As a result, the DG
export rate that is set in each rate case is locked in until the utility’s next rate case.

The Companies agree with the concept of gradually reducing the DG export rate under the

Resource Comparison Proxy. However, as structured under the ROO, it is likely that the DG
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export rate will change significantly between the first and second rate cases in which it is set.
According to the ROO (at 117), the Resource Comparison Proxy methodology would set the DG
current export rate for TEP at 11 cents per kWh. Assuming TEP’s next rate case order is issued in
three years, the DG export rate determined by Resource Comparison Proxy methodology could be
closer to 5 cents per kWh in light of the more expensive solar resources that would roll out of the
calculation. The DG export rate reduction from 11 cents to 5 cents in one abrupt reduction could
be very disruptive.

In order to provide for a more gradual reduction in the export rate, the Companies submit
that the Resource Comparison Proxy rate should be reset annually. The initial DG export rate
should be established in Phase 2 of the TEP and UNS Electric rate cases, using the most current
five-year rolling average (presumably 2012-2016). The Commission would also approve a plan of
administration for updating the DG export rate annually. That update would take place in a
similar manner to the current resetting of the avoided cost rate under the Net Metering rules, as
well as all of the Companies’ other adjustor mechanisms. Updating the DG export rate annually
would result in a more timely and precise DG export rate that matches the true rolling average. It
also would avoid as sharp a change in the DG export rate at any time during the process.

B. The DG export rate for a DG system should be stable for a set period of time.

The Companies agree that, as set forth in the UNS Electric rate case order (Decision No.
75796 (August 18, 2016)), the default policy should be that the DG customers who interconnect
prior to the decision on the new DG export rate in second phase of UNS Electric’s rate case (as
determined by one of the valuation methodologies adopted in this docket) should be grandfathered
on the current net metering tariffs, subject to any modification based on specific utility
circumstances. It is likely that new DG customers who interconnect after the setting of a DG
export rate will expect an equivalent level of certainty on the DG export rate at the time of
interconnection because their economic decision to install DG would be informed by that rate.

Clearly, the ROO anticipates changes to the DG export rate over time. However the ROO is silent

as to the duration of a DG export rate once it is set.
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The Companies request that the duration of the applicability of future DG export rates be
set forth in this docket. The Companies submit that the duration period of the DG export rate for a
DG system should be set at 10 years from the date of the interconnection for that DG system,
which is consistent with the current average payback periods for residential DG systems.

C. Grandfathering of rate design should only be considered in rate cases.

The ROO (at 153, line 21) states that “Generally, grandfathering decisions should be made
in the context of a rate case.” The ROO then provides (at 153-54), without any discussion, that
“changes to rate design” will apply only to DG customers who sign up for new DG
interconnections after the date of the decision in the first utility rate case that sets the DG export
rate.

However, the ROO does not identify what is intended to be covered by “rate design”.
Different parties may have different interpretations of what constitutes a “change in rate design.”
Some may argue it is as simple as a change in the amount of a monthly basic service charge or an
elimination of a volumetric tier. The ROO also does not address whether rate design changes
adopted after the setting of a DG export rate would be grandfathered.

The Commission should not decide the issue of grandfathering rate design in this docket.
Grandfathering of rate design was not the focus of the proceeding. Indeed, it was not addressed in
sufficient manner to resolve the uncertainties set forth above. Moreover, it 1s difficult to assess to
what extent rate design should be grandfathered without knowing what the rate design is. As a
result, the Companies submit that grandfathering of rate design should be considered and decided
in utility-specific rate cases. The ROO’s statement on grandfathering of rate design is premature,
not supported by the record and may not be appropriate depending on what rate design is actually
proposed. The ROO also has not clearly stated what is intended to be covered by “a change in rate

design.”
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Iv. Other Concerns and Considerations.

A. The Avoided Cost Methodology is complex, ambiguous and subjective.

The Companies continue to have significant reservations regarding the use of the Avoided
Cost methodology. As stated in the Companies’ brief, the Companies believe that non-DG
customers should pay for only the known and measurable benefits provided by DG. As proposed,
the Avoided Cost Methodology is complex, difficult to implement and many elements of the
calculation are likely subject to future litigation. The ROO correctly states (at 167) that,
“Quantifying the societal and economic developments benefits of DG in an avoided cost forecast
is speculative and inappropriate for ratemaking purposes.” However, the Companies believe that,
despite the determinations found in the ROO, that many of the elements of the Avoided Cost
Methodology leave open for interpretation the quantification and weight given to other benefits
that are speculative and not cost-based. The Companies fear that mandating the use of the
proposed Avoided Cost methodology sets the stage for protracted and contentious proceedings in
which parties will debate the numerous inputs and assumptions needed to derive a DG export
value using this methodology.

B. Calculation of the Resource Comparison Proxy Methodology.

If the Resource Comparison Proxy method is adopted, the Commission should consider the
weight given to utility-owned solar facilities as a proxy for residential DG resources. As stated by
the Companies in previous filings in this docket, utility-owned facilities are operated much
differently than rooftop DG or third-party utility-scale solar PPA facilities. For example, the
Companies control the output of owned systems to provide voltage support and other system
benefits. Realizing these ancillary grid benefits from utility-owned solar facilities will have the
effect of reducing the actual kWh production of the system, thus skewing/overstating the per kWh
cost of that facility. The Companies believe that, to the extent utility-owned facilities are included
in the calculation, the output of the system for calculating the cents per kWh should reflect those

facilities operating at levels similar to rooftop or third party PPA systems.
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V. Conclusion.
The Commission should amend and clarify the ROO as set forth in the proposed

amendment language in Attachment A.

RESPECTFULLY SUBMITTED this 15™ day of November, 2016.

TUCSON ELECTRIC POWER COMPANY

UNS ELECTRIC, INC.
By : -

Michael W. Patten

Snell & Wilmer L.L.P.
One Arizona Center

400 East Van Buren Street
Phoenix, Arizona 85004

and

Bradley S. Carroll

Tucson Electric Power Company
88 East Broadway, MS HQE910
P.O. Box 711

Tucson, Arizona 85702

Attorneys for Tucson Electric Power Company and UNS
Electric, Inc.

Original and 13 copies of the foregoing
filed this IS¥Yay of November, 2016, with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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Daniel W. Pozefsky

Chief Counsel

Residential Utility Consumer Office
1110 West Washington, Suite 220
Phoenix, AZ 85007
dpozefsky@azruco.gov

Consented to Service by Email

Jeffrey W. Crockett, Esq.

Crockett Law Group PLLC

2198 E. Camelback Road, Suite 305
Phoenix, AZ 85016
jeff@crockettlaw.com

Consented to Service by Email

Kirby Chapman, CPA

Chief Financial and Administrative Officer
Sulphur Springs Valley Electric Cooperative, Inc.
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Craig A. Marks, PL.C
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Thomas A. Loquvam

Melissa M. Krueger

Thomas .. Mumaw

Pinnacle West Capital Corporation
P.O. Box 53999, MS 8695

Phoenix, Arizona 85072-3999
thomas.loquvam@pinnaclewest.com
Consented to Service by Email

Kerri A. Carnes

Arizona Public Service Company
P.O. Box 53999. MS 9712
Phoenix, Arizona 85072-3999
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Gallagher & Kennedy, PA
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Garry D. Hays

Law Offices of Garry D. Hays, PC
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Timothy M. Hogan

Arizona Center for Law in the Public Interest
514 W. Roosevelt Street
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Consented to Service by Email

Michael Alan Hiatt

Earthjustice

633 17" Street, Suite 1600
Denver, CO 80202
mhiatt@earthjustice.org
cosuala@earthjustice.org
Consented to Service by Email

Rick Gilliam

Director of Research and Analysis
The Vote Solar Initiative

1120 Pearl Street, Suite 200
Boulder, Colorado 80302
rick@votesolar.com

Consented to Service by Email

Briana Kobor, Program Director
Vote Solar

360 22™ Street, Suite 730
Oakland, CA 94612hai
briana@votesolar.com
Consented to Service by Email

Ken Wilson

Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, Colorado 80302
ken.wilson@westernresources.org
Consented to Service by Email

Tom Harris, Chairman

AriSEIA

2122 W. Lone Cactus Dr., Suite 2
Phoenix, AZ 85027
Tom.harris@ariseia.org
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Greg Patterson

Munger Chadwick

916 West Adams, Suite 3
Phoenix, Arizona 85007

Gary Pierson

Arizona Electric Power Cooperative, Inc.
P.O. Box 670

1000 S. Highway 80

Benson, Arizona 85602

Charles C. Kretek

Columbus Electric Cooperative, Inc.
P.O. Box 631

Deming, New Mexico 88031

LaDel Laub

Dixie Escalante Rural Electric Association
71 E. Highway 56

Beryl, Utah 84714

Steven Lunt

Duncan Valley Electric Cooperative, Inc.
379597 AZ. 75

P.O. Box 440

Duncan, Arizona 85534

Dan McClendon

Garkane Energy Cooperative
P.O. Box 465

Loa, Utah 84747

William P. Sullivan

Curtis, Goodwin, Sullivan, Udall & Schwab, PLC
501 E. Thomas Road

Phoenix, Arizona 85012

Than W. Ashby

Graham County Electric Cooperative, Inc.
9 W. Center Street

P.O. Drawer B

Pima, Arizona 85543

Tyler Carlson

Peggy Gillman

Mohave Electric Cooperative, Inc.
P.O. Box 1045

Bullhead City, Arizona 86430

Richard C. Adkerson

Michael J. Arnold

Morenci Water and Electric Company
333 N. Central Ave.

Phoenix, Arizona 85004
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Roy Archer

Morenci Water and Electric Company &
Ajo Improvement Company

P.O. Box 68

Morenci, AZ 85540

Charles R. Moore

Paul O’Dair

Navopache Electric Cooperative, Inc.
1878 W. White Mountain Blvd.
Lakeside, Arizona 85929

Albert Gervenack

Sun City West Property Owners & Residents Association
13815 Camino Del Sol

Sun City West, Arizona 85375

Patricia Ferre
P.O.Box 433
Payson, AZ 85547

Nancy Baer
245 San Patricio Drive
Sedona, AZ 86336

Nicholas J. Enoch
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349 North Forth Avenue
Phoenix, AZ 85003

Lewis M. Levenson
1308 East Cedar Lane
Payson, AZ 85541

Susan H. Pitcairn, MS

Richard H. Pitcairn, PhD, DVM
1865 Gun Fury Road

Sedona, AZ 86336
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Attachment A

Proposed Amendment Language




Amendment 1 (related to Section 11.A of TEP/UNSE Exceptions)
Purpose:
This language clarifies that there will be no netting or banking of kWh (except for
grandfathered DG customers) once a DG export rate is set.
Proposed Amendment Language:
At page 146, line 23, after “2008.”, INSERT:
“Once a DG customer is subject to a DG export compensation rate determined by one of the DG
valuation methodologies adopted by this Decision, there will be no further netting or banking of
exported DG kWh for that customer.”
At page 166, line 19, after “exports.”, INSERT:
“Once a DG customer is subject to a DG export compensation rate determined by one of the DG

valuation methodologies adopted by this Decision, there will be no further netting or banking of
exported DG kWh for that customer.”

At page 171, line 6, after “rate case.”, INSERT:

“Once a DG customer is subject to a DG export compensation rate determined by one of the DG
valuation methodologies adopted by this Decision, there will be no further netting or banking of
exported DG kWh for that customer.”




Amendment 2 (Section 11.B)
Purpeose:

This language clarifies and confirms that the DG export rate may be set by either the
Avoided Cost methodology or the Resource Comparison Proxy methodology.

Proposed Amendment Language:

At page 148, line 12, DELETE “combined”.

At page 148, line 28, after “methodology”, INSERT “as an alternative to the Avoided Cost
methodology™.

DELETE page 152, lines 3-5 and INSERT:

“a. For currently pending electric utility rate cases, the utility shall provide the
underlying data of the utility that the selected valuation methodology relies upon to Staff
pursuant to a procedural order to be issued in those rate cases. For electric utility rate cases not
currently pending before the Commission, the data for the selected methodology will be provided
within 30 days of a sufficiency finding.”

At page 167, line 25, REPLACE “Adoption of both these” with “Adoption of both of these
alternative”
DELETE page 168, lines 18-22, and INSERT:

“147. For currently pending electric utility rate cases, the utility shall provide the
underlying data of the utility that the selected valuation methodology relies upon to Staff
pursuant to a procedural order to be issued in those rate cases.

148. For electric utility rate cases not currently pending before the Commission, the data

for the selected methodology will be provided within 30 days of a sufficiency finding.”

DELETE page 170, lines 16-17 and INSERT:

“IT IS FURTHER ORDERED that: (i) for currently pending electric utility rate cases, the
utility shall provide the underlying data of the utility that the selected valuation methodology
relies upon to Staff pursuant to a procedural order to be issued in those rate cases and (ii) for
electric utility rate cases not currently pending before the Commission, the data for the selected
methodology will be provided within 30 days of a sufficiency finding.”




Amendment 3 (Section I1.C)
Purpose:

This amendment clarifies that Exhibit A to the ROO should be limited to pages 3 and 4 of
the proposed Exhibit A.

Proposed Amendment:

Exhibit A to the Decision should include only pages 3 and 4 of the proposed Exhibit A attached
to the ROO.




Amendment 4 (Section II1.A)
Purpose:
This language provides the DG export rate set under the Resource Comparison Proxy

methodology would be updated annual to provide more gradual change in the DG export rate
calculated using this methodology.

Proposed Amendment Language:

At page 151, line 15, DELETE the sentence beginning “Because the methodology™ and
INSERT:

“However, to ensure the valuation using this methodology changes gradually, it will be updated
annually after it is initially set in a rate case proceeding. At the time that the initial DG export

rate is set, a plan of administration that will provide the mechanism for annual modifications to
that initial rate also will be adopted.”

At page 152, line 17, after “available.”, INSERT:
“The DG export rate will be updated annually after it is initially set in a rate case proceeding. At

the time that the initial DG export rate is set, a plan of administration that will provide the
mechanism for annual modifications to that initial rate also will be adopted.”

At page 167, line 13, DELETE from “if the” through the end of the sentence.
DELETE page 167, lines 18 through 20.

At page 168, at the end of line 17, INSERT:

“The DG export rate based on this five year average will be updated annually after it is initially
set in a rate case proceeding. At the time that the initial DG export rate is set, a plan of
administration that will provide the mechanism for annual modifications to that initial rate also
will be adopted.”




Amendment 5 (Section I11.B)
Purpose:

This language provides that the DG export rate for a DG system would be set for a period
of ten years from the date of interconnection of that DG system. The ten year period reflects a
typical payback period for new residential rooftop DG systems.
Proposed Amendment Language:
At page 154, line 5, INSERT:

“A customer who interconnects a DG system to a utility’s distribution system after a DG

export rate is set for that utility shall be placed on the DG export rate effective at the time of the
interconnection for a period of ten years.”

At page 169, line 28, INSERT:

“155. A customer who interconnects a DG system to a utility’s distribution system after
a DG export rate is set for that utility shall be placed on the DG export rate effective at the time
of the interconnection for a period of ten years.”
At page 171, at the end of line 9, INSERT:
“A customer who interconnects a DG system to a utility’s distribution system after a DG export

rate is set for that utility shall be placed on the DG export rate effective at the time of the
interconnection for a period of ten years.”




Amendment 6 (Section I11.C)
Purpose:

This language provides that any grandfathering of rate design for DG customers will be
decided in rate cases where the specific rate design proposals are known.

Proposed Amendment Language:

At page 153, lines 25-26, DELETE: “, as well as any changes to rate design,”.
At page 154, line 3, DELETE: “rate design and”.
At page 154, at the end of line 4, INSERT:
“Appropriate grandfathering of rate design, if any, will be decided in rate cases in light of
the specific rate design proposed in a particular rate case.”
At page 169, lines 21-22, DELETE: *, as well as any changes to rate design,”
At page 169, line 26, DELETE: “rate design and”.
At page 169, at the end of line 27, INSERT:
“Appropriate grandfathering of rate design, if any, will be decided in rate cases in light of

the specific rate design proposed in a particular rate case.”

Atpage 171, line 4, DELETE: “, as well as any changes to rate design,”

At page 171, line 8§, DELETE: “rate design and”.




