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Today I am proposing a series of reforms for consideration by the Commission at the upcoming Open
Meeting on February 6-7, 2018. These policies are offered as a way to help better position our state to
embrace the many changes occurring in the energy space while protecting our ratepayers and ensuring
that we maintain our ability to provide clean, affordable, reliable energy for generations to come.

For nearly a century, Arizona has been a national leader in the development of clean energy resources to
power our state's rapidly growing economy, from the deployment of hydropower on the Salt and Verde
Rivers in the 1920's to the construction of the Palo Verde Nuclear Generating Station in the 1970's. More
recently, the state's Renewable Energy Standard and Tariff (REST) has made Arizona a national leader
in the adoption of renewable energy.

It has been over a decade since the Commission passed the REST and the energy landscape in Arizona
and across the country is drastically different today For the past few years the Arizona Corporation
Commission has convened multiple workshops related to modernizing Arizona's energy policies. From
these workshops, I have concluded that Arizona's energy policies need to be updated to reflect these
major changes occurring in the energy space.

Notably, I am proposing a goal that Arizona's economy run on 80 percent clean energy by 2050. while
this is ambitious, testimony from stakeholders and scientific studies from around the country show that it
is achievable and will benefit all of Arizona. Our utilities are already transitioning away from coal and are
expanding their use of renewables, energy efficiency, and storage. If there is a focus on maximizing
existing generation assets, this goal can be achieved with proper planning and market signals. Other
states have set targets that focus on renewable resources as the ultimate goal. A more productive
approach is working towards sustainability, affordability, and reliability, with renewable energy being a tool
to help us get there.

Another major target of this proposal is to expand energy storage in the state to 3000 MW by 2030. This
is the largest such target in the United States today and would allow our state to not only maximize the
renewable resources we have already deployed, but help develop the next wave of innovation in our
country's energy evolution. "Utilities in Arizona are already partnering with leading companies to deploy
proven new technologies in energy storage," said John Zahurancik, chief operating officer of Fluence, a
Siemens and AES company that has worked with Arizona utilities on multiple storage projects in the
state. "This policy provides strong support to take Arizona further in that direction, ensuring the state will
realize the economic benefits of clean, low-cost power and get the most from its power infrastructure." I
have added a Clean Peak Target for our utilities to establish that ensures we can manage our peak hour
energy demand and meet more of those needs with clean energy. Today, the top 10 percent of our
demand accounts for 40 percent of our overall electricity costs. These policies will help us save money,
protect the grid, and limit our environmental impact.

After working closely with Commissioner Boyd Dunn and his staff, I am also setting a forest biomass
energy requirement for our regulated utilities to help us expand our use of renewables, improve our
watersheds, and protect our state's forest land. Wildfires, made worse by unhealthy forests, threaten
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over 5.2 million acres burned,
lives, property, watersheds, wildlife, businesses, and grid reliability. From 2002 2017, the State has seen

29 lives lost, and total expense of over $162 million due to Arizona
wildfires. According to state Forester Jeff Whitney, "Prevention is our most important opportunity. If we
can treat the fuels before the fire starts -- in other words, if we can minimize the vegetation that feeds a
fire -- we'll be more successful at extinguishing that fire." Partnering with utilities in this effort not only
helps them protect their infrastructure in high risk areas, but offers a unique solution to a problem that has
plagued the state for decades To limit the chance of catastrophic forest fires in the long term, our state
must clear about one million acres over the next twenty years, or 50,000 acres each year. This plan
represents the first true, statewide commitment to help resolve this annual crisis in a meaningful way.

Finally, I am asking utilities to incorporate greater use of electric vehicle infrastructure into their planning
to propose ways to make our homes, businesses, communities, and highways ready for the coming
expansion of electric vehicles. Following Governor Doug Ducey's lead, Arizona has already taken steps
to lead the transition to electric vehicles. The Governor recently partnered with seven other western
states on efforts to create a corridor of charging stations. Beyond being the future of personal
transportation, electric vehicles offer critical air quality benefits for a sprawling metropolis like Phoenix.
ADEQ documents show that the Phoenix metro area being in ozone nonattainment for EPA clean air
standards can cost the state as much as $296 million annually.

Our State needs a forward looking, comprehensive energy plan that can direct long-term decision making
at the Commission and Utility level and I believe this policy proposal will accomplish this goal.

The list of workshops and dockets which have informed my policy proposal for consideration is extensive
and includes, but is not limited to:

E-00000J-15-0094, In the matter of resource planning and procurement

l
lE-00000J-15-0182, In the matter of demand-side management cost effectiveness, peak demand

reductions, demand response and load management programs l

E-00000J-16-0257, In the matter of the application of Commissioner Tobin's inquiry into reducing
system peak demand costs.

E-00000Q-16-0289, To Open a Docket for Review, Modernization and Expansion of the Arizona
Energy Standards and Tariff Rules and Associated Rules.

E-00000C-17-0039, In the matter of the Arizona Corporation Commission Investigation
Concerning the Future of the Navajo Generating Station.

E-00000U-17-0057, Opened for Demand-side Management progress reports due by March 1,
2017 and status reports due by September 1, 2017

E-00000Q-17-0138, Commissioner Dunn's Inquiry into the Role of Forest Bioenergy in Arizona.

E-00000Q-17-0293, Evaluating Arizona's current and future caseload security.

Workshop: Integrated Resource Plans July 18, 2016

Workshop: Reducing System Peak Demand Costs August 4, 2016

Workshop: Demand-Side Management Cost-Effectiveness, Peak Demand Reductions, Demand
Response/Load Management Program November 29 2016

Workshop: Battery Storage Technoiogy March 20, 2017

Workshop: Coal Markets April 6, 2017

1200 WEST WASHINGTON STREET; PHOENIX ARIZONA 850072927 /400 WEST CONGRESS STREET,TUCSON,ARIZONA 8570 l

www.azcc.gov
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Workshop: REST Review June 7, 2017

Workshop: Baseload Security November 9th, 2017

Workshop: Forest Bioenergy December 5, 2017

I
l

I
I look forward to the opportunity of discussing this policy proposal with my fellow commissioners in the
near future. Please see the attached full proposal for further details.

Sincerely,

, _
Andy Tobin
Commissioner

I

:

1200 WEST WASHINGTON STREET PHOENIX, ARIZONA 85007-2927/400 WEST CONGRESSSTREET; TUCSON, ARIZONA 8570l
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Arizona's Energy Modernization Plan
Proposed by Arizona Corporation Commissioner Andy Tobin

January 30, 2018

INTRODUCTION

For nearly a century, Arizona has been a national leader in the development of clean energy resources to
power our state's rapidly growing economy, from the deployment of hydropower on the Salt and Verde
Rivers in the 1920's to the construction of the Palo Verde Nuclear Generating Station in the 1970's. More
recently, the state's Renewable Energy Standard and Tariff (REST) has made Arizona a national leader
in the adoption of renewable energy. It has been over a decade since the Arizona Corporation
Commission passed the REST and the energy landscape in Arizona and across the country is drastically
different today. For the past few years the Corporation Commission has convened multiple workshops
related to modernizing Arizona's energy policies. This includes workshops on energy technology
innovation, battery storage, peak demand reduction, caseload security, biomass related energy, etc.
From these workshops, I have concluded that Arizona's energy policies need to be modernized to reflect
the major changes occurring in the energy space and the information gathered from these workshops has
helped guide the development of the policies in this plan with the aim of doing just that.

Accordingly, I would propose the Corporation Commission have an opportunity to discuss and consider
the following policy at an upcoming public meeting.

* i i i * * § i * * i i * ¢ i * * * * * * l i i * * ¢ § § * i * § * * * * * * W * * ¢ § i * * * * i * * * i i W i * i i i * i i
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Arizona's Energy Standard Modernization Plan is a comprehensive update to Arizona's energy policies to
accomplish cleaner energy resources, lower prices for consumers, and greater grid security. The plan
revolves around these main topics.

1. Policy Framework
2. Clean Energy
3. Energy Storage
4. Forest Health - Biomass Related Energy
5. Dispatchable Clean Energy
e. Energy Efficiency
7. Electric Vehicles
8. Energy Planning

The guiding principles outlined below should serve as guidance when implementing energy policy in this
state.

GUIDING PRINCIPLES
Resiliency
When implementing energy policy, Arizona will ensure that its energy system, from generation to
distribution, is capable of providing the state with safe and reliable power by taking the following steps:

1 . Ensuring that the deployment of new technology does not jeopardize reliability or grid
security

1



2.

3.

4.

Working with state and federal regulators to ensure Arizona continues its record as a top-tier
state for reliability and security
Focusing on innovative solutions to reduce summer peak demand withclean energy resources
Maintaining top level Cyber and physical security protocols and procedures

Affordabllit and Reliabill
As a basic, life-sustaining commodity, nothing is more important than ensuring that energy in Arizona
remains affordable and reliable for all residents. Accordingly, Arizona will take steps to ensure that its
pursuit of a clean energy future does not come at the expense of these principles, including:

1.

2.

3.

4.

5.

6.

7.

Thoughtful planning so that the transition to clean energy is gradual and considers the useful life
of existing facilities while not locking into new non-cfean energy investments that may be
stranded in the near future
Taking advantage of economies of scale, while recognizing the role that customer sited
technologycan play in accomplishing state goals
Preservation of existing clean and affordable generation assets
Benefiting from low cost clean energy flows from neighboring states
Incorporating more sophisticated systemmodeling and forecasting in planning processes
Reinforcing the grid and empowering customers through grid modernization efforts
Offering dispatchability price signals to intermittent resources

Innovation
Arizona will lead the nation in the deployment of clean energy technologies by:

1 .

2.

3.

4.

5.

6.

7.

8.

Developing a coordinated statewide energy policy
Deploying gridoptimization technologies
Encouraging the production and adoption of electric vehicles
Participating strategically in regional energy markets
Continuing to be a leader in energy storage
Maximizing the use of non-wires alternatives
Maintaining focus on economic development through competitive electric rates
Exploring business model progression

Economic Development
Inherently, a key goal of any energy policy is economic development. The nexus between competitive
energy rates and economic development is one that either enhances the State's economic development
efforts or hinders it. Arizona is committed to enhancing economic development through energy policy by:

1.
2.
3.
4.
5.

Providing fair competitive energy rates
Developing innovative pricing and billing structures
Supporting customer choice whenever possible
Considering both the direct and indirect effects of attracting businesses
Cooperating internationally on energy issues

Resource Div i
Unlike other states that have banned certain fuel sources, or switched to a single fuel source because of
its low price Arizona will maintain its commitment to resource diversity to protect against interruptions in
supply, fluctuations in price, and the intermittency of weather. This pertains not only to energy based
resources but to capacity oriented generation as well.

2



MODERNIZED POLICIES

I. Policy Framework - One of the cornerstones of Arizona's current energy policy is the REST.
This policy has helped spur a thriving renewable energy industry here in the state. Using the
REST's policy framework as the foundation for modernizing the state's energy policy, the
REST will now be renamed the Clean Resource Enerqy Standard and Tariff (CREST).This
name change will allow for the development of broader diversified energy policies relating to
clean energy resources, energy storage, and energy efficiency, not just those related to
renewable energy. The focus of the CREST is to advance responsible clean energy policies in
the state. The underlying REST targets and associated eligible technologies shall remain
unchanged. Separate surcharges may be used in the collection of funds to implement these
policies allowing for the tracking of individual policy costs.

II. Clean Ener - Arizona's energy future should consist of policies that work towards a singular
unifying goal. The singular unifying goal is to have Arizona's economy powered by clean
energy sources that make up at least 80 percent of the state's electricity generating

ortfollo b 2050 with the ultimate oat in  1 er end.Clean energy sources are
defined as generation resources that operate with zero net emissions beyond that of steam ,
including energy efficiency (EE). Each year, affected utilities will file a CREST Implementation
Plan describing their strategy to achieve their goal of reaching 80 percent use of clean energy
sources and a Compliance Report detailing their progress. The changes necessary to achieve
this target will significantly transform the state's energy industry. The process to achieve this
ambitious goal will be slow and steady and the Guiding Principles, outlined above, will help create
the path to accomplish this goal. Reaching this target will show Arizona's commitment to
maintaining clean air and water. It will also greatly reduce our state's reliance on imported fuels
and provide new economic opportunities for the future of our great state.

iii.

I
li
l.I

Ener St r - Low priced, and sometimes free electricity, is being exported from surrounding
states, at the same time, increasing peak demand in Arizona is causing new expensive
investments for ratepayers. Energy storage can leverage low priced energy during the day and
reinject it at peak times to reduce the long-term costs of these projected investments for
consumers. Moreover, energy storage provides reliable system back up and stability, as seen in
the California Aliso Canyon gas leak as well as the islands impacted by hurricanes Irma and
Maria. As such, and in anticipation of attracting large-scale energy storage solutions, the
state shall pursue a target of 31000 MW of deployed energy storage by 2030.Eligible
technologies shall include the following categories: electrochemical, mechanical, thermal, and
gravitational. The target shall encourage a variety of sizes, ownership structures, and
technologies, to be deployed in a prudent and responsible manner. Each year affected utilities
will Gle detailed programs within their CREST Implementation Plan. Progress toward the 2030
target shall be included in the annual CREST Compliance Filings. An analysis in the planning
process should be presented considering how various levels of energy storage investment will
impact grid operations, costeffectiveness, and align with national energy storage trends. In order
to reduce curtailment and unlock the peak shaving and grid support capabilities of existing
renewable resources, priority should be given to exploring retrofits of existing renewable energy
resources that currently lack energy storage solutions.

iv. Forest Health - Biomass Related Ener - Wildfires, made worse by unhealthy forests
threaten lives, property, watersheds, wildlife, businesses, and grid reliability. From 2002 - 2017,
the state has seen over 5.2 million acres burned, 29 lives lost, and total expense of over $162
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million due to Arizona wildfires.'23 Biomass facilities offer a proven solution in helping solve the

unhealthy forest problem, while providing stable priced carbon neutral energy. In order to start

tide process of rebuilding healthy and sustainable forests in Arizona, nearly 50,000 forested

acres a year have to be thinned to reach the goal of treating one million forested acres in the next

20 years. The treatment of 50,000 forested acres a year will generate enough biomass to support

90 nameplate capacity MWs of biomass derived energy yearly.' The Corporation Commission

regulates electric utilities that serve approximately 60% of customers in the state. As sue

the benefit of Arizona citizens and the health of Arizona's forests, state regulated electric

utilities, who deliver more than 1001000 MWh annually, shall share the costs and benefits

of procuring a yearly proportional share of 60 MW of nameplate capacity biomass derived

energy, through either bundled or unbundled renewable energy certificates. The fuel used

to generate the biomass derived energy must come from high-risk fuel, sourced at least 80

percent from within the state of Arizona. The 60 MWs of nameplate capacity must be in-service

by December 31, 2021 and the procurement should end no sooner than December 31, 2041. The

procurement process may account for seasonal grid needs, by using such strategies as seasonal

curtailment and strategic outages. This biomass derived energy shall count toward each utilities'

compliance with the unchanged REST targets and payment for the procurement shall be

collected through each utilities' REST surcharge.

v . Dis catchable Clean Ener - Arizona has always been a leader in clean energy, from the

nation's largest nuclear power plant to innovative solar plus storage installations, Arizona has

built a successful industry with jobs spread across the state. Recently, the price of clean energy

technology has dropped significantly, all while capabilities have increased. Unfortunately, current

policies do not encourage the adoption of beneficial new clean energy sources, nor protect

existing ones. Moreover, current intermittent renewable energy sources can crowd out crucial

caseload resources during certain times of the day and introduces challenges to system reliability

at scale due to lack of dispatchability. The state's consumer advocate office filed a plan to correct

this, and use clean energy in a way that benefits all ratepayers by harnessing this energy to

reduce peak demand in a policy labeled the "Clean Peak Standard." Based on

recommendations in that document, and after considering extensive information gathered
in a variety of Corporation Commission workshops, regulated utilities shall set a Clean
Peak Target (CPT) that incorporates existing and new clean energy sources. To set this
target, regulated utilities shall quantify existing levels of clean resources deployed during
peak hours to establish a baseline, and incrementally increase that baseline figure 1.5%

er ear on avert e until 2030. This shall ensure that Arizona continues to expand its use of
clean energy resources, while also considering the overall impact that deployment of various
resources will have on the grid's most expensive critical peak hours. Retrofitting existing
renewable resources to maximize effectiveness during peak Windows is permitted. Each year,
affected utilities will file detailed programs within their CREST Implementation Plan. Progress
toward the 2030 target shall be included in the annual CREST Compliance Filing. Credit creation
and counting for compliance shall be done in the same manner as the REST, with the new
compliance window being each utilities' four peak value hours each day (e.g. summer net load
peak: 4pm-8pm) instead of the current 24-hour window. Shoulder months may have a different
four-hour window or may be split into two separate two hour Windows.

t m n /

1 National Interagency Fire Center "Fire Information Statistics Historical Yearend Fire Statistic by State."
https://www.nifc.qov/firelnfo statistics.html
2 National interagency Fire Center "Wieland Fatalities by year." hot s://www.nifc av/saf t / f F Ii i
Y r f
a Arizona Department of Forestry and Fire Management "Internal Cost Spreadsheets Years 2002-2007 and years 20082017."
' Supported by testimony at Airizona Corporation Commission Forest Bioenergy Workshop. December 5. 2017.
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VI. Ener Effi i n - Energy efficiency (EE) will be critical in helping the state meet the new 80
percent clean energy target. In 2017 alone, over 747,000 Mwh's in energy were saved in
Arizona's two largest regulated utility territories.5 The current EE Standard, however, is scheduled
to sunset in 2020. Within 120 a s of is Alic Hein ado Ted the Cor orate n
Commission shall initiate a process to implement a new EE policy, to be part of the
CREST. This initiative shall complement the goal of achieving 80 percent clean energy
resources b 205 while reducing costs for rate a ere. Demand Side Management type
plans should continue to be developed to aid in the strategic deployment of EE measures. This
may take place as part of the broader CREST Implementation Plan filing. The Demand Side
Management funding structure shall also be maintained to track costs related to this specific
policy.

VII. Electric Vehicles - The electrification of the transportation sector is critical to the state being able
to meet its environmental regulations for air quality. Currently, parts of Arizona are considered in
"moderate" nonattainment with EPA clean air standards. Such conditions impose millions of
dollars of compliance costs on major industries looking to operate in Arizona. Estimates from the
Arizona Department of Environmental Quality show that the costs of the Phoenix Metro area
being in noncompliance could be over $296 million dollars per year? Strategic electrification of
the transportation sector will provide a valuable tool to address these issues and set the state on
the path to a clean energy future. Arizona should take advantage of rapidly changing
transportation technologies to help meet the state's air quality goals and the new clean energy
target while bolstering the state's own economy by reducing out of state spending on fuel. To aid
in this strategic implementation, regulated utilities shall propose electric vehicle (EVI
infrastructure in future CREST implementation plans for Corporation Commission
consideration. Specifically, utilities should propose EV charging infrastructure (11 in new
home construction programs, (2) in existing home programs, (3) for strategic commercial
and industrial customers or large fleet owners, and 141 on major highways and interstates
across their service areas to provide our citizens with charging options. Charging
infrastructure should be deployed strategically and in high use or critical areas. Priority should be
given to implementation plans where day time charging is encouraged.

VIII.

c  es a o e

Ener Plan fin - Currently, Arizona utilities use Integrated Resource Plans (IP) to inform the
Commission about the utility's plans to provide safe, reliable, and affordable electric services. The
lack of clear energy policy in the state has resulted in each utility using their own strategies as the
guiding principles in developing their IP. This process lacks the focus needed to move Arizona
forward uniformly toward its clean energy future. As such the rules and re I ons overnin
the IRP process shall be amended for the purpose of supporting and promoting the

I i  i d t d herein. Any future IRP filings should be placed on hold with the expectation of
it being rescheduled, following the completion of the Rulemaking process.

I

I

5 2017 Integrated Resource Plans for APS and TEP.httpszl/www.tep.com/wpcontent/uploads/2016/04/|EP2017lnteorated
ResourceFINALLowResolution.pdf and https://www.aps.com/Iibrarv/resource%20alt/2017InteoratedResourcePlan.pdf
se Arizona Department of Environmental Quality, Technical Memorandum: Electric Vehicles in Arizona"
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