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1 B Y THE  C O MMIS S IO N'

2

3

4

UNS E Ele ctric, Inc. ("UNS E" or "Compa ny") provide s  e le ctric s e rvice  to  a pproxima te ly

95,000 cus tome rs , of which 82,600 a re  re s ide ntia l, within S a nta  Cruz a nd Moha ve  Countie s  in

Arizona n On Ma y 5, 2015, UNS E file d with the  Arizona  Corpora tion Commis s ion ("Commis s ion")

6

7

8

9

1 0

11

1 2

1 3

1 4

5 a n Applica tion for a  ra te  incre a se  ("Applica tion").

Inte rve ntion in this  ma tte r wa s  gra nte d to the  Re s ide ntia l Utility Consume r Office  ("RUCO"),

Noble  Ame rica s  Ene rgy S olutions  LLC ("Noble "), Nucor Corp. ("Nucor"), The  Allia nce  for S ola r

Choice  ("TAS C"), Arizona  P ublic S e rvice  Compa ny ("AP S "), Fre s h P roduce  As s ocia tion of the

Ame rica ns  ("FP AA"), Wa lma rt S tore s , Inc. ("Wa lma rt"), Arizona  Inve s tme nt Council ("AIC"),

Southwest Energy Efficiency Project ("SWEEP"), Weste rn Resource  Advoca tes  ("WRA"), Vote  Sola r,

Fre e port Mine ra ls  Corpora tion ("Fre e port") a nd Arizona ns  for Ele ctric Choice  a nd Compe tition

(colle ctive ly "AECC"), Arizona  Utility Ra te pa ye r Allia nce  ("AURA"), S ulfur S prings  Va lle y

Ele ctric Coope ra tive  ("S S VEC"), Arizona  S ola r De ployme nt Allia nce  ("AS DA"), Arizona  S ola r

Ene rgy Indus trie s  Associa tion ("AriS EA"), a nd Trico Ele ctric Coope ra tive  ("Trico").

15 The  App lic a tion

16

17

18

19

20

21

22

23

24

UNS E's  curre nt ra te s  we re  e s ta blishe d a s  a  re sult of a  S e ttle me nt Agre e me nt a pprove d in

Decision No. 74235 (December 31, 2013), based on a  June  30, 2012 test year, and with ra tes effective

J a nua ry 1, 2014. The  Compa ny s ta te s  tha t it file d the  curre nt Applica tion due  to incre a s e d cos ts

a ssocia ted with a  subs tantia l inves tment in plant s ince  the  la s t ra te  ca se , including in pa rticula r, the

purchase  of 25 pe rcent inte re s t in the  Gila  Rive r Power P lant #3 ("Gila  Rive r") for $55 million, which

a lone  incre a se d the  Compa ny's  Origina l Cos t Ra te  Ba se  ("OCRB") by 26 pe rce nt The  Compa ny

s ta te s  tha t the  Gila  Rive r a cquis ition incre a s e d its  non-fue l ope ra ting cos ts  by a pproxima te ly $12

million per year, which was expected to be  offse t by lower purchased capacity and energy costs  and a

decline  in base  iii e l ra te s  of approximate ly $12.3 million in 2015.

In addition to increased revenues needed to recover operating expenses, including its  authorized

26 re turn on equity, UNSE a sse rted tha t it needs  an upda ted ra te  de s ign to rectify the  unde r-recove ry of

25

27

28
1 Post-Hearing Updated Schedule G-l filed April 4, 2016 ("UNSE Final Schedules").
2 Ex UNSE-1 at 3.
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5

6

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

fixe d cos ts  due  to de clining re ta il e ne rgy s a le s  a nd the  fa ct tha t unde r curre nt ra te s  ma ny of its  fixe d

cos ts  a re  be ing  re cove re d  from volume tric  pe r-kWh cha rge s . UNS E's  re ta il s a le s  in  the  te s t ye a r

de cline d ne a rly 8 pe rce nt s ince  the  la s t te s t ye a r, which UNS E a ttribute s  to the  clos ure  of s e ve ra l la rge

cus tome rs  s ince  the  la s t ra te  ca s e , the  e ffe cts  of e ne rgy e fficie ncy a nd dis tribute d ge ne ra tion, a nd the

s low pa ce  of e conomic re cove ry in its  s e rvice  te rritory.

In its  Applica tion, UNS E s ought a n incre a s e  in gros s  te s t ye a r re ve nue s  of $22.6 million?  Its

7 propos e d re ve nue  re quire me nt wa s  ba s e d  on  a  Fa ir Va lue  Ra te  Ba s e  ("FVRB") of $355.7  million ,

which wa s  the  a ve ra ge  fa n OCRB of $272 million a nd a  Re cons truction Cos t Ne w Le s s  De pre cia tion

("RCND") Ra te  Ba s e  of $438.4  million . To de te rmine  its  cos t of ca pita l, UNS E e mploye d its  2014

te s t ye a r a ctua l ca pita l s tructure  which wa s  compris e d of 52.83 pe rce nt e quity a nd 47. l7 pe rce nt de bt,

with  a  cos t o f de b t o f 4 .66  pe rce n t a nd  p ropos e d  cos t o f e qu ity o f 10 .35  pe rce n t.  The  Compa ny

ca lcula te d a  We ighte d Ave ra ge  Cos t of Ca pita l ("WACC") of 7 .67 pe rce nt. UNS E propos e d a  Fa ir

Va lue  Ra te  of Re turn ("FVROR") of 6.22 pe rce nt, which a s s ume d a  re turn on its  fa ir va lue  incre me nt

of 1 .45 pe rcent.4

In its  Applica tion, UNS E propos e d to offs e t the  $22.6 million incre a s e  with a  propos e d $14.9

million re duction in fue l cos ts  a nd re ve nue s  due  to its  a cquis ition of Gila  Rive r, lowe r powe r ma rke t

cos ts , a nd a djus tme nts  to te s t ye a r s a le s .5 UNS E a ls o propos e d tha t $4.3 million in tra ns mis s ion cos ts

curre ntly be ing re cove re d through its  Tra ns mis s ion Cos t Adjus tor ("TCA") be  re cove re d in ba s e  ra te s .

In a ddition, UNS E propos e d a  one -ye a r cre dit to the  P urcha s e d P owe r a nd Fue l Adjus tme nt Cla us e

("P P FAC") to re fle ct the  a ccrue d s a vings  a s  a  re s ult of the  Accounting Orde r re la te d to the  a cquis ition

of Gila  Rive r (e s tima te d a t $9.3 million).6 The  combina tion of the s e  propos a ls  re s ulte d in a  re ve nue

de cre a s e  of a pproxima te ly $3.5 million, or 2.1 pe rce nt ove r te s t ye a r a djus te d re ta il re ve nue  in the  firs t

ye a r, a nd a n incre a s e  of a pproxima te ly $5.8 million, or 3.6 pe rce nt in ye a r two.

The  Compa ny orig ina lly p ropos e d  a  ra te  de s ign  d irt inc lude d : (l) inc re a s e d  ba s ic  s e rvice

25 cha rge s  for both re s ide ntia l a nd s ma ll comme rcia l cus tome rs  (from $10 to $20 for the  Re s ide ntia l Cla s s

24

26

27

28

3 Id. at A-1.
4 Id. at 1 and 6
5 Id. at 5.
6 In Decision No. 7491 I (January 22, 2015), the Commission authorized UNSE to defer the recovery of costs associated
with its acquisition of the Gila River.

4 DE C IS ION NO.
75697



DOCKET NO. E-04204A-15-0142

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

a nd from $14.50 to $30.00 for the  S ma ll Ge ne ra l S e rvice  ("S GS ") Cla s s ), (2) e limina ting the  third

volumetric ra te  tie r for residentia l customers, (3) an optional three-part ra te  s tructure  for the  Residentia l

a nd SGS  Cla sse s  tha t include d a  monthly se rvice  cha rge , a  de ma nd compone nt, a nd a  volume tric

ene rgy component, and (4) a  manda tory three -pa rt ra te  s tructure  for pa rtia l requirements  cus tomers ,

including new users  of sola r a rrays  and other dis tributed genera tion ("DG") equipment.7

Additiona lly, to ince ntivize  bus ine s s  de ve lopme nt a nd re te ntion in its  s e rvice  a re a , UNS E

proposed an Economic Deve lopment Ra te  ("EDR") which would provide  discounted e lectricity ra te s

to new or exis ting bus inesse s  tha t mee t ce rta in qua lifica tions , such a s  job crea tion or minimum load

re quire me nts . And in complia nce  with De cis ion No. 74689 (Augus t 12, 2014) (a pproving the  Fortis

S e ttle me nt Agre e me nt) UNS E a ls o s ubmitte d a  pilot progra m for a  "buy through" ta riff tha t, if

approved, would he  available  to Large  Power Service  customers.8

UNSE also proposed to modify its  ne t metering rider tha t would apply to ne t metered customers

who submitted applica tions  for inte rconnection a fte r June  l, 2015. Unde r UNSE's  proposa l: (1) new

ne t me te red cus tomers  would continue  to rece ive  a  full re ta il ra te  offse t for the  ene rgy they consume

tram their DG system, (2) new net metered customers would pay the  currently approved and applicable

re ta il ra te  for a ll ene rgy de live red by UNSE, with applicable  re ta il ra te s  limited to the  demand-based

rate  options, and (3) new net metered customers would be compensated for any excess energy their DG

sys te m produce s  a nd de live rs  to UNS E, with bill cre dits  ca lcula te d us ing a  ne w "Re ne wa ble  Cre dit

Ra te " (a  ra te  tha t re fle cts  the  curre nt cos t of utility sca le  sola r e ne rgy). Ne w ne t me te re d cus tome rs

could ca rry over unused bill credits  to future  months  if they exceed the  amount of the ir current UNSE

bill.l0

22

23

24

25

UNSE a lso proposed to modify its  Purchased Power and Fue l Adjus tment Clause  ("PPFAC")

Cost Recovery ("LFCR") mechanism to include  adding fixed genera tion costs  and 100 percent of non-

genera tion demand charges  (ins tead of 50 pe rcent), a s  we ll a s  increas ing the  cap from l pe rcent to 2

26

27

28

7 Ex UNSE-l at 8.
8 UNSE does not support approval of a buy-through tariff
9 Under the Company's proposal, "new" net metered customers would be those customers who submitted applications after
June 1, 2015.
ro Ex unsE-1 at 9.
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1 pe rce nt.
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3

4

5

6

7

Furthe r, UNS E re que s te d a uthority to de fe r 100 pe rce nt of the  Arizona  prope rty ta xe s  a bove  or

be low the  te s t ye a r le ve l ca us e d by cha nge s  in the  compos ite  prope rty ta x ra te  a nd cha nge s  in the  Gila

Rive r va lua tion me thodology. It a ls o re que s te d a uthority to de fe r a ll cos ts  a s s ocia te d with a ppe a ling

the  Gila  Rive r prope rty va lue s , a nd to a mortize  the  de fe rra l ba la nce  ove r 3 ye a rs . Fina lly, the  Compa ny

propos e d modifica tions  to its  Rule s  a nd Re gula tions  a nd to its  Ta riff to mode rnize  a nd cla rify a re a s  of

8

9

Overview of th 'roce 1g

Staff and Intervenor Direct Testimony

10

11

12

13

14

15

16

17

18

19

20

21 16

22

23

24

In its  November 6, 2015 Direct Testimony, Staff described a  number of adjustments to ra te  base

and opera ting income, which resulted in a  recommendation tha t UNSE be  authorized a  gross  revenue

incre a se  wa s  pre mise d on us ing the  Compa ny's  a ctua l ca pita l s tructure  with a  cos t of e quity of 9.5

pe rcent, and a  FVROR of 5.60 pe rcent."

In  its  Dire ct Ra te  De s ign Te s timony file d  on De ce mbe r 9 , 2015, S ta ff re comme nde d a

ma nda tory tra ns ition of the  Re s ide ntia l a nd S GS  Cla s s e s  (including DG cus tome rs ) to thre e -pa rt

demand ra tes  with a  time  fuse  ("TOU") component, in order to be tte r and more  accura te ly re la te  ra tes

to underlying costs. 14 Staff did not recommended any changes to the current net metering tariffs.15

RUCO re comme nde d va rious  a djus tme nts  tha t re s ulte d in a  re comme nde d gros s  re ve nue

increase  of $12.2 million, based on a  Cos t of Equity of 8.35 pe rcent, and FVROR of 5.26 pe rcent on

a n a djus te d FVRB of$345,l3l,000.

RUCO supported different ra te  options for DG and non-DG residentia l customers based on their

different usages of the  grid. RUCO recommended keeping non-DG residentia l customers on traditional

two-pa rt ra te s , a nd propose d thre e  optiona l ra te s  for re s ide ntia l sola r DG cus tome rs , which would

25

26

27

28

11 Id, at 10.
12 Ex S-1 Mullinax Dir at DHM-2.
13 Ex S-3 Abinah Dir at 12, Ex S-1 Mullinax Dir at DHM-2.
"* Ex Staff-5 Solganick Rate Dir at 3.
15 Ex S-16 Broderick Rate Dir at l 1.
in Ex RUCO-1 Michlik Dir at 4.
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7

1 impact the  current ne t me te ring scheme . 17

Othe r tha n RUCO, Inte rve ne rs  did  not focus  on the  ultim a te  re ve nue  re quire m e nt,  a lthough

TAS C a nd Wa lm a rt provide d te s tim ony on the  cos t of ca pita l.  TAS C re com m e nde d a  hypothe tica l

ca pita l s truc ture  of 50 pe rce nt de bt a nd 50 pe rce nt e quity a nd a  Cos t of Equity of 8.75 pe rce nt,  a nd

Wa lma rt re comme nde d a  Cos t of Equity of no more  tha n 9.5 pe rce nt ba s e d on the  Compa ny's  a ctua l

ca pita l s tructure .18 S WEEP  re comme nde d incorpora ting $5 million of e ne rgy e fficie ncy cos ts  in ba s e

ra te s  ra the r tha n re cove re d in the  curre nt a djus tor me cha nism, which would ha ve  a ffe cte d the  re ve nue

8

9

re quire me nt, but not the  bottom-line  on ra te pa ye rs ' bilIs . '9

a  wid e  a r r a y  o f  in t e r e s t s ,  m a d e  a  n u m b e r  o f  r a t e  d e s ig nIn te rv e n o r,  re p re s e n tin g

10 re com m e nda tions :

l l

12

13

T AS C ,  Vo t e  S o la r ,  a n d  AUR A b e lie v e d  t h e  C o m p a n y ' s  r a t e  p ro p o s a ls  we re

d is c rim ina to ry a nd  wou ld  h inde r the  in s ta lla tion  o f s o la r DG .  The s e  in te rve ne rs  ob je c te d  to  the

impos ition of de ma nd cha rge s  on re s ide ntia l DG cus tome rs  or a ny cha nge s  to the  ne t me te ring ta riff"

14 SWEEP objected to certa in ra te  design changes such as  increasing the  basic customer

15

16

cha rge  a nd e lim ina ting the  third ra te  tie r which it be lie ve d would ne ga tive ly impa ct e ne rgy e ffic ie ncy

e fforts .

17 • WRA objected to trea ting DG and non-DG customers separa te ly, obi acted to residentia l

18 de ma nd cha rge s  a nd re comme nde d a  minimum bill to a ddre s s  low-us a ge  cus tome rs ,"

19 • ACAA s upporte d incre a s ing e ligibility for low-income  dis counts  a nd a dva nce d va rious

20

21

propos a ls  to  ho ld  low-inc om e  c us tom e rs  ha rm le s s  from  the  ra te  inc re a s e ,  oppos ing  in  pa rtic u la r

incre a s e d fixe d cha rge s ."

22 • Large  commercia l and industria l customers , represented by Walmart and AECC/Noble ,

23 in  ge ne ra l s upporte d  the  Compa ny's  Cus tome r Cos t of S e rvice  S tudy ("CCOS S ") with  s ome

24

25

26

27

28

17 Ex RUCO-5 Huber Rate Dir at 13.
18 Ex TASC-22 Woolridge Dir at 4, Ex Walmart-1 Christ at 9.
19 Ex SWEEP-1 Schlegel Dir.
20 Ex TASC 19 Fuller Dir, Ex TASC-20 Fulmar Rate Dir, Ex AURA-4 Quinn Rate Dir, Ex Vote Solar-6 Kobor Dir.
21 Ex SWEEP-2 Schlegel Rate Dir,
22 Ex WRA-l Wilson Rate Dir at 2-3.
23 Ex ACAA-l Zwick Dir, Ex ACAA-2 Zwick Rate Dir, UNSE's low income program is entitled "Customer Assistance
Residential Energy Support" or "CARES".
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1

2

3

4

5

6

7

m odifica tion, a nd a dvoca te d for a  m ore  e quita ble  re ve nue  a lloca tion be twe e n the  la rge r com m e rcia l

cus tome rs  who the y a s s e rt a re  s ubs idizing the  Re s ide ntia l a nd S GS  Cla s s e s , the y a ls o s upporte d the

E DR  a n d  b u y-th ro u g h  ta riff p ro p o s a ls  with  m o d ific a t io n s . Nu c o r o b je c te d  to  th e  C o m p a n y's

m e thodology for de te rm ining de m a nd cha rge s , a nd re com m e nde d cha nge s  to the  La rge  P owe r TOU

ra te s  a n d  in te rru p tib le  R id e r. " F P AA,  re p re s e n tin g  th e  p ro d u c e  in d u s try in  S a n ta  C ru z  C o u n ty,

obje cte d to the  imple me nta tion of de ma nd cha rge s  on its  me mbe rs .26

AIC, re pre s e nting utility e quity inve s tors , a nd AP S , a  m a jor e le c tric  utility in Arizona ,

8 supporte d the  Compa ny' s  proposa l for re s ide ntia l de ma nd cha rge s  a nd cha nge s  to ne t me te iing.27

9 Companv's Rebuttal Position

10

11

12

13

1 4

1 5

1 6

17

18

1 9

20

2 1

22

In Rebutta l Testimony filed on January 19, 2016, UNSE accepted some of S ta ff's  adjus tments

as  we ll a s  S ta ffs  recommended revenue  increase  of $18.5 mil1ion.28 In accepting the  lower revenue

increase , the  Company revised its  revenue  a lloca tion, which reduced the  amount of the  decrease  tha t

had been proposed for the  la rger commercia l and industria l classes.

The  Company a lso accepted S ta ffs  recommenda tion concerning manda tory demand charges

for a ll res identia l and SGS customers , and proposed a  plan tha t would transition to three-part ra tes  by

the  spring of 2017.29 Under UNSE's  proposa l, transitiona l ra tes  tha t re ta ined the  current two-part ra te

de s ign would re ma in in pla ce  until a ll re s ide ntia l a nd SGS cus tome rs  we re  e quippe d with the  sma rt

meters  necessary to implement demand ra tes, and severa l months of usage  data  could be  collected."

UNS E s tipula te d tha t S ta ff's  propose d thre e -pa rt ra te  s tructure  would e limina te  the  ne e d to

specifica lly address  the  current Ne t Mete ring policy if prope rly des igned and implemented in a  time ly

manner." Because  not a ll parties  supported the  implementa tion of the  three-part ra tes, UNSE continued

to advocate  tha t its  ne t metering proposal be  evaluated as part of this  proceeding. 32

23

24

25

26

27

28

24 Ex Walmart 4 Tillman Dir, Ex Walmart-2 Hendrix Dir, Ex AECC/Noble-1 Higgins Rate Dir,
25 Ex NUCOR-1 Zarnikau Rate Dir.
pa Ex FPAA-1 Jungmeyer Rate Dir, Ex FPAA-2 Simer Rate Dir.
27 Ex AIC-C Hansen Rate Dir, AIC-A Yaquinto Rate Dir, Ex APS-6 Miessner Rate Dir., Ex APS-3 Faruqui Rate Dir.
28 Ex UNSE-12 Lewis Reb Ar 6.
29 Ex UNSE-4 Hutchins Rab at 2.
30 Ex UNSE-29 DlNres Reb at 11,
31 Ex UNSE_26 Tillman Rab at 3.
32 Ex UNSE-4 Hutchens Rab at 12.
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1 Sgrrebuttal Position_s

2

3

4

5

6

7

8

9

10

11

12

13

1 4

In Surrebutta l Tes timony filed on Februa ry 23, 20]6, S ta ff made  additiona l adjus tments  which

reduced Sta lls  recommended base  ra te  increase  to $15.3 million, based on a  FVROR of 5.63 percent,

and an adjus ted FVRB of $353,999,000." S ta ff re comme nde d a  lowe r a lloca tion of the  re ve nue

increase to the Residential and SGS Classes than being proposed by the Company.34

S ta ff supported the  Company's  three -pa rt ra te  de s ign proposa l for the  Res identia l and SGS

Classes, but proposed mitigation measures to protect customers who adopted DG prior to June 1, 2015.

S ta ff recommended keeping the  exis ting Ne t Me te ring Ta riffs ."

RUCO made additional adjustments and ca lcula ted a  gross revenue increase  of$17.205 million,

based on a  Cost of Equity of9.13 percent, FVROR of 5.48 percent, and an adjusted FVRB of$353,755

million." Howe ve r, RUCO a lso s ta te d tha t it would cons ide r re comme nding S ta ffs  Cos t of Equity of

9.5 percent, if the  overa ll revenue  requirement was not grea te r than $15.1 million.37 RUCO continued

to a dvoca te  tor its  ra te  de s ign options  which dis tinguis he d be twe e n DG a nd non-DG re s ide ntia l

Qust0m@ts_38

15

16

17

18

IN

20

APS and AIC suppor ted the Company's proposed th ree-par t  r a te design  for  Residen t ia l  and

SGS Classes and its proposed net meter ing modifications.  TASC, Vote Solar ,  AURA, ACAA, SWEEP,

WRA opposed mandatory demand charges for  residential  ratepayers.  FPAA opposed demand charges

being imposed on its members.  The larger  commercial  and industr ial  customers,  Walmart,  Nucor  and

AECC\Noble opposed  Sta ffs  r ecommen ded r even ue a l loca t ion  amon g th e cl a sses ,  t h e meth od for

determining demand charges,  changes to the EDR, and supported the buy-through tar iff.

2 1 Company's Rejoinder Position

In Re joinde r Tes timony filed on Februa ry 29, 2016, UNSE agreed to accept a  gross  revenue

23 increase  of $15.1 million, as  long it was is  "provided with a  reasonable  opportunity to earn a  9.5 percent

22

24

25

26

27

28

33 Ex S-2 Mullinax Sure at Attachment DHM-1 .
34 Ex S-6 Solganick Surf at 5.
35 Ex S-l'7 Broderick Sure.
36 Ex RUCO-2 Michlik Sure at .IMM-1
33' Ex RUCO-4 Meese Sure at 21.
as Ex RUCO-6 Huber Sun.
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1

2

3

4

5

6

re turn on e quity."39 The  Compa ny continue d to a rgue  tha t its  ma nda tory thre e -pa rt ra te  de s ign a nd

propos e d modifica tions  to its  Ne t Me te ring Ta riff we re  a ppropria te  a nd in the  public  inte re s t to s e nd

the  corre ct price  s igna 1s .40 The  Compa ny continue d to a rgue  tha t its  Ne t Me te ring propos a l ca n be

a pprove d  withou t a wa iting  the  ou tc ome  o f the  Va lue  a nd  Cos t o f Dis tribu te d  Ge ne ra tion  doc ke t

("Va lue  o f DG doc ke t"),4 l a lthough  the  Compa ny a ls o  a ppe a re d  willing  to  fo re go  imme dia te  ne t

me te ring cha nge s  if its  thre e -pa rt ra te  propos a l wa s  a dopte d."

7 Pubic Qgmm_9nts

8

9

10

11

12

13

14

The Commission conducted Public Comment Meetings in Nogales, Lake Havasu and Kinsman,

and took public comments  a t the  commencement of the  hea ring. The  Commiss ion has  a lso rece ived

thousa nds  of writte n le tte rs  a nd e ma ils  from me mbe rs  of the  public, including ma ny individua ls  a nd

businesses loca ted outside  of UNSE's  service  area , as  it was widely perce ived tha t the  issues of three-

pa rt re s ide ntia l ra te s  a nd cha nge s  in the  ne t me te ring ta riff ha d s ta te wide  implica tions . The  va s t

ma jority of individua ls  ma king comme nts  in this  docke t we re  e ithe r oppose d to de ma nd cha rge s  for

res identia l customers , or to any changes in the  ne t metering ta riff, or both.

15 Company's Post-Hearing Position

16

17

18

19

ZN

21

22

In  its  In itia l P os t-He a ring  Brie f file d  on  April 25 , 2016 , UNS E con tinue d  to  p ropos e  a  9 .5

pe rce nt Cos t of Equity a nd a  gros s  re ve nue  incre a s e  of $15.1 million, but be ca us e  it a ppe a re d tha t the

tra ns ition to  thre e -pa rt ra te s  for re s ide ntia l cus tome rs  would not be  a s  s mooth a s  a ntic ipa te d, the

Compa ny withdre w its  s upport for ma nda tory de ma nd cha rge s  for the  Re s ide ntia l a nd S GS  cla s s e s ."

Ins te a d, a s  dis cus s e d he re in, the  Compa ny offe re d a  numbe r of optiona l ra te s  for non-DG re s ide ntia l

cus tome rs , a nd ma nda tory thre e -pa rt de ma nd ra te s  for DG cus tome rs , s imila r to its  pos ition in Dire ct

Te s timony. It continue d to s upport re vis ing its  ne t me te ring ta riff for ne w DG cus tome rs  a fte r J une  I,

23

24

25

26

27

28

39 Ex UNSE-13 Lewis RJ at 3. In Decision No. 75485 (March 10, 2016), the Commission modified the original accounting
order that allowed deferral of the Gila River acquisition costs and benefits, and determined that it was in the public interest
to offset the deferred costs and benefits to avoid a "yo-yo" effect from the PPFAC credit. As a result, UNSE now proposes
to reduce expenses by $3.1 million and flow the net benefits through the PPFAC. TEP. Staff and RUCO now agree that a
$15.1 million revenue increase is reasonable. UNSE Initial Brief at ll. UNSE reserves its right to contest the merits of the
specific adjustments in a subsequent rate case.
40 Ex UNSE-5 Hutchins RJ.
41 Docket No. E-000001_14_0023_
42 Ex UNSE-27 Tilghman RJ at 2.
43 UNSE Initial Brief at 4.
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l 2015.

2 R8VELI€ Rgquirgient

3 Rate Ba_se

4

5

6

7

8

9

10

1 2

13

UNS E, RUCO a nd S ta ff were  the  only pa rtie s  who made  recommenda tions  conce rning ra te

base adjustments. These parties have agreed for the purposes of this rate case that the Company's FVRB

s hould be  $354,00l,00(). This  compa re s  with  the  FVRB re comme nde d by S ta ff a nd RUCO in

S urre butta l Te s timony of 3353.999 million a nd 3353.755 million, re s pe ctive ly,44 a nd with the

Compa ny's  origina l propose d 1=vRB ot`$355.729 million."

In pre -he a ring te s timony, the  is s ue s  a ffe cting ra te  ba s e  a ccounts  involve d a  $2.0 million

reduction re la ted to deferred deprecia tion expense  re la ted to Gila  River supported by Staff; a  reduction

in Dire ctors  a nd Office rs  pre -pa id  ins ura nce  of $16,778 re comme nde d by S ta ff, a nd RUCO's

recommended adjus tment for Ne t Opera ting Loss  ("NOL") Carryforwards .46

The  pa rtie s ' de te rmine d the  Compa ny's  FVRB by we ighing its  OCRB a nd RCND Ra te  Ba se

14 50/50.

1 5
Adjusted OCRB

(1,000s ofDollars)
Adjusted RCND

(1,000s of Dollars)

1 6

1 7

1 8

1 9

De s cription

Gross  Utility P la nt in Se rvice

Less  Accumula ted Deprecia tion

Ne t Utility P la nt in S e rvice

Citize ns  Acquis ition Discount

20

2 1

31,169,067

561.91 1

607,156

(172,847)

(69,682)

(103,165)

22

Less: Acc um. AmorL Citizens Acq. Discount

Ne t Citize ns  Acquis ition Discount

Tota l Ne t Utility P la nt 503,991
23 Customer Advances  for Construction

24

25

Customer Deposits

Othe r (ITC)

$664,70 I

296.961

367,740

(97,156)

(36,098)

(61,058>

306,682

(3,833)

(4,428)

(422)

(4,268)

(4,428)

(422)
26

27

28

44 Ex S-2 Mullinax SLUT at 2 and Ex RUCO-2 Michlik Surr at .IMM-l.
45 Application at Schedules A & B.
46 Ex RUCO~2 Michlik Sun at 304. RUCO wididrew its NOL adjustment based O | UNSE providing additional Private
Letter Rulings by the IRS on the topic.
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1

2

3

(35,161)

(43,844)

7,455

(64__617)

(73,735)

7,454

4

5

6

Accumula ted Defe rred Inc. Taxes

Tota l Deductions

Allowa nce  for Working Ca pita l

Regula tory Asse ts

Re gula tory Lia bilitie s

Tota l Rate  Base

0

Q

$270,293

0

Q

$437,710

7

8

9

No party to this  proceeding objected to the  FVRB finding agreed to by the  Company, S ta ff and

RUCO. The  record supports  finding tha t a  $354,001,000 FVRB is  fa ir and reasonable , and should be

a dopte d  in  th is  ca s e .47

1 0 Operating Revenue and Expenses

12

In the ir las t rounds of pre-filed tes timony, UNSE, RUCO and Staff proposed adjusted revenues

and operating expenses as follows (in 1,000s):'*8

13

1 4

UNSEE Rico" Staff; '

Adj TY Opera ting Revenues $156,717 $158,714 $156,717

Adj TY Opera ting Expenses $146,187 $150,041 $146,348

16 Adj TY Ope ra ting Income $10,530 $8,673 $10,369

17 Ultimately, UNSE agreed to revenue and operating expenses that resulted in Adjusted Test Year

18 Opera ting Revenues  of $156,717,000 and Adjus ted Test Year Opera ting Expenses  of $146,187,000,

19 producing Adjus te d Te s t Ye a r Ope ra ting Income  of $10,530,000.52 For purpose s  of this  ra te  e a se ,

20  UNS E a gre e d to  S ta ffs  a djus tme nts  to  Ba d De bt Expe ns e  ($132,000), In jurie s  a nd Da ma ge s

21 ($320,000), Incentive  Compensa tion (58155,000), Directors  and Officers  Liability ($20,000), Gila  River

22 Defe rred Cos ts  ($3,100,000), OATT (820,000) and Othe r ($10,000), and to RUCO's  adjus tments  for

23 Medica l and Denta l Insurance  ($181,000), Wellness  Incentive  Programs and Spot Awards  ($47,000),

2 4

2 5

2 6

2 7

2 8

15

47 ($270,293+$437,710)/2 = $354,001 .
48 No other parties submitted evidence  on Opera ting Income except for SWEEP's proposa l to include  Energy Efficiency
Costs as part of Operating Expenses.
49 Ex UNSE-13 Lewis RJ  at DBL-RJ-1 .
50 Ex RUCO-2 Michlik Sure  a t JMM-8 .
51 Ex S-2 Mullinax Surr a t Sch C.
52 UNSE Final Schedules a t C-l and Ex UNSE-48.
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2

3

4

5

6

7

8

9

1 EEl Dues ($16,000), Ra te  Case  Expense  ($17,000) and Other ($1,000)."

SWEEP recommended tha t the  Commiss ion move  the  recovery of Energy Efficiency program

costs (in this case, $5 million) to base rates.5'* Under SWEEP's proposal, the demand side management

("DSM") a djus tor me cha nism would re ma in inta ct a nd use d a s  a n a djus tor to re cove r or re fund a ny

e ne rgy e fficie ncy funding a mounts  a bove  or be low the  $5 million be ing include d in ba s e  ra te s .55

SWEEP argues  tha t it is  unfa ir and illogica l to s ingle  out only energy e fficiency among the  Company's

many energy resources  on the  customer's  bill.56 UNSE acknowledges tha t SWEEP's  proposa l has  no

impa ct on cus tome r bills , but be lie ve s  tha t the  DSM surcha rge  provide s  ra te pa ye rs  with informa tion

on the  inves tments  be ing made  in ene rgy e fficiency programs."

1 0 Res olution

11

1 2

1 3

1 4

1 5

1 6

Although energy e fficiency may be  trea ted like  othe r fue l re sources  in the  integra ted planning

process , we  be lieve  it is  important to provide  informa tion about the  bene fits  of ene rgy e fficiency and

the  implica tions  of us ing le s s  e ne rgy. We  be lie ve  tha t a t this  time , ke e ping the  DS M a djus tor a s  a

separa te  line  item is  the  bes t course  of action, e specia lly given a ll of the  othe r ra te  des ign issues  and

changes that are  being addressed in this proceeding. However, we do not rule  out considering SWEEP's

proposal in a  future  ra te  case .

1 7

1 8

19

The  compromise  pos ition for this  ra te  case  reached among the  Company, RUCO and S ta ff is

reasonable . Thus , in the  tes t year, we  find tha t UNSE's  adjus ted Opera ting Income was $10,530,000,

which resulted in a  ra te  of re turn of 2.97 percent on its  adjus ted FVRB.

20 Cost cl Cajgtal

2 1

22

23

The Arizona  Constitution requires  the  Commission to es tablish just and reasonable  ra tes  using

the  fa ir va lue  of the  Company's  prope rty used to provide  se rvice .58 Thus , the  Commiss ion needs  to

de te rmine  a  FVROR to a pply to the  FVRB. In re ce nt ye a rs , the  Commis s ion ha s  de te nnine d the

24

25

26

27

28

53 Ex UNSE-48.
54 Ex SWEEP-3 Schlegel Surf at 16.
55 Ex SWEEP-1 Schlegel Dir at 8-9; SWEEP/WRA/ACAA Reply Brief at 8.
56 SWEEP/WRA/ACAA Reply Brief at 8. ACAA is sympathetic to SWEEP's request, however customers on the CARES
rates are currently exempt from paying the DSM fee, so including this cost in base rates would raise low-income rates.
ACAA stated that this can be addressed through the CARES rate design by not including any DSM costs for low income
customers in the CARES rate, or through an adjustment of the CARES rates. SWEEP/WRA/ACAA Reply Brief at 10.
<7 UNSE Initial Brief at 61 .
58 Ex RUCO-3 Meese Dir at 31, Ex UNSE-22 Bulkley Dir at 57.
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1

2

3

4

5

FVROR by a pplying the  ma rke t Re turn on Equity ("ROE") a nd the  cos t of de bt to the  Conlpa ny's

OCRB based on the  percentage of equity and debt in the  Company's  capita l s tructure . The Commission

then applie s  a  ra te  of re turn on the  "fa ir va lue  increment" which is  the  diffe rence  be tween the  OCRB

and the  FVRB. The  fa ir va lue  increment represents  the  apprecia tion in the  va lue  of the  asse ts  to the ir

current va lue  due  to infla tion. The  sum of the  OCRB and the  fa ir va lue  increment is  the  tota l fa ir va lue

6

7

8

of the  utility's  prope rty. The  FVROR is  the  sum of the  re turns  on e a ch of the  compone nts : (l) e quity

ca pita l, (2) de bt ca pita l, a nd (3) the  fa ir va lue  incre me nt, we ighte d by the  pe rce nta ge  of e a ch in the

FVRB.

9

10

11

12

13

14

The  pa rtie s  ma king cos t of e quity re comme nda tions  in this  ca s e , e xce pt for TAS C, re comme nd

us ing  the  Compa ny's  a c tua l c a p ita l s truc tu re  to  de te rmine  the  we igh te d  a ve ra ge  c os t o f c a p ita l

("WACC"). At the  e nd of the  te s t ye a r, UNS E's  tota l ca pita l cons is te d ofl47. l7 pe rce nt de bt a nd 52.83

pe rc e n t e qu ity." The  Compa ny de te rmine d  tha t the  c os t o f de b t is  4 .66  pe rc e n t,  wh ic h  no  pa rty

dis pute s . TAS C re comme nde d us ing a  hypothe tica l ca pita l s tructure  cons is ting of 50 pe rce nt e quity

a nd 50 pe rce nt de bt."0

15 UNS E

16

17

18

19

20

21

22

23

24

25

In its  Dire ct Te s timony, UNS E propos e d a  cos t of e quity of 10.35 pe rce nt ba s e d on Ms .

Bulkle y's  proxy group a na lys is  a nd a pplica tion of the  Cons ta nt Growth a nd Multi-s ta ge  forms  of the

Dis counte d Ca s h Flow ("DCF"), the  Ca pita l As s e t P ricing Mode l ("CAP M") a nd the  Ris k P re mium

approach. Ms. Bulkily asserted tha t the  range  of re turns on the  fa ir va lue  increment should be  be tween

the  risk-fre e  ra te  a nd the  Cos t of Equity, a nd ultima te ly conclude d tha t the  re turn on the  fa ir va lue

increment should be  1.5 percent, based on 50 percent of her es timated risk-free  ra te  of 3.01 percent.'"

Based on these  costs  and percentages, UNSE proposed a  FVRCR of 6.22 percent."

In Rebutta l Tes timony, the  Company s ta ted tha t it would not oppose  us ing S ta ffs  9.5 pe rcent

cos t of e quity re comme nda tions , a nd 0.5 pe rce nt re turn on the  fa ir va lue  incre me nt, a s  long a s  the

ove ra ll re ve nue  incre a se  a nd ra te  de s ign provide s  UNS E with a  re a sona ble  opportunity to e a rn its

26

27

28

59 Ex UNSE-1 at Schedule D.
60 Ex TASC-22 Woolridge Dir at 4.
61 Ex UNSE-22 Bulldey Dir at 60-62.
62 Id. at 57-62.
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1 5
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20

2 1

UNSE a rgue s  tha t the  Commiss ion should re je ct TASC's  re comme nde d hypothe tica l ca pita l

s tructure  and recommended cost of equity of 8.75 percent.64 UNSE argues tha t a  hypothe tica l capita l

s tructure  is  used only when the re  is  a  s ignificant va riance  from the  proxy group. UNSE s ta te s  tha t its

actua l capita l s tructure  is  s imila r to the  proxy groups used to es timate  the  cost of capita l by the  various

cost of capita l witnesses , and is  comparable  to the  capita l s tructure  used in UNSEE's  las t ra te  case . In

addition, UNSE a sse rts  tha t utility management should be  given some  discre tion in de te rmining the

a ppropria te  ca pita l s tructure . UNS E's  witne s s  Gra nt te s tifie d tha t by ha ving le s s  de bt in its  ca pita l

s tructure , UNSE has  improved its  access  to credit and more  favorable  ra te s ." UNSE notes  tha t when

it approved the  Fortis  merge r, the  Commiss ion re s tricted UNSE's  ability to pay dividends  until equity

reached a t leas t 50 pe rcent. UNSE contends  this  indica tes  dirt the  Commiss ion cons ide rs  50 pe rcent

equity to be  a  minimum targe t, not a  specific ta rge t. USNE asserts  tha t its  actua l 52.8 percent equity is

only s lightly highe r tha n the  minimum ta rge t a rid is  a  ke y compone nt of ma inta ining the  Compa ny's

investment grade  credit ra ting.66

UNSE a lso disputes  TASC's  a sse rtion tha t inte res t ra te s  a re  fa lling. UNSE asse rts  tha t TASC

witne s s  Wooldridge 's  te s timony s hows  tha t Moody's  A ra te d a nd Ba a  ra te d utility bond ra te s  a re

increasing. In addition, UNSE asserts  tha t credit spreads a re  increasing. By using a  4 percent risk free

ra te  in his C AP M analysis , when his data  suggests a  risk-free  ra te  ofapproximately 2.75 percent, UNSE

cla ims  tha t Mr. Woolridge  a cknowle dge s  tha t ra te s  will be  incre a s ing. In contra s t, UNSE s ta te s  tha t

the  Cost of Equity agreed to by the  Company, S ta ff, and RUCO of 9.5 percent is  a t the  low end of the

authorized ROEs for Mr. Wooldridge 's  proxy group."

22 R UC O

23

24

25

In Dire ct Te s timony, RUCO origina lly re comme nde d a  Cos t of Equity of 8.35 pe rce nt ba se d

on its  witness  Meese 's  re sults  from this  DCF and CAPM mode ls , a  cos t of debt of 4.66 pe rcent, and

us ing the  Compa ny's  a ctua l ca pita l s tructure . RUCO re comme nde d tha t the  Commis s ion a dopt a

26

27

28

63 Ex UNSE-23 Bulkley Rab a t 79, UNSE Initia l Brief a t 16.
64 UNSE Initia l Brief a t 13-14.
65 Ex UNSE-9 Grant RB at 3.
au UNSE Initia l Brief a t 15.
Ev Ex UNSE-24 Buckley RJ , Ex AEB-2. UNSE Reply Brief a t 4.

15 DECIS ION NO. 75697

I



DOCKET NO. E-04204A-15-0142

1

2

3

WACC of 6.86 percent and a  FVROR of 5.26 percent.68 In Surrebutta l Testimony, Mr. Meese  revised

his  recommenda tions  to include  a  9.13 pe rcent cos t of common equity, a  4.66 cos t of debt, yie lding a

7.17 percent WACC and a  FVROR of 5.48 percent.69

At the  hea ring, RUCO agreed to adopt S ta ffs  9.5 pe rcent cos t of equity and 0.50 pe rcent fa ir

5  va lue  incre me n t."

4

6 S ta t !

7

8

9

10

11

S ta ff re comme nde d a  9.5 pe rce nt Cos t of Equity a nd a  0.5 pe rce nt ra te  of re turn on the  fa ir

va lue  incre me nt ba s e d on the  findings  in  UNS E's  la s t ra te  ca s e ." S ta ff a ls o re comme nde d tha t the

Commis s ion a pprove  the  ca pita l s tructure  propos e d by the  Compa ny. S ta ffs  re comme nda tions  re s ulte d

in  a  WACC of 7 .22  pe rce nt, a nd  a  ra te  of re turn  on  the  fa ir va lue  inc re me nt of 0 .5  pe rce nt, a nd  a

FVROR o f5 .6 3  p e rc e n t."

1 2 Wa lm a r t

13

1 5

1 7

Walmart asserted that the  10.35 percent ROE proposed by the  Company was too high, and that

14 the  Commiss ion should not approve  a  ROE highe r than the  currently approved ROE of 9.5 pe rcent."

Walmart's  witness Chxiss  acknowledged tha t Walmart could a lso accept the  9.5 percent cost of

TAS C

18

19

20

21

22

TAS C wa s  the  only pa rty which provide d e vide nce  on the  is s ue  of the  cos t of e quity tha t did

not a gre e  to a cce pt a  9.5 pe rce nt cos t of e quity for the  purpos e s  of this  ra te  ca s e . TAS C a rgue s  the

propos e d 9.5 pe rce nt cos t of e quity doe s  not re cognize  fina ncia l improve me nts  s ince  the  la s t ra te  ca s e ,

s uch a s  UNS E's  improve d bond ra ting, from Ba a n to  AS , a nd re ce ipt of ove r $100 million in  e quity

ca pita l, which s hould ha ve  the  e ffe ct of lowe ring the  cos t of e quity."

23

24

25

26

27

28

68 Ex RUCO-3 Meese Dir a t ii,
69 Ex RUCO-4 Meese Sun' a t ii. Mr. Mease appears  to ca lcula te a  weighted average cos t of capita l of 7.17 percent, but
utilizes  7.02 percent in his  ca lcula tion of FVROR. Given RUCO's  acceptance of S ta ffs  recommended cos t of equity and
FVROR, we do not a ttempt to reconcile the discrepancy.
70 RUCO Initia l Brief a t 1.
71 Ex Staff-3 Abinah Dir a t 2.
72 Ex S-2 Mullinax Surr a t DHM-l(Schedule D).
73 Ex Walmart-1 at 4, Tr. a t 782.
74 Tr. at 782.
75 TASC Initia l Brief a t 37-38.

75697
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3

4

5

6

7

8

TASC did not discuss  the  ca pita l s tructure  or FVROR in its  pos t-he a ring brie fs , but in Dire ct

Te s timony, Mr. Woolridge  propose d us ing a  hypothe tica l ca pita l s tructure  comprise d of 50 pe rce nt

e quity a nd 50 pe rce nt de bt, in orde r to be tte r ma tch the  ca pita liza tion of the  proxy 8r0upj6 Mr.

Woolridge  did not address  the  ca lcula tion of the  FVROR.

TASC supports  a  cos t of equity of 8.75 pe rcent." Its  witne ss  Woolridge  utilized the  DCF a rid

C AP Min his  ana lys is  offeNSE's  cost of equity. Mr. Wooldridge 's  DCF ana lyses  indica ted ROEs of8.7

and 9.0 percent, and his  CAPM results  were  8.1 percent and 8.3 percent. As a  check on his  result, he

compa re d his  re sults  to the  re turns  on e quity of s imila r publicly he ld e le ctric utilitie s  a s  we ll a s  the

1 0

11

1 2

1 3

14

1 5

1 6

1 7

9 proxy group us e d by UNS E's  witne s s .

TASC criticizes Staff's  use  of the  cost of equity utilized in the  last ra te  case , because  tha t re turn

was the result of a  settlement and not based on empirical analysis, and relies on outdated data  that does

not account for current market conditions.78 TASC also criticizes UNSE's  recommended ROE of 10.35

percent, which is  a lmost 100 bas is  points  ove r the  Cost of Equity awarded in the  la s t ra te  case , even

though the  Company has  decreased its  credit risk and inte res t ra te s  remain a t his toric lows.79 TASC

be lieves  tha t the  UNSE witness  "gross ly" infla ted the  GDP growth ra te s  and long-te rm projected 30-

Year Treasury yie ld, a rid used an unrea lis tic ove ra ll s tock marke t re turn which re sults  in infla ting he r

ris k pre mium ca lcula tions ."

1 8

1 9

Z0

2 1

22

23

TASC a lso criticizes  Ms. Bulkley's  pre senta tion of the  ROE re turns  for 2012-2016 by lumping

the m into one  cha rt tha t ma sks  the  re ce nt tre nd tha t a udiorize d ra te s  of' re turn ha ve  de cline d s ince

2012.81 TASC argues tha t in de termining a  cost of equity, the  Commission must look a t the  company's

individua l circums ta nce s . According to TAS C, inve s tor ris k is  ke y to the  a uthorize d ra te  of re turn

ca lcula tion a nd the re fore  UNS E's  e quity infus ion from Fortis  re duce d inve s tor ris k a nd jus tifie s  a

downward adjustment of the  cost of equity from the  Company's  last ra te  case .82

24

25

26

27

28

76 Ex TASC-22 Woolridge Dir a t 4.
77 Id. at 26-27.
78 TAs k Initia l Brief a t 38-39.
79 UNSE Initia l Brief a t 39.
an TASC Initia l Brief a t 39-40.
a l TASC Reply Brief a t 17-18.
so Id. at 18.
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Only TAS C s pe cifica lly dis pute s  utilizing a  Cos t of Equity of 9.5 pe rce nt, re comme nding

ins tead a  Cost of Equity of8.75 percent. The  es timates  for the  Cost of Equity in this  proceeding range

from 8.75 percent by TASC to UNSE's  10.35 percent. The agreed 9.5 percent is  within the  range and

s upporte d  by the  e vide nce . Although UNS E's  fina ncia l me trics , s uch  a s  its  bond  ra ting  a nd

capita liza tion, have  improved s ince  its  la s t ra te  case  due  to the  Financia l support of its  pa rent Fortis ,

inte res t ra te s  a re  ris ing, and UNSE faces  s ignificant risks  from cha llenging economic conditions  in its

se rvice  a rea , declining energy sa les , and a  current ra te  design tha t requires  substantia l modifica tion in

orde r to comply with tra ditiona l principle s  of cos t ca usa tion. A Cos t of Equity of 9.5 pe rce nt is  not

unreasonable  in this  case .

11 UNSE did not provide  a  ca lcula tion of the  FVROR or a  dire ct ca lcula tion of the  $15.1 million

12

13

14

agreed revenue increase . Based on a  Cost of Equity of 9.5 percent, cost of debt of 4.66 percent, and a

re turn en the  fa ir va lue  increment of 0.5 pe rcent, we  ca lcula te  a FVROR of 5.63 percent.84 Under the

tota lity of circumstances  in this  case , a  FVROR of 5.63 percent is  reasonable .

15 Re ption_- AuQorized Revalue Increase

Ba s e d on the  findings  of FVRB a nd FVROR, we  a uthorize  a  non-fue l re ve nue  incre a s e  of

17 $15,100,()00, a  9.6 percent increase over adjusted test year revenues, as illustrated beIow:85

16

18

19

20

Adjusted Fa ir Value  Rate  Base

Adjus ted Opera ting Income

Current Ra te  of Re turn

$354,001 ,000

$10,530,000

2.97%
21

22
$19,930,000

5.63%
23

24

Required Opera ting Income

Required Ra te  of Re turn

Opera ting Income  Deficiency

Gross Revenue Conversion Factor

$9,400,000

1.6070
25

26

27

28

as TASC 8.75 percent, RUCO 9. 13 percent, Staff 9.5 percent, Walmart 9.5 percent andUNSE 10.35 percent,
84 UNSE's Final Schedule A-1 does not reconcile with the updated Schedule D-1 (Cost of Capital), appears to utilize an
erroneous FVROR of 3.95 percent, and does not indicate how the utility calculated a $15.1 million revenue increase.
5 We are not able to precisely reconcile a 9.5 percent Cost of Equity and rate of return on the fair value increment with the

requested increase of S15,100,000. We find, however, that in this case, the deviation is de rninirnus, and does not alter the
ultimate conclusion that a revenue increase of $15.1 million is supported by the record.

18
75
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4

Increase  in Gross Revenue Requirement $15,105,800

No party objected to the  proposed $15.1 million revenue  increase . An increase  of $ l5,100,000

comports  with the  lowest of the  range  of recommendations advanced by parties  in this  proceeding who

addressed the revenue increase,

5 Revenue Allocation

6 UNS E

7

8

9

10

11

12

13

14

15

16

One  of the  goa ls  in this  ra te  case  has  been to achieve  a  be tte r a lignment of revenue  recovery

a nd cos t ca usa tion. UNSE's  CCOSS  indica te s  tha t the  la rge  comme rcia l a nd indus tria l cla s se s  a re

subsidizing the Residential and SGS Classes.86 The CCOSS shows that despite  a  positive return for the

Company as a  whole , the  Residentia l Class  had a  negative  re turn and the  SGS Class re turn was lower

than the  Company average, while  the  medium/large  general service  class and the  Large Power Service

("LP S ") Cla s s  contribute d re turns  ma ny time s  the  Compa ny a ve ra ge , a t 17.55 pe rce nt a rid 3 l .48

percent, respectively.87 Another way to show the  current inter-class subsidies looks a t the  unitized ra tes

or re turn ("UROR") for each class.88 Under current ra tes the  Residentia l Class has UROR of -0. 13, the

SGS Class  has  an UROR of 0.33, the  MGS/LGS Class  has  a  UROR of 3.5l and the  LPS Class  has  a

UROR 0f6.0).89

17

18

19

20

21

22

UNSE propose d a n a lloca tion of the  re ve nue  incre a se  tha t doe s  not ma tch the  re sults  of its

CCOSS in tha t it does not achieve  a  UROR of 1 .0 for each class . Rather, in the  inte rest of gradualism

UNS E propos e d to ta ke  a  s te p tha t would re duce , but not e limina te , the  s ubs idy from the  la rge

comme rcia l cla s se s  to the  Re s ide ntia l Cla s s . Of the  $15.1 million re ve nue  incre a se , UNS E would

a lloca te  3144136,082 (93.6 pe rcent) to the  Res identia l Cla ss , $1,528,313 (10.1 pe rcent) to die  SGS

Cla ss , a  de cre a se  of $83,000 (0.5 pe rce nt) to the  Inte nuptible  Powe r Se rvice  Cla ss , a n incre a se  of

23

24

25

26

27

28

so Ex UNSE-33 Jones RJ at 4.
87 UNSE Final Schedules at G- 1 .Updated Schedule G does not reconcile precisely with the book values used to determine
the revenue increase. UNSE indicates that the difference is due to a difference in billed revenues did] booked revenues.
This also affects the ability to compare Staffs Ex-l8 (showing results of various allocation strategies) which is based on
the CCOSS with the authorized increase.
as A common method to measure the degree of inter-class subsidy paid or received by a particular customer class is the
measurement of UROR, or relative rate of retum. A UROR of less than 1 indicates that a class is receiving a subsidy and
a UROR above 1 indicates that a class is paying a subsidy. Ex S-5 Solganick Rate Design Dir at 21, Ex Walmart-4 Tillman
Dir at 6, Tr. at 2795-96,
89 Ex S-18.

19
7
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$286,000 (1 .9 percent) to the  MGS Class , a  decrease  of $131,000 (0.86 percent) to the  LGS Class , a

decrease  of`$759,000, (5.0 percent) to the  LPS Class, and an increase  of $53,000 (0.35 percent) to die

UNSE asserts  that Staffs  proposal, which a llocates less of the  increase  to the  Residentia l Class,

would require  a  la rge r 'jump to pa rity" in the  next ra te  ca se  than proposed in this  ca se , and tha t the

Compa ny's  a lloca tion would ma ke  a  "two ra te  ca s e  jump" more  fa ir, re a s ona ble , a nd a tta ina ble .

Ultima te ly, howe ve r, UNS E a cknowle dge s  tha t the  re ve nue  a lloca tion is  a  policy de cis ion for the

Commiss ion which mus t de cide  wha t le ve l of cros s -subs idiza tion is  a ppropria te  a nd how quickly it

would like  to achieve  a  more  equitable  a lloca tion of costs .9l

10 S ta ff

11

12

13

14

15

16

17

18

19

20

21

22

23

24

S ta ff a cknowle dge s  tha t the  Re s ide ntia l Cla s s  is  curre ntly be ing s ubs idize d by the  comme rcia l

c la s s e s . Howe ve r, S ta ff c la ims  tha t in  orde r to  bring the  Re s ide ntia l Cla s s  to  pa rity with  the  o the r

cla s s e s  would re quire  the  Re s ide ntia l Cla s s  re ce iving 127.6 pe rce nt of the  tota l incre a s e , a nd tha t to

bring the  S GS  cla s s  to pa rity would re quire  a  cla s s  incre a s e  of 15.7 pe rce nt.92 Give n the  ma gnitude  of

the s e  pe rce nta ge s , S ta ff propos e s  a  gra dua l tra ns ition towa rd the  long-te rm goa l of pa rity." According

to S ta ff, the  re la tive  s ize  of e a ch cla s s  limits  the  de gre e  to which the  Commis s ion ca n incre a s e  cos t

a lloca tions  in a  s ingle  ra te  ca s e . Whe n de te rmining cla s s  re ve nue  a lloca tions , S ta ff be lie ve s  tha t the

Commis s ion s hould cons ide r e a ch c la s s ' re la tive  pos ition to othe r c la s s e s , e conomic conditions  for

cons ume rs , the  bus ine s s  clima te  a nd pa s t cos t a lloca tion pra ctice s .

S ta ff cons ide re d va rious  me thodologie s  of a lloca ting the  re ve nue  re quire me nt a mong the  ra te

cla s s e s , a nd ultima te ly re comme nds  incre a s ing the  Re s ide ntia l a nd S GS  Cla s s e s  by 50 pe rce nt of the

a mount ne e de d to re a ch pa rity, a nd incre a s ing a ll othe r cla s s e s  by a n e qua l 10.1 pe rce nt.94 Thus , S ta ff

would ha ve  the  Commis s ion move  the  Re s ide ntia l Cla s s  ha lf wa y to bringing it to conformity with the

a ctua l cos t of s e rvice , with a  goa l to e limina te  inte r-cla s s  s ubs idie s  by the  Compa ny's  ne xt ra te  ca s e ."

25

26

27

28

90 UNSE Final Schedules at A-1 .
91 UNSE Initial Brief at 17, UNSE Reply Brief at 4-5 _
92 Ex S-18.
93 Staff Initial Brief at 8-9.
94 Staff lnitial Brief at 9, Staff Reply Brief at 7-8.
95 Tr, at 2792, Staff Reply Brief at 7.
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2

Specifica lly, S ta ff would a lloca te  $9,658,500 (64.0 percent) of the $15, l 00,000 revenue increase to the

Re s ide ntia l Cla s s ; $1,183,250 (7.8 pe rce nt) to the  S GS  Cla s s , $3,710,667 (24.6 pe rce nt) to the

3

4 Re s ide ntia l Cla s s  would ha ve  a  UROR of 0.07, the  S GS  Cla s s  would ha ve  a  UROR of 0.31, the

5 MGS/LGS Class  would have  a  UROR of3.l0, and the  LPS Class  would have  a  UROR of 5.34.97

6

7

8

9

1 0

11

Sta ff does  not oppose  AECC/Noble 's  proposed funding mechanism for the  buy-through ta riff,

revenue  based on the  origina lly proposed $22.6 million increase , and then reducing the  amount by ha lf

of the  $7.5 million diffe re nce  be twe e n the  $22.6 million a nd the  ultima te ly a gre e d-to $15.1 million,

mere ly changes the  bottom line  a lloca tion percentages. S taff be lieves tha t the  traditiona l methodology,

as used by Staff and the  Company, is  s impler, more  direct, and accomplishes the  same goal.

1 2 R UC O

1 3

1 4

1 5

RUCO agrees with Staff' s  position on a llocating the  revenue increase  in this  proceeding. RUCO

notes  tha t both S ta ff and the  Company have  proposa ls  for moving ra te s  close r to the  cos t of se rvice ,

but S ta ffs  proposa l is  a  le ss  aggress ive  trans ition."

1 6 Walngxrt

1 7

1 8

1 9

20

21

22

23

Walmart a rgues  tha t the  Commission should a ttempt to e limina te  subsidies  be tween customer

asserts that subsidies tend to perpetuate  themselves by encouraging inefficient use  of system resources

and skew customer's  evaluation of a lternative  supply options and energy efficiency efforts . 101 Walmart

s ta te s  tha t S ta ffs  proposa l to increase  the  Res identia l and SGS classes  by 50 pe rcent of the  amount

needed to reach parity in UROR, s till a lloca tes  24.6 percent of the  incrementa l base  revenue  increase

to the  medium and la rge  genera l se rvice  classes , and 3.4 percent to the  la rge  power class , and results

24

25

26

27

28

96 Ex S-18. The remaining $37,522 of the increase, or 0.2 percent, is allocated to the Lighting Class. Ex S-18 updates
Solganick's Direct Testimony, Ex S-5 at Ex HS-4, to reflect the revised revenue increase of $15.1 million. It is the best
illustration of various allocation options, but was prepared prior to the updated Final Schedules and does not precisely
conform to the updated CCOSS.
97 Ex s-18.
98 Staff Reply Brief Ar 7-8 .
°° RUCO Reply Brief at 12.
100 Walmart Initial Brief at 2.
101 Ex Walmart-5 Tillman at 8.

2 ] DECIS ION NO. 75697

II l



DOCKET NO. E-04204A-15-0142

l

2

3

in tota l inte r-class  subsidies  of about $10.8 mi11i0n.i02 Walmart notes  tha t Staffs  proposa l only moves

the  UROR for the  medium and la rge  gene ra l se rvice  cla ss  s lightly, from 3.51 to 3.10, and the  UROR

for the  LPS  Cla ss  firm 6.04 to 5.34.

4

5

6

7

8

9

10

11

Wa lma rt re comme nds  tha t the  Commis s ion a dopt a  re ve nue  a lloca tion tha t move s  the

re s ide ntia l c la s s  67 .7  pe rce nt of the  wa y to  a  UROR of 1 .0 .103 This  pos ition  would  re s ult in

approximate ly S l .25 million less  in revenue being recovered from the  Residentia l Class than under the

Company's  proposed revenue  a lloca tion, but limits  the  revenue  increases  of the  subsidizing classes  to

UROR moves  to 0.54, the  Medium/Large  GS Class  UROR moves  to 2.39 and the  LPS  Cla ss  UROR

moves to 4. 13.105 Walmart argues that decreasing subsidies to a  greater degree  in this  proceeding will

make the complete  e limination of the  inter-class subsidies in the  next ra te  case  more a tta inable . 106

12 AEcc /n0b1e 107

13

14

15

16

17

18

19

20

21

22

23

AECC a nd Noble  ("AECC/Noble ") a s s e rt tha t the  ra te  a lloca tion propos e d by UNS E in its

Dire ct Te s timony continue s  cons ide ra ble  inte r-cla s s  subs idie s , but is  a  s te p in the  right dire ction of

achieving a  be tte r a lignment of class  revenue  and class  cost of se rvice . However, AECC/Noble  assert

tha t UNSE's  la te s t proposa l, tha t a pplie s  the  e ntire  $7.5 million re duction in the  re que s te d re ve nue

re quire me nt to the  be ne fit of the  Re s ide ntia l a nd S GS  Cla s se s , a nd to the  de trime nt of the  la rge r

customer classes, and is a step backwards.108

AECC/Noble  propose  a  diffe rent approach to revenue  a lloca tion than taken by the  Company

These  inte rveners  a sse rt tha t the ir proposed a lloca tion methodology more  close ly a ligns  ra tes  for the

diffe re nt cus tome r cla s se s  with the ir cos t of se rvice , while  a dhe ring to the  principle  of "gra dua lism"

whe n compa re d to e ithe r the  UNS E or S ta ff proposa ls . A ma jor compone nt of the ir proposa l is  the

24

25

26

27

28

102 Walmart Initial Brief at 3,Ex S-18, Tr. at 2800
103 Walmart Initial Brief at 4.
104 Ex s-18.
105 Id.
106 Walmart Initial Brief at 4.
107 These parties both sponsored the testimony of Kevin Higgins and filed joint briefs.
108 AECC/Noble Initial Brief at 16.
109 Id, at 15-18.
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1

2

3

4

5

6

7

8

9

10

12

imple me nta tion of a  "buy-through" progra m tha t would a llow la rge  cus tome rs  a n opportunity to

purcha s e  ge ne ra tion from third-pa rty provide rs , without, the y cla im, ha rming the  Compa ny or its

ra tepayers . They s ta te  tha t the  primary drive r of the ir ove ra ll ra te  s pread and buy-through propos a l is

not only to a ttract new or expanding bus ines ses , but to he lp UNSE keep exis ting cus tomers  which will

crea te  jobs  and support further economic development' 10

AECC/Noble  a s s e rt tha t the  mos t e quita ble  divis ion of the  $7.5 million re ve nue  re duction in

revenue is  to apportion 50 percent to the  subs idy-paying classes  and 50 percent to the  subs idy-receiving

clas s es . Under this  approach, the  reduced revenue  requirement re s ults  in an overa ll increas e  of 10.4

pe rce nt for Re s ide ntia l Cla s s  a nd 9.5 pe rce nt for S GS  Cla s s , a  ne t de cre a s e  of 2.7 pe rce nt for the

MGS/LGS Clas s es , and a  3.0 pe rcent ne t decreas e  for the  LPS Clas s ."' Although the  MGS, LGS and

LP S  cla s s e s  would re ce ive  a  ra te  de cre a s e , the y would s till be  s ubs idizing the  s ubs idy-re ce iving

13

14

15

16

17

18

19

20

21

22

23

24

AECC/Noble  a rgue  tha t S ta ffs  propos ed revenue  a lloca tion is  even wors e  than UNSE's , and

would result in an inter-clas s  cross -subs idy of nearly $11.9 million.1 13 They argue  tha t S taffs  proposa l

to s e t increases  to s e lected clas ses  to ha lf of what is  required to a tta in parity without linking it to other

meas urements  s uch as  the  s ys tem average  increas e , or the  re la tions hip to the  increas e  levied on the

s ubs idy-paying cla s s es , is  a rbitra ry and unreas onable . They as s e rt tha t the  inequity of S ta ffs  pos ition

is  illus tra te d by the  fa ct tha t the  MGS  a nd LGS  cus tome rs  wa rra nt a  non-fue l ra te  re duction of 8.85

percent to a tta in parity, but wind up with a  non-fue] revenue  increase  of 10. 12 percent.

Furthe rmore , AECC/Noble  a s s e rt tha t S ta ffs  re ve nue  a lloca tion is  incomple te  a nd doe s  not

focus  on the  full bill impact on cus tomers  due to factors  such as  the  Gila  River acquis ition, the  reduction

in ba s e  fue l cos ts  and the  abs orption of the  Trans mis s ion Cos t Adjus tor. According to AECC/Noble ,

when thes e  factors  a re  cons ide red, the  ne t impact on the  s ubs idy-rece iving cla s s es  a re  drama tica lly

lower than the  impacts  of the  non-fue l increases  upon which S ta ff focuses ."4

25

26

27

28

110 Id. at 1-3.
111 Id. ar 4-5.
ll2Id_ at 5-6.
nu AECC/Noble Initial Brief at 17, Ex AECC/Noble -2 Higgins Sure at 7. In the Company's direct case, the subsidy-paying
classes provided approximately $9 million in subsidies to die subsidy-receiving classes. AEcc/noble Reply Brief at 2.
114 AECC/Noble Initial Brief at 18 and Exhibit 3, Ex AECC/Noble-2 Higgins Surr, Table KCH-SR-4.
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1

2

3

4

5

6

AECC/Noble  a s s e rt tha t the  URORs  unde r the  Com pa ny's  a nd S ta ff' s  pos itions  s how a  la rge

dispa rity be twe e n the  Re s ide ntia l/S GS  a nd la rge  comme rcia l a nd indus tria l cus tome r cla s se s , a nd tha t

ne ithe r proposa l re sults  in "fa ir a nd e quita ble  ra te s  for a ll cus tome r cla sse s  unde r sound Cos t-of-S e rvice

a nd  Ra te  De s ign  p rinc ip le s ."115  The y u rge  tha t if the  Com m is s ion  is  inc line d  to  a dop t e ithe r the

Compa ny's  or S ta ff's  a lloca tion propos a ls , the n the  buy-through propos a l be come s  e s s e ntia l to re ta in

e xis ting la rge  comme rcia l a nd indus tria l cus tome rs .' is

7 ru m o r

8

9

10

11

12

13

14

15

16

17

18

19

20

Nucor is  a  m e m be r of the  LP S  indus tria l c la s s . Nucor concurs  with the  Com pa ny's  e xpre s s e d

goa l to re duce  inte r-cla s s  subs idie s . Nucor be lie ve s , howe ve r, tha t the  re ve nue  a lloca tions  propose d by

the  Com pa ny a nd S ta ff do  not m ove  in  the  right d ire c tion ,  a nd  a c tua lly m a ke  the  s itua tion  wors e s

Noting tha t the  CCOS S  s hows  tha t curre ntly the  LP S  cla s s  is  providing a  re turn of 27.95 pe rce nt, a nd

thus  provide s  a  s ignifica nt s ubs idy to othe r ra te s  c la s s e s , Nucor a rgue s  tha t the  LP S  ra te s  s hould be

reduced, or a t le a s t not increa sed. 118 Nucor s ta te s  it could support the  Company's  revenue  a lloca tion a s

e xpre s s e d in Dire ct Te s timony, provide d the  Compa ny commits  to furthe r re ducing s uch s ubs idie s  in

subsequent ra te  ca ses .

Nucor a lso oppose s  the  Compa ny's  re vise d re ve nue  a lloca tion a s  pre se nte d in its  Re joinde r Te s timony,

be ca use  it would re sult in a  1.12 pe rce nt incre a se , a nd e xa ce rba te  the  e xis ting ra te  subs idy be twe e n the

industria l and re s identia l ra te  cla sses . 120 Nucor note s  tha t even though the  Company' s  requested ove ra ll

re ve nue  re quire m e nt de c re a s e d  from  $22 .3  m illion  to  $15 .1  m illion ,  the  s ubs idy-pa ying  cus tom e r

22

23

24

21 classes  a re  worse  off in the  Company's  Re joinder position.

Nucor notes  tha t the  Company's  witnesses  agree  tha t energy ra tes  can be  a  factor in whe ther

indus tria l use rs  loca te  in the  UNSE's  te rritory and tha t a ttracting la rge , high load-factor cus tomers  is

one of the goals of the Company-proposed EDR. 121 Nucor argues that it is  important to keep rates paid

25

26

27

28

115 AECC/'Noble Solutions Reply Brief at 5, citing Ex UNSE-31 Jones Dir at 8.
116 AECC/Noble Solutions Reply Brief at 2-4.
117 rumor Reply Brief at 4-6.
118 Ex UNSE-31 Jones Dir at 24.
119 NUCOr Initial Brief at 13.
120 Id. at 13.
121 Nucor InitialBrief at 16-17, citing Tr. at 2635-37 and 287-88, 292-94, and Ex UNSE-28 Dukes Dir at 3 l.
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Customer Class

Curre nt
Adjus te d  TY

(000 ' s )
Uns E125

000 's )

S ta ff/
RUCQ126
(000 's )

AECC/Noble m
(000's)

wa1mal-tl28
(000's )

Re s ide ntia l $79,482 $14,135 $9,659 $17,419 $12,884

SGS $12,673 $1,528 $1,184 $2,089 $1,578

Med/La rge  GS $56,615 $72 $3,711 -$2,518 $556

LP S $7,467 -$759 $510 -$1,080 $76

Lig h tin g $550 $53 $37 $28 $6

DOCKET NO. E-04204A_15_0142

1

2

3

4

5

6

7

by the  industria l energy customers  as  low as  poss ible  in order to mainta in a  viable  business  climate  in

the  current difficult e conomy in UNSE's  se rvice  a rea .

Nucor recommends  the  bill impacts  to LPS and LPS-TOU be  no highe r than the  va lues  in the

Compa ny's  origina l filing, which whe n including the  fue l impa ct, incre a se  the  LP S -TOU cus tome rs

0.17 percent, and decrease  the  LPS customers -0.44 percent.122 Nucor sta tes it would not oppose  the

Revenue  Alloca tion proposed by AECC/Noble 's  witne ss  Higgins  because  it takes  a  meaningful s tep

toward reducing inter-class  subsidies.I23

8 Resolution - Revenue Allocation

9

10

11

12

13

14

15

While  no pa rty objects  to the  overa ll base  ra te  revenue  increase  of $15.1 million, the re  is  little

agreement on how to a lloca te  the  increase  among the  various  ra te  classes . The  problem of a lloca tion

is  exace rba ted by the  current ra te  s tructure  tha t ha s  pe rpema ted s ignificant inte r-cla ss  subs idie s  for

many yea rs . Alloca ting le ss  to one  cla ss  require s  increas ing the  a lloca tion to anothe r. In de tennining

how to distribute  the  increase , we have  to consider, a t a  minimum, the  tota l amount of the  increase , the

re la tive  s ize  of the  va rious  cla s se s , how a ggre s s ive ly the  goa l of pa rity (or close r pa rity) should be

pursued, economic conditions in the  service  te rritory, and principles  of equity and fa irness . The  parties '

16 re comme nde d a lloca tions  a re  illus tra te d be low:

17

18

19

20

21

22

23

24

25

26

27

28

122 Ex UNSE- 31 Jones  Dir a t Exhibit CAI-2. Nucor believes  these values  should actually be reduced s ince they are based
on the higher revenue requirement in the Applica tion.
123 Nucor Initia l Brief a t 18.
124 UNSE Final Schedules G-1.
125 UNSE Final Schedules  A-1. Schedule A-1 does  not reconcile with Schedule G.
126 Ex S-18.
127 Ex AECC/Noble 4.
ls  Ex S -18.

25 DECIS ION no. 75697



Sub Tota l $156,787 $15,029 $15,101 $15,938 $15,100

Rider-14 Rese rve -$908

Tota l $156,787 $15,030

DOCKET NO. E-04204A-15-0142
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2

3

4

5

6

7

8

9

1 0

1 2

1 3

14

Although most parties  expressing an opinion seem to agree  with Staff's  proposal to reach parity

ove r two ra te  ca s e s , we  re s e rve  judgme nt on tha t s pe cific goa l a t this  time . We  be lie ve  it will be

important to assess  conditions a t the  time of the  next ra te  case  to de termine  if parity can, or should, be

achieved a t tha t time . Afte r ca re ful cons ide ra tion of a ll these  factors , we  find tha t s ignificant progress

toward parity among the  classes is  achievable , while  giving appropria te  considera tion to a ll of the  other

factors . To re se rve  an option of reaching pa rity in the  next ra te  case , we  be lieve  tha t S ta ffs  proposa l

to move  the  Residentia l and SGS Classes  50 percent of the  way to parity may not go fa r enough. We

find tha t be ing s lightly more  aggress ive  than S ta ffs  proposa l will make  the  next s tep more  a tta inable ,

as  well as  be ing more  favorable  to the  subsidy-paying classes. Given the  substantia l s ize  of the  overa ll

incre a se , howe ve r, we  do not be lie ve  it is  re a sona ble , or complie s  with principle s  of gra dua lism, to

allocate  as much of the increase to the Residential Class as urged by the large commercial and industria l

15 u s e rs .

1 6

1 7

1 8

We recognize  tha t the  la rge r commercia l and industria l use rs  on UNSE's  sys tem a re  suffe ring

through s low economic times, the  same as  the  res identia l and SGS customers . The  la rger users  have

subsidized the  Residentia l and SGS Classes  for many yea rs , and while  some  subsidiza tion can be  in

1 9

20

the  public inte rest, the  subsidies  for UNSE have  become excessive , and it is  time tha t the  Commission

ta ke  a ction to move  to a  more  e quita ble  a lloca tion of re ve nue . To provide  e le ctric ra te s  tha t more

21 close ly re flect the  cost of se rvice  would ass is t these  la rge  e lectricity users , who a re  a lso employers , to

22 be  more  compe titive . Unfortuna te ly, because  of the  re la tive  s ize s  of the  va rious  cla sses  and the  la rge

23 leap needed to achieve parity, to move as far as the  large  commercia l and industria l classes urge  would

24 not be  reasonable  as  the  impact on the  Residentia l Class  would be  too grea t. Consequently, we  adopt

25 the  following a lloca tion:

26

27

28

75697
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Tota l
(000's

Re s ide ntia l
Service
(000's )

S e a l]
General
(000's )

Me dium/La rge
General
(000' s)

LPS
(000's)

Lighting
(000's )

Incremental Revenue $15,099 $11,790 $1,420 $1,821 $50 $I8
% Inch, compared to

revenue from Current

Sales 9.96% 14.76% 11.2% 3.2% .67% 3.3%

% of the Total Increas e 100.0% 78.1% 9.4% 12.1% 0.33% 0.1%

DOCKET NO. E-04204A-15-0142

1

2

3

4

5

We note  that our approved allocation results in a  14.7 percent increase for the  Residentia l Class,

7 which is  subs tantia lly grea te r than the  increa se  a lloca ted to the  LGS and LPS  Cla sse s . We  find the

6

8

9

a lloca tion of the  re ve nue  incre a s e  a pprove d he re in is  in the  public inte re s t a s  it s trike s  a  fa ir a nd

reasonable  balance of the  competing interests .

1 0 Rate Design

Residerlial and Small General Serving

1 2 UNS E

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

22

23

24

UN SE argues that its  current residentia l ra te  design is  flawed and antiquated because it collects

a  la rge  amount of fixed cos ts  through volumetric ra tes . UNSE supports  S ta ff"s  proposa l to implement

a  three-part ra te  design for a ll res identia l and small genera l se rvice  customers , however, a fte r hearing

the  public comments  in this  docket, the  Company is  concerned tha t there  is  a  high degree  of customer

confusion and misunderstanding concerning three-part ra tes , and tha t it will take  much longer than the

Company had origina lly anticipa ted to inform and educa te  customers  about how three-part ra tes  work

and how ratepayers can manage their demand and achieve savings on their electric bi11s.129 As a result,

UNSE requests  tha t the  Commission adopt ra te  s tructures  for non-DG residentia l and SGS customers

tha t a re  s imila r to wha t the  Company origina lly proposed in its  Applica tion.

UNS E propose d a  monthly ba s ic se rvice  cha rge  unde r a ll ra te  options  of $15 for re s ide ntia l

cus tome rs . Unde r e a ch of the  two-pa rt re s ide ntia l options , the  volume tric e ne rgy ra te  would be

compris e d of two tie rs , 0 to 400 kilowa tt hours  (kwh), a rid ove r 400 kph. UNS E's  propos e d thre e -

25 pa rt ra te  ha s  a  s ingle  tie r for a ll ene rgy consumption. For the  SGS Cla ss , the  monthly se rvice  cha rge

26 for a ll ra te  options  is  $25, a nd unde r the  two-pa rt options , the  volume tric e ne rgy ra te s  would be

27

28 129 UNSE Initial Brief at 4.
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Re s ide ntia l S e rvice Curre nt Ra te s P ropose d Ra te s

Ba s ic S e rvlce Cha rge $10.00 $15.00

Ene rgy Charge  0-400 kph 80.019300 30.031500

Energy Charge 40] -1 ,000 kph $0.034350 $0.046160

Energy Charge all additional kWs 80.038499 $0.046160

Base Power Supply Charge all kWs $0.064510 $0.055254

P P FAC ($0.022]39) ($0.00000)

Re s ide ntia l S e rvlce  TOU Curre nt Ra te s P ropose d Ra te s

Ba s ic S e rvice  Cha rge $11.50 $15.00

Ene rgy Cha rge  0-400 kph $0.030350 0.031500

EnergyCharge 401 -1 ,000 kph 30.030350 0.046160

Energy Charge all additional kW 30.030350 0.046160

Base Power Supply Charge summer on-peak all kWh $0.129605 0.111001

Base Power Supply Charge summer off~peak all kWhs $0.039606 0.042800

Base Power Supply Charge winter on-peak all kWhs $0.129605 0.091550

Base Power Supply Charge wlnter off-peak all kwhs $0.031385 0.038568

PPFAC ($0.002139) 0.000000

Re s ide ntia l S e rvlce  TOU S upe r P e a k Curre nt Ra te s P ropose d Ra te s

Ba s ic  S e rvwe  Cha rge $11.50 $15.00

DOCKET no. E-04204A-15-0142

1

2

3

compris e d of thre e  tie rs , 0 to 400 kph, 401-7,500 kWh, a nd ove r 7,500 kWh. The  on-pe a k hours

under the  Residentia l TOU options  would run from 2-8 p.m. in the  summer and 5-9 a .m. and 5-9 p.m.

in winter.130 UNSE's proposed options for non-DG Residentia l and SGS customers f0l1ows.13I

4 A ba s ic  two-pa rt ra te :

5

6

7

8

9

10

11

12 A two~pa rt time -of-use  ("TOU") ra te :

13

14

15

16

17

18

19

20

2 1

22

23
A two-pa rt s upe r-pe a k TOU ra te  for re s ide ntia l cus tome rs :

2 4

25

26

27

28

130 Ex UNSE-31 Jones Dir at CAJ-3 sheet 102-1. UNSE's rate schedules attached to its Initial Brief do not indicate the on-
peak hours.
131 UNSE Initial Brief at Ex 1, based on UNSE's proposed revenue allocation.
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Ene rgy Cha rge  0-400 kph 0.025000 0.031500

Energy Charge a ll additiona l kWs 0.035000 0.046160

Base Power Supply Charge summer on peak a ll kWhs 0.170000 0.159790

Base Power Supply Charge summer off-peak a ll kWh 0.039800 0.040810

Base Power Supply Charge winter on-peak a ll kWhs 0.150000 0.159790

Base Power Supply Charge winter off-peak a ll kWh 0.038700 0.040810

P P FAC ($0.002139] 0.000000

Residentia l Service  - Demand Current Rates Proposed Rates

Basic Servlce Charge N/A $15.00

Demand Cha rge  0-7 kw, pe r kW N/A $5.50

Demand Charge  >7kW, per kW N/A $7.50

Energy Charge (kWhs) N/A $0.013800

Base Power Supply Charge Summer on peak a ll kWhs N/A $0.055254

P P FAC N/A ($0.00000)

Res identia l Se rvlce  Demand TOU Current Rates Proposed Rates

Basic Service  Charge N / A $15.00

Demand Cha rge  0-7 kw, pe r kW N/A $5.50

Demand Charge  >7kW, per kW N/A $7.50

Energy Charge (kWhs) N/ A 0.013800

Base Power Supply Charge summer on-peak a ll kWhs N/A 0.111001

Base Power Supply Charge summer off-peak a ll kWh N/A 0.042800

Base Power Supply Charge winter on-peak a ll kWh N/A 0.091550

DOCKET NO. E-04204A-15-0142
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9 A three-part rate  that includes a  monthly basic service charge, a  demand charge and a volumetric energy

10  cha rge :

1 3

1 4

1 5

1 6

1 7

18 And a  knee-part TOU ra te  tha t includes a  monthly basic service  charge , a  demand charge  and on- and

19 off-pe a k e ne rgy cha rge s :

20

2 1

22

23

24

25

26

27

28

75697
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Base Power Supply Charge winter off-peak a ll kWh N/A 0.038568

P P FAC N/A 0.000000

Sma ll Ge ne ra l Se rvice Current Rates Proposed Rates

Basle  Service  Charge $14.50 $25.00

Ene rgy Cha rge  0-400 kph 30.030176 $0.033780

Energy Charge 401 -7,500 kph $0.041042 $0.044650

Energy Cha rge  > 7,500 kph 30.076042 $0.079650

Base Power Supply Charge a ll kW 80.058241 30.053290

P P FAC ($0.002139) ($0.00000)

Small Genera l Se rvice  TOU Current Rates Proposed Rates

Basic Service  Charge $16.50 $25.00

Ene rgy Cha rge  0-400 kph 0.030176 0.033780

Energy Charge 401-7,500 kph 0.043176 0.044650

Energy Charge > 7,500 kW 0.076042 0.079650

Base Power Supply Charge summer on-peak all kwhs 0.129605 0.109800

Base Power Supply Charge summer off-peak all kWh 0.039605 0.045800

Base Power Supply Charge winter on-peak a ll kWhs 0.129605 0.108800

Base Power Supply Charge winter off peak a ll kWh 0.031385 0.040036

P P FAC 3$0.002139) 0.000000

Small Genera l Service  - Demand Cu1Tent Rates Proposed Rates

Basle  Service  Charge N/A $25.00

Demand Cha rge  0 7 kw, pe r k W N/A $6.50

DOCKET NO. E-04204A-15-0142

1

2

3 UNSE proposed four options  for the  SGS Class :

4 A ba s ic two-pa rt ra te :

5

6

7

8

9

10

11

12 ,
A two-pa rt t1me -of-use  ("TOU") ra te ;

13

14

1 5

1 6

1 7

18

19

20

21

22

23
A three-part rate  that includes a  monthly basic service charge, a  demand charge and a volumetric energy

24
charge :

25

26

27

28

30
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Demand Charge  >7kW, per kW N/A $8.50

Ene rgy Cha rge  (kWhs ) N/A 0.015340

Base Power Supply Charge all kWh N/A 0.053290

PPFAC N/ A ($0.00000)

Small  General  Servlce Current Rates Proposed Rates

Basic Service Charge N/A $25.00

Demand Cha rge  0-7 kw, pe r kW N/A $6.50

Demand Charge >7kW, pe r kW N/A $8.50

Energy Charge (kWhs) N/A 0.015340

Base Power Supply Charge summer on-peak all kwhs N/A 0.109800

Base Power Supply Charge summer off-peak all kWhs N/A 0.045800

Base Power Supply Charge winter on-peak all kWhs N/A 0.108800

Base Power Supply Charge winter off-peak all kWh N/A 0.040036

PPFAC N/A 0.000000

Current Rates

Customer Size Billing kph Billing kW Monthly Bill

Small 330 1.7 $37.33

Me dium 664 3.1 $68.96

Large 1,144 5.2 $116.53

XLarge 2,162 9.2 $220.37

Mean 830 3.8 $85.16

Proposed 2-par t  Rates

DOCKET n o.  E-04204A-15~0142

1
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5 And a three-part TOU rate that includes a monthly basic service charge, a demand charge and on- and

6 off-peak energy charges I

7
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9

1 0
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17 UNSE calculated the following bill  impacts based on its revenue allocations and proposed rate

18 elements:l32
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27

28 132 UNSE Opening Brief at Ex 2.
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Customer Size Month ly Bill $ Change % Change

S ma ll $43.63 $6.29 15.9%

Me dium $76.48 $7.52 10.96%

La rge $125.15 $8.63 7.4%

XLa rge $228.39 $8.02 3.6%

Me a n $89.96 $8.10 9.5%

Proposed 3-part Rates

Customer S ize Month ly Bill $ Change % Change

S ma ll $47.13 $9.80 26.2%

Me dium $77.90 $8.94 13.0%

La rge $122.60 $6.07 5.2%

XLa rge $219.30 -8;1.07 -0.5%

Me a n $93.18 $8.02 9.4%
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Thus, under the  two-part ra tes , the  average  res identia l user, consuming 830 kph /month would

see a bill increase of SBS. 10, or 9.5 percent, if they select the two-part rates, and an $8.02, or 9.4 percent

increase , under the  optiona l three-part ra tes . A small consumer, us ing330 kph/ month would see  a  bill

increase  of $6.29, or 15.9 percent, under the  two-part option and an increase  of $9.80, or 26.2 percent,

under the three-part option. Under e ither ra te  option, $5.00 of the increase would be due to the proposed

increase  in the  monthly customer charge . Thus, for the  small user, 79 percent of the  increase  under the

two-part ra te  is  due  to the  customer charge .

21 . , . . . u . .
In thls  case , some  pa rtie s  cntlclzed UNSE's  use  of the  mlmmum sys tem method to de te rmine

22 . | 1  . v
the  basic customer charge  because  they cla im it includes charges tha t a re  not appropria te ly recovered

23 . . Im the  cus tomer cha rge . UNSE a rgues , however, tha t the  previous  me thod to de te rmine  the  monday

24
cus tome r cha rge , the  ba s ic se rvice  me thod, doe s  not use  a ccura te  cos t ca usa tion a s sumptions  or

25
informa tion, grea tly underes tima tes  the  unavoidable  fixed sys tem cos ts  needed to se rve  a  cus tomer,

26
and a lso ignore s  the  increa s ingly dive rse  use  of the  grid tha t makes  recove ry of fixed cos ts  through

27

28
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1 volume tric ra te s  ine quita ble .'33

UNS E pre se nte d e vide nce  tha t the  fixe d monthly cos t to se rve  the  a ve ra ge  re s ide ntia l cus tome r

is  a pproxima te ly $55. 134 UNS E note s  tha t by incre a s ing its  re s ide ntia l ba s ic se rvice  cha rge  from $10 to

$15, it would s till be  re cove ring $40 pe r month through volume tric cha rge s . 135 UNS E dispute s  conce rns

tha t inc re a s ing  the  ba s ic  s e rv ic e  c ha rge  will re duc e  inc e n tive s  to  c ons e rve  e ne rgy be c a us e  the

volume tric  ra te , the  drive r for cons e rva tion, will a ls o be  incre a s e d, to provide  "ple nty" of ince ntive  to

7 conserve.

8

9

10

11

12

13

14

15

S ome  pa rtie s  ha ve  criticize d the  proposa l to e limina te  the  third volume tric tie r be ca use  it would

re duce  the  ince ntive  for cus tom e rs  to  a dopt DG or Ene rgy Effic ie ncy ("EE").  UNS E a rgue s  tha t the

th ird  re s ide n tia l vo lum e tric  tie r is  a  s ign ific a n t s ourc e  o f in tra -c la s s  c ros s -s ubs id iz a tion  a nd  ha s

contribute d to the  Com pa ny's  ina bility to  a m  its  a uthorize d re ve nue  re quire m e nt.I36 UNS E be lie ve s

tha t the  re cord is  c le a r tha t e limina ting the  third tie r be tte r a ligns  ra te  de s ign with cos t-ca us a tion a nd

re duce s  the  e xce s s  re cove ry of fixe d  cos ts  from  thos e  cus tom e rs  whos e  us a ge  is  in  the  th ird  tie r.

More ove r, UNS E s ta te s  the  volume tric ra te  in its  propose d se cond tie r is  a lmos t the  sa me  a s  the  ra te  in

the  curre nt third tie r, s o cus tome rs  will ha ve  the  s a me  ince ntive  to cons e rve .137 UNS E a ls o be lie ve s

16

17

18

19

20

tha t thre e -tie re d ra te s  a re  confus ing, a nd not he lpful, to cus tome rs  who don't unde rs ta nd why the y ha ve

to pay highe r ra te s  when they use  more  ene rgy in the  summer. 138

UNS E a rgue s  tha t the  re cord supports  finding tha t DG cus tome rs  a re  subs ta ntia lly diffe re nt tha n

non-DG cus tome rs , a nd to a llow the m to ta ke  se rvice  unde r a ny of the  two-pa rt ra te s  would e xa ce rba te

the  cos t shift from DG cus tome rs  to Non-DG cus tome rs . 139 According to UNS E, DG cus tome rs  use  the

2 1

22

23

grid cons ta ntly, e ithe r producing the ir own e ne rgy a nd pushing the  e xce s s  e ne rgy ba ck into the  grid, or

us ing  it to  re ce ive  e le c tric ity whe n the ir DG s ys te m s  a re  not produc ing.140 UNS E a s s e rts  tha t DG

cus tom e rs  pla ce  a dditiona l cos ts  on the  grid due  to  a dditiona l m a inte na nce  cos ts  from  re ve rs e  flow

24

25

26

27

28

133 UNSE Reply Brief at 6, Ex UNSE-35 Overcast RJ at 10.
134 UNSE Reply Brief at 6, Ex UNSE-32 Jones Dir at 4 I .
135 UNSE Reply Brief at 6.
136 UNSE Reply Brief at 7, Ex UNSE-31 Jones Dir at 42.
137 UNSE Initial Brief at Exhibit l.The current third tier rate for usage over 1,000 kWh/month is $3.8408 cents/kWh, the
proposed second tier rate for usage greater than 401 kWh per month is $4.86l60/kWh for residential service.
138 Tr. at 669-70, 2715, 2755-56
1" UNSE Initial Brief at 24.
140 Ex UNSE-25 Tillman Dir at 4-6.
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19

20

2 1

22

23

24

caused by excess  energy, and increased ancilla ry services  such as  load ba lancing, frequency support,

voltage  support, spinning reserves  and non-spinning reserves  needed due  to the  inte rmittent na ture  of

sola r DG a nd the  utility's  ina bility to monitor a nd control the  sola r DG sys te ms .l4' More ove r, UNS E

sta tes, the  intermittent nature  of DG resources requires utilities  to incur generation costs  to address that

inte rmittency. Furthennore , UNSE asse rts  tha t DG cus tomers  do not reduce  the  demand on the  grid,

and the Company must be prepared to meet DG customer demand at a  moment's  notice  it their systems

production s lows or s tops . In addition, UNSE cla ims tha t DG customers  can cost more  to se rve  due  to

increased reserve requirements, VAR requirements and reduced life  of voltage devices.142

UNSE argues  tha t sola r DG customers  a re  not like  other low usage  customers  who have  a  low

steady predictable  load, rega rdle ss  of wea the r or time  of day. According to UNSE, the  DG cus tomer

us e s  the  grid cons ta ntly e ithe r ta king e le ctricity or pus hing it ba ck, a nd if a  cloud a ffe cts  the ir

production, the  utility must be  ready to provide  ins tantaneous se rvice . In addition, UNSE cla ims  tha t

vacant homes don't a ll become occupied a t the  same time, but a ll DG homes in a  ne ighborhood might

need energy at the same moment when a cloud passes by or the sun sets.143

UNS E a sse rts  va ca nt or se a sona l home s  pa y a  cus tome r cha rge  tha t he lps  cove r minimum

system costs , and their low power usage places minimal demands on the  grid. UNSE asserts  that many

of the  costs  tha t solar DG impose  on the  system are  demand-re la ted costs , which justifies  placing them

on three -pa rt ra te s . UNSE expla ins  tha t two-pa rt ra te s  re ly on ene rgy cha rges  to recove r fixed cos ts ,

a nd a re  de s igne d to re cove r cos ts  ba s e d on the  a ve ra ge  cons umption le ve ls  of full-re quire me nts

customers. 144 A three-part rate is appropriate for DG customers because they don't use as much energy,

but impose  s imila r demands  a s  fUll-requirements  cus tomers .'45 UNSE s ta te s  tha t it is  not seeking to

recover more  fixed costs  from DG customers  than from non-DG customers , but a ttempting to have  DG

cus tome rs  cove r the ir fa ir s ha re  of the  cos ts  the y impos e  on the  grid. Give n the ir diffe re nt cos t

causa tion and load characte ris tics , UNSE argues  tha t limiting them to ce rta in ra tes  is  appropria te  and

25

26

27

2 8

141 ld. at 4-6.
142 Ex UNSE-34 Overcast Rab. At 26-27.
143 UNSE Initial Brief at 26-27.
144 Ex IJNSE-28 Dukes Dir at 28.
145 Tr. at 2919-30.
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The  Compa ny s ta te s  tha t ma nda tory thre e -pa rt ra te s  for DG cus tome r will re duce , but not

e limina te , the  cos t s hift on non-DG cus tome rs .1'*7 The  Compa ny's  a na lys is  s hows  tha t unde r two-pa rt

volume tric  ra te s , a nd in conjunction with curre nt ne t me te ring pra ctice s , DG cus tome rs  a void pa ying

the ir fa ir s ha re  of grid cos ts , a nd a re  be ing s ubs idize d by the  98 pe rce nt of cus tome rs  without DG by

a n a ve ra ge  of more  tha n $642 pe r ye a r for a  kw s ola r P V s ys te m.'48 UN S E a rgue s  tha t e ve n if s ola r

DG cus tome rs  re pre s e nt only 2 pe rce nt of its  re s ide ntia l cus tome rs , it is  a  growing numbe r, a nd the

proble m of re cove ring a  fa ir s ha re  of fixe d cos ts  from the s e  cus tome rs ' ne e ds  to be  a ddre s s e d be fore

the  proble m ge ts  wors e , a nd while  gra ndfa the ring the  curre nt DG cus tome rs  is  ma na ge a ble .l49

The  Compa ny a rgue s  tha t its  propos e d ma nda tory thre e -pa rt ra te s  for DG cus tome rs  a re  not

undu ly c on fus ing  o r bu rde ns om e , e s pe c ia lly a lte r a n  a de qua te  tra n s ition  pe riod  a nd  c us tom e r

not offe r s pe cific s olutions  to the  cha lle nge s  cre a te d by DG a nd othe r is s ue s  re ga rding ine quita ble  a nd

ina de qua te  re cove ry of fixe d cos ts  of the  grid. UNS E s ta te s  tha t the  s ola r a dvoca te s  pre vious ly a rgue d

tha t the  cos t s hift UNS E is  s e e king to re ctify mus t be  a ddre s s e d in a  ra te  ca s e , but now tha t UNS E ha s

filed a  ra te  ca s e  thes e  s ame  s ola r advoca te s  now urge  the  Commis s ion to de lay addres s ing the  cos t s hift

until the  Compa ny's  ne xt ra te  ca s e . UNS E be lie ve s  the  de s ire  to wa it conflicts  with the  s ola r a dvoca te s  '

ins is tence  tha t a ll DG cus tomers  be  grandfa the red onto the  current ra te  de s ign and ne t me te ring ta riff.'51

Furthe rmore , UNS E a s s e rts  TAS C a nd Vote  S ola r a re  va gue  a bout which a s pe cts  of the  ra te s  s hould

be  gra ndfa the re d unde r the ir propos a ls .

UNS E a ppre cia te s  RUCO's  a tte mpt a t propos ing ra te  de s igns  to a ddre s s  the  DG diffe re nce s ,

22 but be lie ve s  tha t RUCO's  propos a ls  a re  e ithe r too complica te d a s  compa re d to the  Compa ny's  thre e -

21

23

24

25

26

27

28

146 UNSE Initial Brief at 27, Ex UNSE-34 Overcast Rab at 14-27.
147 As discussed in detail below, the Company also proposes to modify its net metering tariff to (1) eliminate the "banking"
of excess energy produced by a DG system to offSet future energyusage and (2) compensate DG customers for exported
energy at the Renewable Credit Rate ("RCR"), The RCR would be equivalent to the rate paid for utility scale solar resources
under the most recent purchased power agreement entered into by UNSE's sister company, TEP.
148 Ex UNSE-34 Overcast Reb at 15-19.
149 UNSE Reply Brief at 8-9.
150 Id. fit ll,
151 rd. at 9.
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pa rt ra te s , or do not sufficie ntly re me dy the  fixe d cos t re cove ry is sue s  cre a te d by DG cus tome rs .52

UNS E a ls o criticize s  the  minimum bill a nd TOU propos a ls  for not be ing s ufficie ntly de ta ile d to be

adopted here  and for not solving the fundamental fixed cost recovery issue because they perpetuate  the

volumetric recovery of Fixed cos ts .

If the  Commiss ion des ire s  to offe r an option for DG cus tomers  in addition to three -pa rt ra te s ,

UNSE recommends its  two-part TOU ra tes , coupled with the  e limina tion o f banking for DG customers ,

and the  implementa tion of an additiona l cha rge  to cover the  fixed cos ts  of the  second mete r required

of DG customers . Pursuant to the  CCOSS, the  fixed costs  of a  meter tota l $6.95, comprised of: (1) the

me te r ($l.58); (2) billing and collection ($4.37) (for DG production me te rs , the  Company has  cos ts  of

offsetting production from consumption and calcula ting credits), and (3) meter reading ($1 .00). 153 The

Company argues tha t based on the  CCOSS and evidence  in this  docke t, the  extra  meter costs  can be

assessed pursuant to Section 2305 of the  Ne t Mete ring Rules  (A.A.C. R14-2-2305).154 UNSE s ta tes

tha t the  second me te r crea te s  fixed cos ts  caused sole ly by DG cus tomers , which a rguably would be

14 pa rtly cove re d by a  de ma nd cha rge  for DG cus tome rs . Thus , UNS E propos e s  tha t s hould the

1 5

1 6

1 7

1 8

Commiss ion des ire  a  two-pa rt ra te  option for DG cus tomers , the  DG cus tomers  would have  a  choice

be tween: (1) the  two-pa rt TOU ra te  plus  the  $6.95/month cha rge  or (2) one  of the  two three -pa rt ra te

options . Unde r a ny option, UNS E a rgue s , a ll kph ba nking of e xce s s  DG s ys te m output s hould be

eliminated. ' 55

1 9 S ta ff

S ta ff continue s  to be lie ve  tha t a  ma nda tory thre e -pa rt ra te  de s ign with a  monthly cus tome r

21 charge , a  demand component, and a  volumetric energy charge  is  a  viable  and reasonable  solution to

22 the  re cove ry of fixe d cos ts  a nd the  mitiga tion of cross  subs idie s . Howe ve r, without the  full support of

23 UNSE, Staff does not be lieve  tha t mandatory three-part ra tes  would be  successful. Staff a lso continues

24 to be lieve  tha t it is  not appropria te  to dis tinguish be tween DG and non-DG customers  in designing ra tes

25 and that any ra te  design adopted should be  applicable  to a ll residentia l and SGS customers.

20

26

27

28

151 Id. at 12.
153 UNSE Final Schedules at G-6-1, Sheet 1 of 1.
154 Section 2305 provides that net metering charges shall be assessed on a non-discriminatory basis and the costs must be
supported with cost of service studies and benefit/cost analyses.
155 See Net Metering Section below for the Net Metering proposals.

9
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Sta ff recommends adopting one  of severa l a lte rna tive  ra te  des igns , with the  choices  including

volunta ry TOU a nd de ma nd cha rge  options . One  of S ta ff's  options  would be  a  two-pa rt ra te  for

3 re s identia l and SGS cus tomers , with the  e limina tion of the  third volume tric tie r, and a  fixed cus tomer
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charge of $ l 5/month for residentia l and $25/month for SGS. Staff believes the  larger customer charges

unde r this  option would improve  re ve nue  s ta bility a nd gre a te r re cove ry of fixe d cos ts , a nd tha t the

continua tion of a  two-pa rt ra te  des ign would enable  the  Commiss ion to a sce rta in the  outcome  of the

Va lue  of DG docke t. 156 In the  inte rim, S ta ff s ugge s ts , UNS E could cre a te  e duca tiona l a nd

informationa l programs to prepare  for a  transition to three-part ra tes  sometime  in the  future .

S ta ff be lieves  tha t offe ring a  volunta ry three -pa rt ra te  tha t includes  a  demand cha rge  may be

helpful to give the Company and ratepayers experience with residentia l demand charges. Staff suggests

tha t under this  proposa l the  bas ic se rvice  cha rge  could be  le ss  than under the  two-pa rt ra te  option in

orde r to provide  a n ince ntive  for volunta ry cus tome r migra tion. S ta ff be lie ve s  tha t with this  option,

the  Compa ny s hould de ve lop a  cus tome r in fomia tion a nd e duca tion progra m to he lp cus tome rs

de te rmine  whe the r they could benefit from volunta rily subscribing to a  demand ra te . In addition, S ta ff

recommends tha t the  Company deve lop a  bill format to illus tra te  each customer's  monthly (and twelve

months) demand (both on-peak and off-peak) in order to educate  customers about demand ra tes  even

if the  customer hasn't se lected a  demand ra te . S ta ff be lieves  tha t even if mandatory demand ra tes  a re

not approved in this  case , it would be  wise  to prepare  customers for an eventual transition in the  future .

S ta ff would a lso support a  ra te  design like  tha t it is  proposing in the  pending SSVEC ra te  case

(Docke t No. E-01575-15-03I2).157 Under this  proposa l, the  cus tomer se rvice  cha rge  increases  each

year contemporaneously with decreases in the  energy charge . Staff s ta tes  tha t this  ra te  scheme would

not only more  a ccura te ly re cove r fixe d cos ts  through the  se rvice  a va ila bility cha rge , but would a lso

lessen rate shock because of the reduction of the volumetric charge. 158

S ta ff would a ls o s upport continuing with the  Compa ny's  e xis ting two-pa rt ra te  de s ign with

25

26

27

28

156 Staff Reply Brief at 3.
157 Tr. at 3597. Staff Reply Brief at 4.
150 Staff notes that the SSVEC proposal distinguishes between DG and Non-DG customers and sets a cut-off date that
determines whether the new rate schedule applies. Staff does not support a separate rate schedule for DG customers,
irrespective of the date of installation. The SSVEC plan also calls for a change in net metering. Staff opposes any change
in net metering until a decision is issued in the pending Value of DG Docket, Staff Reply Brief at 4.
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Cus tome r S ize Billing kph Curre n t Bill Ne w Bill $ Cha nge % Cha nge

S m a ll 330 $37.33 $41.32 $3.98 10.78%

Me d iu m 664 $68.97 $70.59 $1.64 2.4%

La rge 1,144 $116.53 $116.28 $(0.25) -0.2%

XLa rg e 2,162 $220.37 $226.08 $5.71 2.6%

Me a n 830 $85.16 $85.45 $0.29 0.3%

Winter164
Customer Size Billing kph Tra ns ition

Ra te  Bill
New Bill S  Cha nge % C3a nge -

S m a ll 294 $38.45 $40.34 $1.89 4.92%

Me dium 560 $61 .26 $61.93 $0.67 1.09%

DO C KE T n o .  E -0 4 2 0 4 A_ 1 5 -0 1 4 2
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thre e  tie rs .  S ta ff s ta te s  tha t it would  pre fe r e lim ina ting  the  th ird  volum e tric  tie r,  but note s  tha t the

e xis ting thre e  tie rs  ha ve  be e n ope ra ting for some  time .159

Be ca us e  m a ny of RUCO's  propos e d ra te  options  would re quire  cha nge s  to ne t m e te ring, a nd

S ta ff re com m e nds  wa iting for the  conclus ion of the  pe nding Va lue  of DG docke t be fore  a lte ring ne t

m e te ring ta riffs ,  S ta ff doe s  not s upport RUCO's  propos a ls  a t this  tirne . '60 S ta ff a cknowle dge s  tha t a

minimum bill option, a s  propose d by some , would ma ke  re cove ry of fixe d cos ts  more  ce rta in, but doe s

s o  a t the  e xpe ns e  of e lim ina ting  cus tom e r a b ility to  re s pond to  price  s igna ls  a rid  not e ncoura ging

c ons e rva tion . '6 '  S ta ff" s  witne s s  S o la n ie k a ls o  be lie ve s  tha t a  m in im um  b ill is  a  pub lic  re la tions

challenge. l62

Us ing S ta ffs  propos e d re ve nue  a lloca tion, the  impa cts  of moving from curre nt ra te s  to S ta ff' s

1 l propose d two-pa rt tra ns ition ra te s  a re  illus tra te d be low: 163

10
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19 The  impa cts  of moving from S ta ff"s  tra ns ition ra te s  to S ta ffs  propose d thre e -pa rt ra te s  diffe r by se a son

20 a s  s hown be low:
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159 Staffkeply Brief at 4.
160 StaftlReply Brief at 6. See RUCO Initial Brief at ll, 13-15.
161 StatlfReply Brief at 4.
162 Staff Reply Brief at 6.
163 Late-filed Staff Revised Schedule H-4.
164 The difference in the current bill is due to different season seasonal averages
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La rge 914 $93.03 $90.14 ($2.89) -3 ,11%

XLa rge 1,653 $171.17 $146.90 ($23.27) -13.60%

Winte r Ave 669 $71.08 $70.75 ($0.33) 0.47%

Cus tome r S ize Billing kph Tra ns ition

Ra te  Bill

New Bill SB Change % Cha nge

S m a ll 386 $45.78 $50.56 $4.78 10.44%

Me dium 813 $83.97 $87.82 $3.85 4.59%

La rge 1,395 $143.35 $137.68 ($5.67) -3.96%

XLa rg e 2,472 $259.40 $228.13 ($31.27) -12 .05%

S um m e r Ave 983 $99.25 $102.50 $3.25 3.27%
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S ta ff re c om m e nde d  ke e p ing  the  Ra te  De s ign  po rtion  o f th is  doc ke t ope n  to  a dd re s s  a ny

uninte nde d cons e que nce s  from the  ne w ra te  de s ign.l66 S ta ff s ta te d tha t it wa nts  the  a bility to a ddre s s

a ny discre pa ncie s  be twe e n e s tima te d a nd a ctua l kW de ma nds .16

17 AP S

18

19

20

2 1

22

23

24

AP S  is  a n e le c tric  utility tha t provide s  s e rvice  to  1 .2  m illion re ta il a nd whole s a le  cus tom e rs

throughout Arizona . AP S  Firm ly be lie ve s  tha t die  re cord in this  proce e ding e s ta blis he s  tha t de m a nd

ra te s  a re  a  fa ir a nd e quita ble  ra te  de s ign tha t is  s upe rior to the  two-pa rt volume tric  ra te s  tra ditiona lly

e mploye d for re s ide ntia l cus tome rs , a nd spe cifica lly, tha t unive rsa l de ma nd ra te s  a re  a ppropria te  in the

UNS E se rvice  te r1*itory.I67 AP S  a s se rts  tha t thre e -pa rt ra te s  re duce  intra -cla s s  subs idie s , be tte r tra ck

cos t of se rvice , improve  the  e fficie nt use  of the  grid a nd e ncoura ge  ne w be hind-the -me te r te chnologie s .

Furthe rmore , AP S  a s s e rts  tha t e ve n if unive rs a l de ma nd ra te s  a re  not ultima te ly a dopte d for UNS E in

this  ca se , it doe s  not me a n tha t de ma nd ra te s  a re  ina ppropria te , e spe cia lly for rooftop sola r cus tome rs ,25

26

27

28

165 The difference in the current bill is  due tn different season seasonal averages
me Staff lnitia l Brief a t 14. Staff did not revis it this  recommendation after UNSE withdrew its  mandatory res identia l demand
charges . We presume, given the multitude of new ra te options , that Staff has  not changed its  pos ition.
in AP S  Reply Brief a t 1-2.

39 DE C IS IO N NO .
75697



DOCKET NO. E-04204A-15-0142

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

l or that universal demand charges should not be  implemented in other utility service  te1Titories.168

AP S  ha s  ha d optiona l re s ide ntia l de ma nd ra te s  for thirty ye a rs , with more  tha n 117,000

cus tome rs  choos ing to pa rticipa te  in a  thre e -pa rt de ma nd ra te  with a  TOU fe a ture . AP S  provide d

evidence that its  customers have been able  to respond to demand rates to dieir advantage. 169 An APS

a na lys is  of 1,000 cus tome rs  who ha d re ce ntly switche d from a  two-pa rt TOU ra te  to a  de ma nd ra te

with a  TOU fe a ture , found tha t 60 pe rce nt s a ve d on the ir de ma nd a nd e ne rgy, on a ve ra ge  s a ving

between 2-3 percent on monthly demand, and that those customers who actively managed their demand

achieved demand savings of 10-20 percent.

More ove r, AP S  a rgue s  the re  is  subs ta ntia l e vide nce  in the  re cord to support tre a ting sola r

rooftop customers as a  separa te  ra te  class.l70 APS points  to RUCO's witness Huber's  testimony that a t

times solar customers ' demand can spike  randomly which requires  the  utility to react quickly to procure

energy in the  spot marke t to meet the  inte rmittent demand. Mr. Huber tes tified tha t it is  prudent to trea t

sola r cus tomers  diffe rently because  no other utility cus tomers  have  the  same profile  or use  the  grid in

the  same  fa shion. In addition, APS  be lieves  rooftop sola r cus tomers ' ability to export e lectrons  onto

the  dis tribution system distinguishes them from energy efficiency e tlforts .171

1 6 AIC

1 7 AIC a gre e s  tha t public policy fa vors  tra ns itioning a ll re s ide ntia l cus tome rs  to a  thre e -pa rt

1 8

1 9

20

2 1

22

23

demand ra te  sooner ra ther than la ter in order to provide  an equitable  solution to fixed cost recovery and

to reduce cross-subsidization issues. 172 AIC supports mandatory residential demand rates because they

eliminate  customer and technology biases inherent in the  current ra te  structure , and move toward a  ra te

design that is  "neutra l, agnostic, and unbiased toward technology and lifestyle  choices of customers."'73

AIC cla ims the  public inte res t requires  tha t ra te  des ign must a llow the  utility the  opportunity to recover

its  inve s tme nt in the  powe r grid while  a lso a llowing cus tome rs  who choose  to ins ta ll cos t-e ffe ctive

24

25

26

27

28

168 On June 1, 2016, APS filed its  ra te case which includes  a  proposal for res identia l demand charges . See Docket No. E-
01345A-16_0036.
169 APS Reply Brief a t 2-3.
170 Id. at 3.
171 AP S  Reply Brie f a t 3-4, Tr. a t 2.267 and 2274, Ex UNS E - 34 Overcas t Reb a t 14-20 and Ex UNS E-26 Tillman Rab a t

19.
172 AIC Reply Brief a t 3.
173 AIC Initia l Brie f a t 2-5, AIC Reply Brie f a t 8. Afte r the  Compa ny withdrew its  propos a l for ma nda tory univers a l
res identia l demand ra tes , AIC did not change its  support for such ra tes .
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19

behind-the-meter technologies the  opportunity to save  money. AIC argues tha t the  current two-part ra te

design, with fixed costs  recovered in volumetric charges , do not mee t tha t s tandard. AIC denies  tha t a

demand charge is  a  fixed charge, but ra ther recovers fixed costs through a  per kW rate , and incentivizes

customers  to smooth the ir load and become more  e fficient for the  utility to se rve .

AIC criticize s  TASC and Vote  Sola r for the ir cha racte riza tion of UNSE's  revenue  problem a s

one  of a  s low economy, loss  of major customers, snowbirds and vacant homes. AIC argues tha t TASC

and Vote  Solar miss the  point tha t the  Company's  proposals  a re  not about declining revenue genera lly,

but ra ther the  specific issue  funder-recovery of fixed costs  and the  corresponding cost shift associa ted

with an outda ted ra te  des ign. AIC asse rts  tha t rega rdless  of how the  Company's  sa le s  a re  doing, the

curre nt two-pa rt re s ide ntia l ra te s  do not a de qua te ly re fle ct cos t ca usa tion a nd the re by a llow ce rta in

customers to avoid paying their fa ir share  of fixed costs .174

Citing the  use  of demand cha rges  in the  commercia l sector and APS 's  decades  of volunta ry

res identia l demand cha rges , AIC asse rts  tha t three -pa rt demand ra te s  a re  not a  wild experiment tha t

will re sult in unintended consequences , but a  proven e ffective  tool for linking ra te s  to the  actua l cos t

of service. 175 AIC notes that recent advances in metering technology allows use of demand rates in the

res identia l marke t, which means tha t it is  no longer necessary to be  res tricted to the  less  e fficient two-

pa rt ra te s . AIC cha rge s  tha t oppone nts  of` re s ide ntia l de ma nd cha rge s  do not e xpla in why ta king

advantage  of technologica l advances and modernizing residentia l ra tes  is  inappropria te .

AIC a s s e rts  tha t a  de ma nd cha rge  tha t re fle cts  the  cos t of s e rvice  is  ne the r vola tile  nor

20

21

22

23

24

25

unma na ge a ble , a nd tha t inte rve nor conce rns  tha t cus tome rs  will ne e d to "pe rfe ctly ma na ge " the ir

de ma nd to a void vola tile  cha rge s  a re  ove rs ta te d.I7" According to AIC, the s e  de ma nd ra te s  we re

de s igne d to a void bill fluctua tions  a nd a llow for cus tome r fle xibility by us ing a  one  hour inte rva l a nd

only measuring demand during an on-peak pe riod (a s  compared to the  typica l 15 minute  inte rva l for

commercia l customers). AIC believes that customers can manage their e lectricity use  on a  demand ra te ,

just like  they do on TOU ra tes , but demand ra tes  will a lso provide  customers  "with another way to save

26

27

28

174 AIC Reply Brie f a t 4-5.
175 Id. at 5-10.
176 Id. at 7-8.
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1 mone y on the ir e le ctricity b ill.57177
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14

AIC e xpla ins  tha t on a  two-pa rt ra te , cus tome rs  only s a ve  by

reducing tota l consumption, but on a  three-part ra te  customers save both by reducing tota l consumption

and reducing maximum demand. Citing APS ' witness  Fa ruqui's  te s timony and APS 's  experience  with

demand charges , AIC cla ims the re  is  no reason to think tha t cus tomers  a re  not able  to respond to the

demand charge signal such that the demand charge will act as a  fixed charge.178

According to AIC, TAS C is  conce rne d tha t de ma nd cha rge s  will impa ct cus tome rs ' life s tyle

choices , but AIC cla ims  tha t TASC and Vote  Sola r fa il to expla in why ra te s  should not a ffect life s tyle

choice s  whe n those  choice s  a ffe ct the  cos t to s e rve .179 In re sponse  to inte rve nor cla ims  tha t DG

customers may have  grea ter difficulty anticipa ting the ir demand because  of weather, AIC counters  tha t

this  is  exactly why demand charges are  appropria te  and necessary, s ince  fluctua ting and uncerta in DG

demand places  a  higher burden on the  grid re la tive  to the ir lower energy consumption, which results  in

non-DG cus tome rs  be a ring the  cos ts  of the  fixe d cha rge s  in the ir volume tric e ne rgy cha rge s . AIC

asserts  that demand charges will shift some, but not a ll, of the  cost of DG customer demand back to the

DG customer. 180

15

16

17

18

19

20

21

22

23

24

25

AIC s ta te s  furthe r tha t de ma nd cha rge s  will not d is proportiona te ly impa ct low-income

customers , a s  demand charges  a re  agnostic to income or even monthly consumption. AIC notes  tha t

low-income customers a re  not low usage  customers by default, and there  is  no empirica l evidence  tha t

shows  tha t low income  cus tome rs  will fa re  worse  ove ra ll unde r a  thre e -pa rt ra te , or won't ha ve  the

sa me  opportunitie s  to s a ve  by re ducing ma ximum de ma nd a nd/or re ducing consumption a s  othe r

cus tome rs . AIC cla ims  tha t the  a rgume nts  tha t low income  cus tome rs  will be  a dve rse ly a ffe cte d by

demand charges ignore  the  additional $17 fla t discount being proposed for CARES customers. 181 AIC

a sse rts  tha t the  cross -subs idie s  inhe re nt in the  two-pa rt ra te s  disproportiona te ly disa dva nta ge  low

income customers because  these  customers are  less  like ly to be  able  to a fford to invest in DG systems

and thus a re  paying subsidies  in the ir ra tes  to those  higher income customers  able  to invest in DG.

Additiona lly, AIC re je cts  the  a rgume nt tha t re s ide ntia l de ma nd ra te s  will kill the  s o la r

26

27

2 8

177 AIC Reply Brief at 8, Ex APS-4 Faruqui Surf at 13.
178 AIC Initial Brief at 14, Ex APS-4 Faruqui Surr at 7 &9-10, Ex APS-3 Faruqui Dir at 15.
179 AIC Reply Brief at 8.
Lao Id. at 9.
181 AIC Reply Brief at 10. UNSE's current proposed CARES discount is $16.
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indus try.l82 AIC cla ims  tha t the  e vide nce  s hows  tha t s ola r DG cus tome rs  ca n s a ve  on the ir bills  both

by a voiding the  e ne rgy cha rge  a nd by mode ra ting the ir de ma nd a nd s moothing the ir loa d, a nd AIC

a rgue s  tha t the re  is  no logica l re a s on why the  s ola r indus try ca nnot ma rke t the ir products  give n the

continue d s a vings  pote ntia l. Furthe rmore , AIC a rgue s  tha t the  Commis s ion's  ra te ma king obliga tion is

to ba la nce  the  inte re s ts  of the  utility a nd its  cus tome rs  in a  ma nne r tha t s e rve s  the  public inte re s t a nd

not to prop up the  e conomic  we ll-be ing of a  s ingle  indus try.183 AIC a rgue s  tha t ultima te ly, de ma nd

cha rge s  will ha ve  a  pos itive  long-te rm e ffe c t on  the  s o la r indus try be ca us e  re moving  mis a ligne d

s ubs idie s  tha t a rtificia lly infla te  the  cos t of DG s ola r will a llow ma rke t force s  to s pur innova tion to the

10
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12

13

14

15

16

17

18

19

20

21

AIC a rgue s  tha t the  propos e d a lte rna tive s  to the  thre e -pa rt ra te s , s uch a s  minimum bills , TOU

a nd RUCO's  optiona l ra te s , do not e ffe ctive ly a ddre s s  the  funda me nta l fla ws  in the  curre nt ra te  de s ign,

nor a chie ve  the  ke y public  policy obje ctive s  a s  we ll a s  the  thre e -pa rt ra te  de s ign be ca us e  the  price

s igna ls  the y s e nd a re  not a s  c los e ly re la te d to cos ts .l85 Unde r the  minimum bill conce pt, cus tome rs

would be  cha rge d the  gre a te r of the  minimum bill a mount or the ir bill unde r the  s ta nda rd two-pa rt ra te s .

AIC a rgue s  tha t the  minimum bill doe s  not re fle c t cus tome r de ma nd cos ts  a nd  would  a pply to  a ll

cus tome rs  re ga rdle s s  of the ir us a ge , de ma nd, or loa d fa ctor, a nd would pe rpe tua te  the  curre nt proble ms

with intra -cus tome r cos t-s hitting. AIC be lie ve s  tha t the  la ck of corre la tion would continue  to mis a lign

price  s igna ls  a nd cus tome r be ha vior, would not re wa rd re ductions  in de ma nd or improve me nts  in loa d

fa c tor, a nd would be  "highly unfrie ndly" to  ne w te chnologie s . AIC be lie ve s  tha t in  orde r to  a s s is t in

the  re cove ry of fixe d  cos ts , the  minimum bill would  ne e d  to  be  h ighe r tha n  a ny be nchma rk be ing

propos ed by its  proponents  in this  ca s e .186

AIC s upports  including a  TOU compone nt a s  pa rt of the  thre e -pa rt ra te s  de s ign, but cla ims  tha t

23 TOU e ne rgy ra te s , by the ms e lve s , a re  not a  via ble  a lte rna tive  be ca us e  die d do not a de qua te ly re fle ct

22

24

25

26

27

28

182 AIC Initial Brief at 11-14.
183 Id. at 12.
184 ATC Initial Brief at 13, AIC points to the testimony of Vote Solar witness Kobor who argued that demand charges should
not be implemented because "enabling technologies" that could help customers manage demand are uncommon, costly and
not widely adopted, Ex Vote Solar-6 Kobor Dir at 35. AIC asserts that demand charges might incentivize the development
of these technologies.
185 A.lc Initial Brief at 5-10.
186 Ex APS-7 Miessner Sure at ll. APS's witness Miessner estimates the minimum bill would need to be in the range of
$30 for small homes, $70 for medium-sized homes and Sl50 for large homes. Id. at 14.
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infra s tructure  a nd ca pa city cos ts  tha t va ry ove r time  or with cons umption.187 AIC s ubmits  tha t a  TOU

e n e rg y ra te  with o u t a  d e m a n d  c o m p o n e n t d o e s  n o th in g  to  re s o lv e  th e  p ro b le m  a s s o c ia te d  with

re c ove ring  de m a nd-re la te d  c os ts  th rough  e ne rgy c ha rge s  be c a us e  DG  a nd  o the r low loa d  fa c to r

cus tome rs  will continue  to pa y le s s  tha n the ir fa ir sha re  of de ma nd-re la te d cos ts .'88 Furthe rmore , AIC

cla ims , TOU ra te s  to not provide  ince ntive  for cus tome rs  to re duce  the ir de ma nd.

AIC a lso a sse rts  tha t RUCO's  ra te  de s ign proposa ls  discusse d during the  he a ring do not a ddre ss

the  funda me nta l fla w with e xis ting ra te s  be ca use  the y pe rpe tua te  the  two-pa rt ra te  option. 189 According

to  AIC ,  b o th  R UC O 's  "No n -E xp o rt  O p tio n " a n d  "R P S  Bill C re d it" wo u ld  a llo w DG  c u s to m e rs  to

choos e  a ny of the  Compa ny's  tra ditiona l two-pa rt ra te s , but unde r two-pa rt ra te s  DG cus tome rs  a void

pa ying  the ir fa ir s ha re  o f de m a nd-re la te d  c os ts .  C iting  the  te s tim ony o f its  witne s s  Ha ns e n ,  who

compa re d the  cos ts  of the  "RP S  Bill Cre dit" option a nd the  "Adva nce d DG TOU" option for cus tome rs

who us e  no DG, a nd thos e  to re ce ive  a t le a s t 50 pe rce nt of the ir e ne rgy ne e ds  from DG a nd a ctive ly

ma na ge  de ma nd, s hows  tha t the  Adva nce d DG TOU Option would incre a s e  cus tome rs ' bills  be twe e n

19 to  290 pe rce nt unde r e a ch s ce na rio . l90 Cons e que ntly,  AIC conc lude s  virtua lly no DG cus tom e r

wo u ld  s e le c t  th e  "Ad v a n c e d  DG  TO U," wh ic h  le a v e s  o n ly th e  "R P S  Bill C re d it" o p tio n ,  a n d  n o

e ffe c tive  cus tom e r choice .  AIC be lie ve s  tha t RUCO 's  a dditiona l op tions ,  a s  e xpla ine d  in  its  pos t-

he a ring brie f, a re  too la te  to be  s ufficie ntly a na lyze d a nd do not a ddre s s  the  cos t-s hift nor ince ntivize

innova tion of be hind-the -me te r te chnologie s  a s  we ll a s  the  thre e -pa rt ra te s  e ndorse d by S ta ff. 191

AIC a rgue s  tha t de m a nd cha rge s  s hould be  im ple m e nte d be fore  DG pe ne tra tion grows . AIC

20 be lie ve s  tha t a  volunta ry opt-in  de m a nd pilot would not ope ra te  the  s a m e  a s  a  unive rs a l m a nda tory

19

2 1

22
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26
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187 Ex APS-7 Miessner Suer at 15-16.
188 AIC Initial Brief at 8, citing Ex APS-7 Miessner Sure at 16 and Ex AIC-D Hansen Surr at 8.
169 Ar the hearing, RUCO supported treating DG customers as a separate class and advanced three options for DG customers :

(1) The "non-Export Option" under which DG customers could select any of the Company's standard rates but would
not be allowed to export power to the grid,

(2) The "Advanced DG TOU Option" under which DG customers would pay a three-pan rate consisting of a minimum
bill, a fiat base energy rate ($0.084/kWh), a peak-hours demand charge ($19.50/kWh incurred between 2 and 8
p.m.), and could export power to the grid and receive credit dependent upon whether the customer exchanges
Renewable Energy Credits ("REC") with the Company, and

(3) The "RPS Bill Credit Option" under which DG customers could select any of the Company's standard rates and
receive a credit that is based on the amount of renewable capacity added over time (starting at $0.11/kWh). But
customers must exchange RECs with the Company.

190 Ex AIC-D Hansen Surr at 14-16, AIC Reply Brief at 9.
191 AIC Reply Brief at ll.
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re s ide ntia l de ma nd ra te  a nd thus  would not provide  a dditiona l us e ful informa tion tha t ca nnot a lre a dy

be  gle a ne d from AP S 's  e xpe rie nce  with a  volunta ry de ma nd ra te  progra m. AIC s ta te s  tha t by the  time

the  ne w ra te s  go into se rvice , UNS E will ha ve  a cce ss  to a bout nine  months  of usa ge  da ta  tha t cus tome rs

ca n utilize  to a djus t the ir be ha viors . AIC a lle ge s  tha t de la y will hurt e ve ryone  a s  more  a nd more  pe ople

will be  m a king the  de c is ion  to  go  s ola r ba s e d on "broke n" two-pa rt ra te s ,  which  will m a ke  the  "fix"

ha rde r in the  6uture ."'2

7

8

9

10

AIC a gre e s  with S ta ff a nd AP S  tha t cus tome rs  a re  ca pa ble  of unde rs ta nding de ma nd ra te s  a nd

tha t UNS E's  propos e d cus tom e r e duca tion progra m  is  s uffic ie nt. '" Eve n s o,  AIC s upports  S ta ff a nd

the  Com pa ny's  pos ition  tha t the  tra ns ition  pe riod  to  th re e -pa rt ra te s  s hould  be  fle xib le  to  tha t the

Compa ny ca n e duca te  cus tome rs  a nd ove rcome  misconce ptions  a bout the  propose d ra te  de s ign.

11 R U C O
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22

RUCO a rgue s  tha t a  unive rs a l thre e -pa rt ra te  is  not wa rra nte d, a nd tha t the  Compa ny ha s  not

me t its  burde n of de mons tra ting tha t the  propose d thre e -pa rt re s ide ntia l ra te s  a re  jus t a nd re a sona ble .l94

RUCO firmly be lieves  tha t the  DG pa rtia l requirements  cus tomers  should be  the ir own ra te  sub-cla ss . 195

RUCO s ta te s  tha t it a ppre cia te s  the  Compa ny's  pos t-he a ring pos ition to re turn to its  ope ning pos ition,

howe ve r, RUCO is  conce rne d tha t the  pa rtia l re quire m e nts  cus tom e rs  a re  only give n one  ra te  option

unde r the  Compa ny's  la te s t propos a l.

RUCO a sse rts  tha t ra te  discrimina tion doe s  not re quire  tha t e ve ry cus tome r in the  ra te  cla s s  be

s ubje ct to the  s a me  ra te s  a s  long a s  the re  a re  dis tinguis hing cha ra cte ris tics .l9" RUCO a rgue s  tha t the

re cord s hows  tha t pa rtia l re quire m e nt DG a nd full re quire m e nts  cus tom e rs  a re  not s im ila rly s itua te d,

a nd a  s olution tha t would impa ct only 2 pe rce nt of the  Compa ny's  re s ide ntia l ra te pa ye rs  is  pre fe ra ble

to a ffecting eve ry cus tomer.197

Although UNS E is  c los e  to ha ving the  s ma rt me te rs  in pla ce  to imple me nt thre e -pa rt ra te s  for

24 a ll re s ide ntia l cus tome rs , RUCO s ta te s  tha t the  Compa ny ha s  not colle cte d sufficie nt da ta  on cus tome r

23

25

26

27

28

192 Id. a l 11-12.
193 Id. a t 12.

194 Rico 11111181 Brief a t 3-4.

195  R UC O  R e ply Brie f a t 1 .

196 RUCO Initial Briefat 5, citing of Wiekenburg v. Sabin, 68 Ariz. 75 (1948). RUCO notes that
distinctions are made all the time between ratepayers in the same Class, citing the low income tariffs.
197 RUCO Initial Brief at 6.
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17

1 8

1 9

20

21

22

23

24

25

usage  to des ign appropria te  unive rsa l three -pa rt ra te s .l98 RUCO notes  tha t the  Company expects  to

have  the  infra s tructure  to measure  demand ins ta lled for a ll cus tomers  by the  end of 2016, but tha t is

not soon enough to collect the  da ta  needed to inform the  decis ion making in this  ra te  case . RUCO

believes  tha t the  lack of da ta  is  of pa rticula r concern in light of the  extraordinary amount of opposition

RUCO argues that the demand charge discussed at the hearing is not properly designed because

it doe s  not dis tinguish be twe e n the  s e a sona lity of the  utility's  cos ts -a s  a  high e le ctricity de ma nd in

January would cost a  ra tepayer the  same as  a  high e lectricity demand in August. Because  the  utility's

s ys te m cos ts  diffe r during the s e  time s , ha ving the  s a me  ra te  s e nds  the  wrong price  s igna l to the

driven by demand which varies  s ignificantly based on the  season and time of day.

RUCO is  a lso conce rned tha t the  Company has  no his tory or experience  offe ring a  three -pa rt

ra te  to residentia l ra tepayers and has not yet developed customer tools to help ra tepayers manage their

demand. RUCO believes this  lack of experience ra ises doubt about the  Company' s  ability to implement

such an ambitious plan. RUCO suggests that it may be better to offer an optional three-part ra te  in order

to start developing the  data , experience, and infrastructure  needed to consider universal implementation

in three-part ra tes  in the  future .

RUCO proposes several ra te  options for the  partia l requirements DG customers:202

( I) Non-Export Option. Under this option, DG customers can choose any of the  Company's

traditiona l ra tes  offered for full requirement customers, but a re  not a llowed to export any excess  power

ge ne ra te d to the  grid. Howe ve r, RUCO is  ope n to a llowing e xports  a t the  Ma rke t Cos t Compa ra ble

Conve ntion Ge ne ra tion ("MCCCG") ra te .

(2) Adva nce d DG TOU Opt@. This  option is  a  three -pa rt ra te , with a  minimum bill and a

TOU demand ra te  during the  summer. The  ra te  includes a  minimum bill (not a  fixed charge), volumetric

rates, and a  demand charge component. The export ra te  for excess power to the grid for customers who

26

27

28

198 Id. a t 7-8.

199 Id. at 7.

200 ld, a t 8.
201 RUCO Initia l Brief a t 9. The Company's  post-hearing demand charges  do not have a  seasonality feature either.
202 RUCO Initia l Brief a t 11.

46 DECIS ION no. 75597



Residentia l Se rvice Current
UNS E

Proposed
RUCO

Recommended

Customer Charge $10.00 $15.00 $12.50

Ene rgy Cha rge  le t 400 kph 30.019300 $0.030100 $0.028600

Energy Charge 401 -1 ,000 kWhs 80.034350 80.040100 $0.051000

DOCKET NO. E-04204A_15-0142

1

2

e xcha nge  re ne wa ble  e ne rgy cre dits  ("RECs") is  8.5 ce nts  pe r kph ($.085/kWh), e qua l to the  s e lf-

consumption ra te , For those  DG customers who do not exchange RECs, the  export ra te  is  the  MCCCG

3 ra te .

4

5

6

7

8

9

(3) RP S  Bill Cre dit Option. Under this  option, customers  can se lect any of the  Company's

traditional ra tes , the  credit ra te  for new DG customers decreases over time as the  Company's  portfolio

of renewable  capacity increases . The  credit ra te  would s ta rt a t ll cents  pe r kph and go no lower than

the  MCCCG ra te . The  reductions  a re  based on pre -de te rmined tranches  in order to provide  ce rta inty

to the  ra tepayers  choosing this  option. RUCO sta tes  tha t the  bill credit would be  applied every month

a nd be  fixe d for 20 ye a rs  from the  da te  the  s ys te m wa s  ins ta lle d to a s s ure  ce rta inty for ne w DG

1 0

1 1

1 2

13

14

1 5

1 6

1 7

18

1 9

20

2 1

adopting customers .

If mandatory three-part ra tes are  not adopted, RUCO proposed four additional ra te  options:203

(1) Traditiona l Two Part Ra tes  with a  Mar_ke t Based Export Opti@. In the  e ve nt the  Non-

Export option above  is  not found to be  appropria te , this  option would be  ava ilable  for a ll re s identia l

ra tepaye rs . For DG cus tomers  with a  PV sys tem tha t produces  le ss  than 25 pe rcent of the ir annua l

loa d, full ne t me te ring would be  pre s e rve d for ge ne ra tion e xports . For pa rtia l re quire me nt DG

cus tome rs  who produce  more  tha n 25 pe rce nt of the ir a nnua l loa d, ge ne ra tion e xports  would be

compe ns a te d a t a  ma rke t-ba s e d ra te , ca lcula te d a t the  a ve ra ge  whole s a le  price  for tha t month.

Compe nsa tion for e xce s s  powe r would be  pa id monthly, with no ba nking. RUCO a s se rts  tha t the

lower than MCCCG gene ra tion export ra te , for the  pa rtia l requirement DG cus tomer who produces

more  than 25 percent of the ir annual load, is  justified because  it is  more  than offse t by the  ra te  for se lf-

22

23

24

25

26

27

28

203 Id. at 13-15.
204 RUCO Initia l Brief a t 13-14 and Attachment A. Note: UNSE and RUCO support differing a lloca tions  of the revenue
increase and thus , their ra tes  cannot be directly compared with precis ion.
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Energy Cha rge  a ll add'l kWhs $0.038499 $0.058100 $0.057300

Base Power Supply Charge all kWh 80.061700 $0.055090 $0.055090

PPFAC ($0.003488) Varies Va ne s

Three-Part Re s ide ntia l TOU Curre nt
UNS E

P ropos e d
RUCO

Re com m e nde d

Customer Charge N/A $15.00 $12.50

Demand Charge

0-4 KW Summer N/A $5.00 $4.00

>4 kW Summer N/A $5.00 $12.00

0-4 kW Winter N/A $5.00 $4.00

>4 Winter N/A $5.00 $8.00

Summer On-peak, kph N/A $0.105800 $0.124450

Summer Off-peak, kph N/A $0.042830 $0.045000

Winter On-peak, kph N/A $0.086300 80.064400

Winter Off-peak, kph N/A $0.038610 $0.035000

Base Power Supply Charge, all kWh N/A $0.015340 $0.013300

P P FAC

Summer On-peak, kph N/A Va rie s Va rie s

Summer Off-peak, kph N/A Va rie s Va rie s

DOCKET no. E-04204A-15-0142
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(2) Three -Pa rt Ra te  Option. RUCO propose s  a n optiona l thre e -pa rt ra te  tha t would be

ava ilable  to a ll res identia l ra tepayers  and includes  a  $12.50 customer fixed charge . Full ne t mete ring

would be  preserved under this  option and the  ra te  includes a  tie red TOU demand charge , with the  on-

peak summer demand cha rge  ove r 30 pe rcent highe r than the  on-peak winte r demand cha rge . The

demand charge  includes  two tie rs , one  be low 4 kW and one  above  4 kw. RUCO be lieves  this  option

sends a  be tte r cost-based price  s igna l than Sta ffs  three-part ra te  proposa l which mainta ins  the  same

demand cha rge  with no tie rs  or price  diffe rentia l for sea sons . In the  future , RUCO would like  to see

even more  seasonality built into the  ra te  design.
11

12

13

14

15

16

17

18
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20

21

22

23

24

25

26

27

28
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Winter On-peak, kph N/A Va ne s Va rie s

Winte r Off-peak, kph N/A Varies Vanes

Volume tdc TOURe s ide ntia l
Option Current

UNS E
Proposed

RUCO
Recommended

Customer Charge N/A N/A $19.00

Base Power Supply Charge, all kWh N/A N/A $0.035040

Summer On-peak, kph N/A N/A $0.145000

Summer Off-peak, kph N/A N/A 30.032500

Winter On-peak, kph N/A N/A $0.105000

Winter Off-peak, kph N/A N/A $0.013300

PPFAC

Summer On-peak, kph N/A N/A Varies

Summer Off-peak, kph N/A N/A Va rie s

Winter On-peak, kph N/A N/A Va rie s

Winte r Off peak, kph N/A N/A Varie s

DOCKET NO. E-04204A_15_0142
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6

7

(3) Yolume tric TOU Option. RUCO proposed this  option in response  to the  solar industly's

expressed des ire  for ra te  options  othe r than a  unive rsa l three -pa rt ra te . This  optiona l volumetric TOU

ra te  would be  ava ilable  to a ll re s identia l ra tepaye rs . Under this  option, full ne t me te ring is  pre se rved,

but in orde r to address  the  fixed cos t recove ry issue , the  fixed cha rge  is  increased to $19.00. RUCO

believes tha t this  option makes a  s izeable  contribution to reducing the  cost shift.205
8

9

10

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9
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22
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24

25

26

27

(4) Full Re quire me nt Cus tome r TOU Option. This  option would be  a va ila ble  only to full

requirements  customers  and includes a  $12.50 customer fixed charge . RUCO sta tes  it was built based

on the  Compa ny's  e xis ting re s ide ntia l TOU ra te  a nd se e ks  to improve  the  low pa rticipa tion ra te  by

offe ring a  s horte r window for on-pe a k, a nd two tie rs  ins te a d of thre e , to  a lle via te  s ome  of the

Company's  concerns . On-peak summer hours  a re  reduced from six hours  to three  (4-7 p.m. instead of

2-8 p.m.) and winter peak is  from 6-9 a .m. and 6-9 p.m. (ra ther than the  current four hours each). RUCO

28 205 Rico Initial Brief at 14_15.
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Full Requirement Res identia l
TOU Option , a ll kWh Cu1Tent

UNS E
Proposed

RUCO
Recommended

Customer Charge N/A N/A $12.50

Ene rgy Cha rge  le t 400 kWh N/A N/A $0.034000

Energy Charge, a ll a dd'l kWhs N/A N/A 30.050000

Base Power Supply Charge, all kWh

Summer On-peak, kph N/A N/A 30.150000

Summer Off-peak, kph N/A N/A $0.045000

Winter On-peak, kph N/A N/A 30.090000

Winter Off-peak, kph N/A N/A $0.035000

Base Power Supply Charge, all kWh N/A N/ A $0.040000

P P F AC

Summer On-peak, kph (4-7 p.m.) N/A N/A Values

Summer Off-peak, kph N/A N/A Va rie s

Winter On-peak, kph (6-9 a .m. and

p.m.)

N/A N/A Va ne s

Winter Off-peak, kph N/A N/A Va rie s

DOCKET NO. E-04204A-15_0142

1 be lie ve s  tha t a  s imple r offe ring, including a  TOU ra te  with a  s horte r on-pe a k pe riod will s implify
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22

23

24

25

26

RUCO sta tes  tha t eva lua ting its  proposa ls  as  s tanda lone  ra tes  does  not provide  the  full picture

of the  inte rworking of a ll the  ra tes . RUCO disagrees  with criticisms of its  proposa ls  on the  grounds dirt

they reach behind the  mete r. RUCO argues  tha t partia l requirements  sola r DG customers  use  the  grid

for ba ckup se rvice s , volta ge  a nd fre que ncy re gula tion, in-rush curre nt, spinning a nd non-spinning

reserves  and other ancilla ry se rvices , the  costs  of which a re  be ing home primarily by fUll-requirements

cus tome rs , s uch tha t wha t ha ppe ns  be hind the  me te r is  ve ry much the  bus ine s s  of a ll re s ide ntia l

ra tepayers  and highly re levant to des igning appropria te  ra tes .207 In any case , RUCO sta tes  its  "Non-
27

28
206 RUCO's  Initia l Brief a t 15. See RUCO Reply Brief a t 8-10.
207 RUCO Reply Brief at 3 .

50
755

DECIS ION NO. 97

I



DOCKET NO. E-04204A_15_0142

1 Export" ra te  option doe s  not look be hind the  me te r.

2
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14 8 0 m  s e lf-c o n s u m in g  th e ir o wn

15

16

17

In re s pons e  to critic is m  tha t the  Non-Export option doe s  not ca pture  a ny be ne fits  of e xporting

e xce s s  ge ne ra tion to the  grid, RUCO e xpla ins  tha t is  why it m odifie d this  option to pa y for e xporte d

energy a t a  marke t-based ra te .208

RUCO note s  tha t the  sola r a dvoca te s  criticize  its  "Adva nce d DG TOU" ra te  be ca use  it conta ins

a  de ma nd cha rge  compone nt; a nd be ca us e  the  propos e d $.085/kWh ra te  wa s  not ba s e d on the  a ctua l

va lue  of s 01a r.209 RUCO re s ponds  tha t the  Adva nce d DG TOU ra te  is  optiona l a nd a va ila ble  to  a ll

re s identia l cus tomers , so the  pa rtia l and full requirements  cus tomers  a re  tre a ted the  same . RUCO asse rts

tha t its  re comme nde d ma rke t ra te  wa s  a  good fa ith a tte mpt to ca pture  the  va lue  of s ola r a nd is  only l

ce nt/kWh lowe r tha n the  TAS C sponsore d ca lcula tion us ing the  sa me  be ne fit ca te gorie s . RUCO a rgue s

tha t its  propos a ls  a re  a  s te p in  the  right dire c tion a nd wa iting for the  com ple tion of the  Va lue  of DG

docke t is  not a n option for this  ca se .210

RUCO a ls o re je c ts  c la im s  tha t cha nging a  ra te  would pre ve nt pa rtia l re quire m e nt cus tom e rs

ge ne ra te d  powe r." RUCO  be lie ve s  tha t to  m a ke  s uc h  a rgum e n ts

a ppe a r ca lcula te d to s tir s ola r s upporte rs  to a ction a nd a re  not productive . RUCO a rgue s  tha t ha ving

the  a bility to cha nge  the  a ccounting me thod for compe ns a ting e xporte d powe r is  ce ntra l to de ve loping

fa ir a nd re a sona ble  ra te s .

18
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RUCO be lie ve s  tha t its  RP S  Bill Cre dit option would be  the  m os t popula r initia lly. Unde r this

option, the  c re dit ra te  s ta rts  a t or ne a r the  curre nt re ta il ra te  a nd de cre a s e s  ove r tim e  ba s e d on the

Com pa ny's  RES T c om plia nc e .  RUCO  c la im s  tha t th is  op tion  p rov ide s  a  window of tim e  fo r s o la r

com pa nie s  to  be  profita ble ,  while  providing tim e  to  de ve lop a  te chnology offe ring to  m a xim ize  the

pote ntia l s a le s  to cus tom e rs  on the  othe r ra te  option. Contra ry to c la im s  tha t this  option could ca us e

cus tom e rs  to  los e  m one y on the ir DG inve s tm e nts ,  RUCO s ta te s  this  ra te  a c tua lly provide s  s ta bility

be ca us e  the  cre dit ra te  will be  known by a ll pa rtie s  a t the  time  of ins ta lla tion a nd will be  locke d in for

25

26

27

28

208 RUCO Reply Brief a t 4. RUCO sta tes  that its  modified Non-Export Option preserves  benefits  of the exported energy for
res identia l ra tepayers , and while the original non-export option trea ted partia l and full requirement cus tomers  the same, the
modified ra tes  would not.
209 RUCO Reply Brief a t 4.
210 Id. at 5.
211 RUCO Reply Brief a t 6, citing Vote Sola r Initia l Brief a t 44.
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that customer for 2.0 years, which RUCO believes is  a  benefit to the  solar industry because  it solves the

ne e d for future  gra nd fa the ring. RUCO s ta te s  tha t the  RP S  Bill Cre dit could be  modifie d by the

Commission to serve  as a  "glide  path" for compensating energy exports  and die  Commission could use

die  RPS Bill Credit framework to increase  or decrease  the  current re ta il ra te , to mee t the  suture  credit

ra te  se t by the  va lue  of sola r me thodology

RUCO re ite ra te s  tha t it firmly be lie ve s  tha t ra te  options  de s igne d s pe cifica lly for pa rtia l

requirement customers that address unique issues presented by these customers is the preferred option.

Howe ve r, if the  Commis s ion de te rmine s  a s  a  ma tte r of policy tha t pa rtia l a nd full re quire me nt

cus tome rs  should be  tre a te d the  sa me , RUCO propose s  the  following optiona l ra te s  a va ila ble  to a ll

10 re s ide ntia l cus tome rs  :

1, Re s ide ntia l S e rvice

12 •

13

14 •

Hourly ne t credit export ra te  a t 6 cents /kWh. This  crea tes  the  same blended ra te  as

the  advanced DG ra te  and the  volumeMc TOU proposed by RUCO.

Ba n kin g  is  mo d ifie d  to  a n  h o u rly n e t c re d it e xp o rt ra te  b a s e d  o n  h o u rly

15

16

17

consumption/production tha t is  pa id monthly.

A grid access  charge , s imila r to tha t of APS, may be  prudent

2. Re s ide ntia l Thre e -pa rt TOU

18 Customers on this  ra te  keep the  current foam of banking and net metering.

19 3. Re s ide ntia l Volume tric Two-pa rt TOU

20 •

21

22

23

24

Customers on this  ra te  keep the  current form of banking and ne t metering.

RUCO a lso provides  an option only ava ilable  to Ene rgy Efficiency pa rticipants . To qua lify for

this  ra te , a  cus tomer must be  enrolled in a  pre -programmed the rmosta t of demand s ide  management

("DS M") e ne rgy e fficie ncy progra m offe re d by the  Compa ny. This  ra te  fe a ture s  a  3 hour pe a k

win d o w. "

RUCO propose s  tha t DG cus tome rs  who ha d a n a pplica tion submitte d prior to the  da te  of a

26 fina l o rde r in  th is  ca s e , s hou ld  be  Nilly g ra ndfa the re d  with  e xis ting  ra te s  a nd  ne t me te ring

25

27

28
212 RUCO Reply Brief a t 7.
213 Id. at 8-12.
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12

compensa tion. RUCO continues to support a  fixed charge  of S  l2.50. The  Residentia l Volumetric Two-

pa rt TOU ra te  ca rrie s  with it a  $19 fixed cha rge .

For pa rtia l re quire me nt cus tome rs  on the  s ta nda rd Re s ide ntia l S e rvice , the  curre nt ba nking

mechanism would be  modified from a  kWh-for-kWh exchange , with excess  power rolling forwa rd to

future  months  to an hourly ne t credit export ra te  based on hourly consumption/production tha t is  pa id

monthly. Howe ve r, RUCO propose s  tha t if it is  found to be  true  tha t the re  a re  ta x implica tions  us ing

this  method, solar DG customers  would have  two other ra te  options to choose  from. RUCO cla ims tha t

banking of excess energy by residentia l solar DG customers is  the  exact problem this  ra te  case  is  trying

to solve, and must be addressed. RUCO asserts that the TOU structure reduces the need to end banking

at this  juncture , however, the  switch could s till take  place  on RUCO' s  TOU ra tes  with little  to no impact

on the  economics of solar adopters .

RUCO contends  tha t DG cus tomers  have  additiona l cos ts  tha t non-DG cus tomers  do not. DG

13

14

15

customers  in the  Company's  te rritory have  two meters . RUCO be lieves  this  cost should be  pa id by the

DG cus tome r. Ba s e d on the  CCOS S , RUCO re comme nds  imple me nting a  $6.95/month me te ring

cha rge  for DG cus tomer with a  link to RECs.

16 TAS C

17

18

19

2,

21

22

23

24

25

26

In its  Initia l Brie f TASC a rgue d e xte ns ive ly tha t the  propose d ma nda tory re s ide ntia l de ma nd

charges are  not in the  public interest because  they are  unprecedented, vola tile , punitive , confusing, and

the specific proposal was rushed and its  implementation was not well thought out. 214 In addition, TASC

asserted that the  docket lacks significant or substantive  analyses, with no studies done to determine the

amount of peak demand to be  shifted or comparing impacts  be tween potentia l TOU ra tes  and demand

ra te s  in UNS E's  te rritory. Furthe rmore , TAS C a rgue s  tha t a t the  time  of the  he a ring, the re  wa s  no

proof-of-re ve nue  a na lys is  pre s e nte d for the  thre e -pa rt ra te  de s ign.2l5 TAS C a ls o criticize d the

Company's  inability to show tha t it had an e ffective  game plan for educa ting customers  about demand

charges or tools  in place  to assist ra tepayers in managing the ir demand.21" TASC argued tha t demand

charges  a re  vola tile  and burdensome and require  an extreme leve l of diligence  to avoid substantia l bill

27
215

28

214 TASC Initia l Brief a t 12-22.
Id. a t 15.

216 Id. at 15_16,
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impacts  if a  consumer expe riences  even one  hour with grea te r-than-norma l demand for tha t month.

TASC asserts  tha t the  proposed peak hours  (6 hours  per day in summer and 8 hours  per day in winter,

excluding weekends and holidays) impose  an "unconscionable" burden on ra tepayers  each month.217

TASC also cla ims that demand charges are  particularly difficult for solar customers to manage because

of the  unpredictability of the  wea the r. Moreover, TASC a rgued tha t the  demand cha rges  do not even

solve  UNSE's  rea l problem of declining re ta il sa les .2'8

TASC argues  tha t UNSE's  post-hearing position, tha t would have  demand charges  apply only

to DG sola r cus tome rs , unre a sona bly discrimina te s  a ga ins t DG cus tome rs , viola te s  proce dura l a nd

s ubs ta ntive  due  proce s s , a nd would re nde r DG s ola r une conomica L219 TAS C a rgue s  tha t the

combina tion of the  post-hearing changes to ra te  design and the  ne t metering ta riff prevents  TASC arid

othe r inte rve ne rs  from forma lly e xa mining a ny e vide nce  of proje cte d bill impa cts , a ny ne w cos t of

service  information justifying the  newest proposal, and any proposed educational programs for the  new

demand ra tes. TASC argues that UNSE continues to fa il to meet its  burden to support its  proposed ra te

des ign. Consequently, TASC be lieves  the  mos t re a sonable  approach is  to deny any reques ted ra te

des ign changes  to re s identia l, sma ll commercia l, and DG cus tomers . TASC recommends  tha t if the

Commiss ion des ire s  to explore  new ra te  des igns , it should orde r the  Company to propose  pilot ra te s ,

which would a llow the  Company to experiment with ra tes , educa tiona l materia ls  and needed customer

support, and to seek implementa tion of new ra te  designs in its  next ra te  case .

In order to trea t DG customers  diffe rently than its  non-DG customers , TASC argues tha t UNSE

has the  burden to demonstra te  that differentia l trea tment is  just, reasonable , and nondiscriminatory, and

must a lso conduct sola r-specific cost-of-se rvice  s tudies  us ing actua l da ta  and benefit/cost ana lyses  to

prove  dispara te  trea tment is  warranted.

TASC observes tha t DG customers have  never been subject to the  demand charges, and have

no gre a te r unde rs ta nding of thre e -pa rt ra te s  or a bility to control the ir de ma nd tha n the ir non-DG

counterparts . TASC asserts  tha t the  demand charge  vola tility s tems from the  fact tha t demand charges

will be  based on brie f snapshots  of time for each ra tepayer's  monthly usage , and argues tha t one-hour

27

28

217 TASC Initia l Brief a t 18. The proposed peak hours  were 2-8 p.m. in summer and 5-9 am. and 5-9 p.m. in winter.
21s  TASC Initia l Brief a t 19~20.
219 TASC Reply Brief a t 1.

54 DECIS ION NO.
75697

lrn I



DOCKET NO. E-04204A-15-0142

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14 77223

15

16

17

18

19

20

21

22

23

24

with higher than usua l demand could result in higher bills .220 TASC argues  tha t it is  unfa ir and unjust

to adopt a  ra te  design that could see  a  residentia l customer's  diligent e lectricity usage  wiped out by one

hour in the  month. TASC asse rts  tha t under UNSE's  proposa l, a  DG cus tomer will have  to cons tantly

be  aware  of s imultaneous  use  of appliances , but will not have  access  to rea l-time  informa tion to a id

them.22l TASC a rgues  tha t in addition to the  vola tility and burdensome  na ture  of demand cha rges , a

DG cus tome r mus t a lso ta ke  into a ccount the  unpre dicta bility of the  we a the r on a  da ily ba s is . As  a

result, TASC believes DG customers would face  an impossible  challenge  to manage  the ir loads. TASC

believes the  evidence  shows tha t adapting to demand charges would be  problematic for a ll customers ,

but even more  so for DG customers because  of the  vola tility of the ir load due  to weather,222

TAS C a rgue s  tha t unde r Commis s ion Rule s , in  orde r to  impos e  highe r cha rge s  on DG

customers than a ll other customers with similar load characteristics, or customers in the  same ra te  class

as  the  DG cus tomer would qua lify for if not pa rticipa ting in ne t me te ring, UNSE ca rrie s  the  burden of

proof a nd mus t s upport the  diffe re ntia l tre a tme nt with "cos t of s e Mce  s tudie s  a nd be ne fit/cos t

analyses. TASC asserts  tha t UNSE has fa iled to submit the  requisite  s tudies or analyses needed to

support diffe re ntia l tre a tme nt of DG cus tome rs . TAS C a lso a s se rts  tha t the  Compa ny provide d no

evidence  to support its  cla im that DG causes considerable  challenges to the  grid, and could not identify

a  single  cost that the  Company has incurred as a  result of the  implementation of DG systems.224

TASC asserts  that UNSE has focused on DG as causing "cost shifts ," but ignores that the  actual

cause of its  declining revenue can be traced to the  recent loss of its  largest commercial customer, a  high

numbe r of "snowbirds" tha t vis it s e a sona lly, the  growing numbe r of va ca nt home s , a nd the  la gging

e conomy in its  s e rvice  te rritory.225 According to TAS C, the  e vide nce  shows  tha t 75 pe rce nt of the

Company's  decline  in re ta il sa les  is  due  to the  loss  of industria l and mining customers , and 19 percent

is  due  to s luggish economic conditions . TASC s ta tes  tha t DG customers  account for only 6 pe rcent of

the  tota l sa les decline ,226 such that singling out DG customers does not even address the  problem that

25

26

27

28

220 TASC Reply Briefs  a t 4-5, citing Tr. a t 361.
221 TASC Reply Brief a t 4.
222 Id. at 5.
223 TASC Reply Brief a t 6, citing A.A.c. R14-2-2305.
224 TASC Reply Brief a t 6-7.
225 ld, at 7.
226 Id, at 8.
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UNS E cla ims  tha t it is  trying to solve .

TASC argues that in changing its  ra te  proposals  and proposing four different proposals  over the

course  of this  proceeding, UNSE has  viola ted the  inte rvene rs ' procedura l due  process  right to notice

a nd to be  he a rd.227 Furthe r, TAS C cla ims  tha t UNS E's  a ctions  ha ve  de prive d the  public a nd a ll

inte rve ne rs  of subs ta ntive  due  proce ss  be ca use  the  timing of UNSE's  la te s t ra te  proposa l de prive s

interveners  the  opportunity to present witnesses and evidence  bearing on the  proposal, or even time to

assess the proposals.

8 Vo te  S o la r

9

10

11

12

Vote  Solar opposes mandatory demand charges for residentia l consumers and the  Company's

proposed changes to net metering as expressed a t the  hearing, as  well as  the  proposed increase  in the

monthly customer charge , and e limination of the  upper residentia l tie r.228 Vote  Solar recommends tha t

the  Commission consider TOU ra tes  and a  minimum bill concept in order to address  the  issues caused

14

15

16

17

18

19

20

21

22

23

24

25

13 by low-usage  customers .

Vote  Solar a rgues  tha t UNSE's  post-hearing ra te  proposa ls  tha t s ingle  out sola r customers  a re

dis crimina tory a nd viola te  the  la w. Vote  S ola r a lso a s se rts  tha t the  proposa ls  a re  unne ce s sa ry,

duplica tive  and unjust as  UNSE's  solar customers are  a  negligible  cause  of declining sa les , costs  shifts

and grid impacts . Vote  Solar be lieves minimum bills  and time-of-use  ra tes  are  be tter options to address

UNSE's  concerns . If the  Commission were  to adopt UNSE's  proposa ls  for sola r customers , Vote  Sola r

insists  it is  essentia l to grandfather a ll existing customers as of the  decision date .229

One  of the  jus tifica tions  for s ingling out sola r cus tome r is  the  a lle ge d cos t shift a nd ne e d to

improve  fixe d cos t re cove ry, but Vote  S ola r s ta te s  the  e vide nce  shows  tha t sola r cus tome rs  a re  a

negligible  cause  of these  problems compared to customers without solar. Vote  Solar ca lcula ted tha t the

Company's  approximate  1,800 res identia l ne t metering customers  comprise  only 2 percent of the  tota l

re s ide ntia l cus tome rs , tha t DG is  only re s pons ible  for 6 pe rce nt of the  de cline  in re ta il s a le s , a nd

responsible  for only 3 percent of the decline in usage-per-customer.230 Thus, Vote Solar asserts it would

26

27

28

227 TASC Reply Brief a t 14-16, Iphaar v. Indus  Com 'n of Arizona , 171 Ariz. 423, 426 (App. 1992).
zza  Vote Solar Initia l Brief a t 55-56.
229 Id. at 1.
230 Ex UNSE-3 Hutchins  Dir a t 5, Ex Vote Sola r-6 Kobor Dir a t 9  & 12.
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4

5

be  unjus t and discrimina tory to s ingle  out the  minority of cus tomers  for "punitive  ra te  trea tment" while

a llowing the  customers  who actua lly cause  the  majority of the  problem to avoid these  ra tes . Vote  Solar

argues tha t UNSE has fa iled to substantia te  the  cla im tha t DG causes numerous grid impacts  and tha t

those  pa tties  cla iming tha t DG and ne t metering crea te  huge  subsidies  have  not quantified the  a lleged

"huge  subs idie s" or how DG actua lly impacts  UNSE.

6

7 cus tome rs , viola te  prohibitions

Vote  Solar argues that UNSE's proposed demand charges would discriminate  against new solar

the  Arizona  Cons titu tion

8

9

1 0

in a nd Commis s ion Rule s  a ga ins t

discrimina tory ra te  trea tment, and tha t none  of UNSE's  most recent a rguments  for s ingling out rooftop

sola r for s e pa ra te  tre a tme nt a nd de ma nd cha rge s  ha ve  me rit. According to Vote  S ola r, UNS E ha s

cla imed the re  a re  seve ra l diffe rences  be tween DG Sola r and Non-DG cus tomers  including tha t they

11

1 2

13

14

1 5

16

17

18

1 9

20

use the  grid differently and create  costs  by exporting power, and they are  different than other low-usage

customers as their demand can spike suddenly due to the weather. Vote Solar responds by arguing that:

(l) UNSE fa ils  to recognize  the  benefits  of sola r DG such as  avoided energy costs , avoided genera tion

costs , and avoided transmission and dis tribution costs , (2) the  low percentage  of sola r DG means tha t

a ny ope ra tiona l diffe re nce s  in contributions  to los t fixe d cos t re cove ry a re  ne gligible , a nd (3) UNSE

must stand ready to serve seasonal and newly occupied vacant homes as well as solar customers. Vote

Sola r s ta te s  tha t 66 pe rcent of UNSE's  re s identia l bills  do not fully recover Hied cos ts , and with sola r

cus tome r b ills  a ccounting  for jus t 2  pe rce n t o f the  b ills  ca us ing  a  cos t s h ift,  it is  un jus t a nd

discrimina tory to s ingle  out these  customers .

Vote  S ola r a ls o a s s e rts  tha t RUCO's  cla im tha t s ola r cus tome rs  a re  diffe re nt tha n othe r

2 1

22

23

24

25

26

cus tomers , which jus tifie s  diffe rent ra te  trea tment, is  a rbitra ry, unjus t and discrimina tory. Vote  Sola r

cla ims  tha t mere ly lis ting how one  type  of cus tomer diffe rs  from anothe r doesn't automa tica lly jus tify

dispa ra te  ra te  tre a tme nt, a s  the re  a re  a  wide  va rie ty of cus tome r type s  such a s  rura l ve rsus  urba n,

a pa rtme nt dwe lle rs  ve rs us  s ingle  fa mily home s , thos e  with ce ntra l a ir conditioning ve rs us  thos e

without, that are  not placed in separate  ra te  classes." 1

Vote  Sola r a sse rts  tha t UNSE's  demand cha rge  proposa l for DG sola r rema ins  fa ta lly flawed

27

2 8 231 Vote Solar Reply Brief a t 6.
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14

because: (1) there is no evidence that residential customers can effectively respond to a  demand charge,

(2) the  de ma nd cha rge  would ca use  s ignifica nt bill incre a se s  to low-usa ge  cus tome rs , a nd (3) the

demand charge would not accurate ly reflect cost causation.232 Vote  Solar sta tes there  is  nothing about

sola r cus tome rs  tha t a llows  the m to re spond to de ma nd cha rge s  a ny be tte r tha n othe r re s ide ntia l

customers, and every argument against mandatory demand charges made to date  in this  case  remains

applicable  if only sola r cus tomers  a re  required to pay the  cha rges .2" Vote  Sola r criticize s  RUCO for

supporting a  ma nda tory de ma nd cha rge  for sola r cus tome rs  a t the  sa me  time  it highlights  why the

demand cha rge  is  poorly des igned. Vote  Sola r a lso criticize s  AIC for cla iming tha t a  demand cha rge

will not act like  a  fixed charge , when UNSE's own witness Overcast has characterized demand charges

as fixed charges in a  recent a rticle .234 Vote  Solar notes  tha t the  findings flAPS' witness  Faruqui about

cus tome rs ' a bilitie s  to re spond to de ma nd cha rge s  involve d optiona l cha rge s . S imila rly, Vote  Sola r

s ta tes  tha t APS ' and AIC's  cla ims tha t APS has  had res identia l demand charges  for years  resulting in

customer savings  involve  optiona l ra tes . Fina lly, Vote  Sola r asse rts  tha t it is  unclear how UNSE would

provide safeguards, education and mitigation measures to transition customers to the new demand rates.

1 5 UR L

1 6

1 7

1 8

1 9

20
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In its  Initia l Brie f, AURA a rgue d tha t be ca use  the  thre e -pa rt ra te  de s ign wa s  not ra ise d until

S ta ff propose d it in Dire ct Te s timony, the re  ha s  be e n insufficie nt time  to fa irly cons ide r this  ra dica l

ra te  redes ign. Thus , AURA cla imed tha t not only did the  timing of the  proposa ls  crea te  due  process

concerns  concerning adequa te  notice  and time  to prepare , UNSE fa iled to submit sufficient evidence

to a llow the  Commiss ion to eva lua te  the  e ffect of the  most shifts . AURA argued tha t to fa irly eva lua te

a rate  redesign of this magnitude, UNSE needs to collect and analyze at least one year of customer data

from its  new meters . In addition, AURA asserted UNSE needs to develop and submit a  comprehensive

customer educa tion proposa l. Thus, AURA genera lly recommended tha t UNSE utilize  its  transmiss ion

ra te  des ign until its  next ra te  case . Alte rna tive ly, AURA recommended a  second phase  of this  case  to

e va lua te  ra te  de s ign.235

26

27

28

232 Vote Solar Initia l Brief a t 26-34 and Reply Brief a t 7-9.
233 Vote Solar Reply Brief a t 7.
234 Vote Solar Reply Brief a t 7-8, Tr. a t 1485.
235 AURA Initia l Brief a t 1-2. AURA had three recommendations  in its  Initia l Brief: (1) to reject the res identia l ra te proposal
in favor of the transition rates , (2) a lternatively, split the proceeding into two phases  with phase one determining the revenue
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Afte r UNSE withdrew its  proposa l of manda tory res identia l three -pan ra tes , and assuming the

Commis s ion  doe s  no t re qu ire  ma nda to ry th re e -pa rt ra te s  fo r re s ide n tia l cus tome rs , AURA

recommends: (1) UNSE's  rebutta l two-part ra te  design ("transition" ra te ) as  the  permanent ra te  design

as it best tracks costs to serve residential customers, (2) the customer charge be set at RUCO's proposed

$12.26 with any reduction in revenues  spread over the  usage  charges , and (3) given the  pendency of

the  Value  of DG docket, considera tion of any changes to ne t metering be  deferred to UNSE's  next ra te

C8SC.236

8
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10

11

1 2

1 3

14

1 5

16

17

18

AURA's  Re ply Brie f did not s pe cifica lly a ddre s s  UNS E's  pos t-he a ring modifica tions  to its

re s identia l ra te  des ign tha t would trea t DG and non-DG cus tomers  diffe rently, but AURA is  on record

a s  oppos ing the  s ingling out of s ola r cus tome rs  for de ma nd cha rge s . AURA criticize s  UNS E for

s ingling out re s identia l DG cus tomers  without pe rforming a  cos t-of-se rvice  s tudy to de te rmine  if they

a ctua lly ha ve  diffe re nt cha ra cte ris tics . AURA provide d the  te s timony of Mr. Als ton who opine s  tha t

UNS E's  origina l ra te  de s ign for DG cus tome rs  wa s  so s e ve re  tha t it would e limina te  the  e conomic

benefits  of ins ta lling res identia l sola r systems and would be  more  difficult for customers  to unders tand

than TOU ra tes .237 AURA asse rted tha t UNSE provided virtua lly no empirica l da ta  to support its  ra te

design. Furthermore , AURA's  witness  Rubin compared the  UNSE ra te  designs and concluded tha t the

re butta l pos ition  two-pa rt ra te  de s ign more  e quita bly re cove rs  cos ts  a nd re duce s  in tra -cla s s

subsidization.238

1 9 AriS EI 4

20

21

22

23

AriSEIA be lieves  tha t manda tory demand cha rges  a re  inappropria te  for re s identia l se rvice  in

ge ne ra l, a nd for the  UNS E se rvice  te rritory in pa rticula r. Ar*iS EIA s ta te s  tha t the  imple me nta tion of

re s ide ntia l de ma nd cha rge s  in  th is  ca s e  would  be  a  live  s ocia l e xpe rime nt with  fa r-re a ching

consequences  and a  difficult pa th back in case  of fa ilure .239 AriSEIA asse rts  tha t as  an a lte rna tive  to

24 demand charges , TOU ta riffs  should be  considered, as  TOU ra tes  have  been shown to be  e ffective  in

25

26

27

28

requirement and two-part rates, with phase 2 considering three-part rates after UNSE has collected at least a year's worth
of data, and (3) if the Commission adopts UNSE's three-part rates, to hold customers harmless during an 18 month transition
period.
236 AURA Reply Brief at 2.
2317 AURA initial Brief at 5_6.
238 Id. at 9-11.
239 AriSEIA initial Brief at 8. AriSEIA did not File a Reply Brief.
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re ducing pe a k loa ds . AriS EIA a lso a dvoca te s  cus tome r choice  a nd s e e ms  to support giving ra te pa ye rs

a  choice  be twe e n two-pa rt TOU a nd thre e -pa rt de ma nd ra te s .
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Whe n UNS E wa s  propos ing ma nda tory de ma nd cha rge s  for re s ide ntia l cus tome rs ,

SWEEP/WRA/ACAA240 focused on the disparate  bill impacts  the proposal (demand charges  plus  an

increased customer charge) was expected to have on moderate and lower usage customers . SWEEP's

ana lys is  indica tes  tha t for cons umers  us ing 687 kWhs  per month the  overa ll increas e  would be  14

percent, but for those  us ing 340 kWh/month the  increase  would be  26.7 percent, and for those  us ing

109 kWh/month the  increase  would be  34.2 percent.24' They as sert tha t demand charges  for lower

us age  cus tomers  a re  going to appea r like  fixed cha rges  to thes e  cus tomers  to the  extent tha t the

cus tomers  cannot reduce demand. These interveners  argued that UNSE's  claim that it is  currently not

recovering its  fixed cos ts  becaus e  pe r-cus tomer us age  is  declining does  not warrant the  extreme

reaction of impos ing demand charges  on res identia l us e rs , and tha t it is  premature  to s ay tha t the

Company could not recover its  costs  of service based on traditional volumetric charges .242

SWEEP/WRA/ACAA argue that the Commiss ion should reject increases  to any fixed charges

or the es tablishment of new ones , such as  a demand charge.243 According to these parties , increasing

either the  cus tomer charge , or impos ing a  demand charge , will reduce  volumetric ra tes  which gives

cus tomers  less  control over their bills  arid reduces  the incentive to lessen consumption. These parties

a rgue  the re  is  no jus tifica tion to increas e  the  bas ic cus tomer charge , and devia ting from the  bas ic

cus tomer method of determining this  charge allows  the Company to move as  many cos ts  as  poss ible

out of volumetric rates  and into a  fixed cl'1arge.244 SWEEP/WRA/ACAA believe that the Commiss ion

22

23

ha s  h is torica lly us e d the  "ba s ic  cus tom e r m e thod" for de te rm ining the  ba s ic  s e rvice  cha rge ,  which

involve s  de te rmining thos e  cos ts  a s s ocia te d with cus tome r s e rvice  a nd which va ry with the  numbe r of

24

25

26

27

28

240 These parties are represented by the same counsel and tiled joint briefs.
241 SWEEP/WRA/ACAA Initial Brief at 5. The dollar increase would be S9.65 for those using 687 kWhs, $9.97 for those
using 340 kWhs, and $6.57 for those using 109 kWhs.
241 SWEEP/WRA/ACAA believe it worth noting that in 2015, UNSE's actual return on equity was 7.4 percent, which
although below the authorized rate of return, the original revenue request would have resulted in over a 12 percent rate of
return on equity in 2015 using only volumetric charges for residential customers (reduced to 10.8 percent under the reduced
agreed revenue requirement). Tr. at 508 and 522. SWEEP/WRA/ACAA Initial Brief at '7.
243 In their Reply Brief SWEEP/WRA/ACA consider the universal residential three-part rate proposal to be moot.
244 SWEEP/WRA/ACAA Initial Brief at 10.
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customers, regardless  of power usage , such as  meters  and service  line  drops.245 They assert tha t the

customer fixed charge  should not include  grid re la ted costs  of transmission and dis tribution plant which

a re  drive n by cus tome r usa ge  a nd de ma nd. The y note  tha t the  ca lcula tions  of thre e  pa rtie s  in this

proceeding have  de te rmined tha t the  cus tomer cha rge  should not be  increased, with two of the  three

recommending a  reduction.24"

Afte r the  Compa ny's  withdra wa l of its  propos e d unive rs a l ma nda tory re s ide ntia l de ma nd

cha rges , SWEEP/WRA/ACAA note  tha t the  proposed fifty pe rcent increase  in the  cus tomer cha rge ,

from $10 to $15, would s till have  a  la rge  impact on lower-usage  customers , many of whom, according

to these  parties , a re  low income. They note  tha t cus tomers  would see  an annua l $60 increase  in the ir

hills  without even turning on a  s ingle  light. They sugges t tha t the  s imples t and mos t appropria te  way

to assist lower income customers is  to re ject the  increase in the basic service charge.247

S WEEP /WRA/ACAA a s s e rt tha t the  ra tiona le  for impos ing de ma nd cha rge s  on la rge r

commercia l customers, who have predictable  loads, does not necessarily apply to residentia l customers

who ha ve  more  va rie ty in the ir usa ge  pa tte rs . Re lying on AURA's  witne s s  Rubin's  a na lys is , the se

partie s  a rgue  tha t the  record supports  a  finding tha t volumetric ra te s  do a  be tte r job of recovering the

costs  of service  than the  demand ra tes .248 They argue  tha t demand charges will cause  confusion and

will not provide  res identia l customers  a  rea l opportunity to save  on the ir bills .249

SWEEP is  a  public inte res t organiza tion tha t is  dedica ted to advancing energy e fficiency as  a

means  to promote  cus tomer bene fits , e conomic prospe rity, and environmenta l protection in Arizona

and five  othe r s ta te s . Specifica lly (and independent of WRA and ACAA), SWEEP recommends : (1)

the  cus tome r cha rge  be  re duce d to $4.32, (2) re je cting ma nda tory re s ide ntia l de ma nd cha rge s , (3)

denying the  three-part ra te  design as proposed based on insufficient da ta  to develop appropria te  ra tes ,

23

24

25

26

27

28

245 SWEEP/WRA/ACAA s ta te  tha t this  method is  cons is tent with principles  es tablis hed by Profes s or Bonbright in his
Princqnle s  ofPublie  Urilitjy Ra te s . S WEEP /WRA/ACAA Initia l Brie f a t 9.
246 SWEEP calculated the customer costs would be $4.32, Vote Solar calculated the costs at $7.50, and RUCO recommended
the current cha rge should not be increased. Ex SWEEP- 3 Schlegel Surf a t 3, Ex Vote Sola r-6 Kobor Dir a t 61, and Ex
RUCO-6 Huber Surr a t 24.
247 SWEEP/WRA/ACAA Reply Brief a l 3.
248 SWEEP/WRA/ACAA Initia l Brief a t 13, citing Ex AURA-1 Rubin SUIT a t 17.
249 SWEEP/WRA/ACAA Initia l Brief a t 14-19. They assert that the idea  that cus tomers  only have to remember to run their
appliances  one a t a  time is  overly s implis tic, as  the same amount of demand will be crea ted by rennin the appliances  one
after another during the same hour peak period.
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(4) if three -part ra tes  a re  adopted, the  Commission should ensure  consis tency with sys tem coincident

pe a k de ma nd, (5) UNS E should use  TOU ra te s  a s  a n e ffe ctive  a lte rna tive  to thre e -pa rt ra te s , (6) if

residentia l demand charges are  adopted, the  Company must provide  information and effective  tools  for

cus tomers , (7) re ta ining tie red ra te s  for re s identia l cus tomers  to discourage  was te ful ene rgy use , (8)

recovering energy efficiency costs  in base  ra tes  ra ther than in an adjustor mechanism because  energy

e fficiency is  an important pa rt of UNSE's  ene rgy re source  portfolio; (9) trea ting a ll ene rgy re sources

equitably in te rms  of disclosure  and transpa rency on cus tomer bills , 250and (10) modifying the  cos t-

effectiveness test for energy efficiency.251

WRA is  a  nonprofit organiza tion tha t s ta te s  it protects  the  West's  land, a ir and wa te r through

conse rva tion programs, including Clean Energy. WRA recommends: (1) not approving sepa ra te  ra te

s tructure  for non-DG and sola r DG customers , (2) denying demand charges  for res identia l cus tomers

a s  the y a re  difficult to unde rs ta nd, will a ct like  fixe d cha rge s , a nd will like ly incre a s e  bills  for low

income  cus tome rs , (3) cons ide ring a  minimum bill to re cove r a  portion of fixe d cos ts  not othenvise

recovered form very low usage  customers , (4) implementing TOU ra tes  for a ll res identia l customers  to

send price signals about the cost of generation, and (5) retaining the current customer charge of S l0.252

S pe cifica lly conce rning the  Compa ny's  la te s t proposa l with five  ra te  options  for re s ide ntia l

customers , SWEEP/WRA/ACAA recommend tha t the  Commission re ject the  proposa l to e limina te  the

three -tie red s tructure  and ins tead approve  the  trans ition ra te s  proposed by the  Company with a  $10

ba s ic se rvice  cha rge ,253 SWEEP/WRA/ACAA a sse rt tha t the  thre e ~tie re d ra te  s tructure  promote s

20

21

22

23

e ne rgy conse rva tion a nd e limina tion of wa s te , a nd tha t its  e limina tion would ha ve  high usa ge  cus tome rs

pa ying  p roportiona te ly le s s ,  a nd  low us a ge  cus tom e rs  p roportiona te ly m ore .254  ACAA is  a ga ins t

re m oving  the  th ird  tie r be ca us e  it would  d is proportiona te ly a ffe c t low-incom e  cus tom e rs  s ince  75

pe rce nt of the  CARES  cus tom e rs  us e  le s s  tha n 1,000 kph, com pa re d to 69 pe rce nt of the  cus tom e rs

24

250
25

26

27

28

SWEEP believes the bill should be simplified with fewer cost categories with supplemental information on costs and
energy resources provided on the web and via quarterly bill inserts or other communications to avoid singling out energy
efficiency for inequitable or selective treatment.
251 SWEEP/WRA/ACAA Initial Brief at 17- 15.
252 Id. at 25-30.
253 Ex UNSE-33 Jones RJ, cA]_pJ_2 Sch H-3at 1.
254SWEEP/WRA/ACAA provide an alternative residential rate schedule if the Corninission does not elect to adopt the
transitional rates. SWEEP/WRA/ACAA Reply Brief at 6.
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on the  RES-01 ta riff. ACAA s ta te s  tha t e limina ting the  third tie r would redis tribute  these  cos ts  among

the  low-use  customers  who a re  a lready doing everything they can to conserve  to keep the ir bills  low.

S WEEP /WRA/ACAA ge ne ra lly s upport ra te  options  a s  long a s  cus tome rs  a re  provide d

sufficient informa tion to make  informed choices  and given adequa te  tools  to implement the  choices .

Thus , the y a s s e rt tha t a ny TOU or thre e -pa rt ra te  option mus t be  a ccompa nie d by e duca tion a nd

informa tion ma te ria ls . The s e  inte rve ne rs  s upport TOU ra te s , but do not s upport the  Compa ny's

specific proposed TOU ra tes  because  the  summer on-peak of 2:00 p.m. to 8:00 p.m. and the  two four

hour winte r peak periods  a re  too 10ng.255 They asse rt tha t the  on-peak periods  should only be  three

hours long so that customers can adjust their schedules and energy use .256 They propose the  following

res identia l TOU ra tes  with a  $10 bas ic se rvice  charge , and shorte r on-peak pe riods  (sumner on-peak

4-7 p.m., winter on-peak 6-9 a .m. and p.m.) and a  three-tier energy charge:257

Basic Service  Charge $10

13 Tier Limit

14

Energy Delivery

0-400 kph 400

15 1,000

16

30.034000

S0.050000

30.063000

17

401-1,000 kph

Over 1,000 kph

Base Power Summer Winter

18 On-P e a k

19 Off-P e a k

$0.090000

$0.043100

20 P P FAC

so. 150000

$0.043500

0.0000%

21 Analysis and Resolution - Residential and SGS Rate Design

We find the following firm Bonbright's Principles of Public Utilitv Rates to be particularly

23 relevant as we consider the myriad rate design proposals in this proceeding:

22

24

25

The  adminis tra tion of any s tanda rd or sys tem of ra te  making has  consequences ,
s ome  of which a re  cos tly or othe rwis e  ha rmihl, a nd the s e  cons e que nce s  ma y
warrant the  re jection of one  sys tem in favor of some  othe r sys tem admittedly le ss
e fficie nt in the  pe rforma nce  of its  re cognize d e conomic functions . Thus  a n

26

27

28

255 S WEEP /WRA/ACAA Reply Brie fa t 6.
256 Citing RUCO's  Initia l Clos ing Brie f a t 15 ("More  s implified offe rings , including a  TOU ra te  with a  s horer on-pea k
period, will s implify cus tomer communica tions , boos t enrollment, and insure overa ll effectiveness .")
257 Based on the Company's  revenue requirement.
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e labora te  s tructure  of ra te s  des igned to make  scientific a llowance  for the  re la tive
cos t of diffe re nt kinds  of s e rvice  ma y pos s ibly be  re je cte d in fa vor of a  s imple r
s tructure  more  readily understood by consumers  and less  expensive  to adminis te r.
And thus a  system of ra te  regulation that would come closest to assuring a  company
of its  continued ability to ea rn a  capita l-a ttracting ra te  of re turn may be  re jected in
fa vor of a n a lte rna tive  s ys te m tha t runs  le s s  da nge r of re moving ince ntive s  to
manageria l e fficiency. The  a rt ora te  making is  an a rt of wise  compromise .258

4

5

6

7

8

9

10

11

12

13

14

15

Utilitie s  ha ve  tra ditiona lly us e d two-pa rt volume tric ra te s , cons is ting of a  fixe d cus tome r

charge, and an energy charge based on kWh sold, to recover the  costs of serving residentia l customers.

Until fa irly re ce ntly, the  loa d cha ra cte ris tics  of re s ide ntia l cus tome rs  we re  re la tive ly homoge ne ous ,

such tha t the  s imple  two-pa rt ra te s , de s igne d ba se d on a ve ra ge  consumption a s sumptions , did a n

adequate  job of recovering the  costs  of se rvice . The  short-coming of two-part ra tes  is  tha t if customers

use  fe we r kWhs , for wha te ve r re a son, including e ne rgy e fficie ncy products , a  de s ire  to prote ct the

environment, or to save  money, these  ra tes  do not recover a ll of the  costs  of se rvice . The  Commission

re cognize d this  e ffe ct whe n e ne rgy e fficie ncy a nd DS M progra ms  we re  a pprove d by e na cting the

LFCR, which was intended to compensa te  the  Company for the  los t revenues associa ted with EE and

DG. The LFCR collects these costs by means of a  percentage of bill charge. Thus, residentia l customers

as  a  class  pay extra  when sa les  decline . Low usage  customers  do not contribute  as  much to los t fixed

16 cos t recove r a s  othe r because  the ir utility bills  a re  sma lle r.

17

18

19

20

21

22

23

24

25

26

Some parties  in the  this  case  have  argued for the  implementa tion of three-part residentia l ra tes ,

comprised of a  fixed customer charge , a  demand charge , and a  volumetric energy charge , in order to

better a lign cost recovery and cost causation. As they were recommended in this case, a  demand charge

would be  incurred based on the  highest one  hour KW use  during peak periods . Because  the  demand

cha rge  would recove r some  of the  fixed cos ts  a ssocia ted with inves tment in capacity formerly be ing

recovered in the  energy charge , the  energy charge  portion of the  ra te  is  reduced. UNSE a ttempted to

des ign the  three -pa rt ra te s  in this  case  such tha t they would be  revenue  neutra l, in tha t the  cus tomer

us ing the  a ve ra ge  numbe r of kWh's  a nnua lly would s e e  the  s a me  tota l bill for the  month, but the

revenues would be recovered partly from a new demand charge in addition to the basic customer charge

and the energy charge.

27

28 258 Bonbright,James C.,Principles of Public Utility Rates, New York, Columbia UniversityPress,1961, p. 37-38.
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1

2

3

4

5

Until recently, the  technology to implement three-part ra tes for the  residentia l class has not been

wide ly ava ilable . UNSE, however, expects  to have  smart me te rs , able  to measure  demand, ins ta lled

for a ll of its  res identia l customers  by the  fa ll of 2016. We do not disagree  with those  who have  a rgued

in this case  that a  three-part ra te  design can better a lign revenue recovery with cost causation. However,

the  devil is  in the  de ta ils .

6

7

8

9

1 0

1 1

1 2

Demand charges, a lthough used for many years in a  commercia l context, a re  a  new concept for

most residentia l customers. APS has had a  voluntary residentia l demand charge  for many years , which

for ce rta in cus tome rs , ge ne ra lly with high usa ge , ha s  worke d we ll, a llowing the m to sa ve  mone y. In

order for customers  to unders tand how demand charges  work and how they can manage  the ir energy

consumption to save  money, or a t least not incur a  bill increase , requires  educa tion and tools  ava ilable

to monitor the ir loa d. Although the  ne ce ssa ry me te rs  tha t ca n me a sure  de ma nd a re  close  to be ing

ubiquitous  in UNS E's  se rvice  a re a s , a n e duca tion pla n ha s  not be e n forma lize d, nor ha ve  tools  for

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

26

27

28

13 managing load been made available .

Thus , we  concur with those  pa rtie s  who a rgue  tha t this  is  not the  time  for this  utility to require

a ll re s identia l and SGS cus tomers  to trans ition to manda tory three -pa rt ra te s . The  public dis trus t or

antipa thy to the  proposal has convinced the  Company and the  Commission tha t any transition to three-

part ra tes  will require  a  massive  public educa tion e ffort before  we  can say with any degree  of certa inty

that mandatory residentia l demand ra tes in UN SE's  service  territory are  in the  public interest. This does

not mean tha t another utility, under diffe rent circumstances , cannot make  a  convincing a rgument tha t

manda tory res identia l demand charges  can be  in the  public inte res t. Our decis ion in this  case  applies

only to UNS E a t this  point in time .

Even though we  do not approve  manda tory res identia l or SGS demand ra tes , we  be lieve  tha t

the  time is  ripe  for a  more  modern ra te  design. Before  turning to mandatory three-part residentia l ra tes ,

however, we  find tha t the  be tte r, more  tempered pa th to modernity is  to move  more  customers  to TOU

ra te s  or thre e -pa rt ra te s . Appropria te ly de s igne d TOU ra te s  or thre e -pa rt ra te s  should a llow be tte r

recovery of cos ts , and send the  correct s igna ls  about the  cos t of se rvice  and encourage  customers  to

s hift the ir loa ds  to off-pe a k time s . By s ha ving the  pe a k, the  utility a nd its  ra te pa ye rs  ca n s a ve  on

investments  in genera tion, transmission and capacity.
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In genera l, we  find tha t the  va rious  options  offe red by UNSE in its  Initia l Brie f (a  s tandard two-

2 a rt ra te , two-pa rt TOU ra te , three -pa rt ra te  and three -pa rt TOU ra te ), modified to re flect the  revenue

3 alloca tions approved here in and other adj ustments  discussed be low, a re  reasonable . In order to a llow

4 better recovery of costs and encourage residentia l customers to move to ra tes other than traditional two-

5 part ra tes , we  direct UNSE to file  ra te  schedules  for the  Residentia l Class  for review by the  parties  and

1

6

7

8

9

1 0

1 1

1 2

1 3

1 4

15

16

1 7

1 8

1 9

Commiss ion approva l tha t conform to the  following principle s :
1. Cus tome rs  will re ma in on the ir curre nt ra te  pla ns  with ra te  de s ign modifie d

to ma tch the  ra te  options  proposed by UNSE in its  Initia l Brie f (except tha t
re s ide ntia l DG cus tome rs  s ha ll ha ve  the  s a me  ra te  options  a s  non-DG
cus tome rs  until iiirthe r orde r of the  Commiss ion), a nd a s  a djus te d be low
until fina l ra te  s che dule s  a re  a pprove d by the  Commis s ion (with a  ta rge t
implementa tion da te  of the  March 2017 billing pe riod).

2. All re s ide ntia l ra te s  will ha ve  a  $15 ba s ic s e rvice  cha rge  for the  tra ns ition
pe riod.

3. The  TOU peak pe riods  will be  shortened to 3-7 p.m. in the  summer, and 6-9
a .m. and 6-9 p.m. in the  winte r.

4. The  Super Peak TOU ra te  will be  e liminated due  to the  shortened time period
for the standard TOU rate  and those customers will be moved to the standard
TOU ra te .

5. The  two-pa rt TOU ra te  will be  the  de fa ult ra te  for new residentia l cus tomers
s ta rting with the  implementa tion da te  for the  fina l ra tes .

6 .  Th e  C o m p a n y will file  a  c u s to m e r c o m m u n ic a tio n s  p la n  with  th e
Commission by September 30, 2016, tha t is  designed to educate  customers
about the ir ra te  options and how they can manage  the ir bills .

7 . S ta rting with the  imple me nta tion da te  for the  fina l ra te s , the  $15 ba s ic
se rvice  cha rge  for the  s ta nda rd non-TOU two-pa rt ra te  will re ma in a t $15.
The  bas ic se rvice  charge  for a ll othe r res identia l ra tes  will decrease  to $12.
(with corresponding revenue  neutra l increases to per-kWh energy charges)

20

2 ]

22

23

We  a nticipa te  tha t fina l ra te s  which conform to the se  guide line s  ca n be  imple me nte d by the  Ma rch

2017 billing pe riod. Howe ve r, ne ithe r the  Commiss ion nor pa rtie s  to this  proce e ding ha ve  ha d the

opportunity to review and ana lyze  the  fina l ra te  schedule s  discussed he re in. A second Commiss ion

Order approving the  final ra tes is  necessary in order to avoid unintended ra te  impacts or consequences.

2 . . . . ,
4 In  the  e ve nt the  propos e d ra te s  produce  una ntlc lpa te d re s ults , the  Commls s lon ha s the  right a nd

25 . > . . , . .opportunity to re quire  re vls lons  to UNS E's  propos e d fina l ra te s  a nd/or a  dl ffe re nt 1mpIe me nta t1on da te

26

27

in orde r to protect the  public inte re s t. In orde r to a ss is t the  Commiss ion in its  review, UNSE sha ll tile

a  bill impact ana lys is  with the  proposed ra te  schedules , and S ta ff, RUCO and other inte res ted partie s

28
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20

to this  docket, sha ll have  the  opportunity to review the  proposed ra tes  and education plan, and provide

comments  if any. We  be lieve  the  March billing cycle  is  a  rea sonable  ta rge t for the  implementa tion of

the  fina l ra te  schedules . In order tha t the  new ra tes  can be  implemented during the  March 2017 billing

cycle , a ny comme nts  on UNS E's  re vis e d ra te  s che dule s  s ha ll be  file d by inte re s te d pa rtie s  by

September 30, 2016, and S ta ff sha ll file  a  P roposed Orde r addre ss ing approva l of the  fina l ra te s  or

request a  hearing by October 28, 2016. Any comments on the  proposed customer communications plan

sha ll be  file d by inte re s te d pa rtie s  by Octobe r 28, 2016, a nd S ta ff sha ll pre pa re  a  P ropose d Orde r

address ing the  communica tions  plan for Commission considera tion by November 30, 2016.

Because  we  adopt a  diffe rent revenue  a lloca tion than e ither S ta ff or the  Company, until UNSE

file s  new ra te  schedule s  and proof of revenue  tha t conform to our authoriza tions  he re in, we  cannot

provide  an exact bill impact ana lys is . However, a s  the  a lloca tion to the  Res identia l Class  we  adopt is

more  than Sta ff's  proposa l and less  than the  Company's  proposa l, the  bill impacts  under the  transition

ra tes  a re  expected to fa ll be tween the  estimates  provided by those  parties . We estimate  tha t under the

approved two-part ra tes, an average residentia l customer using 830 kWhs a  month would see a  monthly

bill of approximate ly $97.32, an increase  of $4.20, or 4.5 percent, over current ra tes .

The SGS Class ra tes will be  trea ted the  same as the  Residentia l Class ra tes except tha t: (1) the

TOU pe riods  will not change  in orde r to rema in cons is tent with the  MGS Cla ss  TOU pe riods  and (2)

the  initia l ba s ic se rvice  cha rge  will be  $25 for a ll SGS ra te s  initia lly and the  ba s ic se rvice  cha rge  for

ra te s  othe r than s tanda rd two-pa rt SGS ra te  will decrea se  to $20 s ta rting with the  implementa tion of

fina l ra tes  (expected to be  no la te r than the  March 2017 billing period).

The  appropria te  ra te  design and effective  da te  of any new ra te  design affecting DG Residentia l

22 and SGS customers  will be  discussed in the  Net Mete ring Section of this  Decis ion.

2 1

23 CARES

24 UNS E

25

26

27

28

UNSE proposes  a  s ingle  fixed discount of $16 pe r month for CARES cus tomers  and a  s ingle

fixe d dis count of $28 pe r month for CARES -Me dica l cus tome rs . Unde r UNS E's  proposa l, CARES

cus tomers  will take  se rvice  unde r the  re s identia l ta riffs  and the  discounts  will be  applied to the  bills .

UNSE s ta tes  tha t the  proposed discounts  a re  based on bill impacts  and des igned to provide  a  s imila r
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l

2

3

4

bill discount a s  the  CARES cus tome rs  curre ntly re ce ive . UNSE a lso propose s  to ke e p the  CARES-

Me dica l ra te  froze n.259 UNS E s ta te s  tha t the  CARES  discounts  will re sult in a n ove ra ll subs idy of

approxima te ly $ I .3 million, which is  approxima te ly twice  the  exis ting subs idy. The  revenue  los t from

the  CARES discount is  re cove red in the  ra te s  of the  Res identia l Cla ss . Unde r this  scheme , CARES

5

6

7

8

9

10

1 1

customers will no longer need a  specia l ra te , which UNSE asserts  will give  these  customers experience

with s tanda rd ra te s . UNSE be lieves  tha t this  approach is  s imple r and ea s ie r to unde rs tand than the

curre nt s tructure  a nd s hould provide  for a  s moothe r tra ns ition to s ta nda rd ra te s  whe n e conomic

situations improve for these eustomers.260

The  Compa ny oppose s  incre a s ing CARES e ligibility from 150 pe rce nt to 200 pe rce nt of the

federa l poverty leve l because  it would increase  the  cos t of the  program which would be  passed on to

othe r re s ide ntia l cus tome rs"1

12

1 3

14

1 5

16

17

1 8

19

20

21

22

23

24

ACAA reques ted tha t 10 pe rcent of the  Warm Spirits  funds  be  provided to the  agencie s  tha t

dis tribute  the  funds  to cover the  cos ts  of program de live ry. UNSE agrees  to provide  such funding.262

ACAA requested tha t the  Company add infonna tion to its  disconnection notice  tha t notifies  customers

a bout a ge ncie s  providing bill a s s is ta nce  in the ir a re a , we a the riza tion a ge ncie s , a nd the  CARES

discount. UNSE agrees to incorporate  such information as part of an upcoming bill re-design project.263

ACAA a lso re que s ts  tha t the  Compa ny s tre a mline  the  CARES e nrollme nt proce ss  by a utoma tica lly

e nrolling cus tome rs  who a re  a lre a dy e nrolle d in othe r low income  a s s is ta nce  progra ms  a nd by

increasing certa in tra ining for the  Company' s  customer service  representa tives. UNSE believes that the

proposals  "are  worth further s tudy."264

UNSE disagrees  tha t the  Fortis  se ttlement agreement requires  "holding low income customers

ha rmle s s " from ra te  incre a s e s , but ra the r commits  UNS E to "s upport ... low income  a s s is ta nce

programs at or above the  current levels."265 UNSE sta tes that the  proposed CARES discount that more

tha n double s  the  a s s is ta nce  provide d to CARES  cus tome rs  cle a rly me e ts  the  inte nt of the  Fortis

25

26

27

28

259 UNSE Initial Brief at 59.
260 Id. at 60.
261 Id.
262 Ex UNSE-20 Smith Rab at 5.
263 UNSE Initial Brief at 61, Ex UNSE-20 Smith Rab at 7.
264 UNSE Reply Brief at 36.
265 Id.
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l Settlement.

2

3

4

5

In addition, UNSE disagree s  tha t CARES cus tomers  should be  trea ted diffe rently than othe r

customers  with respect to deposits , and tha t a ll customers  should fund Commission-mandated energy

efficiency programs through the  DSM surcharges . UNSE s ta te s  the re  is  no prohibition on low income

customers  pa rticipa ting in energy e fficiency programs.

6 Staff

7

8

9

10

11

12

13

S ta ff s upports  UNS E's  e xte nde d CARES  pla n which incre a s e s  the  monthly dis count for

qua lifying CARES  cus tome rs  a nd CARES  me dica l cus tome rs .266 S ta ff note s  tha t the  incre a s e d

discounts  will cos t $1 .3 million and would take  e ffect upon the  implementa tion of the  three -part ra tes ,

and are intended to offset the proposed expected rate increases in this case.267 Staff believes the discount

would be  transparent under the  Company's  proposa l. S ta ff sa tes  further tha t it commits  to monitor the

CARES program during the  fina l phase  of ra te  design.

AC AA

14

15

16

17

18

19

20

21

22

23

ACAA is  a  nonprofit a ge ncy tha t works  with orga niza tions  a nd individua ls  to de ve lop a nd

imple me nt s tra te gie s  to a ddre s s  a nd ultima te ly e limina te  pove rty a cros s  Arizona . ACAA provide d

informa tion a nd re comme nds : (1) low income  hous e holds  in  UNS E's  s e rvice  te rritory a re  in  a

vulnerable  sta te  as the  poverty levels in Mohave and Santa  Cruz Counties are  higher than the  sta tewide

a ve ra ge  a nd a ny a dditiona l incre a se  in e le ctric ra te s  will e xa ce rba te  the  e xis ting ha rdship for the se

hous e holds , (2) pa rticipa tion in UNS E's  CARES  progra m is  unde r-s ubs cribe d ba s e d on ACAA

estimates and UNSE needs to take steps to improve outreach and streamline the application process,268

(3) the  CARES ra te  should ensure  tha t CARES cus tomers  a re  he ld ha rmless , (4) CARES cus tomers

s hould be  he ld ha ndle s s  from UNS E's  propos e d de pos it rule  which would a llow the  Compa ny to

collect deposits  more  frequently,26" (5) CARES e ligibility should be  expanded up to 200 percent of the

24

25

26

27

28

266 Staff Initial Brief at 17. Staff refers to a $17 discount, but the proposal in UNSE's updated schedules is $16.
267 Staff Initial Brief at 17. Staff made its statement before UNSE withdrew the demand charge proposal of all residential
customers. Staff did not address the CARES program in relation to UNSE's revised rate proposals.
268 ACAA supports auto-enrollment in the CARES program and states that based on the experience of SRP, ACAA
anticipates an increase in participation of approximately 3.4 percent, or 210 customers. SWEEP/WRA/ACAA Reply Brief
at 10.
269 ACAA appreciates that UNSE incorporated several of ACAA's suggestions into its proposal, such as maintaining the
deterred payment plan length at six months, modifying the termination notice to include contact information to bill
assistance, and providing a program delivery budget for agencies distributing Warn Spirit funds.
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1

2

Federa l Poverty Guide line , and (6) the  current exclus ion of the  DSM surcharge  for CARES customers

should be maintained.270

3

4

5

6

7

8 271

9

10

11

12

ACAA recommends tha t if the  Company's  modified ra te  proposa l is  se lected, the  CARES ra te

will ne e d to be  e nla rge d in orde r to provide  a  s imila r le ve l of prote ction to low-income  cus tome rs .

According to ACAA, the  two-pa rt CARES ra te  propose d by the  Compa ny in its  Initia l Brie f re sults  in

an l l percent increase  for the  CARES customer class , and in order to hold the  CARES class  harmless ,

the  CARES discount would need to be  $23/month instead of the  S l 6/month proposed by UNSE. ACAA

sta tes  tha t the  CARES-Medica l discount could remain a t $28/month.

ACAA does  not be lieve  tha t S ta ffs  proposa l to "monitor the  CARES program during the  fina l

ra te  de s ign de ve lopme nt" is  cle a r.272 ACAA re comme nds  a t a  minimum, s uch monitoring s hould

include  enrollment, bill impacts  and tota l revenue  collected, comparing actua l re sults  to expecta tions .

ACAA s ta te s  the re  mus t be  tools  ava ilable  to increase  a ss is tance  to CARES cus tomers  in the  event

13 273

14

15

16

17

18

19

20

21

adverse impacts from any changes in rates are  greater than expected.

ACAA re que s ts  a  s e pa ra te  CARES  ra te  ins te a d of the  propose d dis count off the  s ta nda rd

re s ide ntia l ra te . ACAA supports  RUCO's  CARES  ra te  (a  monthly fixe d cha rge  of $6.l3).274 ACAA

be lie ve s  tha t the  RUCO proposa l doe s  the  be s t job of prote cting low-income  cus tome rs . Howe ve r,

ACAA would modify the  CARES program such tha t in lieu of the  current CARES discount (percentage

based on usage , with a  fla t discount for customers  over 1,000 kph) the re  be  a  fla t discount of $12 per

month for CARES customers  and $24 per month for CARES-Medica l customers .275 ACA a lso agrees

with RUCO's  sugge s tion tha t CARES cus tome rs  re ma in on a  se pa ra te  ra te  s tructure , a s  the y ha ve

unique needs and concerns.

22 Analysis Eng Resolution.- CARES

23 Lagging economic opportunitie s  in the  a rea s  of the state served by UNS E ha ve  re sulte d in a

24

25

26

27 275

28

270 SWEEP.WRA/ACAA Initial Brief at 30-35.
271 SWEEP/WRA/ACAA Reply Brief at 9.
272 Id.
273 Id. at 8.
274 RUCO Initial Brief at Attachment A.

SWEEP/WRA/ACAA Reply Brief at 8. ACAA notes that the Company proposed a flat discount to decrease the
administrative burden of CARES. ACAA references a $12 discount for the CARES discount, however, the Company is
currently proposing a $16 discount for CARES and $28 for CARES-Medical. UNSE Initial Brief at Exhibit l.
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13

14

15

16

17

18

19

20

21

22

popula tion tha t is  pa rticula rly s us ce ptible  to ris ing cos ts  of living. The  Fortis  me rge r De cis ion re quire s

UNS E to s upport low income  progra ms  a t or a bove  le ve ls  a t the  time  of tha t De cis ion. In this  ca s e ,

UNS E propos e d a  low income  budge t of $1.3 million, which is  a n incre a s e  ove r the  la s t ra te  ca s e , a nd

in te nde d  to  ma in ta in  the  curre n t d is count to  CARES  cus tome rs , a nd  which  we  be lie ve  me e ts  the

obliga tion in the  Fortis  me rge r De cis ion. We  find tha t the  Compa ny's  propos e d funding of the  CARES

progra m is  re a s ona ble . Any incre a s e  in  the  low income  progra m, e ithe r by e xpa nde d e ligibility, or

gre a te r d is counts , is  home  by the  re ma inde r of re s ide ntia l ra te pa ye rs . Give n  th e  a m o u n t o f th e

a uthorize d ra te  incre a s e  on the  re s ide ntia l cla s s , we  do not be lie ve  tha t it is  prude nt to furthe r burde n

the  re s ide ntia l c la s s . Furthe r, cons ide ring  the  re ve nue  a lloca tions  a uthorize d he re in , UNS E mus t

de te rmine  the  a ppropria te  d is count for the  CARES  cus tome rs , a nd s uch dis count mus t re fle c t the

gre a te r of a  budge t of 81.3 million or a n a mount ne ce s s a ry to ma inta in the  curre nt le ve l of dis count

re ce ive d by CARES  cus tome rs .

ACAA a rgue s  tha t the  CARES  cla s s  s hould continue  to be  e xe mpt from the  DS M s urcha rge ,

while  UNS E a rgue s  the  cha rge  s hould a pply be ca us e  the  CARES  cla s s  is  e ligible  to be ne fit from DS M

progra ms . Be ca us e  the y a re  curre ntly e xe mpt from the  cha rge , CARES  cus tome rs  in e s s e nce  re ce ive

a n a dditiona l dis count on the ir bills . Thus , whe n UNS E ca lcula te s  the  a ppropria te  dis count unde r the

ne w ra te s  a pprove d he re in, it s hould include  the  curre nt DS M dis count a s  pa rt of the  ca lcula tion a nd

a djus t the  ove ra ll dis count a ccordingly. Unde r this  a pproa ch it would be  a ppropria te  to a s s e s s  the  DS M

s urcha rge  to CARES  cus tome rs .

ACAA be lie ve s  tha t a  s e pa ra te  CARES  ra te , a s  oppos e d to a  dis count on re gula r re s ide ntia l

ra te s , be s t s e rve s  the  ne e ds  a nd conce rns  of the  low income  cus tome rs . It is  not cle a r, howe ve r, which

ne e ds  a nd conce rns  a re  not s e rve d unde r a  dis count if the  e nd re s ult is  a  bill tha t is  a pproxima te ly the

23

24

25

26

27

28

same. We find that the  Company's  proposal is  reasonable  and promotes transparency.

We  a re  disa ppointe d by the  low pa rticipa tion in the  CARES  progra m vis -a -vis  the  a ppa re nt

need in the  community. Thus, we  be lieve  tha t ACAA's  suggestion to s treamline  enrollment through an

automa tic process  when cus tomers  seek othe r financia l a ss is tance  has  merit. The  Company should

inves tiga te  how to implement such automa tic enrollment. If such program is  not implemented be fore

UNSE's  next ra te  case , the  Company should address  why an automated or s treamlined process  could
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75597



DOCKET no. E-04204A-15-0142

1 not be  implemented, or was not cost e ffective , in its  next ra te  applica tion and provide  supporting direct

2  te s timony.

ACAA a ls o oppos e s  the  propos e d cha nge  to the  Compa ny's  de pos it mie s . The  Compa ny'V
J

4 proposes  the  following language  rega rding re s identia l depos its :

Re s ide ntia l Cus tome rs  -5

6

4 1 The  Compa ny ma y re quire  a re s ide ntia l Cus tome r to

e s tablish or re e s tablish a  depos it if the  Cus tomer becomes beeaaaae delinquent in the

7

8

payment of%l=nlee{3-}two (2) or more  bills within a  twe lve  (1) consecutive  month pe riod,

or ha s  be e n dis conne cte d from s e rvice  during the  la s t twe lve  (12) months , or the

9

1 0

11

1 2

Company has a  reasonable  belief that the  Customer is  not credit worthy on a  ra ting from

a credit agency utilized by the  Company.2%

The  us e  of the  pe rmis s ive  "ma y" give s  the  Compa ny fle xibility in  the  ope ra tion of th is

provis ion. Ms . S mith te s tifie d tha t the  Compa ny cons ide rs  the  individua l circums ta nce s  of its

1 3

14

1 5

customers in designing repayment plans in the case of delinquencies.277 The change gives the Company

more  flexibility in dea ling with de linquencies  and to ga in more  control ove r bed debt expense . It does

not a ppe a r tha t the  cha nge  from thre e  to two months  will ha ve  a  subs ta ntia l e ffe ct on low income

16 ratepayers, We find the  proposed language reasonable .

1 7 R De s ig n _-La rge  CQ1me rc ia li1_d  La rge  P owe r S e rvic e

1 8 UNS E

1 9

20

21

22

23

UNSE sta tes  tha t in this  ra te  case  it seeks to modernize  its  ra te  s tructure  to more  close ly match

re ve nue  re cove ry with cos t of se rvice . As  pa rt of this  e ffort, the  Compa ny propose s  to re de s ign the

curre nt LGS  a nd LP S  ta riffs  to more  a ppropria te ly re cove r fixe d cos ts  in the  fixe d portion of ra te s .

Thus, UNSE proposes to increase  the  basic service  charges for the  non-residentia l classes to be  closer

to leve ls  indica ted by the  CCOSS.

24

25

26

The  Compa ny propose d to cre a te  a  ne w MGS  Cla s s  tha t will conta in mos t of e xis ting LGS

customers because  the  current LGS class conta ins a  wide range of customer load sizes. The design for

the  new MGS ra te  is  proposed to be  the  same  a s  the  current and new LGS ra te s , with a  75 pe rcent

27

28
276 UNSE Initia l Brief a t Exhibit 3, Section 3(B)(3)
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2

3

4

5

6

ra tche t. The  ne w LGS  ra te s  will not be  cha nge d, e xce pt tha t the  ra te s  will be  re ca lcula te d to ble nd a bout

10 of the  la rge s t fa nne r LGS  cus tome rs  a nd a bout 7 of the  fa nne r LP S  cus tome rs  (those  who ta ke  LP S

s e rv ic e  a t  le s s  th a n  6 9 kV-d is trib u tio n  le v e l v o lta g e ).  UNS E  a g re e d  with  S ta ffs  re c o m m e n d e d

modifica tion to the s e  ra te s .278 The  LP S  Cla s s  will not unde rgo a  ra te  de s ign cha nge , but will only be

a va ila ble  to cus tome rs  ta king s e rvice  a t gre a te r or e qua l to 69 kV.279 The  Compa ny a cce pte d S ta ffs

sugge s te d modifica tions  to the  LP S  ta riff.280

7 UNSE seeks  to freeze  enrollment in the  current Inte rruptible  Power Se rvice  ("ITS") ra te . The

8

9

10

11

12

13

14

provis ions  of the  ta riff will be  uncha nge d for thos e  cus tom e rs  curre ntly be ing s e rve d unde r this  ra te ,

with the  ra te s  incre a s e d to re fle ct the  a uthorize d re ve nue  a nd a lloca tions  in this  ca s e .281 In its  pla ce ,

UNS E propose d a n inte rruptible  ride r s imila r to tha t a pprove d for TEP .282 UNS E s ta te s  this  will re sult

in a  ra te  tha t is  more  cos t-ba se d, ca n be  offe re d in a  ma nne r more  cons is te nt with TEP , a nd a llow for a

more  cons is te nt a pplica tion of the  ra te .283 The  ride r provide s  for a  cus tome r to pa y s ta nda rd ta riff ra te s ,

hut a llows  the  cus tome r to de s igna te  a  portion of the ir loa d a s  inte mlptible  a nd re ce ive  a  cre dit on the ir

bill for the  a m ount of ca pa city offe re d. UNS E s ta te s  tha t this  re s ults  in  a  m ore  cos t-ba s e d cre dit for

15

16

the  re a l va lue  of inte rruptible  ca pa city in the  ye a r it is  offe re d a nd prote cts  the  re ma ining cus tome rs .284

UNS E  p ro p o s e d  s e v e ra l c h a n g e s  t o  it s fe e s ,  t o  wh ic h  S t a ff  m a d e  s e v e ra l

17

se rvice

re comme nda tions  tha t a re  a cce pta ble  to the  Compa ny.285 UNS E re que s ts  tha t the  Commiss ion a pprove

18 the  se rvice  fees recommended by S ta fT.286

In UN S E's  la s t ra te  ca se  it proposed a  100 pe rcent demand ra tche t for la rge  and medium gene ra ]

2 0 s e rvice s  cus tom e rs ,  but s e ttle d for a  75 pe rce nt ra tche t.  De cis ion No. 74235 a pprove d the  de m a nd

19

21

22

23

24

25

26

27

28

278 UNSE Initia l Brief a t 378 Ex s-5 Solganick Rate Dir a t 36_
279 UNSE Initia l Brief a t 37.
280 Ex S-5 Solganick Rate Dir at 36.
281 UNSE Initia l Brief a t 38.Prusuant to the Settlement agreement approved in Decis ion No. 74235, UNSE was  required to
eva lua te options  to redes ign its  ITS Tariff
z82 Ex UNSE-31 Jones  Dir a t CA]-3, Rider R-12 Interruptible Service.
283 Rider-12 is  ava ilable to cus tomers  ta ldng service over 1,000 kW (either TOU or non-TOU) and willing to subscribe to
a t leas t 500 kW at a  contiguous  facility.
284 Ex S-5 Solganick Rate Dir at 41. Staff accepted the Company' s  proposed new Interruptible Rider- 12 and has not opposed
freezing the current ITS ra te. Staff recornniends  the exis ting ITS tariff be eliminated in the Company's  next ra te case, which
the Company agrees  to propose in its  next rate case,
285 UNSE Initia l Brief a t 39, Ex S-5 Solganick Rate Dir a t 46-47, Ex UNSE-32 Jones  Reb a t 22.
286 Ex UNSE-31 Jones  Dir a t 69-73 and Exhibit CA]-3, Ex S-5 Solganick Rate Dir a t 46-47, Ex UNSE-32 Jones  Reb a t 22,
UNS E Initia l Brief a t 39.
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1 4

15

1 6
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20

2 1

22

ra tche t in a n e ffort to s ta bilize  de ma nd re ve nue  a nd more  close ly a lign cos t re cove ry with the  cos t

causer.287 In this case, UN SE seeks to continue the 75 percent demand ratchet for the medium and large

genera l se rvices  cus tomers . UNSE expla ins  tha t the  demand ra tche t looks  a t the  "maximum demand

use d for billing purpose s  in the  pre ce ding ll months , a nd will a pply if the  de ma nd tha t month is  75

pe rcent of tha t leve l or lower." When the  ra tche t applie s , the  demand cha rge  is  se t a t the  75 pe rcent

leve l, and thus , UNSE sta tes  opera tes  as  a  type  of minimum demand charge , but a llows the  customer

to re duce  tha t minimum cha rge  by re ducing ma ximum de ma nd during the  rolling ll month pe riod.

UNSE cla ims  tha t the  a lte rna tive  to a  ra tche t is  to a ss ign the  cos ts  to othe r cus tomers  or to crea te  a

seasonal rate  that recovers the costs with higher charges.288 UNSE is not proposing any changes to the

10 methodology for demand charges to the  LPS class approved in the  last ra te  case .

The  Compa ny s ta te s  tha t it e va lua te d Nucor's  proposa l to use  the  4 coincide nt pe a k ("CP ")

method, but continues to be lieve  tha t industria l demand ra tes  should combine  costs  based on both the

sys tem's  non-coincident peak and coincident peak. UNSE s ta te s  tha t it ha s  proposed to reduce  the

diffe rentia l be tween on-peak and off-peak ra te s  to be tte r re flect the  diffe rence  be tween the  margina l

cos t of e ne rgy purcha se d on-pe a k ve rsus  off-pe a k. The  Compa ny s ta te s  tha t it doe s  not incur a

substantia l diffe rence  in the  margina l cost of such purchases , and Nucor's  TOU ra te  proposa l ignores

the  actua l diffe rentia l be tween the  margina l cos ts . UNSE asse rts  the  current off-peak ene rgy ra te  is

basica lly the  same as  the  current margina l cost of energy and, as  a  result, there  was no contribution to

the  Company's  margin from LPS TOU off-peak ene rgy sa le s .289 UNSE s ta te s  tha t Nucor's  proposa l

would a llow Nucor to pay less  than the  margina l cost of energy during off-peak periods and push such

Ride r would be ne fit Nucor, but not provide  a ny ma te ria l be ne fits  for the  Compa ny a nd its  othe r

23 customers.

UNSE asserts  tha t it is  sympathe tic to the  issues ra ised by FPAA and has tried to work with the

25 orga niza tion to find solutions  to the  de ma nd ra tche t a pplie d to its  cla s s of s e rvice . UNS E s ta te s ,

24

26

27

28

287 Decision No. 74235 at 22-23.
280 UNSE Initial Brief at 40.
289 UNSE Initial Brief at 37, Tr, at 2616-18 and 2620-23.
290 UNSE Reply Brief at 28.
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1

2

3

4

however, tha t FPAA is  mistaken tha t its  members  do not contribute  to the  Company's  system peak, as

the  FPAA group peak is  in June , which is  the  same as  the  typica l system peak in the  Santa  Cruz a rea .

Give n this  fa ct, UNS E finds  it ha rd to jus tify giving a n intra -cla s s  subs idy to FP AA me mbe rs  whe n

5

6

offered solutions (to trea t it as  a  separa te  class , offer economic incentives, e liminate  the  ra tche t) would

result in a  cost shift to other customers .

7

8

9

1 0

11

1 2

13

14

15

16

1 7

1 8

1 9

20

2 1

22

23

UNSE sta tes  tha t it has  worked with FPAA to design a  seasonable  ra te  tha t would a llow FPAA

members  to save  money based on the ir characte riza tion of the ir consumption pa tte rns . The  Company

ana lyzed a  number of scenarios  including: (1) no demand ra tche t with a  high summer kW charge  and

a  lower winte r kW charge , (2) a  kW ra tche t tha t is  ca lcula ted s trictly on summer kW demand, and (3)

a  highe r kW cha rge  tha t focused s trictly on the  peak months  of June , July a rid Augus t. UNSE s ta te s

tha t when these  options  a re  applied to the  actua l usage  of the  FPAA member accounts , only a  few of

those  a ccounts  would re a lize  some  sa vings , a nd tha t ba se d on his torica l usa ge  ha bits , mos t of the

produce accounts would have experienced an increase as the result of these rate designs.292

UNSE suggests  tha t if the  Commiss ion makes  a  policy decis ion to offe r a  non-cost based ra te

option to addre ss  FPAA's  conce rns , the  Company could crea te  a  second MGS ra te  ta riff tha t would

re fle ct a n incre a se d ba s ic se rvice  cha rge  (from $100 to $150 for those  who opt in). The  cus tome rs

would a lso rece ive  a  credit equa l to 50 percent of the  s tandard MGS kW ra te  multiplied by the  amount

tha t measured kW is  le ss  than the  ra tche t demand for the  summer months  (May-Oct). UNSE s ta te s

that of the 55 produce customers identified on the MGS standard rate , 32 ofthern could save an average

of a pproxima te ly $1,600/ye a r with this  propos a l. The  tota l s a vings  re a lize d by the  MGS  cla s s  is

e s tima te d a t $300,000/ye a r, which the  Compa ny propos e s  s hould the n be  colle cte d from othe r

customers through the PPFAC293

24 Nu c o r

25

26

Nucor ope ra te s  a  s tee l mill facility in Kinsman tha t produces  coil reba r and wire  rod products .

Nucor s ta te s  tha t for e lectric a rc furnace -based s tee l mills , e lectricity is  a  ve ry important input and is

27

28

291 Id. at 28-29.
292 UNSE Initial Brief at 43.
293 Id.
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typica lly one  of the  highe s t va ria ble  cos ts  in s te e l production. To s ta y e conomica lly via ble  in a

compe titive  world ma rke t, Nucor s che dule s  its  ope ra tions , whe n fe a s ible , during UNS E's  off-pe a k

pe riods . Nucor purcha se s  mos t of its  e le ctricity through UNS E's  La rge  P owe r S e rvice  Time  of Use

(LPS-TOU) [aI'1ff_294
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Nucor asse rts  tha t the  demand charge  applicable  to la rge  industria l energy consumers  should

be  based on a  customer's  contribution to system peak demand, in other words, tha t within the  LPS ra te

class, customers should pay their share of the demand-related costs allocated to the LPS class based on

e a ch cus tome r's  contribution to the  Compa ny's  coincide nt pe a ks  in the  four summe r months  (June ,

July, Augus t and Septembe r) of the  previous  yea r (d<a  the  "four coincident peak me thod" or "CP").

In a ddition, Nucor re comme nds  tha t the  curre nt diffe re ntia l be twe e n on-pe a k cha rge s  a nd off-pe a k

e ne rgy cha rge s  in the  LP S -TOU ta riff should be  ma inta ine d, a nd the  Inte mlptible  Ride r should be

redesigned to be  available  to a ll industria l energy consumers regardless  of when they opera te .

Nucor ra ised the  same issue  of the  demand charge  ca lcula tion in the  Company's  last ra te  case .

At tha t time , the  Commis s ion did not a djus t the  de ma nd cha rge , but the  S e ttle me nt Agre e me nt

approved in the  la s t ra te  case  conta ined a  directive  to UNSE to eva lua te  the  impact of switching to a

CP  me thod of de te rmining a n indus tria l cus tome r's  de ma nd, a lthough UNS E wa s  not re quire d to

e ndorse  such switch.295 Nucor s ta te s  the  Compa ny pre se nte d the  re quire d e va lua tion, but did not

propose any meaningful changes to the method used to calculate  industria l customers ' demand charges.

1 9 UNSE proposed the  following demand charge  ca lcula tion for an LPS-TOU customer:

20

2 1

22 3.
4.

1. The  gre a te s t me a sure d 15 minute  inte rva l de ma nd re a d of the  me te r during the  on-pe a k
hours  of the  billing pe riod;

2. One-ha lf of the  grea tes t measured 15 minutes  inte rva l demand read of the  meter during the
off-peak hours  of the  billing pe riod,
The  grea te r of (1) or (2) above  during the  preceding ll months , or
The  contract capacity or 500 kw, whichever is  grea te r.
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Nucor submits  that there  is  no dispute  that capacity-re la ted or demand-re la ted costs , a re  directly re la ted

to investment in generation and transmission capacity to meet the system peak dernand 296 Nucor argues

tha t UNS E's  propos e d de ma nd cha rge  ca lcula tion, howe ve r, ha s  nothing to do with LP S -TOU
26

27

28

294 Nucor Initia l Brief a t 2.
295 Decis ion No. 74235 (December 31, 2013) Exhibit A a t 15.2/
296 Nucor Initia l Brief a t 5.
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2

cus tome rs ' contribution to the  s ys te m pe a k. Thus , Nucor a rgue s  tha t UNS E's  propos e d de ma nd cha rge s

for indus tria l us e rs  do not re fle ct cos t ca us a tion a nd a re  not jus t a nd re a s ona ble .
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Nucor a rgue s  tha t the  UNS E propos e d crite ria  re pre s e nt a n ina ccura te price s igna l for LP S -

TOU cus tome rs  a nd contribute  to s ignifica nt intra -c la s s  s ubs idie s . Firs t, Nucor a rgue s  the  on-pe a k

pe riod in the  firs t crite rion is  too broa d, a s  it e ncompa s s e s  3,096 on-pe a k hours  in the  s umme r a nd a n

a dditiona l 3,024 winte r hours , whe n s ys te m de ma nd is  not ve ry high.297 Nucor a rgue s  tha t if a n LP S

cus tome r's  individua l de ma nd pe a ke d in one  of the  on-pe a k hours  of low s ys te m de ma nd, the  re s ulta nt

cha rge  would be  a  poor me a s ure  of tha t cus tome r's  contribution to the  s ys te m pe a k.

Nucor a s s e rts  tha t the  s e cond c rite rion, ba s e d on one -ha lf of the  highe s t hourly us e  by the

cus tome r during the  off-pe a k pe riod, is  a rbitra ry a nd not ba s e d on the  cons ume r's  contribution to the

s ys te m pe a k. Nucor c la ims  tha t UNS E could  no t e xp la in  how th is  c rite rion  wa s  conne c te d  to  the

Compa ny's  ra te ma king principle s .298 Nucor a rgue s  tha t a  non-coincide nt pe a k de ma nd me a s ure me nt

is  not a  us e ful or a ccura te  ba s is  for ca lcula ting a n indus tria l TOU cus tome r's  contribution to s ys te m

cos t.299 Nucor e xpla ins  tha t be ca us e  indus tria l cus tome rs , who a re  s e rve d a t tra ns mis s ion volta ge , do

not ca us e  dis tribution le ve l inve s tme nt, it is  not a ppropria te  to re cove r cos ts  ba s e d on non-coincide nt

16 pe a k de ma nd.
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Nucor s ta te s  the  third crite rion is  a  "ra tche t," a nd a lthough it is  not uncommon for utilitie s  to

us e  de ma nd ra tche ts  to a chie ve  s ta bility in the ir colle ction of re ve nue s , the  ra tche t s hould be  ba s e d on

jus tifia ble  a nd a ccura te  me thods  of ca lcula ting a  cus tome r's  contribution to s ys te m pe a k. Nucor a rgue s

tha t s ince  ne ithe r of the  firs t two crite ria  a re  good me a s ure me nts  of de ma nd-re la te d cos t ca us a tion,

ne ithe r is  the  ra tche t.300
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Nuc or s ugge s ts  tha t the  fou rth  c rite rion  s hou ld  be  e lim ina te d  be c a us e  a c c o rd ing  to  the

Compa ny, no cus tome rs  ha ve  a  contra ct ca pa city, a nd it is  not cle a r how a  s imple  "500 kW minimum"

re flects  a  cus tomer's  contribution to the  s ys tem pea l<.301
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207 Ex Nucor-1 Zamikau Dir at 12-13.
298 Tr. at 2611-13 and Tr. at 2658-59.
299 rumor submits that for a distribution level customer, there may be some merit to using a non-coincident peak demand
measurement to design a demand charge, as these customers cause distribution-re1ated costs related to the customer's
maximum demand, regardless of when that maximum occurs. Nucor Initial Brief at 10.
300 Nucor Initial Brief at 10.
301 Ex Nucor-1 Zarnikau Dir at 13-14.
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Nucor recommends  us ing the  indus tria l cus tomer's  contribution to the  coincident peak in the

four summer months  as  a  proxy for its  contribution to system peak. Alte rna tive ly, Nucor proposed tha t

a  customer's  contribution to the  "top 20 hours" of highest demand in the  previous  year could be  used.

Nucor s ta te s  tha t its  proposed change  will not a ffect how cos ts  a re  a lloca ted among ra te  cla sses  and

would only improve  how costs  a re  recovered from the  customers  within the  class , which is  a  s ignificant

step toward reducing intra-class subsidies.302

In its  Initia l Brie f, UNSE s ta ted tha t Nucor's  sugges ted changes  to its  LPS  ta riff s tructure  a re

unnecessary and inappropria te , and modifying the  demand ra te  and off-peak prices  would s imply shift

more  cos ts  to othe r cus tome r cla s se s  or would incre a se  othe r pa rts  of Nucor's  bill. Ba se d on the se

sta tements, Nucor believes tha t UNSE may not understand Nucor's  proposaL303 First, Nucor expla ins,

its  proposa l is  designed to reduce  intra -class  subsidies  within the  LPS and LPS-TOU class , and would

not shift cos ts  to othe r cus tomer classes , but only a lign prices  within the  LPS ra te  class . Nucor cla ims

it has  demonstra ted, without dispute , tha t its  proposed change  to a  4CP-based demand charge  would

reduce  the  intra -cla ss  subs idie s  within the  LPS  ra te  cla ss  by prope rly a ligning demand cha rges  with

cost causa tion. Nucor s ta tes  tha t it currently subsidizes  other customers  within the  LPS class  because

Nucor consumes re la tive ly little  energy during on-peak periods  and thus  has  little  impact on the  utility's

need for genera tion and transmission capacity.

Second, Nucor believes that the Company's argument that redesign of the demand charge could

increase  other parts  of Nucor's  bill is  inaccura te  because  Nucor's  proposa l only a ffects  the  recovery of

demand-re la ted costs  among the  LPS and LPS-TOU class . Nucor s ta tes  tha t the  Company appears  to

suggest that it could move demand-related costs so they might be recovered through other charges (e .g.

energy or customer charges). Nucor strongly opposes any such reclassifica tion or shiNing of costs , and

s ta te s  tha t it would be  a bsurd, a nd comple te ly contra ry to cos t-ca usa tion ra te ma king, to a rgue  tha t

demand re la ted fixed costs  should be  collected through an energy or customer charge .

In a ddition to re de s igning the  de ma nd cha rge , Nucor a ls o re comme nds  tha t the  Compa ny

26 improve  and cla rify the  LPS-TOU ta riff, the  proposed Intenuptible  Ride r, and the  proposed Economic

25

27

28
302 Nucor Initia l Brief a t 1 1.
303 Nucor Reply Brief a t 2-4.
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De ve lopme nt Ride r. Nucor a dvoca te s  ke e ping the  curre nt diffe re ntia l be twe e n the  on-pe a k e ne rgy

cha rge s  a nd the  off-pe a k e ne rgy cha rge s  in the  LP S -TOU ta riff. Curre ntly, the  LP S -TOU P owe r S upply

Cha rge , Ba s e  P owe r price  during on-pe a k pe riods  in the  s umme r is  $0.l2358 pe r kph, a nd the  price

in  off-pe a k pe riods  is  30 .024716 pe r kph a  ra tio  of 5  to  l.  During  the  winte r, the  curre nt cha rge s

a re  $0.093880 pe r kph during the  on-pe a k pe riod a nd $0.022105 pe r kph during the  off-pe a k pe riod,

re s ulting in a  ra tio ofroughly 4.25 to 1. UNS E propos e s  the  s umme r P owe r S upply Cha rge  Ba s e  P owe r

price  to  be  30 .125220 pe r kph  on-pe a k a nd  80 .033410 pe r kph  off-pe a k, a  d iffe re n tia l o f 3 .7  to  l.

The  propos e d winte r cha rge s  a re  $0.092l l on-pe a k a nd $0.030410 off-pe a k, re s ulting in a  diffe re ntia l

of a bout 3 to 1.304 Nucor note s  tha t UNS E is  propos ing to incre a s e  the  off-pe a k cha rge s , while  ke e ping

the  on-pe a k cha rge s  clos e  to the  e xis ting cha rge s . Nucor s ta te s  the  re duction in the  diffe re nce  be twe e n

on a nd off pe a k will re duce  the  ince ntive  for cus tome rs  on this  ta riff to move  cons umption to off-pe a k

pe riods . Nucor a rgue s  tha t the  Compa ny ha s  not provide d a de qua te  jus tifica tion for re ducing the  LP S -

TOU on-pe a k/off-pe a k cha rge  ra tio.

Nucor a ls o re comme nds  tha t the  Inte n'uptible  Ride r be  re de s igne d s o tha t it is  a va ila ble  to a ll

indus tria l cus tome rs , re ga rdle s s  of whe n the y ope ra te .305 Nucor cons ide rs  the  propos e d Inte rruptible

Ride r (R-i2) to be  a  s te p in the  right dire c tion, but be lie ve s  tha t it will be  of limite d va lue  to UNS E's

s ys te m. Nucor s ta te s  tha t it (a nd ma ybe  othe r indus tria l us e rs ) ha ve  loa ds  which could be  inte rrupte d

during e me rge ncie s  a t the  utility's  re que s t, but tha t the s e  loa ds  a re  not a lwa ys  a va ila ble  "a round the

clock" a s  de fine d unde r the  Ride r R- la . Nucor s ugge s ts  tha t a  pote ntia lly more  e ffe ctive  progra m would

be  a  "pe a k re ba te  progra m" unde r which indus tria l cus tome rs  would be  notice d by the  utility whe n a

loa d re duc tion would be  va lua ble  to  ma inta in  re lia bility or for e conomic  re a s ons . This  would a llow

indus tria l cus tome rs  a n opportunity to  volunta rily re duce  loa d in  re turn for a  pa yme nt or bill c re dit.

Unde r Nucor's  p ropos a l,  pa rtic ipa tion  in  th is  op tion  would  be  limite d  to  cus tome rs  no t o the rwis e

inte rruptible , a nd the re  would be  no obliga tion on the  cus tome r to pa rticipa te  in the  re que s te d re duction.

Nucor propos e s  tha t compe ns a tion s hould be  ba s e d on a n e ve n s plit of the  s a vings  be twe e n the  utility

a nd  the  pa rtic ipa ting  loa d , with  the  s a vings  be ing  the  cos t a voide d  by the  cus tome r's  a c tion .306

27

28

304 Using rates in UNSE Initial Brief at Exhibit 1.
305 Nucor Initial Brief at20.
306Id. at 21 .
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Alte rna tive ly, Nucor s ugge s ts  the  Ride r R-12 could be  modifie d to  a llow for pa rticipa tion from

indus tria l cus tome rs  tha t ope ra te  on  s hifts  or pre domina te ly during  off-pe a k pe riod , with  the

compensation adjusted appropriately.307

4 Fres_h Produce Association of the Americas
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FP AA me mbe rs  compris e  the  bulk of the  produce  indus try in Noga le s , Arizona , a nd the

evidence  indica tes  the ir opera tions a re  an important economic driver in Santa  Cruz, County.308 FPAA

inte rvened in this  proceeding because  a lte r UNSE's  la s t ra te  case , many of its  members  experienced

significantly higher e lectric bills  as  the  result of the  applica tion of newly implemented demand ra tche ts .

FPAA opposes UNSE's  request for an additional ra te  increase  on the  newly proposed Medium Genera l

S e rvice  Cla s s , a nd a sks  tha t the  Commis s ion cons ide r FP AA me mbe rs ' unique  loa d profile s  a s  it
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11 evaluates the  proposed ra te  design in this  matter.

In the last rate case, in addition to a 9 percent increase, the Commission approved a new LGS309

ta riff tha t included a  ra tche ted demand provis ion tha t would adjus t the  monthly billing demand to the

maximum of e ither the  monthly metered demand or 75 percent of the  greatest demand in the  preceding

11 months. That ra te  was approved as part of a  settlement agreement, and prior to that Decision, UNSE

had not used a  demand ra tchet to recover fixed costs from its  large commercial customers. FPAA sta tes

tha t be ing unfa milia r with de ma nd ra tche ts  a nd not suspe cting the  impa ct it would ha ve  on FP AA

members, FPAA did not intervene in the last ra te  case.3 10 FPAA states that since the rates approved in

Decis ion No. 74235 went into e ffect on Janua ry l, 2014, many FPAA cus tomers  have  expe rienced a

rate  impact of 20 to 30 percent due to the  demand ra tchet. FPPA estimates that the  proposed increases

in UNSE's non-fuel ra te  components (the  basic service  charge, the  demand charge and energy delivery

charges) will result in an additiona l ra te  increase  ofa tleas t2-5 percent for the  typica l FPAA member ' 1

FP AA a sse rts  tha t the  de i ra nd ra tche t impose d on the  LGS  a nd MGS  cla s se s  is  unfa ir a nd

24

25

26

27

28

307 Nucor witness Zarnikau testified that a customer with a largely predetennined fixed schedule could provide the Company
with expected load inibrmation on specific days/times and the Company could adjust a bill credit according to the value of
the interruptibility of the load. Ex Nucor-1 Zamikau Dir at 23-29.
308 Ex FPAA-l Jungrneyer Dir at 5-6.
309 At that time FPPA members would be considered part of the large general services class. The medium general services
class was created in the current proceeding.
me FPAA Initial Brief at 2.
311 Id.
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punitive to counter-seasonal, low-load factor customers. FPAA asserts that demand charges should

reflect a customer's contribution to the overall system peak. FPAA provided testimony that it claims

shows that its members generally do not contribute to UNSE's overall system peak demand the same

way as the rest of the businesses in the MGS/LGS class. FPAA members provide refrigeration services

primarily from October through June, and the facilities go almost dormant from July through

September, such that the overall demand of the industry has high peaks in the winter and valleys in the

summer.3 12 Thus, FPAA alleges that its members do not contribute to UNSE's peak like other members

of its class, and when it is charged with the same demand ratchet formulas as the rest of the members

of its class, it asserts that it subsidizes the rest of the class during the summer.313

FPAA argues dirt its members' load characteristics are unique to UNSE's system and warrant

unique rate treatment. FPAA notes that in Texas, there is a minimum load-factor threshold for

industries such as the seasonal produce industry, below which demand ratchets cannot be applied.314

FPAA believes there is no reason why a similar approach could not work in Arizona. In addition, FPAA

asserts that demand ratchets discourage investment in energy conservation technologies, such as large

solar distributed generation installations, because counter-seasonable users aren't able to offset high

winter usage with the excess solar generation in the summer, because the credits are swept or reset in

the fall when operations are starting to ramp up, and the ratchet causes an FPAA member to feel the

effect of one month of high demand for the entire year.315

FPAA does not believe that NUrSE's expressed concerns, that removal of the demand ratchet

for FPAA members would cause unfair shifts onto other customers, are valid, because FPAA claims

that it is already cross-subsidizing other members of the LGS class by paying disproportionately higher

bills during July, August and September. FPAA asserts that a demand ratchet may be appropriate for

class members who contribute to the utility's peak periods, but not for FPAA members who do not.3I6

24
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28

312 Tr. at 3005-3007.
313 FPAA Initial Brief at 6.
314 The Texas Public Utilities Commission ruled that "the unique characteristics of seasonal agricultural customers"
warranted an exemption to the establishment of generic ratcheted distribution charges tr these customers, and allowed for
rates to be designed to recover distribution charges without the use of a demand ratchet. Texas PUC Order No. 40, Docket
No. 22344. FPAA Replay Brief at 2.
315 FPAA Initial Brief at 8-9.
are FPAA Reply Brief at 3.
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FPAA does  not be lieve  tha t LH\ISE's  proposa l in its  Initia l Brie f of an optiona l MGS ra te  under

which cus tomers  would "rece ive  a  credit equa l to 50 pe rcent of the  s tandard MGS kW ra te  multiplied

by the  amount tha t measured kW is  le ss  than the  ra tche t demand for the  summer months ," goes  fa r

enough to reverse  the negative effects of the  ra tchet on these customers.317 FPAA believes that UNSE

can recove r its  fixed cos ts  without a  ra tche t and cite s  the  expe rience  of APS which does  not apply a

ratchet to customers the size of FPAA members.318

7 Analysis and Resolution - Large Commercial and Industrial Rate Design

8

9

10

11

12

13

14

Be s ide s  the  re ve nue  a lloca tion conce rns  dis cus s e d e a rlie r, the  is s ue s  ra is e d by the  la rge  a nd

in d u s tria l c u s to m e rs  re g a rd in g  UNS E 's  p ro p o s e d  ra te  d e s ig n  in c lu d e d  Nu c o r's  o b je c tio n  to  th e

de te rm ina tion of de m a nd cha rge s  a s  a pplie d to the  cus tom e rs  s e rve d unde r the  LP S -TOU ta riff; a nd

FP AA's  obje ction to the  ca lcula tion of de ma nd cha rge s  a pplie d to its  me mbe rs  in the  MGS .

UNS E  u s e d  a  m o d ific a t io n  o f th e  Av e ra g e  a n d  E xc e s s  De m a n d  Me th o d  to  p re p a re  its

should be  ba se d on the  indus tria l cus tome rs ' contribution to the  sys te m pe a k de ma nd, which occurs  in

16
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15 the  four summe r months  (the  CP  months ).

Under the  Average and Excess Demand Method of a  class cost of service  analysis , the  average

de ma nd for e a ch cus tome r cla s s  is  ca lcula te d by dividing the  tota l cla s s  a nnua l e ne rgy (Kwh)

cons umption by the  numbe r of hours  in the  ye a r (8,760). In othe r words , cla s s  a ve ra ge  de ma nd

represents  the  leve l of demand tha t would be  placed on the  system if a ll customers within a  class  used

ene rgy a t a  cons tant ra te  for a ll hours  throughout the  yea r for a  100 pe rcent load factor, The  sys tem

average  demand is  ca lcula ted as  the  aggrega te  of the  individua l class  average  demands. The  system

excess demand is  defined as the  system coincidenta l peak, the  highest hourly demand in the  year, less

the  sys tem average  demand. The  system excess  demand is  a lloca ted to the  classes  to de te rmine  the

excess demand for each class . In the  generic version of the  Average  and Excess Demand Method, the

proportion of the system excess demand allocated to each class, i.e ., class excess demand, is calculated

as  the  excess  of non-coincident peak hourly demand ove r the  ave rage  hourly demand for the  cla ss

27

28

317 ld.
318 Id. at 4.

319 Ex UNS E-31 J one s  Dir a t 25 .
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divided by the  aggrega te  of the  excesses  of non-coincident hourly demands  over the  ave rage  hourly

demands  for a ll cla sse s . UNS used a  modified ve rs ion of the  Ave rage  and Excess  Demand Me thod

that a llocates the system excess demand to the customer classes using the 4-CP method, a  method that

was widely accepted by other parties in this case.320

The purpose  of demand ra tchets  is  to provide  for more  uniform revenue collections throughout

the  year, and s tabilize  revenue  recovery, as  customers a re  not able  to shift load from a  high cost billing

period to a  lower cos t billing pe riod. Demand ra tche ts  may not be  equitable  for cus tomers  tha t do not

have  significant energy use  during the  system peak months, or whose  peak consumption occurs during

off-peak hours . Ra tche ts  can send incorrect pricing s igna ls  by redirecting cost recovery away from the

pe riods  in which the  cos t is  incurred.
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Nucor does not seem to object to the  use  of a  ra tche t, but be lieves  tha t the  proposed ra tche t in

this  case  does not reflect Nucor's  contribution to UNSE's  system peak as measured by the  CP method.

Nucor may be  correct, a s  ne ithe r the  peak measured during the  on-peak or off-peak in the  current or

prior 11 months necessarily a ligns with the  Average/4CP method used to a lloca te  costs  in the  CCOSS.

Under UNSE's  proposa l, the  ra tche t tha t de tennines  the  billed demand units  could be  based on one -

ha lf ofNucor's  peak demand during off-peak hours  in a  month not included in the  4-CP  ca lcula tion ll

rondos  prior. UNSE's  proposed ra te  de s ign for the  LPS  TOU ta riff does  not seem to provide  a  good

ma tching of cos t ca usa tion a nd re ve nue  re cove ry. To be tte r a lign the  ra tche t with the  Ave ra ge  a nd

Excess/4CP CCOSS, the ratchet should capture demand placed on the system during the on-peak hours

in the four coincident peak months (June, July, August, and September) which represent excess demand

costs . Thus, in the  four CP months (June through September), the  demand charge  would be  ca lcula ted

a s  the  gre a te r of:

1. The  a ve ra ge  of the  on-pe a k de ma nd me a sure d in e a ch of the  mos t re ce nt 4-CP  months ,

24

25

26

where  the  on-peak demand id de fined a s  the  highes t measured 15-minute  reading of the

demand meter during the  on-peak hours of the  month, or

2. One-ha lf of the  grea tes t measured 15 minute  inte rva l demand read of the  me te r during the

27

28

320 Nucor argues that the determination of demand charges as died relate to the customers served under the LPS-TOU tariff
should be based on the industrial's contribution to the system peak demand, which occurs in the four summer months (the
CP months).
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1

2

current billing period and the  preceding 11 months , or

3. The  grea te r of the  contract capacity of 500kW.

3 During the  other e ight, non-CP months , the  demand charge  would be  ca lcula ted based on the

4  gre a te r o f:

5

6

7

1. One-ha lf of the  customer's  grea tes t measured 15 minute  inte rva l demand read of the  mete r

during the  curre nt billing pe riod a nd the  pre ce ding ll months ; or

2. The  gre a te r of the  contra ct ca pa city or 500 kw.
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The  firs t crite ria  would be tte r a lign the  ra tche t with the  excess  component of the  CCOSS and

the second criteria  better a ligns the ra tchet with the average component of the  average and excess/4CP

CCOSS. UNSE arbitra rily chose  a  50 percent factor to apply to the  second crite ria , and we do not a lte r

this  component, but note  tha t it is  an example  of ra tes  tha t might not a lign with the  cost of se rvice .321

Nucor's  proposa l to use  the  cus tomer's  contribution to the  coincident peak in four summer months  to

de te rmine  de ma nd cha rge s  is  too s implis tic. Unde r this  proposa l, the  Compa ny ma y unde r-re cove r

demand-re la ted cos ts  from cus tomers  who e ithe r norma lly place  demands  on the  sys tem during off-

peak times  or can shift load to off-peak times . Customers  tha t cause  die  peak should fund the  cos t of

peaking facilities, but customers that have average demands at various times throughout die  year should

pa rticipa te  in finding the  fa cilitie s  re quire d to provide  a ve ra ge  de ma nd, e ve n if thos e  cus tome rs

contribute  only nomina lly to the  sys tem hourly peak demand. Thus , UNSE should revise  the  demand

formula  in the  LPS-TOU tariff as  se t forth above . The  fourth crite ria , re ferencing the  grea ter of contract

ca pa city or 500 kw, doe s  not a ffe ct a ny curre nt UNS E cus tome r. The  500kW a ppe a rs  to re fle ct a

minimum demand. We  do not object to the  provis ion.

We  do not find tha t the  e vide nce  in this  ca se  supports  Nucor's  pos ition tha t the  diffe re nce

be tween on-peak and off-peak energy ra tes  should be  grea te r. UNSE witness  Jones  tes tified tha t the

Company increased the  off-peak ra te  because  the  current off-peak ra te  was too low when compared to

the  Company's  margina l cost of energy, and the  difference  be tween on- and off-peak power is  not tha t

26

27

28
321 The purpose of the 50 percent factor is intended to provide a "break" to those customers who create demand during the
off-peak. Tr. at 2612-13.
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1 gre a t.322 UNS E's  propos e d LP S -TOU ra te s  be tte r re fle ct its  cos ts . Nor a re  we  pe rs ua de d tha t Nucor

ha s  pre s e nte d a  s ufficie nt ca s e  for e xpa nding the  Inte rruptible  P owe r Cla s s . UNS E ha s  not ne e de d to

imple me nt inte rruptions  unde r its  curre nt ITS  ta riff a nd we  do not ha ve  the  da ta  to e va lua te  the  re ve nue

implica tions  of Nucor's  propos a l. Unde r curre nt conditions , UNS E doe s  not a ppe a r to ha ve  a  ne e d to

5 e xpa nd its  a bility to inte rrupt loa d.

UNS E's  la te s t propos a l for FP AA me mbe rs  is  to de s ign a  s e a s ona l ra te  tha t would a llow FP AA

cus tom e rs  to  s a ve  m one y ba s e d  on  the  cha ra c te riza tion  of the ir cons um ption .  UNS E s ta te s  tha t it

propos e d a n a lte ra tive  MGS  ra te  ta riff tha t would s hift $300,000 to othe r cus tom e rs  via  the  P P FAC.

UNS E did not inc lude  this  ta riff with the  othe r ta riffs  a tta che d to its  brie f S ugge s ting tha t UNS E a nd

FP AA a tte mpt to re a ch a n a gre e me nt conce rning a  ta riff for the  produce  indus try in S a nta  Cruz County

wa s  a n a tte m pt to e ncoura ge  a  ra te  de s ign tha t would colle c t the  a ppropria te  cos ts  ca us e d by the s e

cus tom e rs  in  a  fa ir a nd e quita ble  m a nne r,  a nd not only to  find a  s olution tha t would re s ult in  s a ving

mone y for FP AA me mbe rs . We  do not be lie ve  it is  re a sona ble  to shift $300,000 of cos ts  a ttributa ble  to

FP AA me mbe rs  to othe r ra te pa ye rs . FP AA doe s  not a ppe a r to a cce pt the  proposa l in a ny ca se ,323 but

ha s  not put forwa rd a il a lte ra tive  for our cons ide ra tion,  e xce pt to  s upport the  AECC\Noble  re ve nue

a lloca tion. Ma ny ofFP AA's  conce rns  re ga rding compe ting with Te xa s  a re  a s socia te d with ma tte rs  ove r

which the  Commis s ion doe s  not control, s uch a s  ta x ince ntive s . We  a re  s ympa the tic  to a ll ra te pa ye rs

who fa ce  ris ing cos ts , but we  ha ve  a  re s pons ibility to a ll cus tom e rs , a s  we ll a s  the  utility, to a pprove

fa ir a nd e quita ble  ra te s .

UNS E ha s  indica te d tha t it a na lyze d a  num be r of options  for the  MGS  cla s s , including ( l) no

de ma nd ra tche t with a  high summe r kW cha rge  a nd a  lowe r winte r kW cha rge , (2) a  kW ra tche t tha t is

ca lcula te d s trictly on summe r kW de ma nd; a nd (3) a  highe r kW cha rge  tha t focuse d s trictly on the  pe a k

m onths  of J une ,  J u ly a nd Augus t,  but tha t whe n a pplie d  to  the  a ccounts  of FP AA m e m be rs  d id  not

produce  s a vings .324 Ne ithe r UNS E nor FP AA pre s e nte d a ny othe r re a s on why the s e  options  we re  not

fa ir e xce pt tha t the y did not sa ve  the  cus tome rs  mone y. We  ca nnot e va lua te  the se  options , or se e  the ir

26

27

28

322 Tr. at 2620-21 . UNSE proposes a differential in the summer on- and off- peak rates of$0.09l'/90 ($0. 125200-$0033410)
and $0.061700 ($0.092110 - $0.030410) in winter, Current rates provide a summer differential of$0.098864 and a winter
differential of $0.0'/1775 .
323 FPAA Reply Brief at 3.
324 UNSE Initial Brief at 43 .
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1
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bill impacts , but can pre sume  FPAA did not pre fe r them. Neve rthe le ss , we  give  s trong cons ide ra tion

to the  e conomic va lue  the  FP AA's  me mbe rs  bring to UNS E's  se rvice  te rritory. We  a lso unde rs ta nd

that the ir usage  characteris tics  a re  different than what is  typica l given the ir low demand in July, August,

and September. We thus direct UNSE to develop a  new ra te  design for seasonal agricultura l customers

tha t does  not re ly on a  demand ra tche t. The  proposa l will include  a  de finition of "seasona l agricultura l

customers" and may include  seasonal demand charges, on and off peak demand charges and/or TOU

ra te s . This  ne w ra te  de s ign for se a sona l a gricultura l cus tome rs  will be  submitte d with the  othe r ra te

schedules for final ra tes as discussed e lsewhere  in this  Order.
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De ma nd ra tche ts  ma y be  cha ra cte rize d a s  a  s ubs titute  for ra te s  tha t a ctua lly re fle ct cos t

cassation. A rate  structure  that includes seasonal, multi-tiered demand, and seasonal TOU energy rates,

would more  accura te ly ma tch cos t causa tion with revenue  recovery compared to the  use  of ra tche ts .

Except for Nucor, which didn't object to demand ra tche ts  as  much as  objecting to how the  ra tche t was

ca lcula ted, and FPAA who does  object to ra tche ts , no other pa rty suggested e limina ting ra tche ts . But

as  demonstra ted by FPAA's  experience  and Nucor's  te s timony, demand ra tche ts  a re  problematic and

can create  inequitable  results . In addition, there  seem to be  disparities between cost causation and cost

recove ry in ra te  cla sse s  othe r than LPS  and MGS, but no pa rty inte rvened to identify any problems .

Howe ve r, without a n a de qua te  a lte ra tive  in this  re cord, we  de cline  to e limina te  the  e xis ting de ma nd

ra tche t s tructure , a t this  time .

In UNSE's  next ra te  ca se , we  direct the  Company to se rious ly cons ide r de s igning ra te s  tha t

match cost causa tion, as  measured by its  CCOSS, with revenue  recovery, and to eva lua te  methods of

revenue  recove ry tha t do not involve  ra tche ts . Seasona l, and on- and off-peak demand cha rges  a re

examples of a lte rna tives to ra tche ts . It may be  appropria te  for the  LGS and MGS classes , for example ,

to have  a  demand portion of the ir ra te  comprised of a  s tanda rd demand cha rge  plus  an incrementa l

cha rge , if the  maximum demand occurs  in a  pe riod othe r than off-peak, or the  pa rtia l peak pe riod in

s umme r, In the  winte r, the re  ma y not be  a n incre me nta l pe a k de ma nd cha rge . S uch ra te s  would

recognize the differences in costs among generation sources, and between seasons throughout the year.

Such ra tes  could send proper cost s ignals  a ll year, unlike  ra tchets .

In addition, the  Company should eva lua te  consis tency in other ra te  components , such as  TOU
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ra te s , a s  the  diffe rentia l in on- and off-peak ra te s  for the  LPS-TOU Class  is  be ing na rrowed, but the

on- a nd off-pe a k diffe re ntia l for the  LGS  a nd MGS  TOU ra te s  a re  be ing incre a se d in summe r a nd

de cre a se d in winte r. The re  ma y be  supporta ble  re a sons  for the  diffe re nt tre a tme nt, but the  va rious

designs should be based on cost causation, and should be consistent, fair, and equitable, and not merely

se lf-se rving.

6 Ecilomic Developlgnt Rider ("EDIt'}
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ITNS E

UNSE propose s  a  discount-ba se d e conomic de ve lopme nt progra m tha t re duce s  the  e le ctric

billing for exis ting or new cus tomers  tha t add or expand load within the  Company's  se rvice  te rritory.

Unde r the  Compa ny's  propos a l, a ny los t non-fue l re ve nue s  re s ulting from dis counts  provide d to

customers  through the  EDR would be  borne  by UNSE, and the  Company will not seek recovery of any

los t non-fue l re ve nue s  in future  ra te  ca se s .325 The  propose d EDR provide s  tha t it is  a va ila ble  "for

commercia l or industria l s tandard offe r customers  with a  projected peak demand of l ,000 kW or more

a nd a  loa d fa ctor of 75 % or highe r for the  highe s t 4 coincide nt-pe a k months  in a  rolling 12-month

pe riod. The EDR would provide  a  discount tha t phases out over five  years , to customers tha t qualify

unde r exis ting Arizona  economic deve lopment tax credits .327 To qua lify, a  cus tomer must be  a  new

customer or be  expanding exis ting opera tions . UNSE proposed the  load and load factor requirements

in order to he lp ensure  tha t the  new cus tomer does  not increase  cos ts  for the  sys tem. In addition, the

propose d discount is  highe r for cus tome rs  tha t "infill" in a re a s  with e xis ting fa cilitie s , a s  UNS E ha s

los t 45 MW of indus tria l load in recent yea rs  and it would be  highly beneficia l to a ttract new indus tria l

customers  to utilize  the  exis ting facilities .328

UNSE be lieves  the  ta riff language  is  sufficient a s  proposed and does  not support suggestions

from Nucor tha t the  ta riff needs  cla rifica tions . Nor does  the  Company agree  with FPAA tha t it should

be  modified to a llow more  flexibility in the  qua lifying load factor.329

25
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27

28

325 Ex UNSE_29 Dukes Rab at 25.
326 Ex UNSE-31 Jones  Dir a t CA]-3 .
327 The discount s tarts  a t 20 percent in year I, and declines  to 2.5 percent in year 5.
328 UNSE Initia l Brief a t 44.
sea  UNSE Reply Brief a t 26.
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AIC strongly supports  the  EDR because  encouraging economic development in UNSE's service

a rea  will bene fit the  Company and its  cus tomers .330 AIC be lieves  tha t a ttracting new bus inesse s  to

loca te  in rura l Arizona  is  difficult, a nd this  Ride r might a llow s ma lle r communitie s  to compe te  for

cus tome rs . AIC note s  tha t UNS E ha s  s ufficie nt ca pa city to a ccommoda te  the  dis counts  for ne w

businesses and the  program targets  those  customers tha t UNSE can most e fficiently serve . In addition,

AIC asserts  tha t because  UNSE is  piggybacking onto the  Sta te 's  economic development tax credits  for

e ligibility, the  Company mitiga te s  adminis tra tive  cos ts  re la ted to implementing the  ta riffs

9 We_smart

1 0

11

1 2

Walmart recommends approving the  EDR because  a ttracting la rge , high-load factor customers

to UNS E's  e le ctric s ys te m drive s  down the  cos t pe r unit for a ll cus tome rs , a nd promote s  e xte rna l

economic benefits  in the  communities where  those  customers locate .33'

1 3 Nu co r

1 4

1 5

1 6

1 7

1 8

19

20

Nucor be lieves  tha t a s  proposed by the  Company, the  new EDR qua lifica tion crite ria  a re  not

clear, and must be  cla rified so tha t current or prospective  customers can make  business  decis ions with

confidence .332 Nucor s ta te s  tha t the  ride r needs  to cla rify how the  minimum load factor requirement

s hould be  ca lcula te d, a nd how the  re quire me nt tha t loa d fa ctors  be  ca lcula te d for "the  highe s t 4

coincide nt-pe a k months  in a  rolling 12-month pe riod" would be  imple me nte d. Nucor a dvoca te s  tha t

the  EDR should be  revised to cla rify tha t the  ca lcula tion of die  cus tomer's  monthly load factor in the

summer months is  based on the  customer's  billing demand.

2 1

22

Nucor cla ims that it is  not clear which measure  of the  Customer's  Peak Demand should be  used

in the  formula  to de termine  load factor. Nucor s ta tes  tha t for an LPS or LPS-TOU customer, the  current

23

24

25

26

options  for me a s uring de ma nd unde r curre nt ta riffs  could include  the  cus tome r's  highe s t de ma nd

during a  pe a k pe riod, the  cus tome r's  highe s t de ma nd during a n off-pe a k pe riod, the  cus tome r's

contribution to the  monthly or a nnua l sys te m pe a k, the  contra ct ca pa city or the  500kW minimum in

pa rt 4 of the  Billing De ma nd se ction of the  ta riff. Nucor a s se rts  tha t without cla rifying the  de ma nd

27

28

330 AIC Initia l Brief a t 29, Ale Reply Brief a t 20-21 .
331 Walmart Initia l Brief a t 4.
332 Nucor Initia l Brief a t 22.
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1 measurement under the  EDR, the  Company's  new incentive  may not achieve  its  intended result.

Nucor a lso be lieves  tha t it is  unclea r how the  Company intends  to implement the  requirement

tha t load factors  be  ca lcula ted for "the  highest 4 coincident-peak months  in a  rolling 12-month period."

Nucor a sse rts  tha t diffe rent inte rpre ta tions  could lead to wide ly va rying re sults for example , is  it the

average load factor for the  four months, or that in each month the  load factor exceeds 75 percent, which

months  a re  the  coincident peak months , and how will the  rolling ca lcula tion ope ra te" Nucor sugges ts

tha t Ride r-l3 EDR be  cla rified to provide  tha t the  ca lcula tion of the  monthly load factor in the  summer

months  is  based on the  customer's  billing demand, and tha t the  load factor be  ca lcula ted according to

the  customer's  tota l load and not just the  new incremental load.333

10 F P AA

11

12

1 3

1 4

1 5

FPAA submits  tha t UNSE's  EDR ride r should be  fle xible  e nough to include  FPAA me mbe rs .

Be ca us e  FP AA me mbe rs  typica lly only re a ch a  loa d fa ctor of 45 pe rce nt, e ve n during the ir pe a k

opera ting periods , they would not qua lify for the  EDR as  proposed, which requires  a  load-factor of 75

percent. FPAA encourages  the  Company to explore  modifying the  EDR to try to accommodate  FPAA

1 6 Staff

1 7

1 8

1 9

Sta ff s ta te s  tha t a ssuming tha t "the  ene rgy cos t a re  not s ignificant," S ta ff supports  this  limited

program. S ta ff's  support does  not extend to any reques t to recoup the  los t incrementa l revenues  in a

future  ra te  case , without "supporting record."335

20 Analysis and Resolution HR

21

22

23

24

25

26

The re  is  no  oppos ition  to  the  a dop tion  o f a n  Economic  De ve lopme nt Ride r. UNS E's

sha re holde rs  will a bsorb a ny los t incre me nta l re ve nue s . If this  progra m is  succe ss ful, the  Compa ny

and its  ra tepayers  should benefit from adding high load factor, low-cost customers . Thus , we  approve

Ride r-13 a s  pre se nte d. If the re  a re  a ny a mbiguitie s , we  do not be lie ve  the y a re  sufficie ntly gre a t to

undermine  the  ta riff, and may a llow for some  flexibility in its  applica tion, a s  some  partie s  have  sought

in this  proceeding. The  proposed load factor requirements  a re  appropria te  to ensure  tha t any new or

27

28

333 Id. at 25.
334 FPAA Initial Brief at 10.
335 Staff lnilial Brief at 16.
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expanded business  is  a  low-cost addition to the  system. As UNSE has offe red this  program voluntarily

a nd its  sha re holde rs  a re  in e sse nce  pa ying for the  progra m, a bse nt unre a sona ble  discrimina tion or

provis ions  contra ry to the  public inte re s t, UNS E s hould be  a llowe d to de s ign its  pa ra me te rs . All

s ta ke holde r inte re s ts  will be ne fit if the  Ride r is  s ucce s s ful which is  a n ince ntive  to de s ign a nd

5 adminis te r an e ffective  program.

6 Buy-Through Tariff (Alternative Qeneration Service)

7 UNS E

8

9

1 0

11

1 2

13

14

1 5
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As pa rt of the  se ttlement agreement in the  UNS Ene rgy merge r with Fortis , UNSE agreed to

propos e  a  "buy-through" ta riff a va ila b le  to  LP S  cus tome rs . Cons e que ntly, UNS E propos e d

Expe rimenta l Ride r 14, Alte ra tive  Gene ra tion Se rvice  ("AGS"). UNSE proposed tha t the  AGS would

be  ava ilable  for a  maximum of 10 MW of peak load, tha t it be  ava ilable  for no more  than four yea rs ,

a nd tha t it be  a va ila ble  only to LP S  a nd LP S -TOU cus tome rs  with pe a k de ma nds  of 2,500 kW or

more .336 UNSE modeled the  ta riff a fte r the  APS experimenta l AG-l ta riff, but the  Company recognizes

tha t the  Commission has not ye t eva lua ted the  APS tariff and UNSE believes tha t ta riff may be  flawed.

UNSE does not be lieve  that the  "buy through" tariff tha t it has proposed is  in the  public interest because

it would bene fit only a  na rrow group of indus tria l and commercia l cus tomers  a t the  expense  of othe r

1 7

1 8

customers, and it is  premature  before  the  APS model is  evaluated.

If the  buy-through ta riff is  approved, UNSE a rgues  tha t it should be  capped a t 10 MW. UNSE

1 9

20

21

22

23

24

asse rts  tha t Walmart's  proposa l to extend the  cap to 150 MW is  too la rge  for a  Company of UNSE's

s ize  as  it would include  up to 85 pe rcent of UNSE's  purchased power and would encompass  UNSE's

lowest cost resources  337 If the  ta riff is  adopted, UNSE argues  tha t the  proposed management fee  of

$0.004 per MWh should be approved. UNSE sta tes the  management fee  is  intended to compensate  the

Company for the  cost of adminis te ring the  program and because  it is  a  new ta riff, the  costs  cannot be

known with ce rta inty. UNSE s ta tes  its  es timate  is  the  bes t ava ilable .

UNS E a rgue s  tha t Fre e port/AECC/Noble  a nd Wa lma rt pus h for a  s pe cia l de a l in orde r to

26 "hoa rd" much of UNSE's  low-cos t purchased power re sources , while  forcing othe r cus tomers  to re ly

25

27

28
336 Ex UNSE-31 Jones Dir a t 56-57.
337 UNSE Initia l Brief a t 48 .
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1

2

3 338

4

5

6

on highe r-cos t re source s , but if die  ma rke t turns , a nd price s  incre a se , the  Compa ny be lie ve s  tha t the y

will e xpe ct UNS E to s ta nd re a dy to provide  a ll the  powe r the y ne e d. UNS E a s s e rts  this  s che me  is  not

in the  public inte re s t a nd should be  re je cte d. UNS E a rgue s  tha t the  AECC/Noble  funding me cha nis m

would  inc re a s e  ra te s  for a ll o the r cus tom e rs  in th e MG S ,  LG S  a nd  LP S  c la s s  a nd  tha t W a lm a rt 's

propose d e xpa ns ion would incre a se  the  a ve ra ge  cos t of powe r for a ll othe r cus tome rs  a s  we ll a s  e xpa nd

a  flawed ta riff.339

7

8

9

10

11

12

13

UNS E c la im s  tha t a  buy-through ta riff is  a  poor e conom ic  de ve lopm e nt too] to  re ta in  la rge

cus tomers , a s  it shifts  cos ts  to othe r cus tomers  and does  not gene ra te  new revenue  or increa se  e fficiency

for the  s ys te m . In  contra s t,  UNS E a rgue s  its  propos e d Econom ic  De ve lopm e nt Ride r is  s pe c ifica lly

de s igne d to shie ld cus tome rs  from the  cos ts  of the  progra m, while  a ugme nting re ve nue  a nd incre a s ing

e ffic ie ncy by a ttra cting high loa d fa ctor cus tome rs . In a ddition, UNS E a s s e rts  tha t if compe titive ne s s

a nd a fforda ble  ra te s  a re  the  conce rn, a dopting a  m ore  ba la nce d c la s s  re ve nue  a lloca tion, which will

be ne fit a ll comme rcia l a nd indus tria l cus tome rs , is  the  be s t solution.

14 Wa1m8r_t

15

16

17

18

19

20

21

22

23

24

25

Walmart a sse rts  tha t an AGS program would not ha rm othe r non-AGS cus tomers , but ra the r

would re pla ce  the  Compa ny's  own whole sa le  ma rke t purcha se s  with the  e ne rgy purcha se s  of the

cus tome rs  pa rticipa ting in AGS , a nd shift the  risk of the  whole sa le  purcha se s  from the  Compa ny's

ra tepaye rs  to the  AGS cus tomers .340 Walmart be lieves  the re  is  ample  evidence  in Arizona  from the

e xpe rie nce  of AP S 's  AG-1 progra m, a nd in va rious  othe r jurisdictions , tha t pe rmitting cus tome rs  to

choos e  the ir ge ne ra tion s e rvice  is  a n  e ffe ctive  wa y for cus tome rs  to  ma na ge  the ir e le ctricity

requirements  to be tte r suit the ir business  needs." |

Wa lma rt re comme nds  tha t the  AGS  not be  limite d to only LP S  a nd LP S -TOU cla s s e s , but

should be  ava ilable  to a ll commercia l and industria l cus tomers  classes . Walmart a sse rts  tha t a llowing

a  s ignificant number of customers  the  opportunity to participa te  in AGS would a ttract more  genera tion

service  providers  and crea te  a  more  robust and vibrant marke tplace  from which AGS customers  would

26

27

28

338 UNSE Reply Brief a t 24.
330 Id. at 25.
340 Ex Walmart-2 Hendrix Dir a t 9. Walmart Initia l Brief a t 5.
341 Walmart Initia l Brief a t 5.
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7

8

l obtain their e lectric generation sewice .342

In addition, Walmart recommends tha t the  program cap be  se t a t l 50MW, ra ther than 10 MW.

Wa lma rt be lie ve s  tha t the  10MW limit is  a rbitra ry a nd not supporte d by the  Compa ny.3'*3 Wa lma rt

s ta tes  tha t a  150 MW cap is  appropria te  because  the  Company a lready purchases  175 MW from the

whole s a le  powe r ma rke t, a nd a llowing 150 MW to pa rticipa te  in the  AGS  progra m s he lte rs  othe r

ra tepayers  from marke t risk and vola tility re la ted to the  Company's  wholesa le  purchases .

Walmart a lso recommends tha t the  threshold for a  customer's  participa tion be  se t a t 1,000 kw.

Wa lma rt a s s e rts  this  minimum s ize  would e ns ure  tha t the  pa rticipa nt is  s ufficie ntly la rge  to be a

9 sophis tica ted use r of e lectricity and would not need any consumer protection requirements . Furthe r,

10

11

1 2

13

14

1 5

1 6

1 7

1 8

Wa lma rt re comme nds  tha t cus tome rs  be  a llowe d to a ggre ga te  utility a ccounts  within its  corpora te

fa mily to me e t the  pe a k de ma nd thre shold, which would a llow cus tome rs  to le ve ra ge  e conomie s  of

sca le  to reduce  the ir genera tion supply costs .3"" Walmart asse rts  tha t limiting the  te rm of the  program

to only four yea rs  e limina te s  the  ability of cus tomers  to purchase  long-te rm contracts , e specia lly for

off-site  renewable  contracts  like  solar and wind, due to the  length of contract term needed by renewable

developers to build new projects.345

Wa lma rt s ta te s  tha t UNS E ha s  not provide d a ny docume nta tion tha t supports  its  propose d

management fee  of $00040 pe r kph, and a rgues  tha t the  Commiss ion should approve  a  cos t-based

management fee for the AGS.346

1 9 A_Eco_/noble

20

2 1

22

23

24

25

AECC/Noble  s trongly support a  buy-through option which the y cla im will provide  e conomic

incentives to re ta in large customers, as evidenced by the success that AECC member Freeport Minerals

Corpora tion ha s  e xpe rie nce d in APS ' AG-1 progra m. Thus , AECC/Noble  propose  to modify ce rta in

compone nts  of UNS E's  Expe rime nta l Ride r 14 . AECC/Noble  a rgue  tha t progra m e lig ib ility

re quire me nts  should be  e xpa nde d to e nsure  tha t cus tome rs  in a ll subs idy-pa ying cla s se s  ha ve  the

opportunity to pa rticipa te  in die  ge ne ra tion powe r ma rke t. The y propose  tha t cus tome rs  with a  tota l

26

27

28

342 ld.
343 Id. at 6.
344 Id. at 6-7.
345 Ex Walmart-2 Hendrix Dir at 7-8
346 Walmart Initial Brief at 7.
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minimum pe a k loa d s ize  of MW should be  a llowe d to a ggre ga te  se ve ra l sma lle r loa ds  into the  la W

minimum threshold, provided tha t each aggrega ted s ite  is  owned by the  same entity.

In a ddition, AECC/Noble  a s s e rt tha t s e ve ra l of UNS E's  pricing compone nts , including its

unbundled ra te  design, should be  modified. Specifica lly, they assert that the  proposed management fee

and continua tion of ce rta in genera tion demand charges  a re  confisca tory. They note  tha t the  proposed

$0.004/kWh management fee  is  s ix times grea te r than the  $0.0006/kWh management fee  charged by

APS for AG-l service and should be reduced to a  more reasonable amount in the range of 390.0006/kWh

and 30.0012/kWh.347

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

AECC/Noble  a ls o cla im tha t the  propos e d re s e rve  ca pa city cha rge  is  highe r tha n re a s ona ble .

The y a s s e rt tha t by impos ing fixe d ge ne ra tion cha rge s  for s e rvice s  tha t a  buy-through cus tome r would

not utilize , UNS E is  propos ing a  pricing fe a ture  tha t doe s  not e xis t in the  AP S  AG-l progra m, a nd the y

cla im would in e ffe ct be  a  s tra nde d cos t cha rge . AECC/Noble  a s s e rt tha t while  a  s tra nde d cos t cha rge

ma y be  a ppropria te  whe n cus tome rs  a re  a llowe d to pe rma ne ntly le a ve  the  utility's  s ys te m for ma rke t

pa rticipa tion, s uch is  not the  ca s e  unde r the  buy-through propos a ls  in this  ca s e .348 Fina lly, AECC/Noble

a rgue  tha t the  $20 pe r MWh ma rk-up cha rge  to the  Dow J one s  Ele ctricity P a lo Ve rde  Da ily Inde x price

for re pla ce me nt powe r is  e xce s s ive  a nd s hould be  re duce d to no gre a te r tha n $4 pe r Mwh.

AECC/Noble  a s s e rt tha t UNS E 's  unbundle d  ra te  de s ign  is  s e rious ly fla we d  be ca us e  the y

be lie ve  it a tte mpts  to re cove r fixe d ge ne ra tion re la te d cos ts  in the  Loca l De live ry compone nt of the

de ma nd cha rge . To do  s o , the y a s s e rt, is  contra ry to  the  funda me nta ls  of prope r unbundle d  ra te

de s ign.349 AECC/Noble 's  witne s s  Higgins  provide d te s timony tha t the  Loca l De live ry de ma nd cha rge

a nd Ge ne ra tion Ca pa city de ma nd cha rge  a re  "e ntire ly incons is te nt" with the  Compa ny's  ccos s .~*50

AECC/Noble  a rgue  tha t by s hifting ge ne ra tion cos ts  onto the  Loca l De live ry cha rge , which the  buy-

through pa rtic ipa nts  would s till ha ve  to pa y, a ny pote ntia l s a vings  to the s e  cus tome rs  would be  los t.

24

25

26

27

28

347 AECC/Noble Sinai Brief at 8.
348 Id. at 8-9.
349 Id. at 9-11.
350 AECC/noble Initial Brief at 10, Ex AECC-l Higgins Dir at 25. Mr. Higgins' analysis shows that the CCOSS indicates
that for the LPS class, the transmission demand cost is $3.58 per KWMonth compared to a transmission demand charge of
$3.58 per KWMonth, while die Distribution/Delivery Demand Cost is $0.57 per kWMonth compared to a Demand Charge
of $0.29 per KWMonth, and the Generation Demand Cost is $9.33per KWMonth compared to an unbundled generation
demand charge of $8.61 per KWMonth.
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]

2

3

They asse rt tha t a  we ll-des igned unbundled ta riff is  e ssentia l to implementing a  buy-through program

since  as  participants  purchase  the ir genera tion from third parties , it is  important tha t the  other se rvices

they rece ive  from the  utility re flect the  costs  of those  se rvices .

4

5

6

7

8

9

10

11

12

13

14

15

16

17

AECC/Noble  propose  to fund the  buy-through program in the  amount of $908,000 annua lly,

such funding to be  taken directly from the  e ligible  cus tomers  cla sses  (MGS. LGS and LPS) portion of

the  50 percent share  in the  $7.5 million reduction of requested revenue  increase ." | Thus, according to

AECC/Noble  Solutions , if the  buy-through program were  not filly subscribed, the  revenues  se t a s ide

tha t turn out to be  supe rfluous  would be  de fe rred and re turned to the  e ligible  cla sse s  through a  ra te

adjustor like  the  PPFAC, or in a  future  regula tory proceeding.352

AECC/Noble  a sse rt tha t conce rns  a bout the  buy-through progra m ha ving pote ntia l ne ga tive

impacts  on the  Company or its  customers are  not supported by the  record in this  proceeding. They note

tha t UNSE and AIC contend tha t the  $908,000 may not be  sufficient to cover the  Company's  potentia l

non-iiue l los t genera tion revenue , but AECC/Noble  cla im tha t the  critics  fa il to specify how this  amount

would re sult in unde r-re cove ry give n the  Compa ny's  e s tima te s  of los t non-fue l ge ne ra tion re ve nue .

AECC/Noble  a lso cla im tha t the ir funding solution place s  a ll cos t re spons ibility for a  buy-through on

program-e ligible  cus tomers . They s ta te  tha t UNSE witnesses  confirmed tha t loMa  represents  a  sma ll

percentage  of the  Company's  overa ll market purchases for genera tion in re la tion to its  peak period and

18 average  demand, and tha t any "re turning customer could be  integra ted into the  UNSE system within a

19

20

21

22

ye a r."353 In a ddition, in re sponse  to criticism tha t the  AECC/Noble  funding me cha nism will a ctua lly

ha nd diode  cus tome rs  in the  e ligible  cla s s  who do not win the  lotte ry to pa rticipa te  in the  progra m,

AECC/Noble  point out tha t under the ir revenue  a lloca tion scheme , these  cus tomers  a re  s till be tte r off

than under e ither the  UNSE or Staff revenue allocation proposals.35'*

AECC/Noble  a rgue  tha t conce rns  a bout pote ntia l fla ws  in the  AP S  AG-l progra m, ove r the

24 appropria te  management fee  or under-recovery of generation revenue, are  not grounds for re jecting the

23

25

26

27

28

351 AECC/Noble Initial Brief at 11, Ex AECC»l Higgins Dir at 6. AECC states that the $908,000 funding is greater than
the $33 I ,200 identified by UNSE because AECC/Noble Solutions propose different reserve capacity charges and unbundled
rates.
352 AECC/Noble state that their proposed fundNlg mechanism can work with any revenue spread allocation ultimately
adopted by the Commission.
353 Tr, at 2021-2023.
354 ACC/Noble Initial Brief at 13.
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2

1 proposed modified buy-through ta riff in this  proceeding.

Furthe rmore , AECC/Noble  dismiss  cla ims tha t the  buy-through ta riff ra ises  "se rious  ques tions

3

4 AECC/Nob le  be lie ve  tha t ne ithe r

about discrimina tion," as  they be lieve  the  same can be  sa id about the  Company's  proposed EDR.355

cons titute  "unre a s ona ble

5

th e  b u y-th ro u g h  n o r th e  E DR

dis crimina tion" which is  the  only form of ra te  dis crimina tion which is  unla wful. AECC/Noble  note

6

7

8

9

10

12

that the  Company and AIC appear to be  using a  double  s tandard when evalua ting the  proposa ls  made

by AECC/Noble  a s  compa re d with othe r cons titue ncie s , s e e king to e limina te  inte r-cla s s  subs idie s

be twe e n DG re s ide ntia l a nd non-DG re s ide ntia l, for e xa mple , but not ma king a ny me a ningful move

with the  subsidies  provided by the  la rge  commercia l and industria l classes , be ing willing to absorb the

los t non-fue l revenues  a ssocia ted with the  EDR, but unwilling to absorb cos ts  a ssocia ted with a  buy-

through progra m; a nd imple me nting ra te  choice  options  for re s ide ntia l cus tome rs , but not for the

commercial and industrial classes.356

13 Nu c o r_

14

15

16

17

18

Nucor s ta tes  tha t it does  not oppose  the  adoption of a  buy-through ta riff, provided tha t it is  part

of a  broader se t of changes tha t will reduce  inter-class  subsidies, and tha t safeguards are  implemented

for non-participa ting customers .357 Nucor s ta tes  tha t, from its  point of view, the  buy-thorough ta riff as

proposed by the  Company (or modified by Mr. Higgins  on beha lf of AECC and Noble  Solutions) is  a

worka ble  option.

19 AIC

20

21

22

23

24

25

AIC sta tes  tha t the  proposed buy-through ra te  is  not ready for "primetime" AIC shares concerns

about the  cus tomer-to-customer cos t shift, and tha t the  ta riff may require  those  cus tomers  who would

be  e ligible  to pa rticipa te , but who do not or cannot, to incur more  cos ts  so tha t others  may participa te .

AIC points  to e vide nce  tha t UNS E's  lowe s t cos t powe r is  purcha se d powe r, a nd if UNS E's  la rge s t

cus tomers  a re  able  to purchase  in the  wholesa le  marke t themse lves , the  ave rage  power cos t for the

Company's  remaining customers  increases , with the  result tha t the  mere  exis tence  of the  buy-through

26

27

28

355 AECC/Noble Reply Brief at 5-6.
356 Id. at 6-7.
357 rumor Reply Brief at 7.
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9

10

11

ta riff will incre a se  e le ctric bills  for e ve ry othe r cus tome r.358 AIC a rgue s  tha t AECC a nd Noble  ha ve

not provided a  "s ingle  jus tifica tion" or urgency for implementing the  proposed buy-through ta riff now,

as  opposed to waiting until the  Commission has  substantive ly reviewed the  APS vers ion.

AIC recommends tha t the  Commission wait to assess  the  da ta  presented in the  APS pilot buy-

through program before  implementing a  buy-through ra te  for othe r Arizona  utilitie s .359AIC notes  tha t

APS has  cla imed tha t its  experimenta l ta riff has  se rious  flaws resulting in a lleged ne t losses  of $16.8

million. AIC a ls o que s tions  the  e quity of AECC/Noble  funding me cha nis m for the  buy-through

program as it would reserve  $908,000 of the  revenue  reduction agreed to in this  case  (increasing ra tes

other options, such as  ente ring into specia l contracts  with the  utility, or se lf-genera tion, to achieve  cost

savings without imposing higher costs  on other ra tepayers .

12 s¢a.ff

13

14

15

16

Staff does  not address  the  buy-through proposa l in post-hearing brie fs , except to mention tha t

it did not ge ne ra lly oppose  AECC/Nob1e 's  funding me cha nism.36'At the  he a ring, howe ve r, S ta ff's

witne s s  Brode rick e xpre s s e d the  opinion tha t the  buy through ta riff is  not "re a dy for prime  time

n0W_"362

17 An a lys is  a n d  Re s o lu t io n  - Bu v-Th ro u g h  Ta riff

18

19

UNS E is  a  va s tly diffe re nt, a nd much sma lle r utility, with ma ny fe we r la rge  cus tome rs , tha n

APS. Because  UNSE's  lowest cos t power is  purchased power, we  have  concerns  tha t a  buy-through

20

21

22

23

24

25

ta riff ma y a dve rs e ly impa ct UNS E's  othe r cus tome rs  by incre a s ing the  cos t of powe r. Be ca us e  of

UNSE's  small number of la rge  commercia l and industria l end users , an APS-type  program may not be

appropria te  for this  utility. We understand that the  industria l users are  'N'L1stra ted with paying ra tes that

provide subsidies to the  Residentia l Class, but we are  a ttempting to take an incremental step to reducing

inte r-cla s s  s ubs idie s  in this  ca s e , a nd in doing s o, we  mus t ba la nce  the  inte re s ts  of a ll of UNS E's

customers . We therefore  decline  to adopt the  proposed buy-through ta riff in this  proceeding.

26

27

28

358 AIC Reply Brief a t 19.
359 AIC Initia l Brief a t 25-26.
360 Id. at 27.
361 Staff Reply Brief a t 8. Sta ff is  opposed to the AECC/Noble a lloca tion of revenue methodology.
362 Tr. at 3619.
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1 Ne t Me te rin g

2 UNS E

3

4

5

6

UNSE sta tes  tha t its  Net Metering Tariff should be  modified to re flect the  rea lity of the  se rvices

be ing provide d. It propose s  a  ne w Ride r-10, Ne t Me te ring for Ce rta in Pa rtia l Re quire me nts  Se rvice

(NM-P R) tha t would a pply to thos e  cus tome rs  who s ubmitte d inte rconne ction a pplica tions  J une  I,

2015, or a fte r.363

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UNSE cla ims  tha t the  current ne t me te ring ta riff is  unfa ir to 98 pe rcent of cus tomers  because

the  export price  for DG solar power sent to the  grid is  higher than (approximate ly double) the  wholesa le

or marke t cos t of sola r power, and because  the  current "banking" fea ture  se rious ly dis torts  the  price

s igna ls  s e nt to the  cus tome r, while  shifting cos ts  to othe r cus tome rs , a nd le a ving othe r fixe d cos ts

unrecovered. UNSE sta tes  tha t its  modified ne t metering ta riff would not e liminate  the  subsidy and cost

shift, but would mitiga te  it s ignificantly. According to the  Company, the  subs idie s  to sola r DG a re  not

fully e limina ted because  volume tric ra te s  will s till be  recove ring fixed cos ts , and DG cus tomers , with

the ir lower volume tric sa le s , will s till be  avoiding a  portion of the  fixed cos ts  a lloca ted to them.

Unde r the  propos e d Ride r-10, ne w ne t me te re d cus tome rs  would pa y the  propos e d a nd

a pplica ble  re ta il ra te s  for a ll e ne rgy de live re d by UNSE. The  a pplica ble  re ta il ra te s  would be  limite d

to the  demand based ra te  options. In addition, new ne t metered customers  would be  compensa ted for

any excess  ene rgy the ir DG sys tem produces  and de live rs  to UNSE with bill credits  ca lcula ted us ing

the  Renewable  Credit Ra te  ("RCR"). New ne t me te red cus tomers  could ca rry over unused bill credits

to future  months if they exceed the  amount of the ir current bill.364

UNS E propose d a  RCR of 5.84 ce nts  pe r kph, which is  e quiva le nt to the  mos t re ce nt utility

sca le  renewable  ene rgy purchased power agreement ("PPA") connected to the  dis tribution sys tem of

UNSE's  a ffilia te  Tucson Electric Power ("TEP"). UNSE a rgues  tha t this  ra te  is  a  reasonable  proxy for

a  marke t ra te . UNSE proposes  tha t the  RCR should be  adjus ted annua lly, with the  Company filing an

annua l RCR filing a s  pa rt of its  annua l REST filing based on the  most recent comparable  utility sca le

26 PPA. The  Compa ny note s  tha t TASC obje cts  to the  RCR be ca use  of a lle ge d unce rta inty whe the r it

27

28

363 Rider-l0 would not apply to customers who submitted intercolmection applications before June l, 2015. UNSE Initial
Brief at 30.
364 UNSE Initial Brief at 31.

97 DECISION no. 7ss97



DOCKET NO. E-04204A_15_0142

1

2

3

4

5

will be  re se t pe riodica lly, and Vote  Sola r sugges ts  tha t cus tomers  should be  able  to lock in the ir ra te

for 20 years. 365 UNSE states that it is  open to the suggestion that customers could lock in a  rate , or that

the  ra te  would be  rese t in each ra te  case . UNSE expla ins  tha t its  concern is  not how often the  RCR is

se t, but tha t the  ra te  should re flect the  fact dirt DG sola r is  a  wholesa le  power resource  tha t should be

priced at a wholesale rate. 366
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Currently, DG solar customers can push excess energy onto the  grid in the  winter and shoulder

months  when the  utility's  cos t of power is  lower, and bank credits  until the  summer months  when the

utility's  e ne rgy cos ts  a re  much highe r. UNSE a sse rts  tha t e limina ting the  ba nking option for e xce ss

energy, and s imply purchasing the  excess  energy from the  customer during the ir billing cycle , will send

more  accura te  price  s igna ls  to the  ne t mete ring cus tomers  about the ir true  energy cos ts , and will he lp

to pa rtia lly a lle via te  the  bypa ss  of fixe d cos t re cove ry tha t occurs  whe n cus tome rs  s e lf-ge ne ra te  a

portion of the ir ene rgy requirements .

The  curre nt ne t me te ring ta riff re quire s  the  utility to buy a ll the  s ola r DG e xce s s  powe r,

rega rdless  of whe the r the  utility needs  it, and compensa tes  the  excess  sola r a t a  re ta il ra te  no matte r

when the  excess  power is  rece ived. It trea ts  kWhs de livered during a  less  va luable  off-peak period the

same as kWh's  de livered during a  system peak, even though they have different va lues. UNSE asserts

tha t a  credit a t the  full re ta il ra te  makes no sense  as  a  utility would never voluntarily buy energy a t such

an infla ted price . In essence , UNSE cla ims, the  diffe rence  be tween the  re ta il and wholesa le  ra tes  is  a

the retail rate  makes even less sense when the issues that reduce the value of solar are considered, such

2 1

22

as line  losses , intermittency, phase  in-ba lances, and reverse  flow, which increase  the  wear and tear on

the distribution equipment.368

UNSE a rgues  tha t the  banking option sends  the  wrong message  to cus tomers  and should be

24 e limina ted, because  it gives  the  incorrect impress ion tha t ene rgy produced today can be  saved for use

23

25

26

27

28

36: TASC Initial Brief at 10, Vote Solar Initial Brief at 19.
366 UNSE Reply Brief at 19. UNSE notes that at least when Staff was proposing three-part residential rates, Staff witness
Broderick supported eliminating banldng and replacing the retail rate with an RCR of at least 830,07 per kph which is near
the mid-point between the retail rate and the short-term avoided cost rate for UNSE. See Staff Initial Brief at 15-16.
367 USNE Initial Brief at 32, Tr. at 2737 and 2758-59
361: UNSE Initial Brief at 33, Tr. at 1074-84.
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2 1

22

23

24

months la ter, essentia lly conveying the  message  tha t the ir excess energy can be  stored on the  UNSE's

be ca use  a  "ne t ze ro" cus tome r will not pa y volume tric cha rge s , which a re  inte nde d to re cove r fixe d

costs , and thus  do not contribute  to the ir fa ir share  of fixed costs . UNSE sta tes  tha t DG customers  a re

s till us ing the  grid (a t night, when the ir demand peaks , as  well as  for ancilla ry se rvices), but they avoid

UNSE sta tes  tha t the  sola r advoca tes ' support for banking is  ironic given the ir support for TOU

pricing. TOU ra te s  recognize  tha t cos ts  va ry drama tica lly throughout the  day. USNE s ta te s  they a lso

va ry by season, and tha t a  kph of power produced a t noon on a  bright spring day (when sys tem use

would be  modera te  and DG a t its  maximum production) has  a  diffe rent va lue  than a  kph produced a t

5  p .m. on  a  ho t Augus t da y (whe n  s o la r DG ou tpu t is  low a nd  the  s ys te m is  ne a r its  pe a k).

Corre s pondingly, a  kph produce d in the  middle  of winte r, ba nke d, a nd the n us e d to offs e t a  kph

consumed from the  utility during the  summer peaks , has  a  diffe rent va lue  than a  kph produced in the

summer. UNSE argues that banking ignores these  realities.371

UNS E s ta te s  tha t the  volume tric re ta il ra te  include s  ma ny fixe d cos ts  tha t do not cha nge

regardless  of whether DG is  purchased or not, and tha t the  only costs  the  utility avoids from purchasing

DG ene rgy a re  the  va riable  cos ts  of power (fue l and purchased power). UNSE s ta te s  it cannot avoid

incuring the  fixed cos ts  of power gene ra tion because  it mus t keep those  gene ra tion a sse ts  s tanding

re a dy to provide  powe r whe n DG sola r is  not a va ila ble . Like wise , UNSE a sse rts , the  cos ts  of pole s ,

wire s , a nd tra ns forme rs  a re  not a voide d whe n the  utility buys  DG sola r powe r. UNSE cha ra cte rize s

purchased DG sola r as  s imply a  type  of wholesa le  power tha t does  not avoid these  fixed costs . UNSE

sta tes  tha t it could have  proposed the  wholesa le  power costs  included in the  PPFAC as  a  reasonable

proxy for the  va lue  of the  excess  DG ene rgy, but has  ins tead proposed the  highe r cos t of whole sa le

sola r power in order to recognize  the  environmenta l benefits  of sola r.

Aithough some  pa rtie s  cla im tha t DG sola r provide s  a dditiona l va lue  to the  grid be yond the

26 va lue  provided by utility sca le  sola r, UNSE a rgues  tha t the  supposed additiona l va lue  of DG sola r is

25

28

2 7 369 Ex UNSE-28 Dukes  Dir a t 20.
370 UNSE Initia l Brief a t 34, UNSE Reply Brief a t 17.
371 UNSE Reply Brief a t 17.
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illusory.372 UNSE s ta te s  tha t cla ims  tha t "environmenta l exte rna litie s" must be  cons ide red in va luing

DG sola r is  misplaced because  the  comparison is  not with foss il fue ls , but be tween two diffe rent sola r

resources, each of which provide  the  same environmenta l benetits .373 UNSE also disputes cla ims tha t

rooftop sola r cre a te s  s a vings  in ge ne ra tion, tra nsmis s ion a nd dis tribution ca pa city, be ca use  sola r

customers have similar demand (i.e . use  similar amounts of capacity) as  non-DG customers.37'* UNSE

states that a lthough solar DG customers use less energy generated by the utility, their peak use remains

s imila r, so they s till need a ll the  power plants , wire s , pole s  and transformers  tha t a  regula r cus tomer

needs . Because  rooftop sola r's  output is  low when the  sys tem peaks  in the  la te  a fte rnoon and ea rly

e ve ning, UNSE dispute s  ma ny of the  cla ims  by TASC a nd Vote  Sola r a bout the  va lue  of DG sola r,

including lower genera tion and transmiss ion costs , avoided line  losses , reduced need for ancilla ry grid

services, benefits  of geographic diversity, and employment ga ins. UNS E cla ims  tha t e le ctricity from

rooftop pa ne ls  is  jus t e le ctricity, a rid the re  is  no jus tifica tion for pa ying DG twice  a s  much a s  utility

scale solar when the environmental benefits are the same.376

In re sponse  to TAS C's  cla im tha t lowe ring the  price  of e xporte d rooftop powe r would ra is e

some sort of tax issue ,377 UNSE asserts  that the  Commission should not base  net metering policies on

an unsupported cla im regarding wha t the  l.R.S . may or may not d0.378 Furthe r, ins tead of wa iting for

the conclusion of the Value of DG docket, UN SE argues that the time to fix net metering is now because

the  timing of the  Va lue  of DG docke t is  unknown a nd the  curre nt UNS E proce e ding is  a  ra te  ca se .

UNS E note s  tha t TAS C a nd Vote  S ola r ha ve  pre vious ly a rgue d tha t ne t me te ring is s ue s  mus t be

addressed in a  ra te  case , where  there  can be  a  comprehensive  examination of revenue  a lloca tion and

considera tion of a ll ra te  designs, but now press for additional delay.379

UNSE a rgue s  tha t the  Ne t Me te ring Rule s  (A.A.C. R14-2-2306(C)) do not re quire  a  "one -to-

23 one  re ta il ra te  offse t" a s  cla imed by TASC and Vote  Sola r. UNSE a rgues  tha t Rule  2306(C) require s

22

24

25

26

27

28

372 Id. at 14.
373 Id.
374 Ex UNSE-34 Overcast Rab at 9-12.
375UNSE Reply Brief at 15-16.
376 Id. at 16.
377 TASC Brief at 12.
378 UNSE Reply Brief at 17.
379 TASC Initial Brief in the TEP Net Metering Docket (Docket No. E-01933A-15-0100) dated May 15, 2015 at 1, Vote
Solar Brief in the Docket No. E-01933A_15-0100 dated May 15, 2015 at 1-2,
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tha t the  "ne t kph supplied by the  Electric Utility" sha ll be  billed in accordance  with the  "s tanda rd ra te

schedule," and says nothing about whether the offset should be done on a one-to-one basis, or any other

ra tio.380 Simila rly, UNSE argues  tha t A.A.C. Ri4-2-2302(l 1) does  not require  a  one-to-one  offse t, but

mere ly s ta te s  tha t "ne t me te ring" means  "se rvice  to an Electric Utility Cus tomer unde r which ene rgy

gene ra ted by [the  cus tomer] ... may be  used to offse t e lectric ene rgy provided by the  Electric Utility."

UNS E a s se rts  tha t the  offse t ra tio or ra te  is  not spe cifie d in the  de finition of "ne t me te ring." UNS E

points  out tha t the  rule s  a llow tha t ta riffs  "ma y include  s e a s ona lly a nd time  of da y diffe re ntia te d

avoided cost ra tes  for purchases  from Net Mete ring Customers , to the  extent tha t Avoided Costs  va ry

by season and time of day. In response to cla ims that separate  ra tes for DG customers would viola te

A.A.C. R14-2-2305,382 UNSE s ta te s  this  rule  s imply require s  tha t ra te  changes  applying only to ne t

mete ring cus tomers  "[s ]ha ll be  fully supported with cos t of se rvice  s tudies  and benefit/cos t ana lyses ."

UNSE s ta te s  tha t it fully complie d with this  re quire me nt whe n it submitte d the  propose d cha nge s  in

the  context of a  ra te  case  with a  full cost of service  study and extensive  testimony.383

Because  it is  proposing to e liminate  the  "banking" provision of the  current ne t metering scheme,

the  Company reques ts  a  wa ive r ofA.A.C. R14-2-2306.384 UNSE does  not be lieve  tha t the  re s t of its

ne t me te ring proposa ls  a re  incons is tent with the  Commiss ion's  Ne t Me te ring Rule s , and thus  do not

require  a  waiver in order to be  adopted. However, UNSE recognizes tha t there  is  disagreement on how

to inte rpre t the  rule s , a nd the  Compa ny the re fore  s e e ks  a  wa ive r of a ny othe r provis ion of the  Ne t

Metering Rules  tha t the  Commission finds  necessary in order to a llow Riders  R- l0 and R-1 l to go into

21

22

23

Fina lly, UN SE argues tha t the  Commission does  not require  a  specific rule  to grant a  waiver of

the  Ne t Mete ring Rules , UNSE s ta te s  tha t beginning in 2004, with the  s lamming and cramming rules ,

the  s ta te 's  Attorney Genera l began to re fuse  to certify rules  tha t conta ined waiver provis ions , and thus

24

25

26

27

28

380 UNE Reply Brief a t 19.
381 A.A.c. R14-2-23077C),
382Citing Ex Vote Sola r-6 Kobor Dir a t 50.
383 USNE Reply Brief a t 20.
384 Rule 2306(D) provides : "If the electricity genera ted by the Net Metering Cus tomer exceeds  the electricity supplied by
the Electric Utility in the billing period, the Cus tomer s ha ll be credited during the next billing period for the exces s  kph
gene ra ted. Tha t is  the  exces s  kph during the  billing pe riod will be  us ed to reduce  the  kph s upplied (not kW or kA
demand or cus tomer cha rges ) and billed by the Electric Utility during the following billing period."
385 UNSE initia l Brief a t 35; UNSE Reply Brief a t 20.
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1 0

for a  numbe r of ye a rs , the  Commis s ion did not include  wa ive r la ngua ge  provis ions  in ne w rule s .

Despite  this , however, the  Commiss ion continued to a llow wa ive rs  of these  rule s  based on case  law

findings  tha t the  Commiss ion can a lways  wa ive  applica tion of its  own rule s , even without an express

rule  a llowing a  wa ive r. UNSE notes  tha t during the  process  of approving the  Ne t Mete ring Rules ,

Sta ff confirmed the  Commission's  ability to waive  the  rules  if the  circumstances warrant.387 Moreover,

UNSE s ta te s  tha t ta riffs  a re  given the  force  of law, and UNSE's  Rule s  and Regula tions  provide  tha t

whe n the re  is  a  conflict be twe e n the  Rule s  a nd Re gula tions  a nd Commiss ion Rule s , the  Rule s  a nd

Re gula tions  (i.e . ta riff) will a pply. His torica lly, a nd in this  ca se  spe cifica lly, UNSE ha s  sought a nd is

s e e king cha nge s  in its  Rule s  a nd Re gula tions , which a re  in e ffe ct wa ive rs  of the  provis ions  of the

Arizona  Administra tive  Code .388

11 Staff

12

1 3

1 4

Staff opposes UNSEE's proposal to use a single PPA to establish the RCR, and also opposes any

change in net metering absent the  adoption of three-part ra tes.389 Thus, Staff recommends making no

changes to ne t metering until the  Commission's  Value  of DG docket concludes.390

1 5

1 6

17

1 8

1 9

At the  he a ring, whe n both S ta ff a nd the  Compa ny we re  propos ing ma nda tory thre e -pa rt

re s identia l ra te s , S ta ff was  recommending no change  to ne t me te ring ta riffs  provided the  three -pa rt

ra te s  we re  a dopte d.39l Howe ve r, a t tha t time , if two-pa rt ra te s  we re  to be  ma inta ine d, S ta ff wa s

recommending modifica tions  to ne t mete ring, with an RCR to compensa te  exported energy of a t leas t

$0.07 per kWh.392

20 R UC O

2 1 RUCO takes  an integra ted approach to ra te  des ign, a s  its  ne t me te ring proposa ls  a re  intrica te

22 pa rts  of its  ove ra ll ra te  de s ign proposa ls .

RUCO proposes severa l ra te  options for the  partia l requirements  DG customers:393 (1) a No n-23

24

25

26

27

28

386 UNSE Reply Brief at 21-22.
387 Citing statements by Commission Chief Counsel Keeley at May 11 , 2008 Open Meeting, Docket RE-00000A-07_0608

Open Metering Transcript at 24-25 and 32, and June 5, 2008 Hearing Transcript, Docket RE-00000A-07-0608 at 95
388 UNSE Reply Brief at 22-23.
389 Staff Reply Brief at 8-9.
390 Staff Reply Brief at 9.
391 Ex S-17 Broderick Surf at ll, Staff lnitial Brief at 14.
34; Staff Initial Brief at 15, Tr. at 3713.
393 RUCO Initial Brief at 11.
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Export Option, under which DG customers  can choose  any of the  Company's  traditiona l ra tes  offe red

for full requirement cus tomers , but a re  not a llowed to export any excess  power genera ted to the  grid,

or can export excess  power a t the  MCCCG ra te , (2) an Adva nce d DG TOU Option which includes  a

three-part ra te , with a  minimum bill and a  TOU demand ra te  during the  summer and an export ra te  for

excess  power to the  grid for customers  who exchange  renewable  energy credits  ("RECs") of 8.5 cents

pe r kph ($.085/kWh), e qua l to  the  s e lf-cons umption ra te  (for thos e  DG cus tome rs  who do not

exchange  RECs, the  export ra te  would be  the  MCCCG ra te ), (3) a  RPS Bill Credit unde r which7

8

9

1 2

1 3

1 4

1 5

1 6

1 7

customers can se lect any of the  Company's  traditiona l ra tes , and the  credit ra te  for new DG customers

decreases  over time as  the  Company's  portfolio of renewable  capacity increases  (the  credit ra te  would

10 s ta rt a t 11 ce nts  pe r kph a nd go no lowe r tha n the  MCCCG ra te ).

l l If mandatory three-part ra tes are  not adopted, RUCO proposed four additional ra te  options:394

( l) Traditiona l Two Part Ra tes  with a  Marke t Based Export Option unde r which DG cus tomers

with a  P V sys te m tha t produce s  le s s  tha n 25 pe rce nt of the ir a nnua l loa d, iii ll ne t me te ring

would be  pre se rve d for ge ne ra tion e xports ; a nd for pa rtia l re quire me nt DG cus tome rs  who

produce  more  than 25 percent of the ir annua l load, genera tion exports  would be  compensa ted

at a  market-based ra te , ca lcula ted a t the  average wholesale  price  for that month. Compensation

for excess  power would be  pa id monthly, with no banking.

(2) Three-part Ra te  Option ava ilable  to a ll res identia l ra tepayers  with a  $12.50 customer fixed

19 charge , and full ne t me te ring would be  prese rved, with a  tie red TOU demand charge , with the  on-peak

20 summer demand charge  over 30 percent higher than the  on-peak winte r demand charge , and

21 (3) Volume tric TOU Option a va ila ble  to a ll re s ide ntia l ra te pa ye rs , with the  pre se rva tion of

22 full ne t metering, but an increased fixed charge  of S19.00.

1 8

23 APS

24 APS asserts that demand rates a lone are  not enough to address the cost shift caused by rooftop

25 sola r. APS  cla ims  tha t the  subs idy to rooftop sola r wa s  ne ve r cos t-ba se d, but wa s  a  policy de cis ion

26 made  a t the  time  the  Ne t Me te ring Rule s  we re  approved in orde r to encourage  the  fledgling rooftop

27

28 394Id.at13-15.
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sola r industry. Now tha t the  sola r industry is  a  multi-billion dolla r industry, APS be lieves  tha t the  policy

de cis ion ha s  outlive d its  us e fulne s s  a nd s hould be  re vis ite d. AP S  s upports  UNS E's  propos a l to

e limina te  "ba nking" a nd ne tting a ga ins t future  usa ge  of the  e xce ss  e ne rgy produce d by the  rooftop

customers. APS argues tha t by banking and offse tting future  energy usage , the  rooftop solar customer

APS supports  the  UNSE proposa l to replace  banking with a  mechanism tha t gives  the  rooftop

sola r cus tome r a n imme dia te  bill cre dit for a ny e xporte d e ne rgy a t the  RCR. AP S  a s se rts  tha t the

current ne t me te ring scheme gross ly over compensa tes  rooftop sola r cus tomers  for the  va lue  of the ir

e xporte d e ne rgy, a t the  e xpe nse  of non-rooftop sola r cus tome rs  who mus t pa y re ta il for the  e xce ss

powe r. APS  be lie ve s  tha t the  RCR option is  a  re a sona ble  s te p forwa rd whe n couple d with de ma nd

ra tes  to minimize  both pa rts  of the  cos t shift.

APS  a sse rts  tha t the  sola r indus try's  cla ims  tha t de ma nd ra te s  will kill the  sola r indus try a re

ove rs ta ted and is  be lied by APS witness  Welch's  s tudy tha t shows tha t: third pa rty lea s ing provide rs

have experienced declining insta lla tion costs and improved federal subsidies a t the  same time they have

increased the  prices they charge  customers, third party leasing providers  experienced project re turns of

40 percent in 2015, and third party sola r leasing providers  have  headroom to adjust to changes in ra te

must be  we ighed aga ins t the  increas ing cos ts  be ing imposed on non-sola r cus tomers  from the  unfa ir

a lloca tion of fixed cos t re cove ry.

20 AIC

21

22

23

24

25

26

AIC asserts  tha t UNSE's  proposed changes to the  Net Metering Rules are  in the  public interest.

AIC s ta te s  tha t the  Ne t Me te ring Rule s  we re  origina lly inte nde d to ince ntivize  e a rly a dopte rs  of DG

solar, not to crea te  huge  subsidies  tha t shift costs  tram one  group of customers to another. AIC argues

tha t a s  the  cos t of sola r sys tems declines , and with the  extens ion of the  federa l tax credit, the re  is  no

need for UNSE customers to pay more  for DG solar than they would pay for any other solar energy the

Company could procure  on the  marke t.397 AIC asse rts  tha t the  proposa l to use  the  most recent utility

2 7 395 APS Reply Brief at 5.
396 Tr. at 3144, Ex APS- 5 Welsh Sure at 4-5, APS Reply Brief at 6.
397 AIC Initial Brief at 15-16.28
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s ca le  s ola r contra ct price  a s  a  be nchma rk for the  compe ns a tion of e xce s s  DG e ne rgy is  a  be tte r

re fle c tion  o f the  cos t o f e ne rgy tha n  the  cu rre n t re ta il ra te .  AIC c la ims  tha t the  re ta il ra te

ove rcompensa te s  DG cus tomers  for the  excess  ene rgy they produce  because  it embeds  fixed cos ts

a ssocia ted with ma intenance  of the  grid, but DG cus tomers  don't incur the se  fixed cos ts . Thus , AIC

cla ims , DG cus tomers  a re  credited for both the  cos ts  they avoid (e .g. fue l) and cos ts  tha t they don't

(poles, meters, wires, etc.).398

AIC be lie ve s  tha t the  propos e d RCR is  a  fa ir, ma rke t-ba s e d proxy ra te  tha t a ppropria te ly

compensates customers who export excess distributed solar energy to the grid.399 AIC argues that while

not a n e xa ct proxy, utility-sca le  sola r price s  provide  a  more  a ccura te  re fle ction of the  a ctua l cos t to

produce  sola r than the  re ta il ra te . It is  AIC's  opinion tha t because  the  re ta il ra te  has  no re la tion to the

value  of DG, and overcompensates  DG customers for excess  energy, non-DG customers must absorb

those costs and pay more for solar energy than the Company could procure on the open market. Further,

AIC asserts, by using the most recently negotiated rate , the proposed RCR recognizes that energy prices

fluctua te . AIC a rgues  tha t the  utility-sca le  ra te  is  a  gene rous  compensa tion because  utility-sca le  is  a

more  e fficie nt re source  tha n rooftop sola r. AIC cla ims  tha t us ing the  utility-sca le  ra te  a s  a  proxy for

DG sola r will ince ntivize  sola r DG to improve  productivity.

AIC cla ims tha t inte rveners  who argue  tha t DG sola r provides  grea te r benefits  than utility-sca le

solar (such as higher generation capacity due to geographic diversity, greater avoided distribution costs ,

gre a te r grid se rvice s  a nd gre a te r loca l e mployme nt be ne fits ) a nd is  thus  more  va lua ble , provide  no

subs ta ntive  support for the  cla ime d va lue s . AIC cla ims  tha t UNS E a nd AP S  witne s se s  re fute d the

claims of the solar industry witnesses.400

In a ddition, AIC a rgue s  tha t modifying the  Ne t Me te ring Rule s  will not pre ve nt UNS E from

mee ting its  Renewable  Energy S tanda rd ("RES") requirements , nor will it "kill" the  sola r indus try. AIC

agrees  with the  Company tha t if it needs additiona l DG sola r to meet its  RES requirements  it can seek

25

26

27

28

398 Id. at 16.
399 AIC Initial Brief at 17-20. UNSE proposes to compensate excess DG energy based on the Company's most recently
negotiated PPA for utility-scale solar energy, which at the time of the hearing was $0.0584/kWh based on a recent agreement
with TEP. Ex UNSE-25 Tillman Dir at 7.
400 AIC Initial Brief at 18-20, citing testimony of APS Witness Brown (Ex APS-1 at 36-37) and UNSE Tillman (Ex

UNSE-26 at 14).
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incentives  or other transparent subsidies  during its  RES Implementa tion Plan proceedings. AIC argues

tha t providing any necessary subsidies  in a  transparent fashion would a llow the  Commission and non-

solar customers to be tte r apprecia te  the  magnitude  of the  solar subsidy tha t the  DG carve-out requires ,

Moreove r, AIC a rgues  tha t the  current ra te  s tructure  and ne t me te ring ta riffs  enable  sola r DG

lessons and vendors to re ta in most of the  margin in a  DG solar transaction, and pass very little  onto the

solar DG customers. AIC charges that solar rooftop providers seek to prevent any changes to rate  design

or the  Ne t Me te ring Rule s  in orde r to pre s e rve  the ir lucra tive  re turns  a nd s hie ld the ms e lve s  from

compe tition. AIC a rgue s  a ga ins t cla ims  tha t cha nging the  Ne t Me te ring Rule s  will re duce  sola r jobs

because  the  Sola r Foundation Nationa l Sola r Job Census (upon which such cla ims a re  based) cannot

be  re lie d upon to provide  da ta  on sola r jobs  in Arizona  or the  UNS E se rvice  te rritory, a nd doe s  not

cons ide ring the  e ffe ct on job cre a tion in the  broa de r e conomy, or compa ring jobs  cre a te d by ne t

me te ring with jobs  crea ted under compe titive ly priced sola r.

AIC a rgues  tha t s ta tements  tha t UNSE is  propos ing to e limina te  ne t me te ring a re  mis leading,

a s  unde r the  Colnpa ny's  proposa l DG cus tome rs  will s till re ce ive  bill cre dits  a t the  full re ta il ra te  for

prohibition in the  Commiss ion's  rules  tha t preclude  changes  to the  Ne t Mete ring Rules .

AIC note s  tha t the  REST Rule s  (A.A.C. R14-2-l802 (M)) de fines  ne t me te ring a s :

20

2 1

22

23

a  sys te m of me te ring e le ctricity by which the  Affe cte d Utility cre dits  the  cus tome r
a t the  full re ta il ra te  for e a ch kilowa tt-hour of e le ctricity produce d by a n Eligible
Renewable  Energy Resource  sys tem ins ta lled on the  cus tomer-gene ra tor's  s ide  of
the  e lectric mete r, up to the  tota l amount of e lectricity used by tha t cus tomer during
an annualized period, and which compensates  the  customer-genera tor a t the  end of
the  annua lized pe riod for any excess  credits  a t a  ra te  equa l to the  Affected Utility's
avoided cost of wholesa le  power.

24 AIC cla ims tha t a  pla in reading of this  definition shows tha t ne t metering customers  must rece ive  credit

25

26

at the  full re ta il ra te  for energy that they use  to offset their consumption, but are  entitled to compensation

for any excess  credits  a t year end only a t a  ra te  equal to the  avoided costs  of the  utility.

27

28

401 Tr. at 1352.
402 AIC Initial Brief at 23, citing Ex Vote Solar-6 Kobor Dir at 55, Ex TASC-21 Fulmar Sure at 10.
403 AIC Reply Brief at 13-15.
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AIC note s  tha t s ome  in te rve ne rs  re ly on  the  la ck of a n  e xplicit wa ive r provis ion  in  the

Commis s ion's  Ne t Me te ring Rule s  (Article  23) to cla im tha t the  Commis s ion ca nnot cha nge  the

exis ting Ne t Mete ring Rules . However, AIC asse rts  tha t the  REST Rules  (Article  18) (on which TASC

a nd Vote  S ola r re ly for the  propos ition tha t the  full re ta il ra te  cre dit mus t a pply to e xce s s  e ne rgy)

expressly contains such a provision.404

While  A.A.C. R14-2-2306(D) a uthorize s  DG cus tome rs  to "ba nk" cre dits , AIC a rgue s  the

Commiss ion ha s  the  a uthority to gra nt a  pa rtia l wa ive r. AIC s ta te s  tha t Article  18 a nd Article  23 a re

re la te d, a s  the  Commis s ion e na cte d the  rule s  in Article  23 purs ua nt to the  e xpre s s  dire ctive  a nd

authoriza tion conta ined in Article  18 tha t they adopt ne t mete ring rules  and ta riffs ,405 AIC argues  tha t

it ma ke s  little  s e ns e  to conclude  tha t the  Commis s ion ha s  a uthority to de s ign a nd imple me nt Ne t

Metering Rules  and ta riffs  pursuant to Article  18, but no authority to waive  them pursuant to tha t same

13

14

1 5

1 6

1 7

1 8

19

20

2 1

22

23

24

AIC furthe r a sse rts  tha t the  inte rveners ' cla ims tha t UNSE is  seeking to e limina te  ne t me te ring

(ra ther than seeking a  waiver) is  based on the  se lf-se rving view tha t "ne t mete ring" can only mean the

exact program currently in place and any change to a  credit ra te  ceases to be "net metering." AIC argues

the principle  concept behind net metering is  that DG customers should be a llowed to receive appropria te

credit for e lectricity gene ra ted by DG sys tems tha t is  ava ilable  to the  grid.407 AIC furthe r a rgues  tha t

the  proposed changes in this  case  preserve  this  key objective  as  DG customers will continue  to rece ive

value for the excess energy they generate , but a t a  "more appropriate  market-based price ."408

AIC points  out tha t whe n va rious  utilitie s  tile d to modify the ir ne t me te ring ta riffs  in se pa ra te

docke ts , the  sola r indus try inte rveners  a rgued tha t such changes  should be  made  in a  ra te  case . AIC

notes tha t this  proceeding is  a  ra te  case . AIC asserts  tha t suggestions to wait for the  conclusions of the

Va lue  of DG docke t is  a  s e lf-s e rving de la y ta ctic to pre se rve  the  s ta tus  quo. AIC be lie ve s  tha t the

outcome  of the  gene ric Va lue  of DG docke t is  amorphous  and not de s igned to ca lcula te  a  va lue  for

25

26

27

28

404 A.A.C. R14-2-1816 allows a utility to petition the Commission for a waiver from the REST Rules.

405 A.A.C. 14-2-1811 instructs the Commission to adopt rules and standards for net metering and establish net metering
tariff
406 AIC Reply Brief at 15.
407 See A.A.C. R14-2-2302(11).
408 AIC Reply Brief at 15.
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solar DG once  and for a ll. AIC cla ims that de laying considera tion of the  proposed net metering changes

will make  the  ta sk of "righting" price s  more  difiicult.40g

3 TAS C
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24

TASC opposes  UNSE's  proposed modifica tions  to its  ne t me te ring ta riffs , and a rgues  tha t ne t

mete ring must remain a t the  re ta il ra te .410 TASC cla ims tha t its  witness  Fulrner prepared the  only full

a na lys is  of the  cos ts  a nd be ne fits  of DG sola r in this  docke t, finding the  be ne fits  of DG sola r to be

be twe e n 10-14 ce nts  pe r kWh.4l1 TASC a rgue s  tha t UNSE's  a na lys is  is  fla we d by not including a ll

be ne fits , not us ing a ctua l us a ge  da ta , e xtra pola ting from utility-s ca le  da ta , limite d to s hort-te rm

benefits , and not looking a t load reductions due  to sources other than DG solar.4l2

Be ca us e  the  propos e d RCR ra te  is  le s s  tha n ha lf of TAS C's  cla ime d va lue  of s ola r, TAS C

argues  tha t it would unde rcompensa te  DG cus tomers  for the ir exported power. Furthe rmore , TASC

asserts  tha t when UN SE se lls  the  exported power back to other non-DG customers a t the  re ta il ra te , it

would rece ive  a  100 percent markup over the  RCR.

TAS C be lie ve s  the  RCR could cre a te  subs ta ntia l unce rta inty a s  the  Compa ny propose s  to

upda te  the  ra te  pe riodica lly. TAS C note s  tha t utility powe r purcha se  a gre e me nts  from utility-s ca le

s upplie rs  a re  e nte re d into for long te rm fixe d price s , but UNS E s e e ks  to s ubje ct its  cus tome rs  to

cons ta ntly a djus ting price s . TAS C cla ims  utilitie s  ha ve  a n ince ntive  to ga me  the  s ys te m to cre a te

uncerta inty, discourage  the  DG cus tomer and DG ins ta lla tions , while  increas ing the ir own utility-sca le

projects  and having the  ra tepayers  pay for them. TASC cla ims tha t once  a  DG customer is  locked into

a  purcha se  or le a se  a gre e me nt of a  DG sys te m, a  ne w a djus te d RCR would ma ke  the  inve s tme nt

untenable . TASC sta tes  no ra tiona l investor would implement DG in such an environn1ent.4'3

TASC asse rts  tha t utility sca le  sola r is  not the  same  as  DG sola r and should not se t the  proxy

price  for DG solar.4'4 TASC cla ims tha t the  Commission has a lready recognized tha t the  two resources

a re  not the  same , when it adopted a  "ca rve  out" in the  REST Rule s , which require  30 pe rcent of the

25

26

27

28

409 AIC Reply Brief a t 15-17.
410 TASC Initia l Brief a t 9.
411 TASC Initia l Brief a t 6-7, Ex TASC-21 Fulmar Sure a t 30-47.
412 TASC Initia l Brief a t 7.
413 TAsk Reply Brief a t 9.
414 Id. at 10.
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l ove ra ll renewable  to come  from DG sola r or othe r dis tributed re sources .4l5 TASC notes  tha t the re  is

2

3

4

5

no marke t for DG exports  except for the  utility, and DG cus tomers  would have  no choice  but a ccept

the  va ria ble  pricing re gime  unde r UNS E's  propos a l, while  utility s ca le  produce rs  ope ra te  in  a

competitive  market. TASC argues tha t as  such, the  only fa ir ra te  to use  for ne t metering is  the  full va lue

the  utilitie s  rece ive  from the  DG cus tomers .

6

7

8

9

1 0

11

1 2
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1 5
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1 7

1 8

19

20

21

22

TASC cla ims  tha t DG sola r has  added va lue  not found in utility sca le  sola r including: avoided

ene rgy, avoided gene ra tion capacity, avoided transmiss ion cos ts , and avoided dis tribution cos ts . In

addition, TASC sta tes  tha t solar DG offers  the  same emissions savings as  centra l solar PV, but without

the  potentia l habita t, visua l and cultura l impacts  a ssocia ted with utility-sca le  sola r.4'6 TASC asse rts

tha t the  ge ogra phic dive rs ity of dis pe rs e d DG provide s  a dde d re lia bility a nd offs e ts  is s ue s  of

inte rmitte ncy tha t utility-sca le  sola r ca nnot othe rwise  mitiga te . Furthe r, TASC a sse rts  tha t DG sola r,

as  a  whole , enables  an e lectric utility to defe r or avoid the  need to invest in capita l plant tha t would be

ra te -based and lead to increased ra tes . TASC argues  a ll these  factors  support the  conclusion tha t DG

sola r is  worth more  to a  utility and its  ra tepayers  than utility sca le  sola r.4l7

TASC urges the  Commission not to va lue  DG solar in a  piecemeal fashion, and argues tha t the

Va lue  of DG docke t is  the  only a ppropria te  ve nue  to de te rmine  the  me thodology for a ccounting for

costs and benefits of DG and any changes to net metering.'*'8 TASC claims that there  is  no urgency that

ca nnot wa it for the  Commiss ion to comple te  the  proce ss  in the  Va lue  of DG docke t tha t is  curre ntly

underway and is  expected to crea te  a  methodology to va lue  DG exports  in utility ra te  cases .

TASC argues  tha t the  only way to implement the  RCR, or other proxy ra te , for exported power

is through a  Rulemaking because unlike other Commission Rules, the  Net Metering Rules do not include

23 VoL> Sola r

Vote  S ola r a rgue s  tha t the  Commiss ion should not a pprove  UNS E's  ne t me te ring proposa l

25 be ca use  to-da te  sola r DG ha s  ha d a  ne gligible  impa ct on UNSE's  is sue s  of cos t re cove ry, to do so

24

26

27

28

415 A.A.C. R14-2-l805(B).
416 TASC Reply Brief a t 10-11, Ex TASC 21, Filmer Sure a t 31-32.
417 TASC Reply Brief a t 1 l.
418 TASC Initia l Brief a t 8.
419 TASC Initia l Brief a t 7.
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1 would viola te  the  Commission's  Net Metering Rules , and moreover, the  proposa l is  flawed.420

Vote  Sola r a rgues  tha t sola r DG is  a  negligible  cause  of UNSE's  declining sa le s , re spons ible

for only 3 percent of the  decline  in usage-per-customer, only 5 percent of the  low-usage  bills  (300 kph

or less) and just 2 percent of the  a lleged cost shia .421 Vote  Solar asserts  tha t UNSE has not quantified

any grid impacts  or re la ted expenses  a ttributable  to sola r DG.422 Thus, Vote  Solar be lieves  tha t given

the  low DG pene tra tion and its  negligible  impacts  on the  grid, on reduced sa les , and on the  cos t shift,

tha t UNSE's  spe cula tion a bout future  impa cts  is  not wa n'a nte d a nd the re  is  no ne e d to cha nge  the

current DG ra te  or the  ne t mete ring program.

Vote  S ola r s ta te s  tha t compe ns a tion a t the  re ta il ra te  a nd ba nking of e xce s s  e ne rgy a re

fundamenta l principle s  of ne t me te ring tha t a re  codified in Commiss ion rule s , but UNSE and othe rs

s ugge s t tha t the  pa rtie s  fighting to re ta in ne t me te ring ne e d to jus tify the s e  e xis ting ne t me te ring

policies .423 Vote  Solar argues tha t it is  inappropria te  to grant UNSE's  ne t metering proposal because  it

would amend or revis it the  s ta tewide  Net Metering Rules  in the  context of a  UNSEE-specific ra te  case ,

and UNSE's  reques t for a  "pa rtia l wa ive r" of the  rule s  is  actua lly an a ttempt to e limina te  ne t me te ring

for a ll future  DG customers. In addition, Vote  Solar a rgues tha t the  ne t metering request should a lso be

rejected because  it would be  duplicative  to e liminate  net metering and require  a  demand charge.424

Vote  S ola r a rgue s  tha t both the  RES T a nd Ne t Me te ring Rule s  give  cus tome rs  the  right to

re ce ive  the  full re ta il ra te  for DG e xports  a nd to ba nk the  e xce ss  e ne rgy be ca use  "ne t me te ring" is

defined as the  energy produced by a  net metering customer and delivered to the  grid that "may be used

to offse t e lectric ene rgy provided by the  [utility] ... during the  applicable  billing pe riod."425 in addition,

a ccording to Vote  S ola r, A.A.C. Rl4-2-l802(M) (pa rt of the  RES T Rule s ) re quire s  compe nsa tion a t

re ta ils  ra te s  by de fining ne t me te ring a s  a  sys te m of me te ring e le ctricity by which the  [utility] cre dits

the  cus tomer a t the  full re ta il ra te  for each kilowa tt-hour of e lectricity produced ...." 426

24

25

26

27

28

420 Vote Solar Reply Brief at 9.
421 Vote Solar Initial Brief at 5-8.
4-2 Id. at 8-10.
423 Vote Solar Reply Brief at 10.
424 Vote Solar notes that when UNSE was proposing demand charges for all residential customers, it conceded that it would
not need to address the current net metering policy. Ex UNSE-26 Tillman Reb at 3. Staff also supported no change to net

metering when it was supporting demand charges. Staff Initial Brief at 7.
425 A.A.C. Rule R14-2-302(I 1)-
426 A.A.c. R14-2-l802(M).
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Vote  S ola r a lso note s  tha t the  Commiss ion's  Rule s  prohibit s ingling out ne t me te ring cus tome rs

for punitive  or dis crimina tory ra te  tre a tme nt, a nd tha t utilitie s  ca n't cha rge  the  ne t me te ring cus tome r

a ny a dditiona l fe e s  or cha rge s , or im pos e  a ny e quipm e nt or othe r re quire m e nts ,  unle s s  the  s a m e  is

impos e d on cus tome rs  in the  s a me  ra te  c la s s  tha t the  ne t me te ring cus tome r would qua lify for if the y

didn't ha ve  ge ne ra tion e quipme nt.427 Furthe nnore , Vote  S ola r a rgue s , the  Ne t Me te ring Rule s  s ta te  a ny

incre a se d cha rge  mus t be  jus tifie d with cos t of se rvice  s tudie s  a nd be ne fit/cos t a na lyse s ."28

Vote  S ola r a rgue s  tha t the  propos e d RCR ra te  is  fla we d a nd s hould be  re je cte d be ca us e : (1) it

would unre a s ona bly confla te  dis tribute d s ola r a nd utility-s ca le  s ola r, (2) it would s ubje ct ne t me te ring

cus tom e rs  to undue  pric ing unce rta inty a nd vola tility, (3) UNS E did not a na lyze  the  va lue  of DG a nd

whe the r the  RCR would  a ppropria te ly c om pe ns a te  DG  e xports ,  a nd  (4 ) it wou ld  be  p re m a tu re  to

a pprove  UNS E's  propos a l be fore  the  Commis s ion comple te s  the  pe nding Va lue  of DG docke t.

Vote  S ola r a rgue s  tha t com pa ring dis tribute d s ola r to  u tility-s ca le  s ola r is  not a n  "a pple s  to

a pple s " com pa ris on  a s  the re  a re  s ignifica nt d iffe re nce s  be twe e n the  two re s ource s ,  inc luding  tha t

nume rous  ge ogra phica lly-dispe rse d sola r sys te ms  provide  be ne fits  tha t a  s ingle  ce ntra lize d utility-sca le

fa cility doe s  not, such a s  gre a te r ca pa city be ne fits , gre a te r a voide d dis tribution cos ts , a nd gre a te r loca l

e mployme nt be ne fits .429 Othe r diffe re nce s , a ccording to Vote  S ola r, include  the  re s tra ints  pla ce d on

dis tribute d ge ne ra tion in the  rule s  tha t a re  not fa ce d by utility-s ca le  fa cilitie s , a nd the  fa ct tha t utility-

s ca le  fa cilitie s  ca n m a rke t the ir e ne rgy to m ultiple  e ntitie s  while  rooftop s ola r only ha s  one  pote ntia l

purcha se r. Vote  S ola r a sse rts  tha t be ca use  of the se  diffe re nce s , it would be  unre a sona ble  to compe nsa te

sola r cus tome rs  for e xce ss  e ne rgy ba se d on utility-sca le  whole sa le  price s .

Vote  S ola r a ls o oppos e s  RUCO's  a lte rna tive  propos a ls .430 Although Vote  S ola r be lie ve s  the

ne w a lte rna tive s  s e t forth in RUCO's  Initia l Brie f a re  a n improve me nt ove r the  options  propose d a t the

he a ring, the y re ma in fla we d. Vote  S ola r s ta te s  tha t a lthough RUCO's  TOU option for s ola r cus tome rs

doe s  not inc lude  a  de m a nd cha rge , it unfortuna te ly inc lude s  a  $19 cus tom e r cha rge  tha t Vote  S ola r

be lie ve s  is  "punitive " a nd unre la te d to cos t ca us a tion. Vote  S ola r a ls o be lie ve s  the  RUCO propos a ls

26

27

28

427 A.A.C. R14-2-2305 and R14-2-1801(M).
428 A.A.c. R14-2-3205.
429 Ex Vote Solar-6 Kobor Dir al 30.
430 Vote Solar Reply Brief at 12-13.

111 DE C IS IO N NO . 75697



DOCKET NO. E-04204A-15-0142

1

2

3

4

5

6

7

8

9

10

11

12

13

re ma in ove rly complica te d a nd ha ve  not be e n subje ct to discove ry a nd a  full a na lys is  by the  othe r

parties . Vote  Sola r s ta tes  there  is  no evidence  tha t the  pene tra tion of DG sola r is  increasing, and thus

the re  is  no need to drama tica lly a lte r the  ra te  des ign in the  nea r-te rm. If the  Commiss ion de te rmines

tha t the  ra te  design for res identia l and small commercia l needs  to be  revised, Vote  Sola r be lieves  tha t

minimum bill and/or TOU proposa ls  would be  be tte r options .

Vote Solar asserts that although UNSE focuses on solar customers, the ultimate concern appears

to be  de clining sa le s  a nd cos t re cove ry ca use d by the  closure  of se ve ra l of UNSE's  la rge  indus tria l

customers , the  s low pace  of economic recovery, and la rge  number of seasona l customers  and vacant

homes. Vote  Solar a rgues tha t UNSE's  cla ims tha t minimum bills  do not send appropria te  price  s igna ls

seems to assume that the demand charges send more accurate signals. But, as UNSE's witness Overcast

destiNed, the  proposed demand charge  does not reflect cost-causation e ither.43l Vote  Solar s ta tes that

UNS E's  Initia l Brie f did not e xpla in the  Compa ny's  "s ignifica nt re s e rva tions " with the  conce pt of a

minimum bill, but, through tes timony, Mr. Jones s ta ted tha t it could be  a  move  in the  right direction.432

14 Grandfathering Net Metered Customers

15 UNS E

16
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18

19

20
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UNS E s upports  g ra ndfa the ring  DG cus tom e rs  who s ubm itte d com ple te d inte rconne ction

applica tions  by J une  1, 2015, on the  exis ting ne t me te ring ta riff. Thes e  cus tomers  would not be  limited

to the  three-part res identia l ra te , but would have  the  option to s e lect any res identia l ta riff. The  Company

a cknowle dge s  tha t this  propos a l locks  in the  e xis ting cos t s hift, but s ta te s  tha t it is  s e ns itive  to the

s ignifica nt e conom ic de cis ions  tha t ce rta in cus tom e rs  m a de , pa rticula rly thos e  who a ls o re ce ive d

upfront ince ntive s  to ins ta ll the ir s ys te ms .433 UNS E a s s e rts  tha t the  J une  l, 2015, da te  is  re a s ona ble

because  three  months  earlie r, new DG cus tomers  were  provided a  written notice  tha t they were  required

to s ign, acknowledging tha t the  ra te  could be  changed in the  future .434

UNSE argues  the  June  le t da te  is  not re troactive  ra temaking, as  it is  not the  e ffective  da te  of the

25 ne w ra te s , but is  the  cut-off for cus tome rs  who a re  e xe mpt from the  ne w ra te . UNS E a s s e rts  tha t no

24

26

27

28

431 Vote Solar Reply Brief at 14, Vote Solar Initial Brief at 33, Ex UNSE-34 Overcast Rab at 29 & 31.
432 Ex UNSE-32 Jones Rab at 43 .
433 UNSE Initial Brief at 35.
434 UNSE Reply Brief at 23 .
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4
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1 customer will be  charged the  new net metering ra te  until it rece ives Commission approval.435

UNS E be lie ve s  tha t gra nd fa the ring provide s  more  a ppropria te  re lie f to DG cus tome rs  tha n

Sta ffs  proposed 15 pe rcent bill credit for pre -June  l, 2015 DG cus tomers . UNSE a lso opposed S ta ffs

post-June  1, 2015 mitiga tion of a  $400 per kW subsidy which UNSE s ta tes  would be  pa id by non-DG

customers through the REST or some other similar mechanism.436

6 S ta ff

7

8

9

1 0

1 2

13

1 4

In pre -filed te s timony S ta ff proposed a  pa rtia l bill credit for exis ting DG cus tomers  ra the r than

a  tra d itiona l g ra ndfa the ring . S ta ff s ta te s  tha t it is  no t ne ce s s a rily oppos e d  to  s ome  fon t o f

grand fa the ring a s  a  mitiga ting factor, but is  conce rned tha t any font of grand fa the ring mus t clea rly

define  the  e lements of the  current ra te  design tha t a re  included in the  grand fa thering (such as whether

it includes the  basic service  and energy charges which change after each ra te  case), establish a  fa ir and

reasonable  da te  for identifying the  affected DG customers, define  how long the  facility is  grandfa thered

based on lifespan or other factors , and not impede  the  Commission's  ability to address  ra tes  for these

customers  in the  future . 437

1 5 AIC

1 6

1 7

18

19

20

2 1

22

23

24

AIC agrees  with UNSE and Sta ff' tha t June  1, 2015, is  a  reasonable  cut-off for grand fa thering

e xis ting DG cus tome rs  be ca use  UNSE notifie d its  cus tome rs  tha t it would se e k cha nge s  to the  ne t

me te ring scheme  e ffective  a fte r this  da te , and any cus tomer submitting an applica tion a fte r tha t da te

cannot argue that they reasonably re lied on the  continuation of the  current net metering schen1e.438 In

a ddition, AIC a rgue s  tha t e xis ting DG cus tome rs  s hould not be  a ble  to cla im tha t the y a re  be ing

re troactive ly deprived of a  till re ta il ra te  for excess  energy because  they a re  we ll aware  tha t ra tes  and

incentives  change  over time , and pa rt of the  risk of ins ta lling sola r is  tha t it might not tum out to be  as

economically advantageous as  customers thought. AIC asserts  tha t UNSE cannot be  forced to insula te

DG customers from any changes in ra tes , or to guarantee  them a  ra te  of re turn on the ir investment.

25

26

27

28

435 Id.
436 UNSE Reply Brief a t 23-24 citing Ex UNSE-33 Jones  RJ at 13, Tr. a t 3709-11 .
437 Staff Reply Brief a t 8.
438 AIC Reply Brief a t l'1
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RUCO re comme nds  tha t the  Commis s ion fully gra ndfa the r e a rly a dopting DG cus tome rs

through June  I, 2015, a t the ir current ra te s .439 RUCO a rgues  tha t, currently, the  cos t shift for pa rtia l

requirement DG cus tomers  is  manageable , and tha t it is  important for the  integrity of the  Commiss ion

tha t it prote ct the  be ne fit of the  ba rga in for the s e  e a rly-a dopte rs  of DG. RUCO a rgue s  tha t the

Commiss ion should re ject S ta ffs  proposa l to provide  a  pa rtia l bill credit, and ra the r fully grandfa the r

these  existing DG customers. RUCO argues that Staff' s  proposal is  not fa ir as it does not provide  those

who adopted DG prior to the  cutoff da te  with the  dea l they barga ined for and may require  them to pay

back upfront incentives in order to remove the ir systems.44"

1 0 TAS C

11

1 2
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1 6
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1 9

TASC a sse rts  tha t it is  e sse ntia l tha t the  Commiss ion fully gra ndfa the r e xis ting ne t me te ring

customers  and not adopt the  proposed e ffective  da te  of June  15, 2015. TASC cla ims tha t manda tory

demand charges imposed on DG customers who insta lled solar s ince  June  15, 2015, would undermine

the ir inve s tme nt. TASC a rgue s  tha t the  Compa ny's  propose d cut-off da te  is  re troa ctive  ra te ma king,

a nd contra ry to nume rous  e xa mple s  of Commis s ion pre ce de nt for prote cting cus tome rs  from ra te

changes  tha t would re troactive ly disadvantage  them.441 In addition, TASC a rgues  tha t the  proposed

effective  da te  is  a rbitra ry and only se rves  to furthe r the  Company's  antipa thy towards  DG cus tomers .

According to TASC, the  Company has  fa iled to jus tify why implementing re troactive  ra te s  on a  sma ll

number of DG customers is sound or just or reasonable.442

20 Yote  Sola r

2 1

22

23

24

25

Vote  Solar recommends tha t if the  Commission makes any changes to the  ra te  design affecting

sola r cus tome rs  or the  ne t me te ring rule s  tha t ma ke  sola r le s s  e conomica l, it is  impe ra tive  to fully

grandfa ther exis ting sola r customers . Vote  Sola r is  adamant tha t UNSE's  proposa ls  would make  sola r

DG le ss  e conomica l, to the  de trime nt of e xis ting sola r cus tome rs  a nd to the  growth of DG.443 Vote

Solar acknowledges tha t under UNSE's  new proposa ls , some customers would experience  substantia l

26

27

28

439 RUCO Initia l Brief a t 17.
440 Id. at 16-17.
441 TASC Initia l Brief a t 25-29.
442 TASC Reply Brief a t 13.
443 Vote Solar Initia l Brief a t 48.
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bill savings, but Vote Solar claims the analysis is  not complete as it does not show how those bill

savings would compare to solar customers' current bill savings.444

Vote Solar argues that it would be unfair to use a grandfather date of June 1, 2015, as it would

have been impossible for solar customers who applied to install systems between June 1, 2015 and the

date of a Decision in this matter to determine how the proposed rate and tariff modifications would

affect diem. Vote Solar states that until there is a final Decision in this case, solar customers cannot

7 know how the new rates will affect them.

8 AriSElA

9

10

11

12

AriS EIA be lie ve s  tha t if the re  is  a ny cha nge  in ne t me te ring policy, the  cha nge s  s hould only

a ffe ct cus tome rs  who s ign a  contra ct a fte r the  fina l De cis ion in this  docke t is  a pprove d, a nd tha t a ll

gra nd fa the ring provis ions  s hould re ma in in e ffe ct for 20 ye a rs  a fte r the  s ys te m re ce ive s  pe rmis s ion to

13 Analysis and Resolution - Net Metering

14

15

16

17

18

19

20

21

22

23

UNSE claims that under current rate designs, solar DG customers are, as a group, not paying

their fair share of the costs incurred to serve them due to the unique characteristics of the way they

customers under current net metering tariffs, which operate to credit excess solar DG production at

retail rates, and allow DG customers to bank excess solar for future credits.

The Commission opened the Value of DG docket specifically to address methodologies for

determining the value and costs of solar DG to be used in rate proceedings. The hearing in the Value

of DG docket commenced after the conclusion of the hearing in this case with many of the parties to

this docket participating in both dockets. The Value of DG docket will not result in a specific rate that

will be  applicable  to UNSE. It is  anticipa ted, however, tha t the  Va lue  of DG docke t will yie ld

24

25

26

27

28

444 Vote Solar Reply Brief at 15, fn 70.
445 AriSEIA Initial Brief at 8.
446 When a UNSE customer opts to install rooftop solar, that customer essentially changes from a full-requirements customer
to a partial requirements customer, These customers remain dependent on the grid for their electric needs when their demand
is greater than their self-generation and when their systems are not producing electricity. They are different from full-
requirements low-usage customers because their demand on the grid can fluctuate widely and the utility must be ready to
service them instantaneously. The total load of the house does not change, nor do the utility facilities that were installed to
serve that customer. The partial requirements customer may use less energy, but require the same capacity for delivery or
production and transmission.
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l s ignificant new information about how DG sola r should be  compensa ted.

We  be lieve  tha t the  public inte re s t favors  cons is tent applica tion of the  re sults  of the  Va lue  of

DG docke t. As  a  re sult, we  will ke e p the  ne t me te ring a nd ra te  de s ign portions  of this  docke t ope n

pending the  conclus ion of the  Va lue  of DG docke t. Thus , shortly a fte r the  conclus ion of tha t docke t, a

second phase  of this  docke t will be  convened in order to apply the  findings  of the  Value  of DG docke t

to UNS E. In the  s e cond pha s e  of this  proce e ding, in a ddition to de te rmining the  a ppropria te  ne t

mete ring ta riff for UNSE for any new DG cus tomers  who file  applica tions  for inte rconnection a fte r the

effective  da te  of the  Decision tha t comes out of phase  two of this  proceeding, the  Commission will a lso

consider the  Company's request to require  DG customers to take service under three-part demand rates

due  to the ir s ta tus  as  pa rtia l requirements  cus tomers . In the  inte rim, DG customers  will be  trea ted the

same as non-DG customers under the  various ra te  options.

We also note  that currently the  record in this  case  is  not sufficient to determine the  value  or cost

1 3

1 4

1 5

1 6

1 7

1 8

19
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2 1
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of DG sola r for UNSE or to a pprove  a  spe cific ra te  for e xce ss  DG e ne rgy produce d by UNSE's  DG

cus tomers . For example , UNSE a llege s  tha t the re  a re  cos ts  a ssocia ted with DG sola r in the  form of

increased wear a rid tea r on the  sys tem and voltage  regula tion, however, UNSE has  not ye t quantified

these  cos ts  in the  record of this  docke t. TASC provided e s tima te s  of the  va lue  of DG sola r but othe r

parties  have  cha llenged the  premises  of the  ana lysis  and accuracy of those  ca lcula tions. Furthermore ,

we have  concerns about whether the  proposed RCR, which depends on a  s ingle  utility-sca le  PPA ra te ,

is  a  reasonable  proxy for the  marke t price  of excess  sola r DG. Other proposa ls  were  presented as  la te

a s  the  brie fing s ta ge  of the  proce e ding whe n RUCO s ubmitte d s e ve ra l a dditiona l a lte rna tive s .

Howe ve r, none  of the  options  we re  cons ide re d during the  he a ring, nor we re  the y subje ct to cros s -

examination. Thus, event without the  Value  of DG Docket, additiona l proceedings, including a  hearing,

would be  necessary in order to authorize  any change  to the  current ne t metering ta riff.

While  we  be lieve  it is  important to incorpora te  the  re sults  of the  Va lue  of DG docke t into our

cons ide ra tion of the  DG is s ue s  s pe cific to UNS E, we  a ls o be lie ve  tha t the  s e cond pha s e  of this

proceeding should not be  unnecessa rily de layed. Thus , we  direct the  Hea ring Divis ion to convene  a

procedura l conference  in this  docket nor more  than 10 days after an Order is  issued in the  Value  of DG

docke t. We a lso direct tha t pre -filed te s timony and the  hea ring (if necessa ry) for the  second phase  of

116
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this  docke t be  s che dule d to comme nce  a s  quickly a s  pos s ible . In no ca s e  s hould a  fina l Commis s ion

de te rmina tion of the  DG is s ue s  in this  docke t ta ke  pla ce  la te r tha n the  Ma rch 2017 Ope n Me e ting. If

a  Commis s ion Orde r is  not is s ue d in the  Va lue  DG docke t in a  time fra me  tha t a llows  for s uch re s olution

4 of this  docke t, the  Commis s ion will re cons ide r whe the r the  Va lue  of the  DG docke t mus t be  comple te d
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5 be fore  the  s e cond pha s e  of this  docke t comme nce s .

As  R UC O  h a s  c o rre c tly n o te d ,  th e  "th e  Va lu e  o f S o la r d o c ke t fo c u s e s  o n  d e riv in g  a

m e th o d o lo g y to  c a lc u la te . . .d o lla r va lu e [s ],  n o t a  m e th o d o lo g y fo r a  ra te  d e s ig n /c o m p e n s a tio n

s truc ture " (RUCO Exce ptions , p .l). As  the  Commis s ion a wa its  the  conc lus ions  of the  Va lue  of DG

docke t, which will inform our de cis ion-ma king in pha s e  two of this  proce e ding, we  a cknowle dge  the

principle s  tha t ge ne ra lly guide  our de cis ion-ma king a s  we  e mba rk upon mode rnizing our ra te ma king

proce s s e s . J us t a nd re a s ona ble  ra te s  in the  public inte re s t involve  ra te s  tha t e ns ure  fa ir compe ns a tion

to s ola r DG cus tome rs , while  be ing te mpe re d by the  non-fimi na ture  of e ne rgy a nd DG us e rs ' re lia nce

on the  grid. We  a cknowle dge  tha t re ta il ra te s  e mbe d fixe d cos ts  a s s ocia te d with ma inte na nce  of the

gird, cos ts  which mus t be  borne  by a ll ra te pa ye rs . We  re je ct cla ims  tha t diffe re nt ra te  tre a tme nts  ba s e d

on diffe re nce s  be twe e n DG a nd non-DG cus tome rs  a re  inhe re ntly a rbitra ry, unjus t a nd dis crimina tory.

Me re  a dhe re nce  to  die  s ta tus  quo, a s  Arizona  move s  into a n e ra  domina te d by the  cha lle nge s  a nd

opportunitie s  of incre a s e d dis tribute d ge ne ra tion on the  gird, is  unlike ly to s e rve  the  public inte re s t.

Furthe rmore , we  a re  conce rne d tha t outda te d ra te  de s igns  ma y contribute  to unde r-re cove ry of

fixe d cos ts  a nd ma y not a de qua te ly re fle ct cos t ca us a tion. S e nding corre ct price  s igna ls  to cus tome rs ,

a voiding mis a ligne d s ubs idie s  a nd ince ntivizing e fficie ncie s  a nd innova tion a re  critica l if pe a k s ys te m

loa d is  to be  re duce d a nd e ffic ie nt us e  of s ys te m re s ource s  is  to be  a chie ve d-goa ls  which be ne fit a ll

ra te pa ye rs . More ove r, in light of the  e xis te nce  of a  cos t-s hift from DG to non-DG cus tome rs , we  urge

the  s wift comple tion of the  Va lue  of DG docke t s o tha t e quity for a ll cus tome rs  - s ola r a nd non-s ola r

a like - ma y be  a tta ine d be fore  the  cos t-s hift incre a s e s  a s  DG pe ne tra tion grows . As  a  ma tte r of principle

a nd of policy, re quiring  the  purcha s e  of e xce s s  s o la r DG powe r whe the r it is  a c tua lly ne e de d a nd

compe ns a ting e xce s s  s ola r a t the  re ta il ra te  no ma tte r whe n the  e xce s s  powe r is  re ce ive d, or tre a ting

kWhs  de live re d during le s s -va lua ble  off-pe a k pe riods  the  s a me  a s  kWhs  de live re d during a  s ys te m

pe a k, ma y not re pre s e nt e ffic ie nt us e  of s ys te m re s ource s  or a n e quita ble  long-te rm s olution for a ll
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ra tepayers . Public policy should not be  oss ified and competition, choice , innova tion and marke t-based

solutions a re  the  preferred approach as  we enter a  new era  dominated by customer-sited technologies

and the  gird upgrades  and innova tions  tha t enable  such technologies  to exis t and flourish. Potentia lly

modernizing ne t metering policies  based on da ta -drive  conclusions reached in the  Value  of DG docket

is  part and parcel of the  mission of ensuring ra tes that are  just and reasonable  and in the  public interest.

We  be lieve  tha t de fe rring cons ide ra tion of the  manda tory three -pa rt ra te s  applicable  to sola r

DG is  warranted in order to consider the  trea tment of DG solar in a  holis tic manner and to avoid having

multiple  cla sses  of DG cus tomers , each subject to diffe rent ra te  trea tment, due  to the  timing of when

they e lected the  solar option. However there  is  one aspect of the  DG ra te  design that we believe  should

be  modified a t this  time . The  record in this  docke t re flects  tha t each DG cus tomer require s  a  second

meter, and tha t there  a re  additiona l fixed costs  associa ted with tha t second meter. The  additiona l cost

for the  me te r is  $1.58. (S e e  UNS E Upda te d S che dule  G-6-1, S he e t l of 1, file d on April 4, 2016, a

copy of which was  a lso a ttached to UNSE's  reply brie f a s  Exhibit R-l .) This  me te r-re la ted cos t for the

second me te r required by DG cus tomers  is  not be ing pa id directly by DG cus tomers  and is  currently

be ing passed on to non-DG customers . It is  appropria te  for each DG customer to bear the  cost of tha t

cus tomer's  second me te r. The re fore , UNSE is  directed to include  a  $1 .58 monthly cha rge  in its  Ne t

Mete ring Rider to be  applied to new DG customers . The  revenue  from this  charge  sha ll be  credited to

the  LFCR to ensure  tha t the  charge  is  revenue  neutra l to UNSE.

Further, UNSE asse rts  in its  reply brie f tha t the re  a re  additiona l fixed costs  associa ted with the

second meter, including mete r reading ($1.00) and billing and collection ($4.37) for UNSEE's  "costs  of

offse tting production from consumption a nd ca lcula ting cre dits ." (UNS E Re ply Brie f; a t 12-13.) We

expect the  Value  oflDG of docket to provide  genera l guidance  on the  fixed costs  of a  second meter for

DG customers , but company-specific te s timony may a lso be  necessa ry in de temiining the  appropria te

amount. Therefore , we  direct the  parties  in Phase  Two to provide  tes timony eva lua ting the  other fois ts

for the  second meter required by DG customers.

Be ca us e  s ola r DG re pre s e nts  s uch a  s ma ll pe rce nta ge  of UNS E's  curre nt cus tome rs , a nd

consequently a  small portion of the  los t fixed cost revenues, defe r*ing a  fina l decis ion on DG ra tes  will

not be  a  s ignificant burden on UNSE, especia lly considering the  revenue  increase  we  have  authorized
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he re in. We  ta ke  this  a ction with the  inte nt tha t the  s e cond pha s e  of this  proce e ding will conve ne

promptly following a  Decis ion in the  Va lue  of DG docke t. To encourage  a  prompt re solution of these

matte rs , we  direct our Hearing Divis ion to docke t a  Recommended Opinion and Order in the  Va lue  of

DG docke t with sufficient time  to be  cons ide red a t the  Commiss ion's  October 2016 Open Mee ting.

Fina lly, we  do not be lie ve  tha t the  Compa ny's  propose d June  1, 2015 da te  for de te mlining

which DG cus tomers  should be  subject to newly proposed ra te  options  or ne t me te ring tre a tment is

reasonable . There fore , going forward, any DG customer who file s  an inte rconnection agreement prior

to the  e ffective  da te  of a  Decis ion in phase  two of this  proceeding sha ll be  trea ted the  same  as  a  DG

customer who filed for inte rconnection prior to tha t da te .

We  recognize  tha t these  issues  will continue  to pe rs is t for the  foreseeable  future , body in the

second phase  of this  ca se  and in othe r ra te  ca ses . We  will the re fore  provide  specific guidance  in an

effort to be  he lpful as  we  move  forward through these  issues .

In this  Decis ion, we  have  re jected the  Company's  proposa l to es tablish a  grand fa the ring da te

tha t precedes  the  da te  of the  Commission order, We emphasize  tha t this  result should be regarded as

our default policy. Although we recognize  tha t each unique  ra te  case  may warrant diffe rent results , we

be lieve  tha t the  applicable  grandfa the ring da te  should not gene ra lly precede  the  da te  of the  re levant

Commiss ion De cis ion.

1 8

1 9
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Furthe rmore , whe n imple me nting a  ne w ra te  de s ign or ne w ne t me te ring ta riff for ne w DG

customers, there should be a transition schedule so that changes are phased in, rather than implemented

all a t once. For example , in the  upcoming second phase  of this  proceeding, parties should address how

to phase  in any changes to the  export ra te , to banking, to the  implementa tion of demand charges, or to

a ny othe r s ignifica nt cha nge s  to ne t me te ring or ra te  de s ign tha t would be  a pplica ble  to ne w DG

23 customers. This  a pproa ch would  be  more  cons is te nt with  tra ditiona l princip le s  of re gula tory

24  gra dua lis m.

25

26

27

28

Fina lly, we  dire ct the  pa rtie s  in P ha se  Two to provide  te s timony e va lua ting 1) RUCO's  ra te

options  a s  dis cus se d in pa ge s  45-53 of this  Orde r a nd 2) the  following spe cific proposa l, or othe r

proposa ls  tha t may emerge  in the  inte rim, which would be  intended to apply if the  Va lue  of DG were

found to be  less  than the  re ta il ra te .
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The  Company will collect from a ll cus tomers  a  sys tem bene fit cha rge , which will be  a ssessed

a s  a  kph cha rge  a cros s  a ll cus tome r cla s s e s . The  s ys te m be ne fit cha rge  will be  ca lcula te d by

multiplying the  kWhs exported from new ne t me te ring cus tomers  by the  re ta il ra te . This  ca lcula tion is

intended to mirror the  ca lcula tion tha t occurs  now under the  Company's  current ne t me te ring ta riff for

exis ting DG cus tomers .

The  funds  colle cte d in the  s ys te m be ne fit cha rge  will be  a pplie d to compe ns a te  ne w DG

customers  for the ir ne t me te ring exports  a t the  va lue  of DG ra te  ultima te ly de tennined in Phase  Two

of this  proce e ding. If the  va lue  of DG ra te  is  le s s  tha n the  re ta il ra te , the re  will be  re ma ining funds ,

9 which will be  a pplie d a s  follows :

7

8

10

11

1 2

13

1. One  qua rte r of the  funds  will be  use d for the  de ve lopme nt of progra ms  tha t support ne w

energy e fficiency and demand reduction technologies  tha t a re  des igned to reduce  sys tem

peak demand.

2. One  qua rte r of the  funds  will be  used for the  deve lopment of ene rgy s torage  device s  tha t

14

15

16

17

1 8

1 9

can be applied to reduce system peak demand.

3. One  qua rte r of the  funds  will be  credited to the  Company's  PPFAC to reduce  the  ba lance

of fue l and purchased power costs  to be  collected from customers.

4. One  qua rte r of the  funds  will be  for the  bene fit of the  Company's  sha reholde rs , and will be

specifica lly applied to fixed cos t recove ry, and synchronized with the  LFCR.

This  sys tem benefit charge  sha ll remain in place  for ten years . Afte r the  fifth year, the  amount

20 collected tha t exceeds  the  amount necessa ry to compensa te  new DG customers  for the ir kWh exports

21 a t the  Va lue  of DG ra te  will be  reduced by twenty pe rcent every yea r, until these  excess  amounts  a re

22 extinguished.

23

24

Adiugor Mach_anisms

P P FAC

25

26 UNSE proposes  revis ions  to the  PPFAC tha t would change  the  ra te  from a  "pe r kph ra te" to a

27 "percentage based rate." UNSE believes that a  percentage based rate is more equitable, provides a more

28 accura te  price  s igna l, and does  not re sult in dispa ra te  pe rcentage  bill impacts  when the  PPFAC ra te

UNS E
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3

4

5

6

changes .447 UNSE asse rts  tha t the  current PPFAC methodology is  applied on a  dolla r pe r kph bas is

equally across all customer classes and rate  schedules and has no relationship to the customer's original

ba se  powe r supply ra te . UNSE cla ims  tha t its  ne w proposa l would be  more  cons is te nt with cos t-of-

s e rvice  ra te ma king principle s . The  Compa ny dis a gre e s  with S ta ff tha t the  propose d cha nge  a dds

complexity, and notes that other surcharges, such as the LFCR, are  currently assessed on a  percentage

basis.448

7

8

9

Because  the  Company would need to file  a  revised PPFAC Plan of Adminis tra tion ("POA") to

re fle ct the  cha nge s  if its  pos ition is  a dopte d, UNSE re que s ts  tha t the  re vise d POA be  re quire d a s  a

compliance  filing in this  docke t.'*49

10 Staff

11

12

13

14

15

16

S ta ff s upports  continuing the  curre nt P P FAC me thodology be ca us e  it is  s imple r. S ta ff s ta te s

tha t, a s  propos e d, e a ch cus tome r cla s s  ra te  s che dule  ha s  a n unbundle d ra te  compone nt e ntitle d Ba s e

P owe r, a nd TOU ra te  s che dule s  ha ve  s e pa ra te  Ba s e  P owe r ra te s  for on-pe a k a nd off-pe a k time s , a nd

s e a s ona l ra te s  ha ve  a dditiona l Ba s e  P owe r ra te s . Be ca us e  UNS E propos e s  tha t the  P P FAC ra te  be  s e t

a s  a  pe rcentage  to be  applied to the  Bas e  Power Component(s ) of each ra te  s chedule , S ta ff be lieves  tha t

it adds  unneces s a ry complexity, and may s hift cos ts  among cus tomer cla s s e s .'*50

17 R U C O

18

19

20

RUCO is  conce rne d tha t the  propos e d cha nge  ma y s hift cos ts  be twe e n ra te  cla s s e s  a nd ma y

e xpos e  the  ra te pa ye rs  to  more  ris k, a nd cons e que ntly, re comme nds  tha t the  Commis s ion de ny the

Compa ny's  re que s t to modify the  curre nt P P FAC.451

21 An a lys is  a n d  Re s o lu tio n  - P P FAC

22

23

24

25

The  Compa ny ha s  no t p re s e n te d  a  compe lling  re a s on  for cha nging  the  curre n t me thod  of

a lloca ting fue l cos ts  a mong the  va rious  ra te  cla s s e s  in the  P P FAC. The re fore , for the  re a s ons  s e t forth

by S ta ff a nd RUCO, we  de cline  to a dopt UNS E's  propos e d P P FAC modifica tions .

In Dire c t Te s timony, S ta ff re comme nde d a  ba s e  cos t of powe r of 30.053288 pe r kph, which

26

27

28

447 UNSE Initial Brief at 54-55.
448 UNSE Reply Brief at 34.
449 UNSE Initial Brief at 55 and UNSE Reply Brief at 35.
450 Staff Initial Brief at 17.
451 RUCO Initial Brief at 19.
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5

6

7

8

9

10

results  in a  tota l expense of $85,303,919 based on test year sa les of 1,600,809,167 kwh.452 Staff used

the  a va ila ble  a ctua l cos ts  from J a nua ry through Augus t 2015 a nd UNS E's  fore ca s te d cos ts  of

September through December 2015. UNSE reca lcula ted the  base  cos t of power to be  30.053689 per

kph us ing actua l cos ts  from January through December 2015, and proposed to upda te  the  base  cos t

based on actua l cos ts  prior to e s tablishing new ra te s .453 The  PPFAC will be  re -se t to ze ro when the

new ra te s  a re  e s tablished, and will va ry monthly according to the  provis ions  of the  PPFAC POA. It is

rea sonable  to adopt the  pos ition of UNSE and S ta ff, which would require  UNSE to upda te  the  ba se

cost of fue l a rid purchased power (rese tting the  PPFAC to ze ro) immedia te ly prior to es tablishing new

rates  in this  matte r, based on Staftls  methodology as  proposed in the  Direct Testimony of Staff witness

Keene . It is  a lso reasonable  to require  UNSE to file  a  revised PPFAC POA for Commission review and

11 a pprova l.

12 LFCR

13 UNS E

14

15

16

17

18

19

20

21

22

23

24

We recognize  tha t when fixed costs  a re  partia lly recovered from the  volumetric energy charge ,

and sa le s  of ene rgy decline , a  utility may be  unable  to recove r a ll of its  fixed cos ts . In a  2010 Policy

S ta te me nt, the  Commiss ion wa s  supportive  of the  use  of a  de couple d ra te  s tructure  to a ddre ss  the

problem.454 At tha t time , the  Commiss ion encouraged utilitie s  to deve lop cus tomer ra te  des igns  tha t

s upport e ne rgy e fficie ncy a nd work we ll in ta nde m with de coupling (or a lte rna tive  me cha nis ms ).

UNSE has  a  pa rtia l decoupling mechanism in the  font of the  LFCR. The  LFCR was  firs t approved a s

part of the  se ttlement approved in Decis ion No. 74235.

Although the  LFCR is  a  critica l compone nt of providing a n opportunity for the  Compa ny to

recover its  fixed costs , UNSE cla ims tha t its  LFCR does  not address  the  entire  fixed cost problem.455

By excluding the  recove ry of fixed gene ra tion cos ts  and 50 pe rcent of the  rema ining non-gene ra tion

de ma nd cos ts , UNS E a rgue s  it ca nnot re cove r a ll los t fixe d cos ts  re s ulting from complia nce  with

25

26

27
as

28

452 Ex S- 7 Keene Dir at 9.
453 Ex S-9 Keen Surr at 3.
454 "Final ACC Policy Statement regarding Utility Disincentives to Energy Efficiency and Decoupled Rate Structures.
December 29, 2010, Docket Nos. E-00000J-08-0314 and G-00000C-08-0314.
455 UNSE Initial Brief at 52,
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10

11

1 2

1 3

1 4 on

1 5

1 6

17

1 8

1 9

20

2 1

22

23

24

25

Commission policies.456 The Company proposes to modify the  LFCR by increasing the  amount of fixed

gene ra tion cos ts  which it says  a re  "necessa ry to mee t current and anticipa ted load," a s  we ll a s  non-

generation demand costs , and increasing the  cap to 2 percent. UNSE sta tes that fixed generation costs

are  s ignificant and have  been ris ing, and tha t when volumetric sa les decline , the  fixed costs  associa ted

with genera tion are  not be ing recovered. Because  UNSE is  obliga ted to meet the  load of its  customers,

it a rgue s  tha t ge ne ra tion fixe d cos ts  s hould be  pa rt of` the  LFCR re cove ry. UNS E cla ims  tha t the

proposed changes  would be tte r address  the  impacts  of the  continuing expansion of the  Commiss ion-

manda ted renewable  and ene rgy e fficiency programs. UNSE notes  tha t any wholesa le  sa le s  from its

gene ra tion a sse ts  a re  a lready credited aga ins t the  PPFAC and, if the re  is  any conce rn about double

recovery as a  result of the  LFCR, the  Company would credit any excess back to customers.457

The  Company a lso proposes  to s implify the  LFCR cha rge  into a  s ingle  line  on the  bill, ra the r

than to split the  cha rge  into EE and REST components . Fina lly, the  Company proposes  to e limina te

the fixed charge option in the LFCR because no customers have opted to the use this option.458

The  Compa ny a rgue s  tha t oppos ition to the  propose d cha nge s  is  ba se d unre a lis tic, or

inaccura te , assmnptions and specula tion tha t the  Company has flexibility to adjust its  power purchases

to ma tch its  short-te rm ne e ds .459 Ra the r tha n de nying re cove ry, of its  ge ne ra tion cos ts  ba se d on

specula tion, UNSE asse rts  the  Commiss ion can s imply require  the  Company to credit the  PPFAC to

the  extent it se lls  wholesa le  power a t a  cos t in excess  of its  fixed cos ts  recovery to ensure  the re  is  no

double recovery.4"0

UNSE s ta te s  tha t it is  expe riencing increa sed DG and EE deployment tha t will soon re sult in

los t fixe d cos t re ve nue s  tha t e xce e d the  l pe rce nt ca p (pa rticula rly if die  LCFR is  re vise d to include

recovery of fixed genera tion costs  and a  portion of lost demand ra tes). UNSE sta tes  tha t the  increased

cap will avoid undue  defe rra l of excess  amounts  a rid provide  be tte r tempora l matching for recovery of

los t fixe d cos t re ve nue s . In re sponse  to S ta ff"s  oppos ition, which a s sume s  lowe r fixe d cos t los se s

re sulting from DG, UNSE s ta te s  tha t keeping the  cap would not e limina te  LFCR recovery, but s imply

26

27

2 8

456 Id.
457 UNS E Reply Brie f a t 33 .
458  UNS E In itia l Brie f a l 52 .
459 Id, at 53 .
460 Id.
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2

3

4

1 defer it, and customers  will eventua lly pay the  amount due  under the  LFcR.461

In re sponse  to RUCO's  cla im tha t including fixed gene ra tion cos ts  would tum the  LFCR into a

"full decoupler" tha t would shift risk to the  residentia l customers ,'*62 UNSE argues tha t the  issue  is  not

about risk, but the  fundamenta l principle  of ra temaking tha t ra tes  must recover the  prudently incurred

6

7

8

9

10

5 cos ts  of providing utility se rvice .

TAS C ha s  sugge s te d tha t the  LFCR is  "like ly uncons titutiona l."'*63 Howe ve r, the  Compa ny

asse rts  tha t the  LFCR was  e s tablished in a  ra te  ca se  with a  full fa ir va lue  finding, and thus  complie s

with a ll requirements  of the  Arizona  Cons titution,464 UNSE s ta te s  tha t the  LFCR he lps  it recove r its

fixed costs  and thereby he lps  ensure  tha t the  Commission meets  it constitutiona l obliga tion to approve

just and reasonable  ra tes.

11

12

13

14

15

1 6

Furthe rmore , UNSE asse rts , to the  extent the  LCFR is  cons ide red an adjus tor mechanism, it

a lso mee ts  a ll the  requirements  tha t courts  have  se t for such mechanisms" i.e . it is  se t in a  ra te  case ,

based on specific cos ts , and does  not change  the  ra te  of re turn. UNSE cla ims tha t the  recent court of

appeals  decision in Residentia l Uzil. Consumer Office  v. Arizona  Corp. Comm 31>465 does not invalidate

the  LFCR. UNS E cla ims  tha t the  LFCR is  diffe re nt tha t the  S ys te m Improve me nt Be ne fit ("S IB")

me cha nism tha t wa s  found to viola te  the  fa ir va lue  re quire me nt in the  re ce nt RUCO ca se . The  S IB

1 7

1 8

19

20

involved utility plant added between rate  cases, with annual surcharges that increase ra tes based on the

a dde d ra te  ba se . UNS E s ta te s  tha t the  LFCR doe s  not ha ve  e ithe r fe a ture  be ca use  the  ra te  ba se ,

opera ting expenses  and ra te  of re turn remain unchanged, and the  LFCR simply adjusts  the  volumetric

ra tes  to account for some of the  reduced kph volume.466

21 R UC O

RUCO a sse rts  tha t including ge ne ra tion losse s  is  contra ry to the  de s ign a nd purpose  of the

23 LFCR a nd a rgue s  tha t the  Commiss ion should re je ct the  Compa ny's  proposa l to include  ge ne ra tion

22

24

25

26

27

28

461 Id. at 54.
462 RUCO Initial Brief at 18.
463 TASC Irita] Brief at 36-37.
464 Simms v Round Valley Light & Power Co., 80 Ariz. 145, 151,(1956)(The Arizona Constitution requires the commission
to find the fair value of a utility's property and use such tindMg as a rate base for calculating just and reasonable rates).
465 238 Ariz. 8 ii 50, 355 p.3d 610, 620 (App. 2015) Carl. granted Feb 9, 2016.
466 UNSE Reply Brief at 31-2.
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6

losse s  in the  LFCR.467 RUCO a rgue s  the  LFCR wa s  not de s igne d to re cove r los t ge ne ra tion fixe d cos ts

a s  it is  not a  full re ve nue  de coupling me cha nis m. RUCO conte nds  tha t to tre a t it a s  s uch s hifts  ris k to

the  re s ide ntia l cus tome rs . RUCO a gre e s  with S ta ff tha t the  Compa ny's  purcha s e d powe r progra m ha s

a  s ignifica nt a mount of fle xibility, which a llows  it to a djus t its  purcha se s  to ma tch its  short-te rm ne e ds ,

a nd purcha s e d powe r is  not a ffe c te d if e ne rgy is  de live re d to  a  ne w or e xis ting cus tom e r or s old off

sys te m.

7 Sta_ff

8

9

10

11

12

13

14

S ta ff did not a ddre ss  the  LFCR in its  pos t-he a ring brie fs . In its  pre -tile d te s timony, howe ve r,

Staff recommended that the  Commission re ject the  Company's  proposed changes to the  LCFR, except

it agreed that the  Company should be permitted to e liminate  the  Fixed Charge Option.468 Staff believes

tha t the  Company's  purchased power program has  a  s ignificant amount of flexibility tha t would a llow

the  Company to adjus t its  purchases  to ma tch its  short-temi needs . S ta ff s ta te s  tha t the  LFCR is  not

designed to compensate  for non-specific sa les losses or business climate  changes, nor was it intended

to shift risk to cus tomers .

15

16

S ta ff be lie ve s  the  curre nt LFCR, which provide s  for the  re ca pture  of a  portion of dis tribution

cos ts  collected in the  volumetric ra te s , is  sufficient when the  Company a lso collects  dis tribution cos ts

17 from demand cha rges  tha t do not fluctua te  with declining sa le s  a s  much as  volumetric cha rges . S ta ff

18

19

opposed the  increase  in the  cap because  the  mechanism has not ye t reached the  1 percent cap, and if

the other changes to the LFCR are  not adopted, then there  is  no need to increase the cap.

20 Vcje  Sola r

21

22

23

Vote  S ola r oppos e s  UNS E's  propos e d modifica tions  to the  LFCR.469Vote  S ola r provide d

testimony tha t because  UNSE can avoid the  fixed genera tion costs  associa ted with DG and EE, those

cos ts  should not be  include d in the  LFCR.470

24 TASC

25 TAS C a rgue s  tha t the  propos e d LFCR me cha nis m s hould be  de nie d a s  uncons titutiona l

26

27

28

467 RUCO Initial Brief at 17.
468 Ex S-5 Sclganick Rate Dir at 52-57, Ex S-6 Solganick Suer at 14.
469 Vote Solar Reply Brief at 14.
470 Ex Vote Solar-6 Kobor Dir at 46.
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3

4

5

6

pursua nt to the  re ce nt de cis ion of the  Arizona  Court of Appe a ls  tha t found a  S IB me cha nism wa s

uncons titutiona l.471 TASC be lieves  tha t the  SIB and the  LFCR a re  subs tantia lly s imila r for purposes

of constitutiona l ana lysis , as  they a llow a  utility to increase  ra tes  and revenue  be tween ra te  cases , and

if the  S lB is  ultima te ly found to be  uncons titutiona l, the  LFCR would like ly be  a s  we ll. TASC a rgue s

tha t give n the  unce rta inty tha t surrounds  the  use  of a djus tor me cha nisms , the  Commiss ion should

re tra in from expanding its  reach.

7 Ana lys is  a nd  Re s o lu tion  - LFCR

8

9

10

11

12

UNSE has not met its  burden to show that its  proposed changes to the  LFCR mechanism are  in

the  public inte res t. The  LFCR mechanism is  not intended to opera te  a s  a  full De-couple r mechanism,

but ra ther to collect the  lost fixed cost revenues associa ted with Commission-mandated programs such

a s  Ene rgy Efficie ncy a nd DG. Howe ve r, we  will a llow UNS E to e limina te  the  fixe d cha rge  option in

its  LFCR given tha t no customers  have  chosen this  option.

13 Transmission Cost Adjustor - TCA

14 UNS E

1 5

16

1 7

1 8

UNSE is  not see ldng modifica tion of its  Transmiss ion Cos t Adjus tor, but s ta te s  tha t it has  not

agreed with S ta ff on a  fina l ve rs ion of a  POA. UNSE reques ts  tha t the  Commiss ion require  the  filing

of a  fina l TCA POA as a  compliance  item in this  Order.472 The  actua l TCA ra te  will be  se t near to zero

as the revenues currently being recovered through the TCA are now being recovered through base rates.

1 9 S ta ff

20

21

22

23

Staff does  not discuss  the  TCA in post-hearing brie fs . S ta flfls  pre -filed tes timony indica tes  tha t

a t tha t time , S ta ff a nd the  Compa ny s till ha d dis a gre e me nts  conce rning the  TCA P OA. S ta ff

recommended tha t the  Company provide  an upda ted POA for the  TCA be fore  the  conclus ion of the

proceeding.473

24 A_analysis and Resolution

25 We  dire ct UNS E to  file  a  re vis e d  TCA P OA for S ta ffs  re vie w. S ta ff s hould  pre pa re  a

26

27

28

471 TASC Initial Brief at 36, Residential Uzilizy Consumer Office ("R UCO ") v Arizona Corp. Comm 'n, 238 Ariz. 8 (App.

2014), can granted Feb. 9, 2016.
472 UNSE Initial Brief at 56.
473 Ex S-12 Van Epps Sure at 2.
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1

2

Recommended Order addressing the  Company's  filing, and any interested party to this  proceeding may

file  comments  on UNSE's  filing or the  proposed S ta ff Orde r.

3 P rope rty Ta x De fe rra l

4 UNS E

5

6

8

9

10

11

12

UNS E re que s ts  tha t the  Commis s ion gra nt it a uthority to de fe r two type s  of prope rty ta x

expenses for two issues. First, the Company requests a  deferral of the legal costs, as well as the property

7 tax reductions  tha t may be  obta ined from the  property tax appea l, for the  Gila  River plant. UNSE s ta tes

tha t the  appea l would re sult in subs tantia l savings  tha t will bene fit ra tepaye rs  for decades . Second,

UNSE reques ts  authority to de fe r prope rty tax expenses  tha t re sult from tax ra te s  tha t a re  highe r or

lower than the  te s t yea r. UNSE s ta tes  tha t its  e ffective  tax ra te  is  constantly increas ing, leaving it with

unrecovered tax expenses year a fte r year. Neither type  of deferra l would change  ra tes  in this  case , but

would a llow UNSE to request recovery in a  future  ra te  case .

13 UNS E is  curre ntly dis puting the  Arizona  De pa rtme nt of Re ve nue  ("ADOR") $50 million

14 prope rty ta x va lua tion of Gila  Rive r. UNS E cla ims  a  va lue  of $29 million, with the  diffe re nce  due  to

15 diffe rent inte rpre ta tions  of property tax law. The  plant has  an es tima ted remaining life  of 35 yea rs , so

16 UNSE cla ims  tha t a  success ful appea l would bene fit ra tepaye rs  for many yea rs , and unde r UNSE's

17 proposa l ra tepaye rs  would begin to bene fit immedia te ly from a  success ful appea l, without wa iting for

18 a new rate C8S3.474

19 UNSE a rgue s  tha t it is  not ce rta in tha t if it pre va ils  in the  a ppe a l tha t it will be  a wa rde d le ga l

20 fees , and even if it is , the  award will be  le ss  than the  actua l lega l cos ts . USNE a rgues  tha t de fe rra l of

21 the legal fees is needed to compensate the Company for its legal expenses, and any legal fees recovered

22 from ADOR will be  credited aga ins t the  de fe rra l. The  Company a rgues  tha t RUCO's  proposed cap on

23 cos ts  is  not rea sonable  because  UNSE cannot know how long die  ca se  will take . UNSE could avoid

24 100 percent of the  legal costs  by not appealing, and ra tepayers would be  responsible  for 100 percent of

25 the  prope rty ta x e xpe nse .

26

2 7

28 474 Ex UNSE-15 Rademacher Rab at 8.

UNSE a lso a rgues tha t a  deferra l for the  changes in property tax ra tes  is  reasonable  and in the
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I) Te s t Ye a r Asse s se d Va lue $59,950,520

2) Gila  Assessed Va lue  Reduction - Success ful Appea l* $3,780,000

3) Adjus te d As s e s s e d Va lue  (l-2) $56,170,520

4 ) Ac tua l Compos ite  Ra te  ** 12.5000%

5) Te s t Ye a r Compos ite  Ra te 11.2370%

6) De fe rra l Cha nge  in Compos ite  Ra te  (3x(4-5)) $709,411

7) De fe lra l: Gila  Va lue  Re duction (2x5) ($424,760)

8) De fe rra l Appe a l Expe ns e s ** $25,000

9) Tota l De fe rra l (6  7+8) $308,651

DOCKET no. E-04204A-15-0142

1

2

3

4

5

6

7

8

9

10

11

12

public inte res t. P roperty tax expense  is  a  function of property va lua tion and tax ra te s . When property

values fa ll, taxing authorities  have  compensated by ra ising property tax ra tes . These  effects  can cancel

each other out, but because  UNSE is  constantly making capita l improvements , the  va lue  of its  property

typica lly rise s , thus , the  Company is  hit with both increas ing va lua tions  and increas ing tax ra te s . The

result was tha t in the  last ra te  case , the  level of property tax expense  approved for recovery in ra tes  fe ll

short of UNSE's actual tax payments.475 USNE asserts  tha t unless some type of deferra l or other re lief

is  granted, it will neve r "ca tch up," and ra te s  will neve r recove r the  full amount of prope rty taxes  pa id

on prope rty se rving cus tomers . Thus , the  Company reques ts  de fe rra l of 100 pe rcent of the  prope rty

taxes above  or be low the  test year caused by increases  or decreases  in the  composite  tax ra te . UNSE

cla ims  tha t this  will not a llow UNS E to time ly re cove r a ll prope rty ta x e xpe ns e s , but the  Compa ny

believes it is  a  s tep in the  right direction.476

UNSE provided a  sample  calculation to be performed each year until UNSE's next ra te  case:477

13

14

15

16

17

18

19

20

21

22

23

24

*$2l million poss ible  reduction in full ca sh va lue  multiplied by 18 % asse ssment ra tio

**For illus tra tive  purpose s  only

UNSE s ta te s  tha t RUCO's  cla im tha t Mohave  County property tax ra te s  have  not increased is
25

26

27

28

475 UNSE states that the composite property tax rate approved in the last rate case, based on 2012 tax bills, was 10.0087
percent, but the tax rates in effect in 2013 - 2015 were higher at 10.7666 percent to 11.5599 percent. UNSE Initial Brief at
58.
476 UNSE Initial Brief at 59.
477 Ex UNSE-14 Rademacher Dir at 19.
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3

4

based on a  review of the  primary tax ra te  be tween 2014 and 2015, and ignores  the  trend of increas ing

ra te s  from 2010 to 2014, a s  we ll a s  othe r compone nts  of the  Compa ny's  ove ra ll Moha ve  County

prope rty tax ra te s . UNSE s ta te s  tha t its  compos ite  tax ra te  ha s  increa s ed 15.5 pe rcent from 2012 to

2015.478

5 R UC O

6

7

8

9

10

11

12

13

14

15

16

RUCO recommends  a  50/50 cos t sharing between the  Company and ra tepayers  for any benefits

re s ulting from a  s ucce s s ful a ppe a l of the  Gila  Rive r va lua tion, a nd a ls o re comme nds  tha t a  ca p be

placed on the cos ts  to protect ra tepayers .479 RUCO does  not dispute  that ra tepayers  would benefit from

a n a ppe a l of the  Gila  Rive r prope rty ta xe s . RUCO be lie ve s  tha t a  s ucce s s ful a ppe a l would provide

equal benefits  to the Company and ratepayers .480

RUCO oppos es  granting the  Company an accounting orde r for property taxes  above  or be low

the  tes t year level. RUCO asserts  tha t it is  not the  case  in Mohave County tha t, as  property values  have

declined, tax ra te s  have  increas ed. In addition, RUCO a rgues  tha t a lthough APS was  granted s uch a

deferra l order, it was  bargained for as  part of a  se ttlement which reduced the  cos t of equity by 100 bas is

points . RUCO does n't be lieve  the re  is  any reas on to depa rt from the  traditiona l me thod of accounting

for prope rty taxes  in UNSE's  cas e .

17 S ta ff

18

19

20

21

22

23

24

25

Sta ff did not addres s  this  is s ue  in pos t-hearing brie fs , but in pre -filed te s timony recommended

accepting the  Company's  property tax de fe rra l becaus e  it a llows  for recovery of items  tha t a re  beyond

the  control of the  Company and ba lances  the  interes t of consumers  and shareholders .4*' S taff be lieves

it was  a  reasonable compromise because the legal cos ts  would be offset by the benetits .4**2

According to  S ta ff,  be ca us e  UNS E's  book va lue  of a s s e ts  ris e s  with  its  a nnua l ca pita l

expenditures , when a  taxing authority ra ises  tax ra tes , UNSE's  tax payments  increase , and the  tes t year

leve l of property taxes  will fa ll short of actua l tax payments . S ta ff notes  tha t the  Commiss ion approved

a  prope rty tax de fe rra l for APS  in 2012, but S ta ff cla ims  UNSE's  reques t diffe rs  s omewha t from tha t

26

27

28

478 UNSE Reply Brief at 37-38,
479 RUC() Initial Brief at 19.
480 RUCO Reply Brief at 13
481 Ex S-1 Mullinax Dir at 30-34.
482 Tr, at 595.
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2

3

4

5

6

7

8

a pprove d for AP S .483 For e xa mple , UN S E propos e d re cove ry of 100 pe rce nt of a ny prope rty ta x

increa s e  or decrea s e , whe reas  the  AP S  de fe rra l ha s  limits  on the  pe rcentage  increa s e  in the  prope rty tax

ra te , a nd the  UNS E propos a l would re cove r both pos itive  a nd ne ga tive  ba la nce s  ove r the  s a me  thre e -

ye a r pe riod, while  the  AP S  de fe rra l re quire d the  Compa ny to re cove r pos itive  ba la nce s  ove r te n ye a rs ,

and nega tive  ba lances  to be  re funded ove r three  yea rs . Furthe r, S ta ff points  out tha t UNS E is  reques ting

a  prope rty ta x de fe rra l re la te d to  the  Gila  Rive r va lua tion me thodology a nd cos t of a ppe a ling, a nd

a lthough UNS E pla ns  to a ppe a l the  Moha ve  County va lua tion of Gila  Rive r, in the  inte rim it mus t ma ke

ta x pa yme nts  ba s e d on the  highe r va lua tion.

9 Analysis and Resolution - Property Tax Deferral

10

11

12

13

The  propos e d de fe rra l a ppropria te ly ba la nce s  the  inte re s ts  of the  ra te pa ye rs  a nd s ha re holde rs .

The  Compa ny is  not re quire d to a ppe a l the  Gila  Rive r va lua tion, a nd in the  e ve nt of s ucce s s ful a ppe a l,

ra te pa ye rs  will be ne fit ove r the  life  of the  pla nt. The  be ne fits  of the  lowe r va lua tion would be  s ubs ta ntia l

a nd it is  fa ir tha t the  cos ts  of obta ining thos e  be ne fits  s hould be  cons ide re d. In  a dd ition ,  with  the

14

15

16

17

18

pe riodic na ture  of ra te  ca se s , but the  a nnua l a s se ssme nt of prope rty ta xe s , the re  is  a lwa ys  a  la g in

recovering these  expenses. They are  not an expense  over which the  utility has  any control, and UNSE

provided evidence  tha t composite  property tax ra tes  have  increased over recent years .484 A deferra l of

the increased expense attnlbutable to a  change in the composite  tax rate  is reasonable. Thus, we concur

with Sta ff tha t the  Company's  deferra l proposa l should be  adopted.

19 Other Requested Approvals

20 Approva l of Deprec ia tion  Ra tes

21

22

23

24

UNS E propos e d  ne w de pre c ia tion  ra te s  ba s e d  on  a n  upda te d  de pre c ia tion  s tudy.485  The

propos e d ra te s  a re  lowe r for ma ny a s s e t a ccounts  a nd re s ult in a n ove ra ll de cre a s e  in de pre cia tion

e xpe ns e s . No pa rty to the  docke t oppos e d the  propos e d de pre cia tion ra te s . UN S E re que s ts  tha t the

Commis s ion a pprove  the  propos e d de pre cia tion ra te s . We  a dopt UNS E's  propos e d de pre cia tion ra te s .

25 A_approval of_ Revisions to USNE's Rules and Regulating

26 UNS E propos e d re vis ions  to its  Rule s  a nd Re gula tions  in a n e ffort to mode rnize  the  ta riff, bring

27

28

483 Decision No. 73183 (May 24, 2012).
434 Ex UNSE-14 Radexnacher Dir at 16.
485 Ex UNSE-7 White Dir Exhibit REW-1 .
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1

2

3

them closer to the Rules and Regulations omits sister company, TEP, and clarify areas that have caused

undue  eonfus ion.486 UNSE be lieves  tha t if has  re solved a ll of S ta ffs  conce rns , but not a ll of ACAA's

conce rns . UNSE doe s  not agree with the  following re que s ts  by ACAA with re spe ct to its  Rule s  a nd

4  Re gula tions :

5 ACAA re que s te d tha t CARES  cus tome rs  be  he ld ha rmle s s  from the  modifica tions

6 re ga rding de pos its  in S ubs e ction 3.B.3. UNS E be lie ve s  e quita ble  tre a tme nt a mong cus tome rs

7

8

9

1 0

11

1 2

13

1 4

1 5

1 6

re ga rding de pos its  is  a ppropria te , a nd s ta te s  tha t it ta ke s  s ignifica nt e fforts  to provide  worka ble

solutions  for its  customers  who face  cha llenges in paying bills  or deposits . (We addressed this  dispute

under our discuss ion of the  CARES option).

UNS E doe s  no t a g re e  with  ACAA's  re que s t to  e xcus e  cus tome rs  who  tile  fo r

ba nkruptcy form providing a  de pos it. UNS E s ta te s  tha t S ubs e ction 3.B.2 is  cons is te nt with the

approved Rules and Regula tions of other Arizona  utilities , and tha t a  deposit on a  post-pe tition account

3. In  S ubs e ction 12.H, ACAA re que s te d the  us e  of a  curre nt limiting de vice  a s  a n

a lte rna tive  to dis conne ction for low-income  cus tome rs . UNS E s ta te s  tha t this  provis ion ha s  be e n

withdrawn in response  to Staffs  concems.'*87

1 7 Staff

1 8

1 9

20

2 1

S ta ff ha s  re vie we d UNS E's  propose d modifica tions  to its  Rule s  a nd Re gula tions  a nd ma de

sugge s te d re vis ions  throughout the  he a ring proce s s . UNS E submitte d a  re d-line d ve rs ion to S ta ff

reflecting the  agreed revisions. Staff s ta tes tha t with one  minor exception, Staff has determined that the

revised Rules and Regulations are acceptable.488

22 ;1lys§ and Resolujon lule nd Bggulations

23

24

25

26

ACAA did not a ddre s s  the  ba nkruptcy de pos it is s ue  or the  curre nt limiting de vice  in pos t-

he a ring brie fs . Thus , it is  not cle a r if the se  is sue s  re ma in in dispute . In a ny e ve nt, we  find UNS E's

proposals concerning these issues to be reasonable. We are not aware of any remaining dispute between

the  Compa ny a nd S ta ff conce rning the  Rule s  a nd Re gula tions . Conse que ntly, we  a pprove  the  fina l

27

28

486 UNSE Initia l Brief a t 63-64.
487 Tr. at 683_84.
488 S ta ff Initia l Brief a t 16. S ta ffs  Brief did not identify the minor exception,

2.

1.
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1
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3

4

vers ion submitted with UNSE's  Initia l Brie f with one  change : we  direct UNSE to leave  the  ins ta llment

pe riod over which outs tanding ba lances  may be  pa id a t 6 months  ins tead of the  3 months  UNSE had

proposed (a t Shee t Number 911-5, Section ll, I. 2., e .), and direct the  Company to file  a  clean ve rs ion

as  a  compliance  filing.

5 Plans of Administration for REST and D§M surcharge

6

7

8

9

1 0

11

1 2

Staff requested tha t UNSE submit a  new POA for its  REST surcharge  and its  DSM surcharge .

The  Company s ta tes  tha t it submitted both POAs, but dirt the  Company and Staff have  not ye t agreed

upon fina l ve rs ions  of e ithe r. UNSE reques ts  tha t the  Commiss ion orde r the  Company to submit fina l

ve rs ions  of the  RES T a nd DS M P OAs  a s  complia nce  ite ms  within 60 da ys  of the  De cis ion in this

docke t, for Commiss ion re vie w a nd a pprova l. The  Compa ny s ta te s  tha t it will continue  to work with

staff to refine  the  draft POAs tha t were  submitted."'89

** * * * * * * * *

1 3 Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

1 4 Com m is s ion finds , conc lude s , a nd orde rs  tha t:

15 FINDINGS  OF FACT

1 6

17

18

Gr May 5, 2015, UNSE tiled wide  the  Commiss ion an Applica tion for a  ra te  increa se .

Accompanying the  Applica tion and its  a ttendant Schedules , UNSE filed the  Direct Testimony of David

Hu tc h in s ,  Te rry Ma y,  Mic h a e l S h e e h a n ,  C a n n in e  T illm a n ,  Ke n n e th  G ra n t,  An n  Bu lkle y,  R o n a ld

19

20

White , Jason Rademacher, David Lewis, Dallas  Dukes, Cra ig Jones, and Denise  Smith.

2.

21 3.

On June  3, 2015, the  Company filed an amendment to the  Applica tion.

On June  4, 2015, S ta ff notifie d the  Compa ny tha t its  Applica tion me t the  sufficie ncy

22

23

24

requirements  of the  Arizona  Adminis tra tive  Code  ("A.A.C.") and cla ss ified the  Company as  a  Class  A

u tility.

4. On J une  9, 2015, a fte r cons ulta tion with S ta ff a nd RUCO, UNS E file d a  Motion for

25 Procedura l Schedule  which proposed a  schedule  for the  hearing.

By Procedura l Order dated June 22, 2015, the  proposed schedule  was adopted and the26

27

28 489 UNSE Initial Brief at 64.
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11

12

1 4

1 6 11.

1 7

1 8

1 9

20

2 1

22

I matte r was se t for hearing to commence  on March 1, 2016, a t the  Commission's  Tucson office .

Inte rve ntion wa s  gra nte d to RUCO, AP S , WRA, Vote  S ola r, TAS C, Nucor, Noble ,

3 Wa lma rt, S WEEP , AECC, ACAA, AIC, AURA, AS DA, S S VEC, Trico, FP AA, a nd Aris E1A.

7. On July 16, 2015, AIC file d a  Motion for Le a ve  to Inte rve ne  a nd to S upple me nt the

5 P roce dura l Orde r to Cla rify Applica tion of the  Ex P a rte  Rule s .

By Procedura l Order da ted, August 13, 2015, it was ordered tha t A.A.C. R14-3-113 (ex

7 pa rte  rule ) applie s  to individua l members  of inte rvening membership organiza tions .

9. On September 9, 2015, UNSE filed a  Notice  of Mailing and Publica tion indica ting tha t

notice  of the  he a ring wa s  ma ile d to its  cus tome rs  a s  a  bill inse rt be ginning on Augus t 1, 2015, a nd

e nding on Augus t 31, 2015; publishe d in ne wspa pe rs  of loca l circula tion in UNSE's  se rvice  te rritory

on Augus t 3, 2015, Augus t 4, 2015 and Augus t 5, 2015,490 and a lso placed in the  Mohave  County

Libra ry Dis trict La ke  Ha va su in La ke  Ha va su, Arizona , the  Moha ve  County Libra ry Dis trict Kingma n

in Kinsman, Arizona , and the  Noga le s -Rochlin Libra ry in Noga le s , Arizona  on Augus t 12, 2015.

10. On  S e p te mbe r 18 , 2015 , UNS E tile d  S upp le me n ta l In fo rma tion  In  S upport o f

15 Applica tion, comprised of schedules  to the  proposed revised PPFAC POA.

On Nove mbe r 5, 2015, ACAA tile d the  Dire ct Te s timony (e xce pt tha t re la te d to ra te

de s ign a nd cos t of se rvice ) of Cynthia  Zwick. On Nove mbe r 6, 2015, Dire ct Te s timony (e xce pt tha t

re la ted to ra te  de s ign and cos t of se rvice ) was  filed for: S teve  Chiiss  by Walmart; Mark Fulle r and J .

Randa ll Woolridge  by TASC; Je ffrey Michlik and Robert Mease  by RUCO; Je ff Schlege l by SWEEP,

and Howard Solganick, Barba ra  Keene , Elijah Abinah, Donna  Mullinax, Candrea  Allen, and Eric Van

Epos by Staffl.49I

12.

23

24

25

26

On December 9, 2015, Direct Testimony on Rate  Design and Cost of Service  was  tiled

by: ACAA for Zwick, Wa lma rt for Chris  He ndrix a nd Gre gory Tillma n, RUCO for Lon Hube r; AECC

a nd Noble  for Ke vin Higgins , Nucor for J a y Za rnika u, AURA for P a trick Quinn a nd Thoma s  Als ton,

FP AA for La nce  Jungme ye r a nd Ke nt S ume r, AP S  for Cha rle s  Mie ssne r a nd Ahma d Fa ruqui, Vote

27

28

490 The Kinsman DailyMiner, Nogales International, Santa Cruz Valley Power Pay, and Today 's News-Herald.
491 SWEEP filed an En'ata to its November 9, 2015 testimony on November 9, 20 la.
"2 On December 21, 2015, AIC filed a corrected copy of Mr. Hansen's testimony that included all exhibits.
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6

7

8

9

10

11

12

13

14

15

1 Sola r for Briana  Kobor, and S ta ff for Mr. Solganick and Thomas  Brode rick.

13. On Janua ry 19, 2016, UNSE tiled the  Rebutta l Tes timony of Mr. Hutchins , Mr. Grant,

Ms . Bulkle y, Mr. Le wis , Mr. Ra de ma che r, Mr. S he e ha n, Mr. Tillma n, Mr. Duke s , Mr. J one s , Ms .

Smith, a nd H. Edwin Ove rca s t, a nd ACAA file d the  Re butta l Te s timony of Ms . Zwick.

14. On Ja nua ry 21, 2016, UNS E file d a  Motion for P re limina ry P re -he a ring Confe re nce ,

seeking to schedule  witnesses  prior to the  Pre -Hearing Confe rence  to facilita te  planning. On January

22, 2016, S ta ff filed a  Response  to the  Motion, supporting the  Company's  request.

15. By P rocedura l Orde r da ted Janua ry 25, 2016, in lieu of scheduling a  pre limina ry pre -

hearing conference , the  parties  were  directed to confer and submit a  proposed witness  schedule  prior

to the  Pre-hearing Conference  se t for February 26, 2016.

16. On J a nua ry 26, 2016, AURA file d a  Motion to Exte nd P roce dura l S che dule . AURA

sought to extend the  filing of Surrebutta l Tes timony and the  hea ring in this  ma tte r for approxima te ly

two months  be ca use  UNSE's  Re butta l Te s timony a dopte d S ta ffs  re comme nde d ra te  de s ign, which

included manda tory re s identia l demand charges . AURA argued UNSE's  modified ra te  des ign was  an

abrupt change  of pos ition which warranted additiona l time  for discovery and prepa ra tion. RUCO filed

16 a  Response  to AURA's  Motion on Janua ry 26, 2016, supporting the  reques t.

17 17. On Ja nua ry 27, 2016, UNS E file d a n Oppos ition to AURA's  Motion, a rguing tha t its

18 acceptance  of S ta ffs  recommended ra te  des ign tha t was  firs t advanced on December 9, 2015, is  not

20

19 sufficient grounds to de lay the  ra te  case .

18. On J a nua ry 27, 2016, ACAA, Vote  S ola r, S WEEP  a nd WRA file d Re s pons e s  to

23

21 AURA's  Motion, supporting the  reques ted continuance .

22 19. On Ja nua ry 28, 2016, AIC tile d its  Oppos ition to AURA's  Motion.

20. On Janua ry 29, 2016, ARUA filed a  Reply in Support of its  Motion.

2 l. By Procedura l Order da ted January 29, 2016, AURA's  Motion to Extend the  Procedura l

25 Schedule was denied on the grounds that acceptance of Staft"s recommendations in Rebuttal Testimony

26 is  not unusual and the  prospect of mandatory residentia l demand ra tes  was made  an issue  in the  case

27 s ince  a t le a s t De ce mbe r 9, 2015 whe n S ta ff file d its  ra te  de s ign te s timony. In a ddition, it wa s  found

28 tha t a s  a  pra ctica l ma tte r, de la ying this  ra te  ca s e  would a dve rs e ly a ffe ct a  numbe r of proce e dings

24
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6

7

involving many of the  parties  to this  case  scheduled before  the  Commission throughout 2016.

22. On Ja nua ry 29, 2016 a nd Fe brua ry 3, 2016, the  S un City Home owne rs  Associa tion

("S CHOA") a nd the  P rope rty Owne rs  a nd Re s ide nts  As s ocia tion of S un City We s t ("P ORA"),

respective ly, filed reques ts  to inte rvene . On February 2, 2016, UNSE tiled an Opposition to SCHOA's

Inte rve ntion Applica tion.

23. By Procedura l Order da ted February 5, 2016, the  requests  to inte rvene  were  denied on

the  grounds  tha t ne ithe r SCHOA nor PORA repre sent ra tepaye rs  who re s ide  within UNSE's  se rvice

8

9

te rritory, re s ide ntia l ra te pa ye rs  we re  a lre a dy a de qua te ly re pre se nte d by othe r inte rve ne rs , a nd the

reques ts  were  not time ly. These  entitie s  were  informed tha t they could tile  public comments .

24. On February 16, 2016, a fte r confering with the  pa tties  to the  proceeding, the  Company

1 2

1 0

1 1 file d  a  P ropos e d Witne s s  S che dule .

25 . O n  F e b ru a ry 1 8 ,  2 0 1 6 ,  S ta ff file d  a  R e q u e s t fo r  a n  E xte n s io n  to  F ile  S u 1 Te b u tta l

13 Testimony from February 19, 2016 to February 23, 2016.493

26. By Procedura l Order da ted February 19, 2016, S ta ffs  requested extension was granted

15 for a ll a ffected pa rtie s , and the  filing deadline  for Re joinde r Tes timony was  extended to Februa ry 29,

14

16 2016 .

17 27.

18 a n d  Mr,  He n d rix.

On Fe brua ry 19, 2016, S urre butta l Te s timony wa s  file d by Wa lma rt for Mr. Tillma n

1 9

20

21

22

28. On Fe brua ry 23, 2016, S urre butta l Te s timony wa s  file d by: ACAA for Ms . Zwick,

RUCO for Mr. Hube r a nd Mr. Michlik; AECC a nd Noble  for Mr. Higgins  a nd Micha l Mcgra th; Nucor

for Dr. Za rnika u, TAS C for Mr. Fulle r a nd Mr. Woolridge , S WEEP  for Mr. S chle ge l, WRA for Mr.

Wils on , AURA fo r Mr. Qu inn , Mr. Als ton  a nd  S co tt Rub in , FP AA fo r Mr. S ide r,  AP S  fo r Mr.

23 Mie ssne r, Dr. Fa ruqui, Cory We lch a nd Ashle y Brown, AIC for Mr. Ya quinto a nd Mr. Ha nse n, Vote

24 S ola r for Ms . Kobor, a nd S ta ff for Mr. S olga nick, Ms . Ke e ne , Ms . Mullina x, Yuh Liu, Ms . Alle n, Mr.

25 Van Epos , and Mr. Brode rick.

26 29. A Pre-Hearing convened on February 26, 2016, as scheduled in the  June 22, 2015 Rate

27

28 493 Responses to Staffs request were filed on February 19, 2016 by APS, AIC, AECC and Noble.
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l

2

3

4

5

6

7

Case  Procedura l Order. Appearing through counse l a t the  Pre-hearing Conference  were : UNSE, APS,

TAS C, FP AA, RUCO, Wa lma rt, Nucor, AIC, S WEEP , WRA, ACAA, Vote  S ola r, AECC, Noble ,

AURA, S S VEC, AS DA, a nd S ta ff The  pa rtie s  dis cus s e d the  he a ring s che dule  a nd the  pre -file d

proposed witness schedule  was discussed, modified and adopted. TASC notified the  parties  tha t it was

considering identifying an expert witness to address the  issues ra ised by an APS witness in Surrebutta l

Te s timony.4*4 UNSE a rid APS  re que s te d tha t TASC ide ntify a ny pote ntia l ne w witne ss  a s  soon a s

possible.495

8 30.

9

1 0

On Fe brua ry 29, 2016, UNS E file d the  Re joinde r Te s timony of Mr. Hutche ns , Mr.

Gra nt, Ms . Buckle y, Mr. Le wis , Mr. S he e ha n, Mr. Tillma n, Mr. Duke s , Mr. Jone s , Mr. Ove rca s t a nd

Ms . S mith,

1 1 31.

12

On Fe brua ry 29, 2016, TAS C file d a  Motion to S trike  AP S  S urre butta l Te s timony of

Ashley Brown and Corey We lch and Motion to Continue  Surrebutta i Tes timony, on the  grounds  the

1 3

1 4

te s timony of the  two witnesses  were  not disclosed until they filed Surrebutta l Tes timony.

32. The  he a ring conve ne d a s  s che dule d on Ma rch l, 2016, be fore  a  duly a uthorize d

15

1 6

17

1 8

Adminis tra tive  La w J udge  a t the  Commis s ion's  Tucs on office s . The  proce e ding comme nce d with

on March 3, 2016 and concluded on March 23, 2016. At the  conclus ion of the  hea ring, the  ALJ  took

the  ma tte r unde r a dvise me nt, pe nding the  filing of Fina l S che dule s , la te -file d e xhibits  a nd Clos ing

1 9  Brie fs .

20 33.

21

22

23

24

On Ma rch 3, 2016, TAS C file d a n Expe dite d Motion for Expe dite d Re s pons e s  to

Discove ry Re que s ts  Se rve d on APS . The  sa me  da te , APS  file d a  Re sponse  to Supple me nt Re cord

Re ga rding TAS C's  Expe dite d Re sponse s  to Discove ry Re que s t. On Ma rch 8, 2016, the  Expe dite d

Motion was  discussed on the  record, a t which time  the  pa rtie s  reported they were  a ttempting to reach

a consensual res01ution.498

25

26

27

28

494 February 26, 2016 Pre-Hearing Conference Transcript a t 25.
495 Id. at 29-31 ,
496 At the commencement of the hearing, the Commiss ion was  in the process  of scheduling additiona l Public Comment
meetings  in locations  within UNSEE's  service area , but had not yet finalized the deta ils .
497 Hearing Transcript ("Tr. a t 120-136.
498 Tr. at 260-1.
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1 34.

2

3

4 35.

5

6

7

On Ma rch 8, 2016, TAS C file d a n Expe dite d Motion to Compe l in which it sought a n

order requiring UNSE to respond to TASC's Data  Request 10. 1. The Motion was discussed and granted

on the record on March 8, 2016.499

By Procedura l Orde r da ted March 9, 2016, the  Commiss ion orde red UNSE to publish

public notice  of three  Public Comment Mee tings  scheduled for March 22, 2016, in Noga le s , Arizona ,

and on March 31, 2016 in Kinsman and Lake  Havasu, Arizona .

On Ma rch 24, 2016, UNS E file d a  Notice  of P ublica tion indica ting tha t Notice  of the

8 Public Comment Sess ions  was  published in newspape rs  of loca l circula tion on March 15, 2016, and

36.

The  Commiss ion conducted Public Comment Mee tings  in Noga les  on March 22, 2016

l l a nd in Kinsma n a nd La ke  Ha va su on Ma rch 31, 2016. The  Commiss ion de te rmine d tha t a dditiona l

1 0

9 Ma rch 16, 2016.

37.

1 2

1 3

1 4

1 5 38.

1 6

1 7

public comment should be  conducted, and se t a  second Public Comment Mee ting in Lake  Havasu on

April 18, 2016. By P roce dura l Orde r da te d April 6, 2016, the  Commis s ion s che dule d the  P ublic

Comment Mee ting and orde red UNSE to publish public notice .

Cn April 4, 2016, UNS E tile d La te -File d Exhibits  UNS E-45 to UNS E-47 re ga rding a

re vise d S GS  ra te , La te -File d Exhibit UNS E-48, providing a  re ve nue  re quire me nt spre a dshe e t, a nd

Updated Schedules.

1 8 39.

19

20

2 1

22

On April 13 , 2016, Commis s ione r Bums  file d  a  Le tte r in  the  docke t re que s ting

a dditiona l informa tion from the  pa rtie s  conce rning a lte rna tive  ra te  de s igns  to ma nda tory thre e -pa rt

re s ide ntia l ra te s , the  cos t of e quity if thre e -pa rt ra te s  a re  not a dopte d, a nd a  dis cus s ion of the

reasonableness of the  proposed transition time to three-part ra tes.

On April 18, 2016, a  s e cond P ublic Comme nt S e s s ion conve ne d in La ke  Ha va s u,40.

23 Arizona .

24 41.

25

26

On April 20, 2016, UNSE filed a  Notice  of Publica tion indica ting tha t it had the  public

notice  of the  April 18, 2016 P ublic Comme nt me e ting publis he d in the  Toda y 's  Ne w-Ha rold, a

newspape r of gene ra l circula tion in UNSE's  se rvice  te rritory on April 12, 2016.

27

28 449 Tr. at 817-823,
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On April 22, 2016, S ta ff file d a  notice  of the  initia tion of s e ttle me nt dis cus s ions  to

2 commence  a t a  da te  and time  to be  de te rmined, and inviting a ll pa rties  to participa te  in the  se ttlement

1 42.

3 e fforts .

4 43.

6 44.

8 45.

9

10

On April 25, 2016, S ta ff file d Notice  of S e ttle me nt Discuss ions  for April 28, 2016, a t

5 the  Commiss ion's  office s , with a  confe re nce  bridge  a va ila ble .

On April 25, 2016, Ope ning Brie fs  we re  file d by UNS E, RUCO, AIC, AURA, Vote

7 S ola r, S WEEP /WRA/ACAA, Nucor, Wa lma rt, Ape , AECC/Noble , TAS C, FP AA a nd S ta ff.50"

On April 25, 2016, Cha irma n Little  file d a  Le tte r in the  docke t, e xpre s s ing conce rn

about the  public reaction to the  proposed three-part ra tes for residentia l customers and encouraging the

pa rtie s  to  e xplore  a lte rna tive  ra te s  not involving ma nda tory de ma nd cha rge s , a nd s ugge s ting

conside ra tion of a  renewable  credit ra te  for ne t me te ring cus tomers  tha t could be  fixed for a  pe riod of

12 time .

On April 28, 2016, Commiss ione r Fores t tiled a  Le tte r in die  docke t see ldng additiona l

14 information on the  severe  hea lth and economic conditions  in UNSE's  te rritory and the  adequacy of the

1 3 46.

16 47.

17

1 8

1 9

15 low-income  progra ms .

On Ma y 10, 2016, Commiss ione r S tump file d a  Le tte r in the  docke t e ncoura ging the

pa rtie s  to discuss  a  ma rke t-ba se d a ggre ga tion cre dit a pproa ch to ne t me te ring a long the  line s  of a

proposa l in Maine  or RUCO's  RPS Bill Credit Option, or othe r marke t-based approach.

On  Ma y ll,  2016 , Re p ly Brie fs  we re  file d  by UNS E, AP S , AEcc/nob le ,  TAS C,48.

2 1

20 RUCO, AURA, Nucor, Vote  S ola r, AIC, TAS C, FP AA, AriS EA, a nd S ta ff

49. UNSE is  an Arizona  public se rvice  corpora tion engaged in the  genera tion, transmission

22 and dis tribution of e lectricity to approximate ly 93,000 customers  in Mohave  and Santa  Cruz Counties ,

23 Arizona .

24 50.

25

26

UNSE is  wholly-owne d by UniSource  Ene rgy Se rvice s , Inc., which is  a  wholly-owne d

subs idia ry fUNS Ene rgy Corpora tion a nd a n indire ct wholly-owne d subs idia ry of Fortis , Inc. UN SE

is  an a ffilia te  of UNS Gas  Inc. and TEP,

27

2 8 500 SSVEC filed a  Notice tha t it would not be filing pos t-hearing briefs .
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8
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UNSE's  curre nt ra te s  we re  e s ta blishe d in De cis ion No. 74235 (De ce mbe r 31, 2013),

based on a  test year ending June 30, 2012, with ra tes effective  on January 1, 2014.

52. For purposes  of this  proceeding, the  Company, S ta ff, and RUCO reached accord tha t

UNS E's  a djus te d  te s t ye a r OCRB is  $270,293,000, a nd tha t the  fa ir va lue  of the  Compa ny's

jurisdictiona l ra te  base  for the  te s t yea r is  $354,001,000. No pa rty objected to the  agreed FVRB. We

concur with the  parties  tha t for purposes  of this  ra te  case , UNSE's  FVRB is  $354,001 ,000.

53. In the test year, UNSE had adjusted Operating Revenues of 3156,717,000, and adjusted

Opera ting Income  of $10,530,000, re sulting in a  ra te  ofre tum on its  FVRB of2.97 pe rcent.

54. In the  te s t yea r, the  Company had a  capita l s tructure  consis ting of 47.17 pe rcent long-

10 te rm de bt a nd 52.83 pe rce nt e quity,

11 Using The Company's  actua l capita l s tructure  is  appropria te  for establishing ra tes  in this55.

12 ma tte r.

56.13 A re turn on common equity of 9.50 percent and an embedded cost of long-te rm debt of

14 4.66 percent are  appropria te  estimates of the  cost of capita l for purposes of this  ra te  case .

57. A FVROR of 5.63 percent on UNSE' s FVRB produces rates that are just and reasonable.

16 58. It is  reasonable  to authorize  for UNSE an increase  in its  non-fue l revenue  requirement

17 of $15.1 million, an increase  over te s t yea r revenues  of 9.6 pe rcent.

18 59. The  va rious  ra te  options  offe re d by UNSE in its  Initia l Brie f for re s ide ntia l cus tome rs

19 (a  s ta nda rd two-pa rt ra te , two-pa rt TOU ra te , thre e -pa rt ra te  a nd thre e -pa rt TOU ra te ) a nd for S GS

20 cus tome rs , a s  modifie d to be  a va ila ble  to both non-DG a nd DG cus tome rs  until furthe r orde r of the

21 Commis s ion, a nd to re fle ct the  re ve nue  a lloca tions  a nd othe r a dj us tme nts  a pprove d he re in, a re

22 re a s ona ble .

23 60. In order to encourage residential and SGS customers to move to rates other than standard

24 two-part ra tes , it is  reasonable  to authorize  the  ra te  plan process  described here in.

25 61. It is  reasonable to require  UN SE to prepare and submit a  customer communications plan

26 with the  Commiss ion by September 30, 2016 tha t is  des igned to educa te  cus tomers  about the ir ra te

27 options  and how they can manage  the ir bills , and to pe rmit inte re s ted pa rtie s  to file  comments  on tha t

28 plan by October 28, 2016.

1 5
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2

3

4

5

6 63.

7

8

9

1 0

11

1 2

13

14

1 5

16

1 7

1 8

1 9

20 66.

2 1

22

23

24

Because  we adopt a  diffe rent revenue  a lloca tion than e ither Staff or the  Company, until

UNS E file s  ne w ra te  sche dule s  a nd proof of re ve nue  tha t conform to our a uthoriza tions  he re in, we

cannot provide  an exact bill impact ana lys is . However, we  es tima te  tha t under the  trans ition two-pa rt

ra te s , a n a ve ra ge  re s ide ntia l cus tome r us ing 830 kWh a  mo n th  wo u ld  s e e  a  mo n th ly b ill o f

The  Va lue  of DG docke t is  curre ntly ope n a nd a ctive ly cons ide ring a nd e va lua ting

me thodologie s  for de te rmining the  va lue  a nd cos ts  of s ola r DG to be  us e d in ra te  proce e dings . A

cons is tent applica tion of the  eventua l findings  and conclus ions  of the  Va lue  of DG docke t promote s

good public policy and is  in the  public inte re s t.

64. It is  re a sonable  to hold the  ne t me te ring and ra te  de s ign portion of this  docke t for the

Residentia l arid SGS Classes open for a  second phase of this proceeding to commence shortly following

the  conclus ion of the  Va lue  of DG docke t in orde r tha t the  findings  in tha t docke t ca n be  a pplie d to

UNS E's  ne t me te ring ta riffs , a nd to cons ide r whe the r DG cus tome rs  who s ubmit a pplica tions  for

interconnection after the  effective  date  of the  Decision in phase  two should be  transitioned to mandatory

three-part demand rates or be assessed charges for the required second meter.

65 . Until the  conclus ion of the  s e cond pha se  of this  proce e ding, a nd future  orde r of the

Commiss ion, it is  rea sonable  to trea t DG cus tomers  the  same  a s  non-DG cus tomers  in te rms  of ra te

options , except tha t DG cus tomer who submit inte rconnection applica tions  a fte r the  e ffective  da te  of

this Decision shall incur a  charge of $1 .58 associated with the second meter required by DG customers.

The  Company's  proposed June  1, 2015 da te  for de termining which DG customers  sha ll

be  subject to newly proposed ra te  options  or ne t mete ring trea tment is  not reasonable . Going forward,

any DG cus tomer who tile s  an inte rconnection agreement prior to the  e ffective  da te  of a  Decis ion in

phase  two of this  proceeding sha ll be  trea ted the  same as  a  DG customer who filed for inte rconnection

prior to tha t da te .

It is  re a s ona ble  to  upda te  the  ba s e  cos t of powe r ba s e d on a ctua l cos ts  prior to

26 es tablishing new ra te s , and to re -se t the  PPFAC to ze ro when the  new ra te s  go into e ffect. It is  a lso

25 67_

27

28

501 The ultimate TOU and optional demand rate options adopted after the transition period will be designed on a revenue
neutral basis such that the revenue collected from the Residential Class will not be changed, but individual customers will
experience different impacts based on their usage patters.
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1

2

reasonable  to require  UNSE to file  a  revised PPFAC POA for Commiss ion review and approva l.

It is  reasonable  to approve  the  Rules and Regula tion changes a ttached to UNS Electric,68.

3 Inc .'s  Initia l Brie f.

4 69. It is  re a sonable  to direct UNSE to file  a  revised TCA POA for review and approva l by

5 the  Commiss ion.

6 70. It is  re a sonable  to require  UNSE to file  a  P lan of Adminis tra tion for the  Demand S ide

7 Management adjus tor for review and approva l by the  Commiss ion.

71. It is  re a s ona ble  tha t UNS E's  LFCR me cha nis m s ha ll continue  in e ffe ct without the8

9 propos e d modifica tions  by UNS E, e xce pt tha t the  fixe d ra te  option s hould be  e limina te d. It is

10

11

12

re a sona ble  to re quire  UNS E to tile  a  propose d P la n of Adminis tra tion for the  LFCR me cha nism for

review and approva l by the  Commiss ion.

It is  reasonable  tha t UNSE's  REST mechanism sha ll continue  and to require  UN SE to72.

13 file  a  propos e d P la n of Adminis tra tion for the  RES T me cha nis m for re vie w a nd a pprova l by the

14 Commiss ion.

15 73.

16

17

It is  reasonable  tha t a t the  e ffective  da te  of the  new ra tes  approved in this  Decis ion, the

TCA ra te  sha ll be  rese t to zero, or as  close  to zero as  practicable , and to require  the  Company to file  a

fina l P la n of Adminis tra tion for the  TCA for re vie w a nd a pprova l.

18 74.

19 Re quire me nts  S e rvice s  (NM-P RS )

It is  re a s ona ble  for UNS E's  propos e d Ride r R-10, Ne t Me te ring for Ce rta in P a rtia l

a n d  R id e r R-1  1 ,  Re n e wa b le  Cre d it Ra te s ,  a s  we ll a s

20

21

22 75.

23 76.

25 77.

26 78.

27

28

recommenda tions  by othe r pa rtie s  rega rding UNSE's  proposed ta riff based on the  conclus ions  of the

Value  of DG docket, to be  considered as  part of phase  two of this  proceeding.

It is  reasonable  for UNSE's  Ride r-12 Intenuptible  Se rvice  to be  approved.

It is  reasonable  for UNSE's  Ride r R-l3, Economic Deve lopment Rider, to be  approved,

24 and e ffective  on the  e ffective  da te  of the  ra tes  approved he re in.

It is  reasonable  for UNSE's  Rider-14, Alte rna te  Genera tion Service , to be  denied.

It is  re a s ona ble  tha t UN S E s hould be  a uthorize d to de fe r for future  re cove ry, the

following: (1) one  hundre d pe rce nt of the  prope rty ta xe s  a bove  or be low the  te s t ye a r a mount of

property taxes , caused by increases  or decreases  to UNS Electric Inc.'s  composite  property tax ra tes ,
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I

2

a nd (2) a ll prope rty ta x s a vings  de rive d from a ppe a ling the  prope rty ta x va lue  of Gila  Rive r Unit 3 ,

toge the r with a ll a ttorne y's  fe e s , ta xa ble  cos ts , le ga l e xpe ns e s  a nd a ll othe r cos ts  a s s ocia te d with the

4

3 appeal process.

79.

5

6

7

8

9

10

11

12

It is  rea sonable  to provide  options  to sola r DG cus tomers  tha t a lso bene fit ra tepaye rs

who choose  not to e mploy sola r. Following the  s tructure  of RUCO's  de clining RPS  Cre dit Option, a

fixed-bill credit mechanism can be  adaptable  to the  outcome of the  Value  of DG docke t. Therefore , its

imple me nta tion now will be ne fit s ola r DG a dopte rs  a nd non-s ola r a dopte rs . Until the  2017 RES T

Implementa tion P lan decis ion la te r in 2016, or the  outcome  of the  Va lue  of DG docke t, the  credit ra te

and decline  schedule  sha ll follow the  s tructures  in RUCO's  proposa l. In addition, sola r customers  may

se le ct whe the r the  bill cre dit a pplie s  to a ll sola r production or jus t sola r e xports . Howe ve r, the re  will

be  no gua ra nte e  of the  fila ture  offs e t va lue  on production not compe nsa te d through the  bill cre dit

mechanism. Pa rtie s  a re  a lso reques ted to address  the  long-temi feas ibility of this  ope ra tion in phase

13 two of this  proce e ding.

14 CONCLUSIONS OF LAW

15 UNSE is  a  public se rvice  corpora tion within the  me a ning of the  Arizona  Cons titution,

16

17 Th e  Co m m is s io n  h a s  ju ris d ic tio n  o ve r UNS E  a n d  th e  s u b je c t m a tte r o f th e  Ra te

18 Applica tion .

19

20

21

22 6.

Notice  of the  Ra te  Applica tion and hea ring was  provided in accordance  with the  law.

UNSE's  FVRB is  $354,001,000.

A FVROR of 5.63 percent is  fa ir and reasonable  in this  case .

The rates and charges authorized herein are just and reasonable and should be approved.

23 0R124
24

25

26

27

28

IT IS  THEREFORE ORDERED tha t UNS Electric, Inc. sha ll file , a s  soon a s  poss ible , and no

la te r than by August 31, 2016, a  revised schedule  of ra tes  and charges  consis tent with the  discuss ion

here in, a  typica l bill ana lysis , and a  proof of revenue  showing tha t based on the  adjusted test year level

of sa les, the  revised ra tes will produce  no more  than the  authorized increase  in gross revenues.

IT IS  FURTHER ORDERED tha t the  revised schedule  of ra te s  and cha rges  sha ll be  e ffective

4.

5.

3.

2.

1.
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4
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1 0

for a ll s e rvice s  provide d on a nd a fte r the  da te  UNS  Ele ctric, Inc. file s  with Docke t Control re vis e d

sche dule  of ra te s  a nd cha rge s , which sha ll be  no la te r tha n Se pte mbe r l, 2016, a nd sha ll re ma in in

e ffect until furthe r orde r of the  Commiss ion.

IT IS  FURTHER ORDERED tha t a ny comme nts  on UNS Ele ctric, Inc.'s  re vise d sche dule s  of

5 final ra tes and charges shall be  filed by any interested party by September 30, 2016, and that Staff shall

file  a  Proposed Order for approval of the  fina l ra tes  or a  request for a  hearing by October 28, 2016.

IT IS  FURTHER ORDERED tha t UNS E Ele ctric, Inc. s ha ll pre pa re  a nd s ubmit a  cus tome r

communica tions  plan by September 30, 2016, tha t is  des igned to educa te  cus tomers  about the ir ra te

options and how they can manage  the ir bills , and tha t interested parties  sha ll file  any comments  on the

plan by Octobe r 28, 2016, and S ta ff sha ll submit a  P roposed Orde r addre ss ing the  communica tions

plan for Commiss ion conside ra tion by November 30, 2016.

1 2 IT IS  FURTHER ORDERED tha t the  ne t me te ring a nd re s ide ntia l a nd S GS  DG ra te  de s ign

13 portion of this  docke t sha ll rema in open.

14 IT IS  FURTHER ORDERED tha t pha s e  two of this  proce e ding to cons ide r a ny propos e d

15 changes to UNS Electric, Inc.'s  ne t metering ta riffs  and proposed ra te  options for Residentia l and SGS

16 DG cus tomers  sha ll commence  shortly a fte r the  issuance  of an Orde r in the  Va lue  of DG docke t.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric, Ins . sha ll notify its  a ffe cte d cus tome rs  of the

18 revised schedules  of ra te s  and cha rges  authorized he re in, including the  plan to trans ition to Time-of-

19 Use  ra tes  and other ra te  options , by means  of an inse rt in its  next regula rly scheduled bill and posting

20 on its  we bs ite , in a  form a cce pta ble  to the  Commiss ion's  Utilitie s  Divis ion.

21 IT IS  FURTHER ORDERED tha t the  Rules  and Regula tion changes  a ttached to UNS Electric,

22 Inc.'s  Initia l Brie fe rs  Exhibit 3 (except tha t the  ins ta llment period over which outs tanding ba lances  may

23 be  pa id sha ll remain a t 6 months) a re  approved, and UNS Electric, Inc. sha ll file  in this  docke t, revised

24 Rules  and Regula tions consis tent with this  Decis ion, as  a  compliance  item by August 3 l , 2016.

25 IT IS  FURTHER ORDERED tha t the  revised deprecia tion ra te s  se t forth in Dr. White 's  Direct

26 Testimony (Ex UNSE-7 White  Dir) a re  approved, to be  in e ffect on and a fte r September l, 2016.

27 IT IS  FURTHER ORDERED tha t the  revised Misce llaneous  Se rvice Charges propose d by Mr.

28 J one s  (Ex UNS E-31 J one s  Dir a t 69-71) a re  a pprove d, a nd UNS  Ele ctric Inc. s ha ll file  the  re vis e d

1 7
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10

Miscellaneous Service  Charges in its  revised schedules of ra tes and charges.

IT IS  FURTHRE ORDERED tha t UNS Ele ctric, Inc. sha ll by Se pte mbe r 30, 2016, file  a  P la n

of Adminis tra tion for the  Demand Side  Management adjus tor and a  revised P lan of Adminis tra tion for

its  Transmiss ion Cost Adjus tor for review and approva l by the  Commiss ion.

IT IS  FURTHER ORDERED tha t Lost Fixed Cost Adjus tor Mechanism sha ll continue  in e ffect,

and USNE Electric, Inc. sha ll file  no la te r than September 30, 2016, a  proposed Plan of Adminis tra tion

for the  Los t Fixed Cost Adjus tor Mechanism for review and approva l by the  Commiss ion.

IT IS  FURTHER ORDERED tha t UNS Ele ctric Inc.'s  Re ne wa ble  Ene rgy S ta nda rd a nd Ta riff

me cha nis m s ha ll continue  a nd UNS  Ele ctric, Inc. s ha ll file  no la te r tha n S e pte mbe r 30, 2016, a

proposed Plan of Adminis tra tion for the  Renewable  Energy Standard and Tariff mechanism for review

11 a nd a pprova l by the  Commis s ion.

IT  IS  F UR THE R  O R DE R E D th a t  th e  P u rc h a s e d  P o we r  a n d  F u e l Ad ju s to r  Me c h a n is m

in ("P P FAC") sha ll continue  to ope ra te  on a  pe r kph ba s is , a nd the  formula  use d to ca lcula te  the  monthly

14 P P FAC ra te s  s ha ll be  m odifie d to  inc lude  cons ide ra tion of the  ba nk ba la nce ,  a nd UNS  Ele c tric  Inc .

15 sha ll by S e pte mbe r 30, 2016, file  a  re vise d P la n of Adminis tra tion for the  P P FAC with the  Commiss ion

12

17

18

19

20

2 1

2 2

16 tr re vie w a nd a pprova l .

IT IS  F UR THE R  O R DE R E D th a t  a t  th e  e ffe c tiv e  d a te  o f th e  n e w ra te s  a p p ro v e d  in  th is

De cis ion, the  Tra nsmis s ion Cos t Adjus tor ra te  sha ll be  re se t to ze ro, or a s  close  to ze ro a s  pra ctica ble ,

a n d  UNS  E le c tric ,  In c .  s h a ll file  b y S e p te m b e r 3 0 ,  2 0 1 6 ,  a  fin a l P la n  o f Ad m in is tra tio n  fo r th e

Transmiss ion Cos t Adjus tor with the  CoInrniss ion for review and approva l.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric Inc.'s  propose d Ride r R-l 0, Ne t Me te ring for

Certa in Partia l Requirements  Services  (NM-PRS) and Rider R-11, Renewable  Credit Ra tes , as  well as

23 recommenda tions  by othe r pa rrie s  rega rding UNSE's  proposed ta riff based on the  conclus ions  of the

24 Va lue  of DG docke t, sha ll be  cons ide red as  pa rt of phase  two of this  proceeding.

25

26

27

28

IT IS  FURTHER ORDERED tha t the  He a ring Divis ion s ha ll conve ne  a  proce dura l confe re nce

re ga rding the  s e cond pha s e  of this  docke t no more  tha n 10 da ys  a fte r a n Orde r is  is s ue d in the  Va lue

DG docke t a nd s ha ll s che dule  pre -file d te s timony a nd the  he a ring (if ne ce s s a ry) for the  s e cond pha s e

of this  docke t to comme nce  a s  quickly a s  pos s ible .
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IT IS  FURTHER ORDERED tha t UNS  Ele c tric  Inc . 's  Ride r-12  In te nup tib le  S e rvice  is

a pprove d, a nd UNS Ele ctric Inc. sha ll file  Ride r R-12 with the  Commiss ion on or be fore  Augus t 31,

2016, to be  e ffective  for se rvice  on and a lte r September l, 2016.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric lnc.'s  Ride r R-13, Economic De ve lopme nt

Ride r is  a pprove d, a nd UNS  Ele ctric Inc. s ha ll file  Ride r R-13 with the  Commis s ion on or be fore

August 31, 2016, to be  effective  for service  rendered on and after September 1, 2016.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric Inc.'s  Ride r-14, Alte rna te  Ge ne ra tion S e rvice

8 is  denied.

9

10

11

1 2

1 3

IT IS  FURTHER ORDERED tha t UNS Electric, Inc. is  authorized to de fe r for future  recove ry,

the  following: (l) one  hundre d pe rce nt of the  prope rty ta xe s  a bove  or be low the  te s t ye a r a mount of

property taxes , caused by increases  or decreases  to UNS Electnlc Inc.'s  composite  property tax ra tes ,

a nd (2) a ll prope rty ta x s a vings  de rive d from a ppe a ling the  prope rty ta x va lue  of Gila  Rive r Unit 3,

toge the r with a ll a ttorney's  fees , taxable  cos ts , lega l expenses  and a ll othe r cos ts  a ssocia ted with the

14 a ppe a l p roc e s s .

15

16

17

18

1 9

20

2 1

22

23

24

25

26

27

28
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14

13

12

10

9

8

7

6

5

4

3 s te p downs  outline d in the  RUCO RP S  Bill Cre dit Option.

IT IS  FURTHER ORDERED tha t UNS  Ele ctric , Inc . s ha ll put in pla ce  a  fixe d bill cre dit option

2 within 120 da ys  of the  e ffe ctive  da te  of this  De cis ion pe r the  ge ne ra l progra m de s ign, cre dit ra te , a nd

1

I

COMM1§SION?RTORESE

//

IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be com e  e ffe c tive  im m e dia te ly.

CHAIMAN LITTLE

BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.,

\\
\

COMMIS S IOn OBIN

IN WITNE S S  WHE RE OF, I,  J ODI A. J E RICH, E xe cu tive
Director of the  Arizona  Corpora tion Commiss ion, have  he reunto
set my hand and caused the  officia l seal of the  Commission to be
a ffine the Ca pitol, o f P h o e n ix, this

_da y of 2016.2893

commIss1o1~4%"R STUMP

DO C KE T n o .  E -0 4 2 0 4 A-1 5 -0 1 4 2

COMMIS S IONER BURNS

J

.»'"*

15

16 >
17

18

19

I A..VERICH
XECIJ"rIVE LMRECTOR

L

20

21
|  DIS S ENT _

J R:rt

22

23

24
I

25

26

27

28
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BOB BURNS
COMMISSIONER

COMMISSIONERS
DOUG LITTLE - Chairman

aB STUMP
BOB BURNS
TOM FORESE
ANDY TOBIN

Direct Line: (602) 542-3682
Email: RBurns-web@azcc.gov

ARIZONA CORPORATION
COMMISSION

August 16, 2016

RE: UNS Ele ctric, Inc., Docke t No. E-04204A-15-0142

Dear Commissioners , Stakeholders  and Parties:

I dissent from this  case  because  I do not be lieve  tha t ra is ing ra tes  on rura l Arizonans is
appropria te  a t this  time .

Although I a ppre cia te d much of wha t wa s  a pprove d by the  Commiss ion-including re je cting
mandatory demand ra tes  and approving a  policy s ta tement to grandfa ther exis ting solar
cus tomers -I cannot support a  ra te  increa se  of ove r $4/month for re s identia l cus tomers . I
be lieve  tha t such an increase  will cause  an undue  hardship on 82,000 residentia l customers in
mea l Arizona .

Thus, I dissent.

S ince re ly,

Robert L. Burns
Commissioner

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 85007-2927 / 400 WEST CONGRESS STREET; TUCSON, ARIZONA 8570 l
www.azcc.gov
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