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its own Generation, Transmission, and Distribution (GT&D) operations.

2) Demand Response can defer the need for new G, T, & D investments by
reducing demand growth.

3) SmartGrid investments (two-way meters, thermostats, etc.) have the
potential to allow utilities to shave peak demand and lower customers’ bills.

4) Several Renewable Resources are becoming more economically
competitive with non-renewable generation options. In addition to their environmental
benefits, these resources will be more economic in a carbon constrained economy.

5) Responsive ratemaking draws upon creative human resources to design
tariffs and programs that make SER work for both customers and utility providers.

The Commission hereby establishes the Arkansas Sustainable Energy Resources
Collaborative and invites public participation and comment in coming months on the
issues and questions set forth below, which we intend to use in developing principles
and components of an SER Action Guide.

Background and Rationale for Action

In the almost three years that have passed since the Commission launched its
Rulemaking on Energy Efficiency,! the energy world and the environmental debate have
changed, requiring innovative regulation to protect the public interest. The Commission
notes the following factors that compel a need to explore the advantages of expanded
development of Sustainable Energy Resources:

1) Consumer demand for electricity continues to grow across the United

States, causing reductions in generating reserves and raising reliability concerns in all

1 In the Matter of a Notice of Inquiry Regarding a Rulemaking for Developing and Implementing Energy
Efficiency Programs, Docket No. 06-004-R, Order No. 1, January 12, 2006.



Docket No. 08-144-U
Order No. 1
Page 3 of 12

regions. Forecasters are anticipating that, without behavioral changes on the part of
consumers, demand for electricity in the U.S. will grow 29% by 2030.2

2) Diminishing generation reserve margins are causing many utilities to seek
approval to acquire new or existing power plants. During 2007, this Commission
approved construction of a 600-MW ultra-supercritical low-sulfur coal base load
generating plant3 and the acquisition of a 500-MW gas-fired combined-cycle
combustion turbine.4

3) Demand growth and the need to retire aging, inefficient generators are
driving the need for electric capacity expansion.

4) Global electric demand growth (in China, India, etc.) has brought dramatic
increases in fuel prices (fuel oil, natural gas, coal).5

5) Congestion and reliability concerns and growth in demand are driving the
need for new transmission facilities. This includes the provision of transmission for
economic transactions. According to the Edison Foundation/Brattle Group® seventy
percent (70%) of transmission lines are 25 years old or older; seventy percent (70%) of
power transformers are 25 years old or older; and sixty percent (60%) of circuit breakers
are more than 30 years old.

6) Global demand for steel, cement, copper, ete. needed for new facilities has

2 Energy Information Administration 2008 Annual Energy Quilook.

3 In The Matter Of The Application Of Southwestern Electric Power Company For A Certificate Of
Environmental Compatibility And Public Need For The Construction, Ownership, Operation And
Maintenance Of A Coal-Fired Baseload Generating Facility In Hempstead County, Arkansas, Docket No.
06-154-U, Order No. 11, November 21, 2007.

4 In the Matter of Entergy Arkansas, Inc.'s Request for Approval of the Acquisition of New Capacity to
Serve Its Retail Customers, Docket No. 06-152-U, Order No. 14, June 27, 2008.

5 See, e.g., FERC Office of Enforcement, Energy Market Snapshot, Southeast States Version, September
2008.

¢ See “Rising Utility Construction Costs: Sources and Impacts,” cited in “The Need for New Transmission
— How Will We Pay for It?”, a presentation to the NARUC Committee on Electricity by David K. Owens,
executive vice president, Edison Electric Institute, July 22, 2008.
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sharply increased prices of these and other commodities worldwide, pushing the cost of
construction for new facilities higher.

7) The global climate debate has led to the circulation of several proposals in
Congress that would impose additional emissions constraints on U.S. utilities and
industry.

8) A growing number of utility companies and American business leaders
acknowledge that some form of carbon control is likely. In February 2007 the Edison
Electric Institute and the Electric Power Supply Association became the first major
energy trade groups to advocate a federal mandate to control greenhouse gas (GHG)
emissions.”

0) The economics of carbon controls will favor some technologies and
increase the costs of others but will undoubtedly increase electricity rates for ratepayers.

10}  National security concerns underscore the importance of reducing reliance
on foreign fossil fuel sources and has caused “Energy Independence” to be a major
policy driver in Washington.

11) Some new supply-side technologies (more efficient coal plants, wind,
landfill gas, and biomass) are increasingly cost competitive with existing resources.
Others (new nuclear, solar thermal, and coal with carbon capture and sequestration
(CCS)) are nearing commercial status. Although these techunologies will be more
environmentally friendly, they will be more costly to build than facilities utilizing
existing technology.

12) The current financial challenges on Wall Street pose increasing cost

7 See http://energylegalblog.com/archive/2007/02/15/318.a5px
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uncertainties on the utility industry and its ratepayers.

The Commission notes that the regulatory models for incentivizing utility
investments in SER have been developed and refined over the past 30+ years.
Beginning with state regulatory initiatives in the 1970s to promote conservation (today
more typically called “energy efficiency”) and load management (commonly called DR
today), the regulatory models that have embraced SER include: cost recovery for
utilities implementing SER programs; lost revenue allowances (decoupling of utility
profits from sales volumes) to remove disincentives for utilities to help customers save
energy; and shareholder incentives for exemplary performance in exploiting SER.
Properly designed and implemented, a new model can result in affordable energy
services for customers and a fair return on investments for utility shareholders.

In the midst of the challenges of increased fuel and commodity prices and the
potential rate impact of GHG controls, the Commission notes some bright spots on the
horizon. There appears to be growing consumer demand for clean, green technologies
such as compact fluorescent lighting, Energy Star appliances, IT advances, wind power,
and improved efficiencies of photovoltaic devices -- all of which will help to promote EE
and RRs. Many businesses are embracing sustainability principles and adopting EE and
DR resources to reduce operating costs while increasing the competitiveness of these
technologies.

Several examples of businesses embracing EE and DR exist here in Arkansas.
Wal-Mart is encouraging its suppliers to reduce packaging waste, plastics, cardboard,
water in detergents, and the company manages all energy use and space conditioning

from its corporate headquarters in Bentonville. FedEx Freight in Harrison is using new
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lighting technology to lower its electric demand and electric bills. In Mississippi
County, Nucor Steel, the nation’s largest recycler, uses technologically advanced

equipment and DR to save energy.

Not only are dynamic steps being taken in the private sector, but many utilities
are pursuing cleaner, greener futures. In California, investor-owned utilities are
implementing the California Public Utility Commission’s “loading order” by promoting
EE, DR, and RR to the front of the line in meeting customer needs. Exelon has adopted
“2020: a low-carbon roadmap” to reduce, offset or displace more than 15 million metric
tons of greenhouse gas emissions per year by 2020. Duke Energy has proposed a “Save-
a-Watt” plan in several states, stating that it will stimulate EE and DR by making these

resources profitable for the company as supply-side options.

Likewise, states are at the forefront of implementing and expanding utility SER-
related programs. According to the American Council for an Energy Efficient Economy

(ACEEE);

More and more states are turning to energy efficiency as the
“first fuel’ in the race for clean and secure energy resources.
In their commitments to advance energy efficiency policies
and programs, they are outpacing the federal government by
a widening margin. States now spend about three times as
much on energy efficiency programs as the federal
government, and are leading the way on appliance
standards, building codes, energy efficiency resource
standards, and other key policies that drive energy efficiency
investment.8

8 See ACEEE, “The State Energy Efficiency Scorecard for 2006,” which is a comprehensive ranking of
state energy efficiency policies and identified exemplary programs and policies within each policy
category. The report ranks states based on their progress in eight energy efficiency policy categories:
1. Spending on Utility and Public Benefits Energy Efficiency Programs

2, Energy Efficiency Resource Standards (EERS)

3. Combined Heat and Power (CHP)

4. Building Energy Codes

5. Transportation Policies

6. Appliance and Equipment Efficiency Standards

7. Tax Incentives
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As part of this leadership, AMI metering trials are underway in at least 24 states, with
more being approved each month.9 DR vendors are signing many new contracts to
deliver megawatts of demand savings to utilities.o

Procedural History in Arkansas

In January 2006, this Commission initiated a Notice of Inquiry that led to a
Rulemaking for Developing and Implementing Energy Efficiency Programs for
Arkansas’s four electric and three natural gas investor-owned utilities.* The stated
purpose of the investigation was to inguire into: (1) the potential magnitude of
opportunities for cost-effective energy efficiency and conservation measures within
Arkansas; (2) the degree to which utility programs can cost-effectively reduce
consumption and result in more efficient energy use; (3) the types of programs that will
produce the guickest and most cost-effective results for the various customer classes
within Arkansas; and (4) the best methods for tracking and measuring program
penetration and effectiveness. (Id.)

Over the course of the following 18 months, the Commission conducted
collaborative workshops and proposed, revised, and promulgated a set of Energy
Efficiency Rules. These final EE Rules were adopted by the Commission in two major
Orders, Order No. 12, January 11, 2007, and Order No. 18, May 25, 2007. The Rules
approved a set of Deemed Savings values for use in determining energy and demand

savings for many energy efficiency measures and programs and adopted protocols and

8. State Lead by Example and Research & Development

9 See FERC Staff Report: Assessment of Demand Response and Advanced Metering 2007 at
http://www.energetics.com/madri/toolbox/pdfs/background/ferc_2007_dr_ami_assessment.pdf
10 See, e.g., http://ir.comverge.com//ReleaseDetail.cfm?ReleaseID=335780 and
http://www.enernoc.com/press/pr_o8o708 htm

1 Docket No. 06-004-R, Order No. 1, January 12, 2006
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procedures for testing the cost-effectiveness of energy efficiency (EE)} and demand-
response {DR) programs and conducting evaluation, measurement, and verification
(EM&V) of the savings claimed for the programs. The Commission defined a “cost-
effective program” as “one that has a high probability of providing aggregate ratepayer
benefits to the majority of utility customers.” (Rules for Conservation and Energy
Efficiency Programs {EE Rules), Section 3).

Pursiant to the EE Rules and various Orders of the Commission, the state’s
jurisdictional utilities?2 filed EE Plans in July 2007 containing proposed Quick Start EE
programs to address the energy efficiency needs of their customers. All seven gas and
electric utilities elected to jointly sponsor and fund statewide programs supporting
weatherization of severely energy-inefficient homes and promoting energy efficiency
education through various media channels. The three gas companies jointly sponsored
a statewide energy audit program for commercial and industrial customers. And each of
the seven utilities individually proposed EE programs or portfolios of programs tailored
to meet the needs of customers in each of the major customer classes. After notice and
opportunity for comment, and upon recommendation of approval by the Commission’s
General Staff (Staff), all of the proposed joint and individual utility programs were
approved during the fall of 2007 and are now in various stages of implementation by the
utilities.

Now that EE and DR programs are being implemented in Arkansas, the time has

come to expand the Commission’s and the utilities’ level of education, commitment, and

1z The state’s electric cooperatives requested and were granted a waiver from the applicability of the EE
Rules at least through the year 2009, although they participated in the EE collaborative — indeed hosted
most of the meetings — and have opted to participate in and fund a share of the costs of the statewide
energy efficiency education program (“Energy Efficiency Arkansas”).
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effort to stimulate SER development throughout the State. With today’s Order, the
Commission is launching a new initiative to consider the development of Sustainable
Energy Resources. Over the coming months, the Commission will lay out a framework
to study the potential for implementing Sustainable Energy Resources within Arkansas.
In addition to exploring the issues discussed above, one of our major tasks is to continue
educating ourselves about sustainable resources by seeking answers to the questions
below, as well as others that will arise during this Inquiry:

1. What is being done now and what is possible using current
technologies to advance the use of SER by electric and gas utilities
regulated by the Commission? This includes ascertaining what
customers in the various utility rate classes are doing now to promote
EE, DR, renewable resources, and AMI in homes, businesses, industry,
government buildings, schools, prisons, and other institutions.

2. What are the technical potentials for EE, RR, and AMI within the
utilities and statewide, under various assumptions about costs,
benefits, and economic conditions over the next decade or more?

3. How can the Commission foster the spread of information about best
SER practices of business and industry leaders to ratepayers and the
public at large?

4. What, if anything, must happen to remove regulatory barriers to the
inclusion of SER in the resource plans of the state’s utilities?

5. What, if any, incentives are needed to bring about the optimum

development of SER?
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6. What utility regulatory models will work best to establish and achieve

goals and targets for SER?

7. What is needed for the utilities to become more aggressive partners in
growing and developing SER to the mutual benefit of company

shareholders and their ratepayers?

8. How will developments in Congress and the Arkansas Legislature on
energy policy, transmission, climate change, and carbon control affect
the cost effectiveness of SER, which can be substitutes for traditional

supply-side resources?

9. If new legislation is needed to carry out any of the options identified in

this Docket as desirable for the State, what should be included in the
legislation?

In addition to gathering data, conducting research and analysis, and becoming
informed about these matters, the Commission plans as a part of this Inquiry to sponsor
and periodically conduct a variety of forums, workshops, tours and/or technical
conferences to educate itself, the state’s electric and gas utilities, and interested utility
customers and members of the general public about the benefits, costs, opportunities,
and challenges associated with SER development. The Commission will also engage in
collaborative relationship-development initiatives with local, regional, and national
experts and organizations and with parties that traditionally participate in Commission
proceedings in such matt(;rs to inform the Commission’s decision-making processes on

SER issues. The first of these collaborative sessions will be the jointly-sponsored

appearance of Duke Energy Chief Executive Officer Jim Rogers at the William Jefferson
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Clinton School of Public Service on October 14, 2008. This will be followed by the
Commission’s hosting of a panel of invited utility CEOs to present company positions on
SER issues and respond to written and oral questions from parties and the Commission,
at a date to be determined. As needed, the Commission will sponsor other public
forums and guest speakers to address topics of interest to the Commission and the
Collaborative.
THEREFORE, the Commission directs and orders as follows:
1. An Inquiry regarding the promotion of the expanded development of
Sustainable Energy Resources in Arkansas is hereby established.
2. The Arkansas Sustainable Energy Collaborative is hereby established to
assist the Commission in conducting this Inquiry.
3. All parties who are or have previously been participants in the Docket Nos.
06-004-R, 06-028-R, 08-136-U, and 08-137-U, including Staff and the
Attorney General, are invited to actively participate in the Collaborative, to
submit comments, respond to the questions posed in this and subsequent
Orders in this docket, and to make suggestions for the efficient and

productive conduct of this Inquiry by December 15, 2008.
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BY ORDER OF THE COMMISSION.
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