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JIPROGRAM PORTFOLIO PLAN AND ORDER

RELATED PROGRAMS.

()pen Meetmg ; :
February 14 and 15, 2006
Phoenix, Arizona

BY THE COMMISSION:

 FINDINGS OF FACT
1. Anzona Public Semce Company (“APS”) 1s certlﬁcated to provide electric service as é
public serv1ce corporatlon in the State of Anzona
2. On July 1, 2005 APS filed an apphcatlon for approval of its Demand—Slde Management
Portfoho Plan and related prog;ams (“Portfoho Plan” or “Apphcatlon”) The Portfolio Plan
includes various demand-side management (“DSM”) programs that would prov1de DSM
opportumt1es for both residential and non-resmlennal pamc1pants The Portfolio Plan was ﬁled in

response to APS’ DSM obhgatmns prov1ded for in Comnnssmn Decision No. 67744. APS filed |

; revisions to 1ts ongmal filing on November 14, 2005 and November 21, 2005.

3. Staff has filed an interim report with Staff’s initial recommendatlons in regard to the Non-

; Re51dent1a1 portlon of the DSM programs 1ncluded in the APS” Portfoho Plan. Staff stated that

these recommendatlons do not necessanly reflect Staff’ s final recommendations regardmg APS’

non-reSIdentlal DSM proposals The report can be 'foﬁ«n.“&‘ at the end of this doctiment as
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4. Staff has recommended 1nter1m approval of the Non-Residential portion of the APS
Apphcatlon with certam program modlﬁcatlons and reqmrements discussed in Staff’s Ana1y51s
and Recommendatlons sectlon of the memo attached to this decision. In response to Staff
dlscovery on many issues, APS has mdlcated that it has prov1ded all aveulable detail to Staff
However, because these are new programs, there are still details that have not yet been estabhshed,'
resulting in a lack of certainty and specificity in some areas of the Appiication Therefore, Staff
has recommended that within 13 months of a decision in this matter, APS should refile the Non—
Residential portion of its DSM Portfolio Plan with 12 months of actual data for final Commission
approval. At that time, the Commission will have the benefit of the results of a baseline studyk
currently in process, 12 months of experience under each Non-Residentialk’D‘SM program, and
actual DSM expense data for each b\idget eategory. In addition, the Commission Would have the
opportunity to make any adjustments or’ program changes deemed necessary which ceuld include
modifications to recommendations made in this proceeding.

5. Staff finds that the benefits of moving forward with the Non-Re51dent1al programs at this
time w1th a recommendation for mtenm approval outweigh the beneﬁts of wa.ltmg until more
information is available. In this manner actual savings from these programs can be realized
earlier. Staff estlmates that the net benefits to somety from these programs are $41.4 million over
the life of the measures, if the programs are in place for three years

6. Staff’s recommendatlons are summanzed below ke

a. Staff has recommended interim approval of APS’ Non-Re51dent1al DSM programs
(Schools, Non-Residential Existing Facilities, Non-Residential New Construction
‘and Major Renovation, Small Non-Residential, Non-Residential Builder Operator
Training, and Non-Residential Energy Information Services) with certain program
mochﬁcatlons and reqmrements described below on an mtenm basis. :

b, Staff has recommended that w1th1n 13 months of a dec1s1on in this matter, APS
should refile the Non-Residential portion of its DSM Portfollo Plan w1th 12 months
of actual data for ﬁnal Commlsswn approval

~¢. Staff has recommended that the 13—m0nth refiling of the Non-Residential DSM
' programs -should include information on the status of the programs and explain
changes that were made to budgets, incentive levels, and program implementation.

The study should include Socwtal Cost Test analyses utlhzlng the new baseline data

Dec1s1onNo.' 68488
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. For new roofs or where a new coating is going to be applied regardless, Staff has

recommended that APS encourage customers to apply a white reflective surface and
include such measures in its educational materials. Staff also recommends that no
incentives be paid for the Cool Roofs measure at this time. :

. Staff has recommended that the method for determining incentive payments for the

System Diagnostics and Tune-up measure be set at 75 percent of the incremental

- cost of the system diagnosis, tune-up, and repair work that was performed.

Staff has recommended that APS take all steps necessary to ensure that the energy

~_savings from the prescriptive measures is subtracted from the savings in the energy

simulation or study for the custom efficiency measure, so that savings from
prescrlptlve measures are not pard more than once. :

. Staff has recommended exclusion of third-party financing asmstance from the NR
Ex1st1ng and the NR Small Programs at this time.

. Staff has recommended that schools be allowed to partlcrpate in any other non-

residential DSM Program at any time, either before or after reaching the budget

Staff has recommended that APS provide information about the level of school
participation in all DSM programs in the 13-month ﬁhng that is being
recommended by Staff, ‘ :

Staff has recommended that APS track the use of Schools Program funds by size of
school entity and report such findings in its semi-annual DSM reports as well as in
the 13-month ﬁling recommended by Staff.

. Staff has recommended that APS continually assess opportumtles to increase | -
" funding levels for schools based on feedback from the DSM collaborative, school

representatives and officials, and the results of overall program performance. APS |
should provide information about its efforts to increase funding for schools in APS’
semi-annual reports and the 13-month filing that is being recommended by Staff.

. Staff has recommended that the incentive cap for all measures paid under the

Schools Program be set at $15/student per year or $25,000 per school district per
year, whichever is less. Staff has also recommended that if i in the future APS would

like to provide for an override of the Schools program incentive cap, it should

provide such detaﬂs in the 13-month ﬁhng that is being recommended by Staff.

. Staff has recommended that the incentive cap for all measures pa1d to any customer
- under the NR Existing Program and the NR New Program be set at $300,000 per

budget year for each program. Staff has also recommended that if in the future APS

~-would like to provide foran override of thek NR Existing incentive cap or the NR

Decision No. 68488
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1 ; New incentive cap, it should provide such details in the 13-month filing that is
being recommended by Staff.

n. Staff has recommended that the incentive cap for all measures paid to any customer
under the NR Small program be set at $150,000 per budget year. Staff has also
recommended that if, in the future, APS would like to provide for an override of the
NR Small cap, it should provide such details in the 13-month filing that is bemg ;

- recommended by Staff. ‘

. Staff has recommended that APS identify the number of instances that incentives
were paid for studies for which associated projects were not completed through the
verification process. This information should be provided in APS’ semiannual
reports and in the 13-month filing that Staff is recommending.

\O [oc] | [« Y &
o]

p. Staff has recommended that as part of the applxcatlon process or through a separate
contract, APS require customers to acknowledge that the customer will install all
10 applicable prescriptive or custom measures. Staff has also recommended that
11 ‘ where identified through the verification process, APS recover any incentives from
 the customers that were paid for measures that were not installed.
12
: 'q. Staff has recommended the incentives for the NR BOT Program be set at $447.50
13 ~ for the Facility Maintenance Technician Training (50 percent of $895) and $597.50
for the Builder Operator Training (50 percent of $1,195) or 50 percent of the
14 participant’s cost, whichever is less. Staff has also recommended that these |
15 incentives be paid to the ELA after verification that the partlc1pant completed all
required course work.
16
, r. Staff has recommended that, within 90 days after approval of this item, APS submit
17 a detailed Marketing Plan for Staff review. The Marketing Plan should, at a
minimum, include all Program Marketing budget items and their anticipated

,18 ; expenses, details on the division of marketing activities between APS and
— 19 I contractors, and the types of marketing pieces that APS plans to develop to promote
‘ the Non-Residential programs. Staff has further recommended that APS provide
20 ~ copies of all marketmg materials for Staff review within 30 days of the
; ’1 development of each piece.
2 s. Staff has recommended that APS not be allowed to recover Planning and
-~ Administration expenses at this time. APS could request approval of its Planning
o3 | S and Administration expenses in the 13-month ﬁhng that is being recommended by |
o ' Staff i ; : _ :
, t. Staff has‘recommended that all financial incentives be capped at a maximum of 75
25 . percent of incremental cost. Staff has further recommended that incentives that are
2% : proposed to be capped at 50 percent in APS’ Application remain capped at 50
' ~percent. These studies and training include the Commercial Qualified Training
27 incentive, the custom efficiency measure incentive, the custom efficiency measure
feasibility study incentive, the retro-commissioning study incentive, the
28 - commissioning study 1ncent1ve, and the des1gn assistance 1ncent1ve

68488
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.. Staff ‘has recommended that Program and Admlnlstratmn costs for any given
program, such as NR New, not exceed lO percent of the total program budget

. Staff has recommended that the combined expenditure for Rebates and Incentives
- for the Non-Residential programs from 2005 to 2007 be capped at the current

estimated level which is 52 percent of the overall budget

. Staff has recommended that APS should be limited to shifting a maximum of 25
percent of budgeted funds from one program to another program in the same sector |

per calendar year

. Staff has recommended that APS only prov1de incentives on 1nd1v1dual measures

that are cost-effectlve

. Staff has recommended that the nature of the incentives offered as well as the

nature of the Non—Re81dent1al programs not be changed wrthout Comm1ssmn

i approval

. Staff has recommended that APS inform the DSM Collaborative workmg group of
progress and significant changes to budgets and/or incentives no later than four
: months after approval of the Non-Residential programs. '

‘ 7. | The 'Commission believes it is reasonable that APS recover $1, 000 000 of its Plahning and

Admmlstratlon expenses at this time. APS could request approval of the remalmng Plannlng and

Adrmmstratron expenses in the 13-month filing recommended by Staff

8. The Comm1sswn directs that all schools K through 12 in APS’ Serv1ce Temtory are

elrglbleforthe Schools Program ‘ o L r e T ,

68488
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1 _ CONCLUSIONS OF LAW

1. APS is certificated to provide electric service as a public service corporation in the State of

Arizona.

E - VS R

2. The Commission haé jurisdiction over APS and over the subject inatter of the application.

wh

3. The Commission, having reviewed the application and Staff's Memorandum dated
February 16, 2006, concludes kthat it is in the public interest to approve the Non-Residential portion

of APS’ Portfolio Plan on an interim basis.
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IT IS THEREFORE ORDERED that the Non—ResidentiaI portion of APS’ Portfolio Plan is
approved on an interim basis. ' | |

1T IS FURTHER ORDERED that the recommendatlons proposed by Staff listed in Fmdmg

of Fact 6 are approved.

IT IS FURTHER ORDERED that APS shall be allowed to recover $1, OOO 000 of its |
Planning and Adrmmstratlon expenses at this time. k 4

IT IS FURTHER ORDERED that this decision should become effective immediately. ?

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION :

CHAIRMAN | T COMMISSIONER

>

COMMISSIONER : COMMISSIONER COMMI ONER

IN WITNESS WHEREOF, I BRIAN C. McNEIL, Executive
- Director of the Arizona Corporation Commission, have
‘hereunto, set my harid and caused the official seal of this
Commission to be affixed at the Capitol, in the City of
Phoenix, ﬂﬁsgé'dday of Fe lor u.a.r\/ -, 2006.

f{// / / W%ﬂcfw

BRIAN’C MeNEIL \

T i f »Executlve D1rector
DISSENT M%«»«\

DISSENT:

EGG:EAA;red:J G
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Mr. Scott Wakefield

Chief Counsel

Residential Utility Consumer Office
1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

Mr. Emest G. Johnson

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Mr. Christopher C. Kempley
Chief Counsel

Avrizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007 -

 Docket No. E-01345A-05-0477

Decision No. 68488




OPEN MEETING)ocket No. E—01‘345A—Okk5-v0477

"MEMORANDUM
| TO: THE COMMISSION
f‘ FROM: Utilities Division
DATB: ~ February 3, 2006
RE:  INTHE MATTER OF THE APPLICATION OF ARIZONA PUBLIC SERVICE

COMPANY FOR APPROVAL OF ITS DEMAND SIDE MANAGEMENT
PROGRAM PORTFOLIO PLAN AND RELATED PROGRAMS GDOCKET
NO E-01345A-05-0477) '

INTERIM REPORT

This report is an interim report with Staff’s initial recommendations in regards to the
Non-Residential demand-side management programs (“DSM”) included in the Arizona Public
Service Company (“APS”) Demand-Side Management Portfolio Plan and related programs

(“Portfolio Plan” or “Application”). These recommendations do not necessarily reflect Staff’s
- final recommendations regarding APS’ non-residential DSM proposals. '

Staff is recommending interim approval of the Non-Residential portion of the ‘APS
Application with certain program modifications and requirements discussed in Staff’s Analysis
-and Recommendations section of this document. In response to Staff discovery on many issues,
APS has indicated that it has provided all available detail to Staff. However, because these are

" new programs, there are still details that have not yet been established, resulting in a lack of
certainty and specificity in some areas of the Application. Therefore, Staff is recommending

that, within 13 months of a decision in this matter, APS should refile the Non-Residential portion
of its DSM Portfolio Plan, with 12 months of actual data, for final Commission approval. At that
time, the Commission will have thie benefit of the results of a-baseline st:dy currently in process,
12 months of experience under each Non-Residential DSM program, and actual DSM expense
 data for each budget category. In addition, the Commission would have the opportunity to make
any adjustments or program changes deemed necessary which could include modlﬁca’uons to

recommendatlons made in this proceedmg

- Staff finds that the beneﬁts of moving forward with the Non—Res1dent1al programs at this
_time with a recommendation for interim approval outweigh the benefits of waiting until more
information is available. In this manner, actual savings from these programs can be realized
“earlier. Staff estimates that the net benefits to society from these programs are $41 4 million -
over the life of the measures, if the programs are in place for three years.

68488
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BACKGROUND

On July 1, 2005, APS filed an application for approval of its Portfolio Plan. Thek |

Portfolio Plan includes various DSM programs that would provide DSM opportumtles for both

residential and non-residential part101pants The Portfolio Plan was filed in response to APS’
DSM obligations provided for in Commission Decision No. 67744. APS filed revisions to its
original filing on November 14, 2005, and November 21, 2005.

Under Commission Decision No. 67744, APS is obligated to spend at least $16 million

per year, or $48 million over the initial three-year period of 2005 to 2007, on Commission- . |

approved DSM programs and to implement and maintain a collaborative DSM working group to
facilitate stakeholder input on program development and implementation. Decision No. 67744
approved a Preliminary Energy-efficiency DSM Plan. APS was to file a final plan within 120
days of.the Decision. The Portfolio Plan is the final plan. Drafts of the DSM programs
contained in the Portfolio Plan were discussed within the DSM collaborative group.

The Application consists of Residential and Non-Residential categories. At this time,
Staff is only addressing the DSM programs comprising the Non-Residential portion of APS’
DSM Application. This consists of the following six programs: Schools, Non-Residential
Existing Facilities (“NR Existing”), Non-Residential New Construction and Major Renovation
(“NR New™), Small Non-Residential (“NR Small”), Non-Residential Builder Operator Tralmng
(“NR BOT”), and Non-Residential Energy Information Services (“NR EIS”). The six Non-
Residential programs being addressed at this time represent slightly more than half of the $48
million APS is obligated to spend over three years. A summary of APS’ overall estimated
budget is prov1ded below.

68488
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~ Chart1
APS’ Overall Estimated DSM Budget
2005 2007

‘Docket No. E-01345A-05-0477

Program

el Admlmstratlon

Percentof

vResldenﬁa} ‘

\On=:-

: NON—RESIDENTIAL :
Schools $164,000 $25,000 - $125,000 $1,158,000 $183,000 $25,000 $1,680,000 8.1%
Existing Facilities $676,007 - $615,448 $1,674,527 $3,422,287 $236,603 $135,203 | - $6,760,075 32.7%
New Construction & $736,007 $670,074 $1,823,152 $3,726,037 $257,603 $147,202 $7,360,075 35.6%
Major Renovation .
Small , $435,984 $396,928 $1,079,972 $2,207,175 $152,596 $87,196 $4,359,851 21.1%
Non-Residential ’ )
Builder Operator $12,000 $9,000 $21,000 $0 $192,000 $6,000 $240,000 | 1.2%
Training : S
Energy Information $12,000 $7,500 $24,000 $240,000 $10,500 $6,000 $300,000 1.4%
Services ) - :
Non-Residential $2,035998 | - $1,723,950 $4,747,651 $10,753,499 | = $1,032,302 $406,601 | $20,700,001 100.0%
Total _
Percent of Non- . 9.8% 8.3% 22.9% 51.9% 5.0% 2.0% 100.0%
Residential Budget . :
i Percentof
R Resndenual ,
. Program. .. Budget
RESIDENTIAL
Consumer Products $320,000 $570,000 $795,000 $3,300,000 $240,000 $300,000 | $5,525,000 29.7%
Existing Home $220,000 $394,238 $518,498 $1,620,000 $293,000 $540,000 $3,585,736 19.3%
HVAC ’
New Construction $312,513 $873,750 $997,000 $3,400,000 $306,000 $300,000 $6,189,263 33.3%
Low Income $225,000 $15,000 $150,000 | $2,865,000 $30,000 $15,000 $3,300,000 17.7%
Residential Total $1,077,513 $1,852,988 $2,460,498 $11,185,000 $869,000 | $1,155,000 | $18,599,999 100.0%
Percent of 5.8% 10.0% 13.2% 60.1% 4.7% 6.2% 100.0%
Residential Budget
: : - - Percentof |
i < ‘Planning & _  Total |
o Program: . 1 b Tne - Budget:
. TOTAL
Total Program - -$3,113,511 $3,576,938 $7,208,149 | - $21,938,499 | $1,901,302 | $1,561,601 | $39,300,000 81.9%
Costs )
Percent of Total 7.9% 9.1% 18.3% 55.8% 4.3% 4.0% 100.0%
Budget ‘
Total Program Costs $39,300,000 81.9%
Measurement, Evaluation & Research $3,900,000 8.1%
Performance Incentive $4,800,000 10.0%
TOTAL 2005-2007 DSM COST $48,000, 000 100.0%

It should be noted that the budget detaﬂs are based on estlmatlons APS indicated that it

developed its budget allocations for its programs by reviewing DSM budget allocations from
‘other jurisdictions and feedback from the DSM collaborative group. - APS also indicated that the
allocations were developed utilizing a top down approach because certain budget detalls are
'unknown at this time. i

“Decision No.
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This document addresses only the Non-Residential programs listed in the top segment of
‘Chart 1. This document does not address the residential programs, the performance incentive, or
measurement evaluation and research. Other programs and budget elements not addressed here,
unless previously addressed, will be evaluated at a later time. The following list outlines the
order of major topics included in this document: '

~ General Description of Non-Res1dent1a1 Programs
Cost-Benefit Ana1y51s : '
Schools Program ,
Non-Residential Existing Facﬂltles Program
Non-Residential New Construction and Major Renovation Program
Small Non-Residential Program
Building Operator Training Program
Energy Information Services Program
Program Flexibility
Staff’s Analysis and Recommendations
Summary of Recommendations

GENERAL DESCRIPTION OF NON-RESIDENTIAL PROGRAMS

The proposed Non-Residential programs would provide financial incentives and
assistance to customers in order to encourage energy-efficient building design and the adoption
of energy-efficient measures for non-residential customers. The Non-Residential programs
address commercial, industrial, small business, and school facilities and include measures for
new construction as well as for retrofitting existing structures.

The proposed measures included in the Non-Residential programs are generally classified
. as either prescriptive or custom efficiency measures. . A measure refers to a single technology, e e
such as an energy-efficient compact fluorescent lamp (“CFL”) that can be used to reduce
customer energy or demand requirements. The prescriptive measures are pre-defined, off-the-
shelf measures that can be applied to a great number of customers. Prescriptive measures
include the installation of efficient lighting fixtures; high-efficiency heating, ventilating, and air
conditioning (“HVAC’) systems; high-efficiency refrigeration equipment; high-efficiency
" motors; and building envelope measures such as cool roofs. The custom efficiency measures are
designed specifically in response to a customer’s individual needs and generally correspond to
" more complex applications not covered by the prescriptive measures. For consideration to -
- participate in a custom efficiency measure, APS requires applicants to provide a feasibility study
. that estimates annual energy savmgs attributable to that measure in support of the mcentlve i
amount requested

| F or all of the Non-Residential pfegfams, an Implementation Contractor (“IC”) would be

hired to attend to the day-by-day details of program administration. The IC would be engaged in
- such activities as program design, administration, marketing, vendor and contractor referrals,

Decision No. 68488
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application and incentive processing, participation tracking and reporting, and technical support.
The IC would verify the accuracy of customer data and program eligibility status, process and
review customer applications, spot check forms for errors and discrepancies, double check
calculations for estimated energy and demand savings, and receive paperwork and back-up
invoices to prove a measure is in place. A single IC would be selected to perform these duties
for the NR Existing, NR New, and NR Small programs.” APS has indicated it would most likely
utilize the State of Arizona Energy Office to serve as the IC for the Schools program. APS has
indicated it would use the Electric League of Arizona (“ELA”) in an IC role for its NR BOT
program. APS will contract with an energy information services firm to serve as IC for the NR
EIS program.  APS has proposed that program monitoring and evaluation tasks would be
handled by a single Monitoring and Evaluation Research contractor (“MER”). The MER would
be a different contractor than the IC and would handle monitoring and evaluation tasks for all
Non-Residential programs. APS indicated that the MER Would also engage in certaxn quahty
- control checks of IC activities.

Under the Non-Residential programs, APS would also provide educational and
- promotional efforts aimed at facility owners and operators to inform them about the benefits of
- energy-efficiency equipment, improved system performance, and integrated design. These
efforts would include educational brochures, program promotional material, and website content.
In addition, APS proposes to train contractors to provide quality installation of energy-efficient
equipment and to maintain a list of commercial qualified contractors. Only those contractors that
meet professional standards and complete APS’ Commercial Qualified Contractor training
requirements for installation and operation of high-efficiency systems would be included on the
list. -APS would refer contractors on this list to program participants wishing to have energy-
efﬁment equlpment installed.

The Commercial Qualiﬁed Contractor training would be provided by APS through the
Electric League of Arizona (“ELA™). The training would be offered two times a year with APS

~~providing an incentive of 50 percent of the cost of the training and the contractot payiig the

balance of the cost. The training program has not been developed yet, but would be modeled
after the ELA’s existing Residential Qualified Contractor Program. APS anticipates the training
would consist of 12 courses, each consisting of three evenings of three hours of instruction, for a
- total of 108 hours of instruction. The ELA would provide the instructors, and the course

 materials would begin with existing ELA residential and small commercial materials with

- additional materials to be developed. Contractors would not be formally certified, but would be

added to a referral list based upon successful completion of the course and meeting the '

professional standards of being in good standing with the Better Business Bureau and the

" Arizona Registrar of Contractors. APS has indicated that it is monitoring the development of a

- national EPS/DOE Energy Star certlﬁcatlon standard for quality installation practlces for
-possible use in the future. ; ‘ :

 APS would include mformatlon on each Non—Resxdentlal program in 1ts seml-annuaI
- reports reqmred by Comrmssmn Decxslon No 67744

;’bécision'No. 68488
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In response to Staff inquiries concerning the origin and assembly plant locations for
various energy-efficiency equipment, APS provided numerous articles and website content
discussing the matter. ~Staff reviewed these documents and generally concluded that both the
conventional equipment and the energy-efficient alternatives are produced by multi-national
corporations with facilities in many different countries, including the United States. The
equipment is assembled with parts which are also produced in a wide array of countries.

COST-BENEFIT ANALYSIS

The Commission’s 1991 Resource Planning Decision No. 57589 established that the
Societal Cost Test should be used for the purposes of establishing whether a DSM program can
be considered cost-effective. For each type of measure proposed by APS, the Company
conducted a cost-benefit analysis utilizing the Societal Cost Test. .Staff completed its own
analysis of the costs and benefits also based on the Societal Cost Test. ‘

Under the Societal Cost Test, the incremental benefits of a program to society must
exceed the incremental cost of having the program in place in order for the program to be cost-
effective. Societal costs include the customer’s cost for installing the more energy-efficient
measures and APS’ costs for delivering the DSM program, excluding incentives. Societal
benefits include APS’ deferred generation capacity costs and avoided energy costs. Other
benefits of a program include reduced water consumption and air pollution, although dollar
values have not been assigned to those benefits.

It should be noted, however, that a cost benefit analysis such as the Societal Cost Test is
based upon many assumptions and data from various sources. The end result of such an analysis

~ can be no more accurate than the assumptions and data that have been utilized and is merely an

estimation. APS is currently conducting a baseline study that is estimated to be completed
sometime in February 2006'. This baseline study will provide a basis for developing,

- supporting, and evaluating DSM programs. The study will also provide an analysis of load
shapes by market segment, current efficiency levels by customer market segment, and local
- pricing information for conventional and energy-efficient measures. -

~ Absent current baseline data, APS utilized data from various sources including, but not
limited to, information from other states including California, APS’ End Use Data Acquisition

- Project Study’, and the U.S. Department of Energy for 1ts energy savings per unit, incremental
- cost, and measure life analy51s ‘ S ,

The inputs Staff utilized in its cost-benefit analysis include avoided capacity costs from

~the U.S. Energy Information Administration, hourly avoided energy costs generated by Staff’s

UPLAN production costing model, APS incremental costs, APS’ estimates of measure life, and

- APS’ estimate of demand and energy savings per unit adjusted for line losses. Staff calculated

! Approved in Commission Decision No. 67816 on May 5, 2005. - =

21997 study that investigated the end-use characteristics of APS non-residential market.
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the total demand savmgs for each program by multlplylng the demand savings per umt by the 5

coincidence factor’ times the number of units expected to be part of the program. Staff

calculated the total energy savings for each program by multiplying the kWh savings per unit of

measure times the number of units times the measure life and summing the results of all
measures in a program. -

Staff ‘estimates that the Non-Residential programs for three years could result in abdut‘

$41.4 million of net benefits to society over the lifetime of the measures. In addition, Staff

- estimates that the Non-Residential programs could reduce APS’ annual peak demand by about

27.0 MW (“megawatts”) and energy consumption by about 2.5 million MWh (“megawatt-
hours”) over the life of the measures. A chart summanzmg Staff’s estlmated net socxetal benefits

s prov1ded below.

v .~ Chart 2 30
Non-Residential DSM
S Net Societal Benefits
" (Staff’s Three-Year Estimate)

Schools $1.630000 | 34112351 ] 84928063 S81ST12
Existing Facilities $6,760,075 $10,410,777 | $25,438,592 | $15,027,814
| New Construction & ;
Major Renovation $7,360,075 | $12,757,704 $26,597,021 |  $13,839,317
| Small $4,359,851 . $5,966,695 | $15,758,253 $9,791,558
| Builder Operator $240,000 $864,675 |  $1,012,281 |  $1,047,606
Training , B , SUEEREN
Energy Information $300,000 $354,000 |  $1,231,723 $877,723
Services :
Total $20,700,001 $34,466,202 $75,865,933 | $41,399,730
'APS Estimated Bﬁdget ! Includes APS’ costs, including incentives paid to customeré
Total Societal Cost " Includes customer costs and APS costs excluding incentives.
- Total Sacietal Benefits Includes deferred generatlon capacity costs and avoided energy costs, adjusted for losses. - -
| *Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).

* Program Concept -

SCHOOLS PROGRAM

The Schoolé Progfam’ is proposed to reduce energy bonSumption m puBlié _scﬁhoolf

o '~ buildings including charter schools. The Schools Program would emphasize lighting upgrades,
- energy education, building operator training, and design assistance. All cost-effective energy-

- *The likelihood that the measure is used at the time of the utility’s system ’peak' demand. '
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efficiency proposals would be considered by APS; however, APS believes that lighting upgrades

. may offer the best opportunity to conserve energy in public schools. APS indicated that it
- reached this conclusion after conferring with the Arizona Department of Commerce Energy
- Office (“Energy Ofﬁce”) and the Anzona Association of School Business Officials (“AASBQO”).

APS estimates that there are 1,400 pubhc school 51tes and 280 charter school sites in its
service area. Although APS did not provide a baseline study, it estimates that 40 percent of
schools’ electricity usage is for lighting and that 60 percent of existing lights in schools could be
economically upgraded to be more energy-efficient. '

~ The Schools Program is unique in that ﬁxed amount of money, set at $1,680,000 over
three years, is reserved exclusively for schools. Under APS’ proposal, once these funds are

“depleted for a budget year, schools may participate in any other approved non-residential DSM

programs for which a school would qualify. However, Staff is concemned that schools should not

“be required to utilize all of the school funding prior to being able to participate in other DSM

programs. Staff sees no reason to limit schools from participating in other DSM programs before
the Schools Program funding is expended. Staff anticipates that larger schools may choose to
participate in other programs, such as the NR Existing and the NR New Programs, leaving more
money in the Schools Program budget for smaller districts and charter schools. This would
allow schools to take advantage of higher funding limits outside the schools program to
undertake larger DSM projects. Therefore, Staff is-recommending that schools be allowed to
participate in any other non-residential DSM Program at any time, either before or after reaching
the budget cap.

The degree of participation by schools in the Schools Program and other DSM programs
would not be known until APS has had some experience with the programs. Staff is
recommending that APS provide information about the level of school participation in all DSM

pro grams in the 13-month ﬁhng that is being recommended by Staff

Program Products and Servrces

- DSM meaSures applicable to the Schools Program:

L_ghtmg Measures ' :
e Replace existing T12. hghtmg and magnetlc ballasts ‘with T8 fluorescents and
electronic ballasts :

& All additional lighting measures avallable under other non—resrdentlal programs

Al Other Measures o ‘
" Measures from other Non-Resrdentlal programs are also avallable to the Schools
Program including: HVAC, Refrigeration, Motors, Buﬂdmg Envelope, Custom
‘ Efficiency, and Des1gn Assistance

A llst of measures by program is prov1ded in Exhlblt 1 at the end of thls document
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APS is proposing to employ an IC to assist them with the administration of some aspects '
~ of the Schools Program. APS has indicated to Staff that it will contract with the Energy Office

to serve in this capacity. APS and its IC will work with the AASBO, the School Facilities

Board, and the Arizona State Board for Charter Schools to pro-actively identify schools that are
- considering projects that might qualify for assistance under this program. The assistance would

include helping schools submit an application for funding, assessing the school property to

- determine the most viable energy-efficiency proposal, identifying and recommendmg capable
- contractors, and assisting in managing the design and implementation of the projects, as needed.

In addition to providing financial ’incentives for lighting upgrades and other cost-effective

prescriptive measures, APS would provide educational and training materials to relevant school

personnel to make them aware of energy-efficiency issues. APS would also provide direct -
training to school building operators and prov1de assistance to schools in 1dent1fymg energy-
B savmg opportumtles :

‘ APS states in response to Staff’s discovery that the program monitoring and evaluation
tasks will be performed by both the IC and the MER. The IC would perform routine invoice
 verification and related duties where the MER would be involved with energy usage

benchmarking, measuring energy savings, and quality control activities in overseeing the work of
the IC. The IC would authorize payment of incentives under the Schools Program upon
completion of each energy-efficiency project. Before such payment is made, the IC will perform
verification by checking all energy project-related invoices and verifying a representative sample
of completed projects to ensure that the energy-efficient equipment and systems were installed.
Field verification involving physical site inspection would be utilized for all larger custom

 efficiency projects. APS has indicated in response to Staff discovery that it will rely on feedback

from the IC to deﬁne what constltutes a “larger” custom efficiency project.

APS’ has proposed maximum limits for incentives of $15/student per year or $25,000 per

- school district pei year, whichever is less. However, APS has also requested approval to provide
- funding in excess of the limits if there are insufficient applications to use all the available funds

in a given budget year. = Staff has concerns because the details of the manner in which an
override of the Schools program cap would be administered have not been fully developed. APS
has indicated that this provision would be developed and implemented based on feedback from

 the IC, which will not be hired until after this item is approved. Until the details of the manner in
~ which the override would be administered can be provided and Staff is able to review customer
_ participation levels in each program, Staff cannot recommend approval of APS’ proposal to
override the Schools program cap. Therefore, at this time, Staff is recommending that the
~incentive cap for all measures paid under the Schools program be set at $15/student per year or
- $25,000 per school district per year, whichever is less. Staff is also recommending that if, in the
~future, APS would like to provide for an override of the Schools Program incentive cap, it should
‘prov1de such detalls in the 13-month ﬁlmg that is bemg recommended by Staff

Staff has some concern about APS’ iplan to award funding to schools on a first-come,

| - first-served basis, even though APS has indicated this policy was developed in collaboration with | S
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school representatives. - Staff is concerned that the smaller districts and charter schools which do
not have dedicated energy staffs may not be able to react as quickly as the larger districts. APS’
proposed limits of $15/student per year or $25,000 per school district per year, whichever is less,
should mitigate this problem somewhat by assuring that a small number of large districts will not

" use up all of the funds. In addition, Staff anticipates that its recommendation to allow schools to
participate in other non-residential DSM programs, either before or after reaching the cap, would
free up more funding for smaller school districts and charter schools and also help mitigate the
problem. However, without experience under the program, Staff is unable to make such a
determination. Therefore, Staff is recommending that APS track the use of Schools Program
funds by size of school entity and report such findings in 1ts seml-annual DSM reports as well as
in the 13-month ﬁhng recommended by Staff

Budget and Societal Benefits

The budget for the Schools Program includes categories for plahning and administration,
marketing, implementation, rebates and incentives, training and technical assistance, and
. consumer education. For the first three years of the program the budget is $1,680,000 allocated

_ as follows:
Chart 3
APS’ Schools Program Estimated Budget
2005-2007
Year ' | Planning & | Program | Program
.| Administration ;‘:‘Marketmg Implementatlon
2005 $40,000 $7 OOO $13 000 $338,000 $50 OOO $7,000 $455,000
2006 $62,000 $8,000 $56,000 $365,000 | $61,000 $8,000 $560,000
2007 $62,000 $10,000 $56,000 $455,000 | $72,000 $10,000 $665,000
- Tatal | §164,000 $25,000 | $125,000 - | $1,158,000 | $183,000 $25,000  |'$1,680,000 "
Percent | 9.8% 1.5% 7.4% 68.9% 10.9% 1.5% 100%
of ‘ o
Budget
Budget Allocation Definitions
Planning & Refers to APS costs to plan and administer programs - includes management of program
Administration budgets, oversight of implementation contractor, program development, program
‘ coordination, and general overhead expenses. '
Program Marketing Includes all expenses related to marketing the program and increasing DSM consumer
5 S v awareness (this refers to direct program marketing ‘costs as opposed to general consumer
. - education). ‘
~|"Program Implementation - | Refers to program dehvery costs assomated with implementing the program. Includes
“ | implementation contractor 1abor and overhead costs as well as other direct _program
: : delivery costs.
{ Rebates & Incentives Includes all dollars that Q toward customer rebates and mcentlvcs
Training & Techmcal Includes all dollars that are used for energy-efficiency training and technical assistance for
Assistance -} Non-Residential program participants and contractors.
Consumer Education Includes dollars that are used to support general consumer educatlon about energy-efficient
: - 1mprovements
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‘ Add1t10na1 detalls regarding the budget for this program are 1ncluded in Exh1b1t 2 at the

end of this document.

Staff finds no reason to disagree with APS’ initial allocation for funding the Schools

| Program based upon the information provided by APS. However, Staff is recommending that

APS continually assess opportunities to increase funding levels for schools based on feedback
from the DSM collaborative, school representatives and officials, and the results of overall

- program performance. APS should provide information about its efforts to increase funding for

schools in APS’ semi-annual reports and the 13-month filing that is being recommended by
Staff. At that time, APS will have 12 months of experience under the Schools Program and, -
based on program performance, the fundmg level for schools can be reassessed.

APS based its analysis of program costs and beneﬁts as well as energy and peak load?
savings solely upon the T8 Lighting retrofit component of the Schools Program. Results of
Staff’s analysis confirm APS’ conclusion that this is a cost-effective program.-

A’ccording' to Staff’s énalysis of the pi‘ogram for the first three years, the Schools
Program lighting component alone could provide about $816,000 in net benefits over the life of
the measures and could reduce annual peak demand by about 637 kW and energy consumption

by about 178,000 MWh over the life of the measures. To the extent that other cost-effective

measures would be undertaken by schools in the Schools Program, additional savings could

~accrue. Staff’s analysis of the benefits of the Schools Program is based upon many assumptions

and data from various sources and is only an estimation. A chart summarizing Staff’ s estimated

~ net societal beneﬁts is provided below.

~ Chart 4 ,
Non-Resndentlal Schools Program
Net Societal Benefits ~
e (Staff’s Three-Year Estimate) ~ ~ =7~ 7

“Schools $1 680,000 $4"1‘12 351 | $4.928063 | S$815, 712

| 'APS Estiinated Budget. . Includes APS’ costs, including incentives paid to customers.
*Total Societal Cost . -} Includes customer costs and APS costs excluding incentives. R
*Total Societal Benefits : Includes deferred generation capacity costs and avoided energy costs, adJusted for losses.

*Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the hfe of the measure(s):

- NON-RESIDENTIAL EXISTING FACILITIES PROGRAM |

B Prog;am Concgp‘t'f

‘The NR EXiSting Program is designed to‘previ'de opportunities for energy savings in this

~ " sector of higher energy use customers. The NR Existing Program would provide incentives to
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qualifying owners and operators of exisﬁng large non-residential facilities for energy-efficiency
improvements in lighting, HVAC, motors, and refrigeration applications. Under the program,
APS would provide incentives to qualifying customers who adopt custom efﬁcrency or

. prescriptive measures through the retrofit or replacement of equlpment

The NR Existing Program would be available for APS non-residential customer facilities ‘

~ having a monthly peak demand greater than 200 kW based on the past 12 months of billing

history. This category would typically include existing large offices, large retail establishments,
large groceries, resorts and large hotels, colleges and umversmes and inpatient healthcare
facilities.

Under the program, APS would also provide incentives for retro-commissioning* studies
that use a systematic process to improve and optimize existing building operations. The NR
Existing Program also proposes to increase the energy efficiency of large central HVAC systems
through diagnosis, tune-up, and other initiatives recommended by the retro-commissioning
study. The program would also provide educational and training materials to aid building and
facility owners and operators in making decisions to improve the energy efficiency of their
facilities. APS proposes to train, qualify, and promote the use of contractors that have met
professional standards and completed APS’ Commercial Qualified Contractor training for
installation and operation of high-efficiency systems. The NR Existing Program also includes
custom efficiency incentives to implement energy-efficiency measures not covered by the
prescriptive measures. '

Program Products and Services

Specific DSM measures proposed for the NR Existing Program:

Lighting Measures

e Replace less efficient fluorescent -iigfiting and magnetrc ballasts with energy— R

efficient T8 & TS systems and electronic ballasts

Replace less efficient incandescent lamps with energy-efficient CFLs
Replace existing exit signs with energy-efficient LED exit signs
Install daylighting controls and occupancy sensors

Delamping — remove unneeded lighting fixtures or bulbs

Replace outdoor hghtmg w1th hlgh-efﬁcrency sodium vapor ﬁxtures

HVAC Measures - *
o Install energy-efficient arr-cooled air condmomng umts (packaged coohng)
¢ Install energy-efficient air-cooled chillers or water-cooled chillers
. Perform HVAC d1agnost1cs tune-up system, and reparr any deﬁcrencres found

* Retro- commrssxomng refers to applying a systematlc mvestlgatlon process for optlmrzmg a building’s operatlons
and maintenance. - The intent is to optimize how equxpment and systems operate mdwrdually and function together

_ through dlagnostlc testlng and tune-up actrvrtres

68488
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e Provxde for quality 1nstallat10n of HVAC equlprnent by refemng a quahﬁed
‘ contractor ‘ .

Refngeratlon Measures

e Replace existing refrigerators, freezers and ice ma.kers with high-efficiency umts
Replace refrigeration fan motors with high-efficiency evaporative units
Add reach-in cooler controls, beverage case controls, and snhack machme controls
Install anti-sweat heater controls
Install strip curtains and night covers

Motor Measures
e Install energy-efficient motors ~ 1 to 200 h.p.
e Install variable speed drives

Building Envelope Measures
e Cool roof applications to mcrease reﬂect1v1ty

Custom Efﬁc1ency Measures
¢ Custom measures desxgned to exploit savings opportumtles of specific customers

APS also proposes to undertake educational and promotlonal efforts to make fac1hty and
business owners and operators aware of the benefits offered by this program. These initiatives
would include educational brochures, program promotional materials, and specific website
content. The measures include both prescriptive measures, which carry prescribed incentives as

~ listed in Exhibit 1 at the end of this document, and custom efficiency measures for Wthh‘

incentives are paid based upon estimated kWh savmgs attributable to the measure.

The custom efﬁcle.cy measures lie outside the prescriptive - measure -definitions and are

Wmdlyldually tailored by building owners and managers to take advantage of energy efficiencies

specific to their building or facility. Incentives for these measures are paid one time only for -
estimated kWh energy savings at the rate of $0.11 per annual kWh saved. The incentive is

limited to 50 percent of the custom energy-efficiency measure’s incremental cost. Each project -
is required to include a feasibility study that identifies the energy conservation measures and

‘calculates estimated annual energy savings. ' The custom efﬁciency feasibility study must take

the form of an energy simulation or analysis and requires review and approval from APS’ IC in
order to be eligible for an incentive. An additional incentive of up to 50 percent of the cost of

- the custom efficiency feasibility study would be available to assist the customer with the cost of
‘performlng the study, hrmted to a max1mum mcentlve of $1O 000 for the study. '

Incen‘uves would also be prowded for retro-comm1ssmmng studles covering up to 50 -

peroent of the cost of the study, limited to a maximum incentive of $10,000. Incentives for = |
- implementing custom efficiency measures 1dent1ﬁed by the retro-commmsmnmg study would be
‘ pa1d based upon $0 11/kWh saved annually : s : :
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APS is proposing to ut1hze an IC to adrmmster many aspects’ of the NR Existing
Program. The IC would be tasked to provide details of program design, administration,
marketing, vendor and retro-commissioning contractor referrals, application and incentive
processing, participation tracking and reporting, quality control, and technical support. The same
IC employed to handle these tasks in the NR Existing Program would also be utilized in the NR
New and NR Small programs. APS has indicated that it would hire the IC after Commission
approval of this item. : : s B

APS states that the program monitoring and evaluation tasks will be performed by both
the IC and the MER. The IC will perform routine invoice verification and related duties where

- the MER will be involved with energy usage benchmarking, measuring energy savings, and

quality control activities in overseeing the work of the IC. One strategy for monitoring and
evaluation of the NR Existing Program would involve integrated evaluation characterized by

- data being collected at the time of implementation rather than after the fact. APS states that this

technique involves the MER earlier and results in more timely and accurate data at a lower cost.

Incentives in the NR Existing Program would only be paid after completion of the
project(s) and verification has occurred. Verification involves checking invoices and the
identification of a representative sample of measures that would be checked by the IC to
determine if energy-efficiency measures have been installed. Field verification, involving
physical site inspection, would be utilized for all larger custom efficiency projects. APS has
indicated in response to Staff discovery that it will rely on feedback from the implementation
contractor to define what constitutes a “larger” custom efﬁciency project.

Under APS’ proposal, the DSM total incentive for all prescriptive and custom measures
undertaken by a single customer’ would be capped at $300,000 per customer per budget year.
However, APS has requested to allow additional measures and to pay additional incentives over

‘the cap to a customer if there are insufficient applications from other customers to use the funds

- budgeted for the NR Existing Program. -Staff has cencerns tecause the details of the manner in
~which an override of the cap would be administered have not been fully developed. APS has
~ indicated that this provision would be developed and implemented based on feedback from the

IC, which will not be hired until after this item is approved. Until the details of the manner in

- which the override would be administered can be provided, Staff cannot recommend approval of

APS’ proposal to override the cap in the NR Existing program. Therefore, at this time, Staff is
recommending that the incentive cap for all measures paid to any customer under the NR

- Existing Program be set at $300,000 per budget year. Staff is also recommending that if in the

future APS would like to provide for an override of the NR Existing incentive cap, it should

= ‘provide such detalls in the 13-month ﬁlmg that is bemg recommended by Staff.

APS has mcluded the pos51b111ty of thlrd-party ﬁnancmg a531stance as a future component

| ,‘ ‘ ,of its NR Existing Program APS has proposed to use DSM funds to defray the costs assoc1ated

3 “Customer” is defined by APS in thJS context as one or more sites, locations, or accounts controlled by a single

* decision maker. Normally, one “customer” will be comprised of those sites, locations, or accounts for which the

electric bills are paid by a single entity.
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with this option. The purpose of such a program component would be to assist some municipal

and local government agencies that lack capital to invest in energy-efficiency improvements.
- Until more details of this component of the program are developed and approved, Staff is

recommending exclusion of third-party financing assistance from the NR Existing Program.

Budget and Societal Benefits

The budget for the NR Existing Program includes categories for planning and
administration, implementation, incentives, "consumer education, training and technical
assistance, and marketing. For the first three years of the program, the budget is allocated as

follows: :
Chart 5
APS’ Existing Facilities Estimated Budget
‘ 2005-2007 I
Year | Planning
| Administrat mpleme
2005 $183,085 $173,931 | $549,256 $823,884 $64,080 $36,618 $1,830,854
2006 $225,336 $214,069. | $563,340 $1,126,679 | $78,868 $45,067 82,253,359
2007 $267,586 $227,448 | $561,931 $1,471,724 | $93,655 $53,518 $2,675,862
Total | $676,007 $615,448 1| $1,674,527 $3,422,287 | $236,603 $135,203 $6,760,075
Percent - | 10.0% 9.1% 24.8% 50.6% 3.5% 2.0% 100%
of , ;
‘| Budget
Budget Allocation Definitions ;
Planning & Refers to APS costs to plan and administer programs - includes management -of program
Administration ~budgets, oversight of implementation contractor, program development, program
. coordination, and general overhead expenses. . e
‘i Program Marketing Includes’ allexpeiiseS Felated to marketing the program and increasing DSM comsumer | "
e awareness (this refers to direct program marketing costs as opposed to general consumer
, education). '
Program Implementation | Refers to program delivery costs associated with implementing the program. Includes
, L implementation contractor labor and overhead costs as well as other direct program
; delivery costs. ' -
o ‘| Rebates & Incentives Includes all dollars that go toward customer rebates and incentives.
; Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for
e Assistance Non-Residential program participants and contractors.
Consumer Education Includes dollars that are used to support general consumer education about energy-efficient |
' : ‘improvements. ’ Lo ' e ~ :

B ; - , | o o Additionalydetails regarding the budget for this prbgram are included in Exhibit 2 at the
- endofthis document. | ST N A, S «

SN | ;‘Staff believes that the NR Existing Program could provide an‘eppovrtunity for significant
' ' savings of energy and demand by making incentives available to install energy-efficiency
measures that may not otherwise be considered. Aceord‘ing'to’ Staff’s analysis of the program for
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three years, the energy-efficiency measures expected to result from the NR Existing Program
could provide about $15.0 million in net benefits over the life of the measures. In addition, the
NR Existing Program could reduce annual peak demand by about 10 MW and energy
consumption by about 856,000 MWh over the life of the measures. Staffs analysis of the
benefits of the NR Existing Program is based upon many assumptions and data from various
- sources and is only an estimation. A chart summarizing Staff’s estimated net societal benefits is
. provided below. ‘

Chart 6

Non-Residential Existing Facilities Program
Net Societal Benefits o
(Staff’s Three-Year Estimate)
ey _APS Estimated |~ " . |- Net Societal

DSM Program | Budwet! | Societal | Societal | Benefits'
~ ' | e | Costs® | Benefits ’ '
Existing Facilities $6,760,075 $10,410,777 $25,438,592 | $15,027,814
'APS Estimated Budget Includes APS’ costs, including incentives paid to customers.
*Total Societal Cost Includes customer costs and APS costs excluding incentives.
Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses.
*Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).

NON-RESIDENTIAL NEW CONSTRUCTION AND MAJOR RENOVATION
' PROGRAM :

Program Concept

. The NR New Program emphasizes integrated energy-efficient design and equipment -
selection early in the design process to improve the energy efficiency of non-residential new
construction projects and major renovations. This program offers monetary incentives as well as
design assistance and consultation to customers planning new non-residential facilities or major
renovations. It relies heavily upon the custom efficiency measures, but also includes prescriptive
~measures for the installation of energy-efficient equipment for lighting, HVAC, motors, and
-refrigeration. Under the program, APS would provide incentives to qualifying customers who

adopt integrated design efficiency measures through the specification of energy-efficient features

and equipment. : : o : :

~ The NR New Program is available for APS non-residential customers constructing
 facilities estimated to have a maximum monthly peak demand greater than 200 kW or customers -
planning major renovation projects of existing structures having a maximum monthly peak -
demand of 200 kW or more based on the past 12 months of billing history. This category would
typically include large offices, large retail establishments, large groceries, resorts and large

hotels, colleges and universities, and iﬁpatient healthcare facilities. ]
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The NR New Program relies heavily upon providing design incentives to cover the
incremental resources involved to assess alternative design options that would improve the
energy efficiency of the project through design assistance. According to APS, time and budget
constraints on the design team are a significant market barrier to the design and construction of
high-efficiency buildings. ~After enhanced design features have been identified, the NR New
Program offers both prescriptive incentives for specific energy-efficiency measures and custom

- efficiency incentives for projects reaching beyond the standard prescriptive measures. It should
be noted that a considerable amount of time can elapse between the design of a building and
| : - when the energy savings will actually be realized. L

" Program Products and Services
- Specific DSM measures proposéd for the NR New Program:

Design Assistance: L = -
* Promote integrated design and integrated analysis of alternative high-
- efficiency design packages = R o ’ -
» Assist the design team in examining alternative high-efficiency design
packages through the provision of the design incentive :

Common Measures: ; ‘ : ,
' e Train and qualify commercial contractors to meet APS’ standards for
installation and operation of high-efficiency systems

Custom Efficiency Measures: . : , : ‘
‘ * Encourage facility-specific efficiency features through custom incentives
that are otherwise difficult to cover in a prescriptive program.

e Encourage the ‘jptpgvgg_'gie%d system approach to incorporating energy-

" efficient improVements in new construction and major renovation projects.
- Prescriptive Measures:
Lighting Measures

e Install fluorescent lighting with energy—éfﬁcient T8 & T5 systems and
- electronic ballasts Dt ' ,

e Install energy-efficient CFLs e
o  Install energy-efficient LED exitsigns =~
o Install daylighting controls and occupancy sensors E
e Install outdoor lighting with high-efficiency sodium vapor fixtures
HVAC Measures ER 9 : EE R ,
o Install - energy-efficient, air-cooled air conditioning = units (packaged

- :cooling) . -
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e Install energy-efficient, air-cooled chillers or water-cooled chillers

e Provide for quality mstallatlon of HVAC equipment by referring a
qualified contractor :

Refrigeration Measures

o Install high-efficiency refrigerators, freezers, and ice maker units
e Install refrigeration fan motors with high-efficiency evaporative units

® Add reach-in cooler controls, beverage case controls, and snack machme
controls :

e Install anti-sweat heater controls ,
Install strip curtains and night covers

Motor Measures
e Install energy-efficient motors — 1.5 to 200 h.p.
e Install variable speed drives

- Building Envelope Measures
¢ Cool roof applications to increase reﬂect1v1ty

Under the Design Assistance measure provided in the NR New Program, APS would
provide design incentives to cover APS consultation with the design team to include modeling of
integrated design packages using building energy simulation models. APS would offer
customers participating in the design assistance program an incentive covering up to 50 percent
of incremental design costs. In addition, APS would provide incentives for commissioning

~studies. A commissioning study employs a systematic process to optimize a new building’s
operations and to ensure that the new building operates and performs as intended by the designer.
Incentives for commissioning studies would cover up to 50 percent of the cost of the study with a
limit of $10,000 per study. The incentive for implementing _commissioning  study
recommendations is based on a one-time payout on the estimated annual energy savings of the
installed custom efficiency measures equal to $0.11 per annual kWh saved.

The custom efficiency features of the NR New Program would provide for feasibility
studies for more complex applications and a process for estimating proposed savings. The
program features also include exploration and consideration of emerging energy-efﬁmency

_ technologies already bemg utilized commercially in the marketplace :

The custom efficiency measures he outside the prescnptlve definition and are
individually tailored by building owners and managers to take advantage of energy efficiencies
specific to their project or facility. Incentives for these measures are paid one time only for

~estimated kWh energy savings at the rate of $0.11 per annual kWh saved.. The incentive is
- limited to 50 percent of the custom energy-efficiency measure’s incremental cost. Each project
- is required to include a feasibility study that identifies the energy conservation measures and
calculates estimated annual energy savings. This study must be an energy simulation or analysis
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and requires approval from APS or its IC. An incentive of up to 50 percent of the cost of the
feasibility study is also available with a maximum incentive hm1t of $10 000 for the custom
‘ efﬁcxency study. ‘ :

~ APS proposes to undertake educatmnal and promotronal efforts to assist facility and
business owners and operators in making decisions to improve the energy efficiency of their
project facilities. These efforts would consist of educational brochures, program promotional
- materials, and website content. As in the NR Existing Program, this program also proposes to -
- qualify and refer contractors that have completed APS’ Commercial Qualified Contractor
training for installation and initial operation of high-efficiency systems.

~~ The DSM total incentive for all prescriptive and custom measures undertaken by a single
customer is capped at $300,000 per customer per budget year. However, APS proposes to allow
additional measures and to pay additional incentives over the cap if there are insufficient
applications from other customers to use the funds budgeted for the NR New Program. APS has
indicated that this provision would be 1mplemented based on feedback from the IC and more
details would be available after the IC is hired. Staff has concerns because the details of the -
" manner in which an override of the cap would be administered have not been fully developed.

APS has indicated that this provision would be developed and implemented based on feedback
from the IC. Until the details of the manner in which the override would be administered can be
‘provided, Staff cannot recommend approval of APS’ proposal to override the cap in the NR New
program. Therefore, at this time, Staff is recommending that the incentive cap for all measures
pald to any customer under the NR New Program be set at $300,000 per budget year. Staff also
is recommending that if in the future APS would like to provide for an override of the NR New
incentive cap, it should prov1de such details in the 13-month ﬁhng that is being recommended by
Staff :

~ APSis proposing to utilize an IC to administer many ‘aspects of the NR New Program.

These would-inciude most-day-to-day activities of -#hi€"frogram including providing details of = 7"~

- program design, program marketing, verifying customer eligibility, accepting applications from
customers to participate, assisting with and verifying design studies and custom efficiency
studies, vendor referrals, working with the MER to verify measures, technical support, record
- keeping, and incentive processing and payment. APS has indicated that the IC will be selected
after Commission approval of the NR New Program using an RFP process APS has already
: I‘CCCIVGd b1ds from vanous contractors to serve as the IC. L :

APS states that the program momtonng and evaluatlon tasks will be perforrned by both
the IC and the MER. The IC will perform routine invoice venﬁcatron and related duties where
the MER will be involved with energy usage benchmarking, measurmg energy savings, and
quality control activities in overseeing the work of the IC. One strategy for monitoring and -
evaluation of the NR New Program would involve integrated evaluation characterized by data -

- being collected at the time of implementation rather than after the fact. "APS has indicated that o

this technique mvolves the MER early in the process and results in more timely and accurate data
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at a lower cost.  For exarhple energy-efficient design features of each project wouid be
ydocumented by the MER during the plannmg and design stages of the project.

Incentives in the NR New Program would only be paid aﬂ:er completion of the proj ect(s)
and verification has occurred. Verification involves checking invoices and the identification of a
representative sample of measures that would be checked by the IC to determine if energy-
efficiency measures have been installed. Field verification involving physical site inspection
would be utilized for all larger custom efficiency projects. APS has indicated in response to
Staff discovery that it will rely on feedback from the implementation contractor to define what
constitutes a “larger” custom efficiency project. ' :

Budget and Societal Benefits

The budget for the NR New Program includes planning and administration,
implementation, incentives, consumer education, training and technical assistance, and
marketing. For the first three years of the program, the budget is allocated as follows:

Chart 7
APS’ New Construction and Major Renovation Estlmated Budget
2005-2007
Year | Planming & | Program | Progra Rebates
<o | Administration | Marketin; centiv

2005 $199,335 $189,369 | $598,006 $897,009 $69 767 $39,868 $1,993,354

2006 $245,336 $233,069 | $613,340 $1,226,679 | $85,868 $49,067 $2,453,359

2007 $291,336 $247,636 | $611,806 $1,602,349 | $101,968 $58,267 $2,913,362

Total | $736,007 $670,074 | $1,823,152 $3,726,037 | $257,603 $147,202 $7,360,075

Percent | 10.0% 9.1% 24.8% - 50.6% 3.5% 2.0% 100%

of ‘_ B BRI R L L A T

Budget

: Budget Allocation Definitions
Planning & Refers to APS costs to plan and administer programs - includes management of program
Administration budgets, oversight - of implementation contractor, program development, program
‘ coordination, and general overhead expenses.

Program Marketing Includes all expenses related to marketing the program and increasing DSM consumer
awareness (this refers to direct program marketing costs as opposed to general consumer
education).

-{ Program Implementation | Refers to program dehvery costs associated with implementing the program. Includes
implementation contractor labor and overhead costs as well as other “direct program !
S ‘delivery costs.
| Rebates & Incentives Includes all dollars that go toward customer rebates and 1ncent1ves
Training & Technical Includes all dollars that aré used for energy-efficiency training and techmcal assistance for
Assistance Non-Residential program participants and contractors.
| Consumer Education Includes dollars that are used to support general consumer educatlon about energy- efﬁment
improvements. :

68488

~Decision No.




THE COMMISSION S " Docket No. E-01345A-05-0477
January 18, 2006 |

- Page 21

Addmonal details regardmg the budget for th1s program are 1ncluded in Exhlblt 2 at the
~end of this document. :

, Staff believes that the NR New Program could create an opportunity for significant

savings of energy and demand by making incentives available to explore design features that

may not otherwise be considered. The prescriptive measures could also create substantial
savings for this class of customers by promoting the installation of energy-efficient equipment in

new or renovated buildings. According to Staff’s analysis of the program for three years, the
energy-efficiency measures expected to result from the NR New Program could provide about
$13.8 million in net benefits over the life of the measures. In addition, the NR New Program
~ could reduce annual peak demand by about 8.8 MW and energy consumption by about 729,000
MWh over the life of the measures. Staff’s analysis of the benefits of the NR New Program is
based upon many assumptions and data from various sources and is only an estimation. A Chart -
_summarizing Staff’s estxmated net societal benefits is prov1ded below. ‘

Chart 8
Non-Residential New Construction & Major Renovation Program
Net Societal Benefits
(Staff’s Three-Year Estimate)

| New Construction & ‘
. S $7,360,075 | $12,757,704 | $26,597,021 | $13,839,317
Maj or Renovation e
lAPS Esnmated Budget Includes APS’ costs, including incentives paid to customers, -
2Total Societal Cost Includes customer costs and APS costs excluding incentives.
*Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses.

“Net Societal Benefits .| Total Sogietal Benefits minus Total Societal Costs over the life of g;;igneasure(s).«

SMALL NON-RESIDENTIAL PROGRAM
Program Concept
The proposed NR Small Program is dééigned to ihcrease errergy efficiency of customers’

facilities within the small non-residential customer segment. Under the NR Small Program, APS
would provide prescriptive incentives to small non-residential customers for energy-efﬁc1ency

improvements in lighting, HVAC, motors, and refrigeration applications. One program goal is to o

facilitate customer participation by making participation trouble-free for the NR Small customer.
: Toward that end APS proposes to proV1de a one-source audit and mstallatlon referral service.

: The NR Small Program would be avallable for APS’ non-remdentlal customers with a
© maximum monthly peak demand of 200 kW or less based on the past 12 months of billing

~history. This category would typically include restaurants, primary and secondary schools, small n

: ofﬁces, small retall establlshments hotels and outpa’aent healthcare facﬂltles o
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This program would promote a systems approach to improving the efficiency of small
commercial HVAC systems by promoting (1) proper sizing of new air conditioning equipment,
(2) staged air conditioning equipment, and (3) systems diagnostics and improvements that
include air balancing, proper refrigerant charging, and duct sealing. The program also focuses
on high-efficiency lighting, motors, and refrigeration systems. It proposes to further promote the
whole system approach by cross-training, identifying, and referring energy-efficiency trained and

~ qualified HVAC and lighting contractors.

Program Products and Services

Specific DSM measures proposed for the NR Small Program:

Lighting Measures ~ SRR o
* Replace less efficient fluorescent lighting and magnetic ballasts with energy-
efficient T8 & T5 systems and electronic ballasts SR '

Replace less efficient incandescent lamps with energy-efficient CFLs

Replace existing exit signs with energy-efficient LED exit signs

Install daylighting controls and occupancy sensors

Delamping — removal of unneeded lighting fixtures or bulbs

Replace outdoor lighting with high-efficiency sodium vapor fixtures

HVAC Measures : ; :
e Install energy-efficient, air-cooled air conditioning units (packaged cooling)
e Install energy-efficient, air-cooled chillers or water-cooled chillers ,
e Perform HVAC diagnostics, tune-up system, and repair any deficiencies found
e Provide for quality installation of HVAC equipment by referring a qualified
contractor N : : r ' L

- - - K RPN SRS F- o R . e L T

Refrigeration Measures , : ~ R
e Replace existing refrigerators, freezers, and ice makers with high-efficiency units

e Replace refrigeration fan motors with high-efficiency evaporative units
e Add reach-in cooler controls, beverage case controls, and snack machine controls
e Install anti-sweat heater controls - ' :
o Install strip curtains and night covers
Motor Measures 5

o . Install energy-efficient motors — 1 to 200 h.p..
e Install variable speed drives =~ - 5

APS proposes to undertake educational and promotional efforts through its IC to assist
facility and business owners and operators in making decisions to improve the energy efficiency
of their facilities. These efforts are designed to increase the awareness and knowledge of the
commercial building ownership and the management community on the benefits of efficiency
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measures.  Promotional efforts would include educational brochures program promotional
material, bill stuffers, media ads, and website content

- The NR Small program also proposes to train, qualify, and promote contractors that meet
APS’ standards for installation and operation of high-efficiency systems through their
Commercial Qualified Contractor Program. . This program is directed at increasing the
availability of trained and qualified contractors and service technicians who can provide whole
facility integrated energy-efficiency solutions including the systems approach to HVAC, state-
-of-the-art testing and diagnostic techmques and the performance impacts of system problems
such as leaking ductwork.

APS states that the program monitoring and evaluation tasks will be performed by both
the IC and the MER. The IC will perform routine invoice verification and related duties where
the MER will be involved with energy usage benchmarking, measuring energy savings, and
quality control activities in overseeing the work of the IC. Monitoring and evaluation would -
_involve integrated evaluation characterized by data being collected at the time of implementation
rather than after the fact. APS states that this technique involves the MER earlier and results in

- more timely and accurate data at a lower cost. The IC would examine invoices to verify some

 installations and would rely upon installation vendors to observe completed installations at the
field site and to report such observations to verify other measures. - Incentives under the NR
Small Program would be paid only after completion of the energy-efficiency project has been
verified. '

~ Under APS’ proposal, the total DSM incentive for all measures undertaken by a single
~customer would be capped at $150,000 per customer per budget year. However, APS has
requested to allow additional measures and to pay additional incentives over the cap to a
customer if there are insufficient applications from other customers to use the funds budgeted for
‘the NR Small Program. Staff has concemns because the details of the manner in which an
- override of the cap would be adrmitistered have not been fully déveloped™ APS has indicated
that this provision would. be developed and 1mp1emented based on feedback from the IC, which
will not be hired until after this item is approved. Until the details of the manner in which the
- override would be administered can be provided, Staff cannot recommend approval of APS’
~ proposal to override the cap in the NR Small program. Therefore, at this time, Staff is
- recommending that the incentive cap for all measures paid to any customer under the NR Small
- program be set at $150,000 per budget year. Staff is also recommending that if, in the future,
~ APS would like to provide for an override of the NR Small cap, it should prov1de such details in
~the 13-month filing that is belng recommended by Staff. . e :

b APS has 1nc1uded the poss1b111ty of third-party ﬁnancmg a551stancc asa future component ,
of its NR Small Program. APS proposes to use DSM funds to defray the costs associated with.

- this option. The purpose of such a program component would be to assist some small business

owners who lack the capital to invest in efficiency upgrades or choose to invest this capital in
business-related purchases over energy-efficiency upgrades. Until more details of this
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: -component of the program are prov1ded and approved, Staff is recommending exclusmn of thrrd- '
party financing a551stance from the NR Small Program.

Budget and Societal Benefits

The budget for the NR Small Program includes categories for planning and
administration, implementation, incentives, consumer education, training and technical
assistance, and marketing. For the first three years of the program the budget is allocated as

follows:
Chart 9
APS’ Small Non-Residential Program Estimated Budget
2005- 2007
Year | Planning . & Program _
. |- Administration Marketmg
2005 $118,079 $112,l75 $354,238 $531,357 $41, 328 $23,615. $1,180,792
| 2006 $145,328 $138,062 | $363,321 $726,642 $50,865 $29,066 $1,453,284
| 2007 $172,577 $146,691. | $362,413 $949,176 | $60,403 334,515 $1,725,775
Total | $435,984 $396,928 | $1,079,972 $2,207,175 | $152,596 $87,196 $4,359,851
Percent | 10.0% 9.1% 24.8% - | 50.6% 3.5% 2.0% 100%
of R
Budget
Budget Allocation Definitions
Planning & Refers to APS costs to plan and administer programs - includes management of program
Administration budgets, oversight of implementation contractor, program development, program
coordination, and general overhead expenses.
| Program Marketing Includes all expenses related to marketing the program and increasing DSM consumer
| awareness (this refers to direct program marketing costs as opposed to general consumer
| education).

Program Implementation Refers to program delivery costs assocrated with implementing the program. Includes” o
' implementation contractor labor and overhead costs ‘as well as other direct program
delivery costs. :

Rebates & Incentives Includes all dollars that go toward customer rebates and incentives.

Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for

Assistance Non-Residential program participants and contractors.

Consumer Education Includes dollars that are used to support general consumer education about energy—efﬁcrent
improvements. : S

‘ ~Additional details regardmg the budget for this program are 1ncluded n Exhrbxt 2 at the
end of this document ’

, Staff beheves that the NR Small Program could create opportumtles for sav1ngs of energy
and demand by providing incentives for building owners and managers to adopt conservation
 measures. According to Staff’s analysis of the program for three years, the NR Small Program
- could result in about $9.8 million in net benefits over the life of the measures. In addition, the -

NR Small Program could reduce annual peak demand by about 6.5 MW and energy consumption
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‘by about 571,000 MWh over the life of the measures. Staff’s anélysis of the benefits of the NR
- Small Program is based upon many assumpt1ons and data from various sources and is only an

estlmatlon

- Chart 10
Non—Resxdentlal Small Non-Residential Program
- Net Societal Benefits :
(Staff’s Three-year Estimate)

FSmall k

$9,791,558

$4,359,851 $5 966 ,695 $15 758 253
'APS Estimated Budget Includes APS’ costs, including incentives pald to customers.
~{ *Totat Societal Cost Includes customer costs and APS costs excluding incentives. :
*Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs adjusted for losses.
*Net Societal Benefits Tota] Societal Benefits minus Total Societal Costs over the life.of the measure(s).

BUILDING OPERATOR TRAINING PROGRAM

Program Concept

The NR BOT Program would provide subsidized training for building kOperators and
facility maintenance technicians on energy-efficient building operations and maintenance

- practices. All commercial, industrial, and institutional building operators and maintenance
technicians located in APS’ service territory would be eligible for the NR BOT Program. The
~program is intended to help building operators and facility maintenance personnel better

understand how their facilities use energy and how to better manage energy costs. - APS states

- that participants would also .learn how to gain .efficiency .by. purchasing. energy—efﬁment, ‘

eqmpment keeping such equipment maintained, and operatmg it correctly

APS proposes to provide the training through a cooperative effort with the ELA. The
ELA would provide the actual training and administer all program implementation which

“includes course scheduling, registration, payment, and other administration. The course would

be offered at least twice per year. Each course would last eight weeks and consist of eight hours

- of training per week. The training and curricula would be dehvered by mdustry experts from
‘trade partners mcludmg ELA tramers : R RhE

It should be noted that thls trammg is currently bemg offered by the ELA and that APS is

| currcntly supporting it by providing funding to the ELA on an annual basis. This program would
continue APS’ promotion of the training, but change the manner in which APS provides
~ financial support to the ELA program. Under the NR BOT Program, APS would provide a

pomon of the program part1c1pants tumon instead of dlrect fundmg to the ELA on an annual

: ‘bas1s
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- Program Products and Services

APS proposes to offer separate training classes for building operators and managers, and
for building maintenance technicians. The training for building operators and managers would
include instruction on operations and maintenance practices regarding HVAC, lighting, electrical
systems, and energy conservation. Building maintenance technician training would cover
airflow control, refrigeration, electrical systems, and variable frequency drives. Training
materials would include HVAC and electrical texts as well as Arizona Industries of the Future,

- Inc. CD software, course handouts, APS energy—efﬁcrent fact sheets, website links, and
~ information on supplemental training seminars.

Courses would include selections from the ELA’s Institute for Facility Management

~ Education program offerings of educational programs that are designed for a wide range of -

facility management personnel including building operators, maintenance technicians, and
managers of multi-facility complexes. According to APS, the curricula have been developed by
industry practitioners, APS staff members and instructors, and educational committee members
of the ELA and Arizona Heat Pump Council. The content of the courses is designed to promote
operation and maintenance practices that would increase energy efficiency of commercial and
industrial facilities. It would cover general utility rate concepts, preventative maintenance, how
to perform an energy audit, how to create reports for management to justify energy-efficiency
expenditures, and how to improve equipment-purchasing skills. The classes would also provide
an opportunity to refer class participants to other APS DSM programs. - APS has indicated that
instructors at the ELA Institute for Facility Management Education include professional building
energy managers of large facilities and trainers with an average of ‘more than 25 years of
expenence

APS would provide marketing and promotronal efforts to make the NR BOT Program
known to eligible participants. APS would utilize printed promotional materials, brochures,

- newsletters, customer communications, and website content. The ELA- would participate-in-the - - - .o .-

promotional activities by reaching out to its industry contacts through 1ts ma1hng list, industry
newspapers, and mdustry trade show partlclpatlon .

- The strategy for monitoring and evaluation would involve integrated evaluation’
- characterized by data being collected at the time of implementation rather than after the fact. It

would also involve surveys of the students at the completion of the training to assess participant

‘intentions to implement techniques learned in the training. Follow-up' surveys would also be
~ conducted later to identify energy-efficiency actions taken as a result of the trammg Momtonng
~and evaluation activities would be performed by the MER.

* The incentive proposed by APS for the NR BOT Program is up to 50 percent of the
partxcrpant cost of training for Facility Maintenance Technician Training (full cost equals $895)

* and the Building Operator Training (full cost equals $1,195). APS indicated that the incentive

could be less than 50 percent if the incentive were adopted at 50 percent of current full costs for
the training and the costs subsequently escalated In order to provrde more cost certamty, Staff 1s
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" recommending the incentives for the NR BOT Program be set at $447.50 for the Fac1hty
Maintenance Technician Training (50 percent of $895) and $597.50 for the Builder Operator
Training (50 percent of $1,195) or 50 percent of the participant’s cost, whichever is less. Staff
also recommends that these incentives be paid to the ELA after verlﬁcatlon that the participant
completed all requlred course work. : ~

Budget and Societal Benefits

The kbudget for the NR BOT . Program includes categories for planning and
administration, marketing, implementation, incentives, and training and technical assrstance For
the first three years of the program the budget is allocated as follows:

Chart 1 1
APS’ Bullder Operator Training Program Estlmated Budget
, 2005-2007 ' o

e Admrmstratlon | Marketir e ’
3005 | 53250 52437 | 55,688 $52,000 : $65,000

2006 - | $4,000 $3,000 $7,000 $0 $64,000 $2,000 $80,000

2007 34,750 $3,563 $8,312 30 $76,000 $2,375 $95,000

Total | $12,000 $9,000 $21,000 50 | $192,000 $6,000 $240,000

Percent | 5.0% 3.8% 8.8% 0.0% 80.0% 2.5% 100%

of : :

Budget ‘ ‘ s
‘ Budget Allocation Definitions

Planning & Refers to APS costs to plan and administer programs - includes management of program

Administration. . budgets;, oversight of implementation contractor program development program
i - l'coordination, and géneral overliéad expenses. "~ -

Program Marketing

“Includes all expenses related to marketing the program and increasing DSM consumer
awareness. (this refers to direct program marketing costs as opposed to general consumer
: education).
Program Implementation -'| Refers to program dehvery costs associated with implementing the program. -Includes

I R implementation contractor labor and-overhead costs as well as other direct program
| . g ‘ © | delivery costs. ;
' Rebates & Incentives’ Includes all dollars tha go toward customer rebates and 1ncent1ves

Training & Techmcal Includes all dollars that are used for energy-efficiency training and technical assistance for
- Assistance - Non-Residential program participants and contractors. :
- Consumer Education

Includes dollars that are used to support general consumer educanon about energy-efﬁcrent 1
1rgprovements . ,

, Addrtlonal detarls regardmg the budget for thrs program are 1nc1uded in Exhibit 2 at the
: end of thlS document ;

Staff beheves that the NR BOT Program could create opportumt1es for savmgs of energy
and demand by offering trarmng classes to bulldmg operators and techm<:1ans and prov1d1ng :
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incentives to encourage participation. According to Staff’s analysis of the program for three
years, the NR BOT could provide about $1.0 million in net benefits over the life of the measures.
In addition, the NR BOT Program could reduce annual peak demand by about 643 kW and
energy consumption by about 81,000 MWh over the life of the measures. Staff’s analysis of the
benefits of the NR BOT Program is based upon many assumptions and data from various sources
and is only an estimation. A chart summarizing Staff’s estlmated net societal beneﬁts is
provided below.

Chart 12
Non-Residential Builder Operator Training Program
‘ Net Societal Benefits
(Staff’s Three-Year Estimate)

: i | APS Estimated : 5

“DSM Program | "~ Bu dg‘étf_\ d Societa
_ SN A : | Benefits’ |
Builder Operator

) .Op $240,000 $864,675 $1,912,281 $1,047,606

Training
'APS Estimated Budget Includes APS’ costs, including incentives paid to customers. . »
Total Societal Cost Includes customer costs and APS costs excluding incéntives.
*Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses.
“Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).

ENERGY INFORMATION SERVICES PROGRAM

Program Concept

The NR EIS Program would provide customers with a web-based energy information tool

to glve them feedback on the energy consumption and load proﬁles within their facilities. The =

“ program is designed to educate facility managers and operators about how and when energy is
‘used at their facilities for the purpose of placmg them in a more informed position to make
energy-efficiency improvements. The program is available for large non-residential customers
with a single metered site and a monthly peak demand greater than 200 kW based on the past 12
months of billing history. The services would be provided to large APS commercial, industrial,
and institutional customers, and APS would provide an mcentwe of up to $1,000 to the customer
to cover a portlon of the cost of the EIS system. PPN

APS would issue a request for proposal to select an energy 1nformat10n services company

" to serve as the IC for this program. The selected IC would provide the needed equipment,

software, and delivery of program products and energy information services offered by this
program. This would not be the same IC utilized by the NR Existing, NR New, and NR Small
Programs. APS would provide overall program administration for the NR EIS Program. o
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metering equipment to automatically transmit interval load data to a central data collection point
over telephone lines. The data are posted to a secured website that customers can access through
the use of a password. :

Program Products and Services

Through the NR EIS Program, customers would receive monthly usage and demand
reports and other valuable usage data that could be analyzed to improve energy usage patterns,
reduce energy use, reduce demands during on-peak penods and better manage their overall
energy consumptlon :

e The technology employed by the NR EIS Program irrvolves the installation of specialized
|
|
|
|
|

The web-based interface provided by the NR EIS Program would provide energy
managers a combination of tools to graphically analyze energy consumption, demand, and usage
during various weather scenarios. It would also provide data to allow comparisons between
‘multiple sites managed by the same operator and to compare against historical data.

APS will contract with an energy information services firm to serve as IC for the NR EIS
program. The energy information service IC would provide training and technical assistance to
" customers to allow them to take full advantage of the program and the equipment installed at
their facility. Program participants would be taught necessary skills to take advantage of the data
provided by the system. They would learn how to download billing history information and
create spreadsheets, charts, and graphs to assist them in identifying strategies to lower energy
~costs.  They would also be taught basic utility rate concepts so they understand the basis for
savings by reducing demand or energy consumption. They would also learn how to create
- reports to their management to Justlfy energy-efficient capltal expenditures that would result in
energy bill savmgs

TR “’Both APS and the "energy  information setvice” IC" would~provide marketing--and=~-
promotional efforts to make the NR EIS Program known to eligible participants. The target
market would be large non-residential customers having facilities served with a single meter.

. APS would utilize printed promotional materials, brochures, and website content.

: 'APS proposes to offer one-time incentives of up to $1,000 per customer to install the -
equipment and become a program participant. This incentive would be the same even for larger -
customers installing more sophisticated equipment at a multi-metered site. -APS, through its

~ energy information services IC, would also offer ass1stance in ut111zmg the equrpment to 1dent1fy g

‘ energy—efﬁmency upgrades to their fac111t1es i : S :

|

|

| ,

| i The strategy for momtormg and evaluatlon would mvolve mtegrated evaluatlon
£ " characterized by data being collected at the time of implementation rather than after the fact.
o - APS states that this technique involves the MER at an earlier date and results in more timely and
| “accurate data at a lower cost. - APS or its MER would access the data provided by the EIS

'Program 1tself to observe consumptlon and demand pattems both before and after program
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participation to help them measure the unpact of energy—efﬁcrent measures undertaken as a result
of the program.

Budget and Societal Benefits

APS acknowledges that baseline data for this program in its service territory are not

available at this time and will not be available until the baseline study currently underway is

~ completed. APS has assumed a $0.14/kWh per square foot savmgs estimate from the NR BOT
program as a proxy until better data are available.

The budget for the NR EIS Program includes categories for planning and administration, -
" implementation, incentives, consumer education, training and technical assistance, and
marketing. For the first three years of the program, the budget is allocated as follows:

Chart 13
APS’ Energy Information Services Program Estlmated Budget
2005-2007
Year . Planning ' and: :’,f"rograrﬁ' I
’ | Adxxﬁnistration ,,'Marketmg
2005 $3,250 $2 031 $6,500 $65,000 $2,844 $1,625 $81,250
2006 $4,000 $2,500 $8,000 $80,000 $3,500 $2,000 $100,000
2007 $4,750 $2,969 $9,500 $95,000 $4,156 $2,375 $118,750
Total | $12,000 $7,500 $24,000 $240,000- | $10,500 $6,000 $300,000
Percent | 4.0% 2.5% 8.0% 80.0% 3.5% 2.0% 100%
of . :
Budget : '
Budget Allocation Definitions
.| Planning & Refers to APS costs to plan and administer programs - includes management of program
: Admlmstratlon budgets, oversight of implementation contractor “program development program T
coordination, and general overhead expenses. :
Program Marketing Includes all expenses related to marketing the program and increasing DSM consumer
: ' awareness (this refers to direct program marketing costs as opposed to general consumer
education).
Program Implementation | Refers to program dehvery costs associated with 1mplementmg the program. . Includes
‘ implementation contractor labor and overhead costs as well as other direct program
delivery costs.” :
Rebates & Incentives Includes all dollars that go toward customer rebates and incentives.
Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for
Assistance Non-Residential program participants and contractors.
Consumer Education Includes dollars that are used to support general consumer education about energy—efﬁcrent
rmgrovements

Additional details regardmg the budget for thlS program are 1ncluded in Exhlblt 2 at the
end of thls document :
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Staff believes that the NR EIS Program could create opportunities‘for savings of energy

and demand by providing incentives for building owners and managers to participate in the
program. The data provided through the program combined with the skills taught to properly

- make use of it could result in more efficient use of energy by participants. According to Staff’s

analysis of the program for three years, the EIS Program could result in about $878,000 in net

benefits over the life of the measures. In addition, the NR EIS Program could reduce annual -
peak demand by about 357 kW and energy consumption by about 45,000 MWh over the life of"

the measures. Staff’s analysis of the benefits of the NR EIS Program is based upon many

assumptions and data from various sources and is only.an estimation. - A chart summanzmg .

Staff’s estimated net societal benefits is provided below

Chart 14 :
Non—Resxdentlal Energy Information Services Program
: ' Net Societal Benefits )
(Staff’s Three-Year Estimate)

Energy Information $300,000 | $354,000 | $1,231,723 | $877,723
Services :

1APS Fstimated Budget Includes APS’ costs, including incentives paid to customers.

*Total Societal Cost Includes customer costs and APS costs excluding incentives.

*Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses

“Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s)-

- Program Flexibility

PROGRAM FLEXIBILITY

In each of the Non-Resuientlal prograrns, APS outhned its desire to rev1ew incentive

: levels and other program elements and to modify them, as needed, during the first year from the ‘
 approval date of these programs and penodlcally thereafter. APS proposed to report any

modifications resulting from such reviews in 1ts rmd-year and year-end reports so that Staff could

: momtor them.

; On November 14, 2005 APS ﬁled rev1sed ﬂex1b111ty language The issue of ﬂex1b111ty
was further discussed at the DSM Collaborative working group meeting on November 15, 2005.

~Following the discussion and input from the DSM Collaborative, APS made additional changes -
to its flexibility language and filed an updated version with the Comrmssmn on November 21,

2005

APS’ November 21 2005 ﬁhng states that it has prov1ded estimates. based on the best
avallable mformatlon in the ongmal filing, but that it antlclpates ﬂex1b1hty would be needed,
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within the DSM portfolio to maximize program effectiveness, to react to market conditions and
customer responses, and to limit administrative costs. : :

After analyzing APS’ November 21, 2005, flexibility request and consulting with APS
~ about the intent of the flexibility language, Staff determined that APS was requesting flexibility
to shift funding between any of the five budget categories within a given Non-Residential DSM

program. The five budget categories are Planning and Administration, Program Marketing,

Program Implementation, Rebates and Incentives, Training and Technical Assistance, and
Consumer Education. APS proposed limits on this shifting of funds only with regard to the

 Planning and Administration category. For the Planning and Administration category, APS

- proposed to make “reasonable efforts” to limit the amounts expended to 10 percent of the total
funding for each program. Other than this single constraint, APS’ request would allow shifting
of funds between categories without limit. : ,

APS’ requested flexibility would also allow APS to shift up to 30 percent of budgeted
funds between programs in the same sector (Residential or Non-Residential), but not across
sectors, for a given budget year. APS states that no budget dollars would be shifted away from
the Low Income Program, including special funding devoted to tribes, or from the Schools
Program.

APS has not proposed a cap on incentive levels. APS has indicated that,: as a general

guideline, incentives would be set at or below 50 percent of incremental cost. However, APS
would provide the Commission with written justification when incentive levels exceed 50

percent of the incremental cost of the measure. This filing would be informational in nature. It

should be noted that APS has included several incentives in its Apphcatzon that currently exceed
50 percent of incremental cost

‘ The Company has also requested the ability to change baseline efficiency levels and
- customer incremental costs to the exteirt that the Federal Energy Policy Act or. other energy
standards may change dunng the 1mp1ementatron of a DSM program.

, Also included in APS’ ﬂexrbrhty language is'a provision that, for each program, dollars

‘not spent in a given year would be automatically transferred (carried forward) to the next year’s
budget for the same program. All budget shifts and other program changes are to be reported in
- the semi-annual DSM reports submitted to the Commlssmn explammg why the budget shifts and
- program changes were undertaken. : r

In addition to the provisions ouﬂined ‘above, APS would notify theComniission in
writing of any budget changes that would result in a significant change to a program’s cost-

benefit ratio and in o case shall a'budget change cause the cost-benefit ratio to be less than 1.0

(except for the Low Income Weatherization Program.) APS has also indicated that srgmﬁcant -

changes to the budget or programs would be dlscussed by the DSM Collaborative group
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All program budgets and plans outlined in the Portfolio call for a three-year program
encompassing 2005, 2006, and 2007. It is clear that no DSM funds in the Non-Residential
programs were expended in 2005. Staff believes that the portion of program flexibility allowing
unused funds to roll forward into the next year is reasonable. ' - . ‘

Staff is concerned with some aspects of the flexibility language and the open-ended

nature of some of the shifting requested. Therefore, Staff has included some limitations to APS’
~ flexibility in its reccommendations. - ; : U ,

STAFF’S ANALYSIS AND RECOMMENDATIONS

Staff conducted a Societal Cost Test of all measures included in the Non—Residehtial

. programs. All of the measures analyzed by Staff resulted in a positive net benefit to society :
_except for the Cool Roofs measure which is a component of the NR Existing and NR New

Programs.

The Cool Roofs measure in APS’ analysis consists of two separate components to
promote reflective roofing surfaces. The components are Reflective Membranes and Roof
Coatings. The two are very different in terms of incremental cost and measure life. Based on
research, Staff learned that membranes are not widely used in Arizona where foam roofs are
preferred. Staff determined it would be more appropriate to treat membranes and roof coatings
as two separate measures. For retrofit applications, Staff’s analysis concluded that neither
membranes nor roof coatings could be justified by its cost-benefit analysis. For new roofs or

~ ‘where a new coating is going to be applied regardless, Staff recommends that APS encourage
~ customers to apply a white reflective surface and include such measures in its ‘educational

materials. However, the marginal cost for the highly reflective surface coatings over the

standard surface is zero or negative. Therefore, Staff recommends that no incentives be paid for . - AR

the Cool Roofs measure at this time.

Diagnostics and Tune-up

The System, Diagnvc>Stics‘ and Tune-up measure applies to the Schools Program, the NR

- Existing Program, and the NR Small program. It provides incentives for a service call to

diagnose and tune up HVAC equipment and also covers any repairs which could include duct

work, refrigerant charge, and airflow improvements required to allow the system to operate in .
the most efficient manner. APS has outlined an incentive payment scale based upon the tonnage
' rating of the HVAC equipment being diagnosed and tuned. Incentive levels proposed by APS
- are $100 per ton for units 3 tons through 5 tons, $75 per ton for units 6 tons through 15 tons, and
$50 per ton for units over 15 tons. L e e SRR e

Staff is concerned that the method employed to determiné inCentivé'payments for the

v System Diagnostics and Tune-up measure may not accurately reflect the level of work that is -
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actually being done by the HVAC contractor. This has the effect of paying the same incentive to

a customer who needed only the diagnosis and refrigerant as would be paid to a customer who

required system diagnosis, refrigerant, and duct work. Therefore, Staff recommends that the

method for determining incentive payments for the System Diagnostics and Tune-up measure be

set at 75 percent of the mcremental cost of the system diagnosis, tune-up, and repair work that
was performed. ~ , v

~ Prescriptive and Custom Efficiency Measures

Customers may choose to adopt both prescriptive and custom efficiency measures to
conserve energy within their facilities. Prescriptive measure incentives are paid at a pre-
determined incentive payment per unit of the measure installed. Custom efficiency measures are
paid at $0.11 per kWh saved based upon estimated kWh savings calculated in the energy study
or simulation required at the time of application for the incentive. In the event that both types of
measures are employed in a facility, Staff recommends that APS take all steps necessary to
_ensure that the energy savings from the prescriptive measures is subtracted from the savings in |

the energy simulation or study for the custom efficiency measure, so that savings from
prescriptive measures are not paid more than once. : SR

Financing Assistance

APS has included the possibility of offering third-party financing assistance as a future
component of the NR Existing and the NR Small Programs. The company proposes to use DSM
funds to defray the costs associated with this option. The purpose of such a program component
would be to assist customers that lack needed capital to invest in energy-efficiency
~ improvements. Until more details of this component of the programs are developed and
approved, Staff recommends exclusion of third-party ﬁnancmg assistance from the NR Existing
; Program and the NR Small Programs at thlS time.

Ay L

Schools Program

The Schools Program is unique in that a ﬁxed amount of money, set at $1,680, 000 over
_ three years, is reserved exclusively for schools. Under APS’ proposal, once these funds are
depleted for a budget year, schools may participate in any other approved non-residential DSM
. programs for which a school would qualify. However, Staff is concemned that Schools should
not be required to utilize all of the school funding prior to being able to participate in other DSM '
~ programs. Staff sees no reason to limit schools from participating in other DSM programs before
- the Schools Program funding is expended. Staff anticipates that larger schools may choose to-
partlclpate in other programs such as the NR Existing and the NR New Programs leaving more
“money in the Schools Program budget for smaller districts and charter schools. - This would
allow schools to take advantage of higher funding limits outside the schools program to
~ undertake larger DSM projects.  Therefore, Staff recommends that schools be allowed to
participate in any other non—res1dent1a1 DSM Program at any time, either before or after reachmg
\ the budget cap. S :
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The degree of participation by schools in the Schools Program and other DSM programs
would not be known until APS has had some experience with the program. Staff recommends
that APS provide information about the level of school partlclpauon in all DSM programs in the
13-month filing that is being recommended by Staff.

Staff has some concern about APS’ plan to awa’rd funding to schools on a first-come,
first-served basis, even though APS has indicated this policy was developed in collaboration with
school representatives. Staff is concerned that the smaller districts and charter schools which do
not have dedicated energy staffs may not be able to react as quickly as.the larger districts. APS’
proposed limits of $15/student per year or $25,000 per school district per year, whichever is less,
should mitigate this problem by assuring that a small number of large districts will not use up all

~of the funds. In addition, Staff anticipates that its recommendation to allow schools to
participate in other non-residential DSM programs, either before or after reaching the cap, would
free up more funding for smaller school districts and charter schools and also mitigate the
problem.  However, without experience under the program, Staff is unable to make such a
determination. Therefore, Staff recommends that APS track the use of Schools Program funds
by size of school entity and report such findings in its semi-annual DSM reports as well as in the
13-month filing recommended by Staff, '

Staff finds no reason to dlsagree with APS’ initial allocation for funding the Schools
Program based upon the information provided by APS. However, Staff recommends that APS
continually assess opportunities to increase funding levels for schools based on feedback from

“the DSM collaborative, school representatives and officials, and the results of overall program
performance. APS should provide information about its efforts to increase funding for schools in
APS’ semi-annual reports and the 13-month filing that is being recommended by Staff. At this -
time, APS will have 12 months of experience under the Schools Program and based on program
performance ﬁmdmg levels can be reassessed at that time. :

 Capson Tncentive Pamts

: Schools Program: APS’ has. proposed maximum limits for incentives set at $15/student o
per year or $25,000 per school district per year, whichever is less. However, APS has also
requested approval to provide funding in excess of the limits if there are insufficient applications -
to use all the available funds in a given budget year. Staff has concerns because the details of the
manner in which an override of the Schools program cap would be administered have not been

- fully developed.  APS has indicated that this provision would be developed and implemented

~ based on feedback from the IC. Until the details of the manner in which the override would be
administered can be provided and Staff is able to review customer participation levels in each =

- program, Staff cannot recommend approval of APS’ proposal to override the Schools program
cap. Therefore, at this time, Staff recommends that the incentive cap for all measures paid under
the Schools Program be set at $15/student per year or $25,000 per school district per year,
whichever is less. Staff also recommends that if in the future APS would like to provide foran

~override of the Schools program inicentive cap, it should prov1de such detalls in the 13-month .
ﬁhng that is bemg recommended by Staff R
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- NR Existing and NR New Programs: Under APS’ proposal, the DSM total‘ incentive for
all prescriptive and custom measures undertaken by a single customer would be capped at
$300,000 per customer per budget year. However, APS has requested to allow additional

~ measures and to pay additional incentives over the cap to a customer if there are insufficient

applications from other customers to use the funds budgeted for the NR Existing and NR New
Programs. Staff has concerns because the details of the manner in which an override of the cap

- would be administered have not been fully developed. APS has indicated that this provision

would be developed and implemented based on feedback from the IC. Until the details of the
manner in which the override would be administered can be provided, Staff cannot recommend

- approval of APS’ proposal to override the cap in the NR Existing and NR New programs.

Therefore, at this time, Staff recommends that the incentive cap for all measures paid to any
customer under the NR Existing Program and the NR New Program be set at $300,000 per
budget year for each program. Staff also recommends that if in the future APS would like to
provide for an override of the NR Existing incentive cap or the NR New incentive cap, it should
provide such details in the 13-month filing that is being recommended by Staff.

NR Small Program: The DSM total incentive for all prescriptive and custom measures
undertaken by a single customer is capped at $150,000 per customer per budget year. However,
APS proposes to allow additional measures and to pay additional incentives over the cap if there
are insufficient applications from other customers to use the funds budgeted for the NR Small

- Program. APS has indicated that this provision would be implemented based on feedback from

the IC, and more details would be available after the IC is hired. Staff has concerns because the
details of the manner in which an override of the cap would be administered have not been fully
developed. APS has indicated that this provision would be developed and implemented based on
feedback from the IC. Until the details of the manner in which the override would be

- administered can be provided, Staff cannot recommend approval of APS’ proposal to override
~the cap in the NR Small program. Therefore, at this time, Staff recommends that the incentive

cap for all measures paid to any customer under the NR Small program be set at $150,000 per
budget year. Staff also recommends that if, in the future;"APS would like to provide for an

override of the NR Small cap, it should prowde such details in the 13-month filing that is being
- recommended by Staff. ~

Incentives for Stud1es

APS has proposed a wide variety of studiés including Design Assmtance Feasibility -
Studies for custom measures, and commissioning and retro-commissioning studies. = Staff is -

~ concerned because the incentives for these studies which are set at 50 percent of incremental cost
- with a maximum limit of $10,000 per study, could be paid to a customer and then the customer

could for various reasons decide not to go ahead with the project. This would result in

~expending DSM dollars that would produce no societal benefit. While Staff anticipates that this
“would not occur often, Staff recommends that APS identify the number of instances that

- incentives were paid for studies for which associated projects were not completed through the
~ verification process. This information should be provided in APS’ semiannual reports and in the

13-month filing that Staff is recommending.
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Refund of Incentives

Staff is concerned that customers could receive an incentive payment to 1nstall
prescriptive or custom measures and not install the measures. This would result in expending.
. DSM dollars that would produce no societal benefit. Therefore, Staff recommends that as part of
the application process or through a separate contract, APS require customers to acknowledge
that the customer will install all applicable prescriptive or custom measures. Staff also
. recommends that where identified through the verification process, APS recover any incentives

from the customers that were paid for measures that were not installed.

 Building Operator Training.

The incentive proposed by APS for the NR BOT Program is up to 50 percent of the
participant cost of training for Facility Maintenance Technician Training (full cost equals $895)
and the Building Operator Training (full cost equals $1,195). "APS indicated that the incentive
could be less than 50 percent if the incentive were adopted at 50 percent of current full costs for

- the training and the costs subsequently escalated. In order to provide more cost certainty, Staff

recommends the incentives for the NR BOT Program be set at $447.50 for the Facility
Maintenance Technician Training (50 percent of $895) and $597.50 for the Builder Operator
- Training (50 percent of $1,195) or 50 percent of the participant’s cost, whichever is less. Staff -
also recommends that these incentives be paid to the ELA after verification that the partlctpant ~
completed all requlred course work. :

Program Marketmg

"The Program Marketing budget category includes all expenses related to marketmg the

~program and increasing DSM consumer awareness. APS estimates that the Program Marketing

budget for three years would total approximately $1.7 million. Many of APS’ proposals, such as -

taking advantage of natural-oppottiififiies to promote energy-efficiency at the time customers are

~making energy-related purchase decisions, appear to be reasonable. "However, the details
- surrounding all of APS’ marketing strategies including the use of various contractors still need to
be developed. Therefore, Staff recommends that, within 90 days after approval of this item, APS
submit a detailed Marketing Plan for Staff review. The Marketing Plan should, at a minimum,
include all Program Marketing budget items and their anticipated expenses, details on the
division of marketing activities between APS and contractors, and the types of marketing pieces -
that APS plans to develop to promote the Non-Residential programs. Staff further recommends
that APS provide copies of all marketmg matenals for Staff review W1th1n 30 days of the
development of each piece. : - : : ,

i Planning and Adminjstration‘ Expenses

“The Planning and Administration bndget varies by program; however, APS has indicated .

e that it will make “reasonable efforts” to limit this budget category to 10 percent of the total |

funding for each program. Staff issued discovery to APS regarding the details of the Planning
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and Adrmmstratmn budget. The Planning and Adnumstratlon budget category includes program
management, oversight of the implementation contractor, program development, program
‘coordination, and general overhead. APS estimates that the Planning and Administration budget
for three years would total approximately $2.0 million. In response to Staff discovery, APS was
able to provide Staff with certain information regarding employee salaries. However, there are
other Planning and Administration expense components that are unknown at this time. Due to a
lack of certainty and specificity, Staff does not feel that there is enough information available in
order to recommend approval of the Planning and Administration Budget and its expense
components at this time. Therefore, Staff recommends that APS not be allowed to recover
Planning and Administration expenses at this time. APS could request approval of its Planning
and Administration expenses in the 13-month filing that is being recommended by Staff. At that
time, 12 months of actual expense data for the Planmng and Administration category would be

. available.

- Flexibility

Staff acknowledges that there are arguments both for and against flexibility. APS is not
certain, for example, what level of incentive would cause customers to take action and adopt
energy-efficiency measures. In addition, APS does not know which programs would achieve
greater interest and market penetration and which ones would not. = APS has indicated that
flexibility is a key to implementing a successful program so that it can make adjustments to
maximize the results of the DSM programs. However, Staff is concemed that too much
flexibility for new programs could result in loss of the Commission’s ability to monitor and
provide valuable input regarding certain aspects of the program while it is being developed and
implemented. Therefore, Staff has made a number of recommendations to put parameters
around the flexibility that APS has requested. In addition, as previously discussed, Staff has
recommended that APS return for approval of its non-residential programs within 13 months of a
decision in this matter.

Some of the other justifications for program flexibility presented by APS have caused
some concern on the part of Staff. For example, APS has indicated that the IC would bring
program and technical knowledge that can be used to improve the program plans. APS has
further indicated that certain program enhancements may require changes to the programs as .
‘they were originally presented to the Commission within the non-residential portion of the
~Application. APS has indicated to Staff that there are some program features in the Application -
that it cannot fully explain because the IC would help them to develop the details. Based on this,
- Staff is concerned about the transparency of certain aspects of the program that the Commission
would be approving. For instance, as previously discussed, Staff is concerned about the manner

‘in which the cap for incentives paid to customers would be administered.

APS has also indicated that flexibility would be important to make modifications to the
‘DSM programs based upon the results of the baseline study currently underway and expected to
be completed in February 2006. Staff believes certain inputs provided in this filing may be
based on data from other regions and may not reflect actual Arizona-specific measures, savings,
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or cost data. Staff believes it would be important for APS to utilize the new baseline data when
it becomes avaﬂable

APS has requested authority to adjust incentive levels, as needed, for all measures as long
as APS provides written justification to the Commission when incentive levels move above 50
percent of the incremental cost of the energy-efficiency measure. APS has indicated that it has
based its incentive levels on criteria such as customer payback periods and other customer -
acceptance criteria. APS’ current filing contains certain incentive levels that exceed 50 percent
of incremental cost and in some cases equal 100 percent of incremental cost. - Increasing an
individual incentive could be helpful to make a measure or program more viable if customers are
not responding to current levels of incentives. Likewise, it may become obvious that lower

- levels of incentives. for a given measure or program could be offered without affecting the

- participation levels  of popular energy-efficiency measures. In a previous Commission
proceeding, Staff recommended that incentives not exceed 50 percent of incremental costs for
the lighting portion of the Consumer Products Program. Staff made this recommendation to
avoid the potential for excessive incentives. Staff is interested in assuring that incentive amounts
~are set at a'level that is necessary to move the market toward installing energy-efficiency
measures, but that excessive incentives beyond what is needed to move the market not be
offered. Staff believes that an increased level of flexibility is reasonable due to the evolving
nature of APS’ programs and a lack of Arizona-specific data that will be provided in the future
by the baseline study. Therefore, Staff recommends that all financial incentives be capped at a
‘maximum of 75 percent of incremental cost. Staff further recommends that incentives that are -
proposed to be capped at 50 percent in APS’ Application remain capped at 50 percent. These
studies and training include the Commercial Qualified Training incentive, the custom efficiency
measure incentive, the custom efficiency measure feasibility study incentive, the retro-
- commissioning study incentive, the comm1s51on1ng study incentive, and the design assistance -
incentive. - :

APS has requested flexibility to dlf’ectry Shift budgeted funds into and out of the Prograrn"
Planning and Administration category. APS has stated that it would make “reasonable efforts”
- to limit this budget category to 10 percent of the total funding for each program. Staff’s interest
- in assuring that overhead for program and administrative costs remain at a minimum is to ensure
. that APS maximize the funds available for direct program expenses which will reduce demand
~and energy consumption, such as customer incentives. Staff recommends that Program and
Administration costs for any glven program such as NR New not exceed 10 percent of the total '
program budget ' ' : e

~ While recognizing that individual incentives may need to be adjusted either upward or

"downward Staff believes that overall budget expenditures for incentives and rebates should not .

‘increase significantly from the levels proposed by APS in its Application. Therefore, Staff
- recommends that the combined expenditure for Rebates and Incentives for the Non-Residential
. programs from 2005 to 2007 be capped at the current estimated level whlch is 52 percent of the ;
- overall budget = c
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APS requested authonty to shift up to 30 percent of the fundmg from one program to
another program in the same sector, such as non-residential, per year. Such shifis would be
made to take advantage of better performance in one program than another by shifting funds
from the poorer performing program to the better performing program. It was agreed within the
DSM collaborative group that 20 to 25 percent was a generally accepted shifting range within the
industry. Therefore, Staff recommends that APS should be limited to shifting a maximum of 25
percent of budgeted funds from one program to another program in the same sector per calendar -
year. : :

APS used a weighted average analysis for each particular group of like measures in its
cost-benefit analyses. In some cases, the group as a whole appears to be cost-effective, but
certain individual measures within that group appear to not be cost-effective. Staff is concerned
that providing an incentive to customers to purchase a product that is not cost-effective is not
appropriate. Staff anticipates that some of the not cost-effective measures may actually be cost-
~ effective when Arizona-specific data from the baseline study can be utilized. Therefore, Staff
recommends that APS provide incentives only on individual measures that are cost-effective.

It is important that substantial changes in the Non-Residential programs do not occur
after approval based upon flexibility language that may be granted in these programs. Therefore,
Staff recommends that the nature of the incentives offered as well as the nature of the Non—
Residential programs not be changed without Commission approval.

Staff recommends that APS inform the DSM Collaborative working group of progress
and significant changes to budgets and/or incentives no later than four months after approval of
the Non-Residential programs

Interim Approval and 13 Month Filing

According to Staff’s -analysis of the programs for three years, ilic energy-efficiency
measures expected to result from the six Non-Residential programs are estimated to provide
about $41.4 million in net benefits to society over the life of the measures. In addition, the Non-
Residential programs are estimated to reduce annual peak demand by about 27.0 MW and energy
- consumptlon by about 2 5 million MWh over the hfe of the measures. ‘

Staff recommends interim approval of APS’ Non-R651dent1a1 DSM programs (Schools,

* Non-Residential Existing Facilities, Non-Residential New Construction and Major Renovation,

Small Non-Residential, Non-Residential Builder Operator Training, and Non-Residential Energy
Information Services) with certain program modifications and requirements on an interim basis.

. Staff recognizes that the DSM Portfolio Plan as filed by APS outlines a work in progress. This is

the first such comprehensive DSM study undertaken by APS in recent years, and Staff is aware
that the details and sophistication of the programs will evolve as APS gains experience with
~ them. APS has indicated that it will be relying upon future inputs to the program from the IC
and from the results of the baseline study. These inputs as well as experience in implementing
the programs will no doubt help APS to further develop the details of the Non-Residential
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programs.  On balance, however, Staff finds that the benefits of moving forward with the Non-
Residential programs at this time outweigh the benefits of waiting until the application can be
further refined. In this manner actual savings from these programs can be realized earlier.

Implementing DSM programs of this size and scope is a new experiénce for APS and, in

an effort to apprise the Commission of the results and ongoing design of the programs, Staff

recommends that, within 13 months of a decision in this matter, APS should refile the Non-

Residential portion of its DSM Portfolio Plan, with 12 months of actual data, for final

Commission approval. Thirteen months was chosen because: 1) it will allow APS one month to
prepare its filing based on a full year of experience with the programs thus removing any
seasonal variations, 2) the baseline study will have been completed and sufficient time for
analysis of its findings will have passed, 3) a full year of actual charges against the various
~budget categories will have accrued, 4) enough time will have passed to give some indication of

which programs are attracting participation and which are not, and 5) the IC will have had

sufficient time to refine the details of some programs that are not fully developed at this time.

Staff recommends that the 13-month refiling of the Non-Residential DSM programs
should include information on the status of the programs and explain changes that were made to
- budgets, incentive levels, and program implementation. In addition, APS should also file
detailed ' information regarding its Planning and Administration budget and expenses for
consideration at that time, detailed information about Schools Program participation and budget

levels, schools participation in other Non-Residential DSM programs, and identify efforts that

~ APS has made to increase the funding levels for the Schools program. The study should include
Societal Cost Test analyses utilizing the new baseline data. At that time, the Commission would
have the opportunity to make any adjustments or program changes deemed necessary wh1ch
could mclude modlﬁcatlons to recommendatlons made in this proceeding.

SUMMARY OF RECOMMENDATIONS

P g e

1. Staff recornmends 1nter1m approval of APS’ Non-Remdentlal DSM programs (Schools

Non-Residential Ex1st1ng Facilities, Non-Residential New Construction and Major -

Renovation, Small Non-Residential, Non-Residential Builder Operator Training, and
Non-Residential Energy Information Services) with certain program modifications and
requlrements descnbed below on an interim basis.

2. Staff recommends that, within 13 months of a demsmn in this matter, APS Should refile
the Non-Residential portion of its DSM Portfolio Plan with 12 months of actual data, for
final Comm1sswn approval. ; ; i

3. Staff recommends that the 13-month reﬁhng of the Non-Re&den‘ual DSM programs
should include information on the status of the programs and explam changes that were

 made to budgets, incentive levels, and program implementation. = The study should
“include Soc1eta1 Cost Test analyses utilizing the new baseline data
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4. For new roofs or where a new coating is going to be applied regardless, Staff

' recommends that APS encourage customers to apply a white reflective surface and

- include such measures in its educational materials. ~Staff also recommends that no
incentives be paid for the Cool Roofs measure at this time.

5. Staff recommends that the method for determining incentive payments for the System
Diagnostics and Tune-up measure be set at 75 percent of the incremental cost of the
system diagnosis, tune-up, and repair work that was performed.

. 6. Staff recommends that APS take all steps necessary to ensure that the energy savings
from the prescriptive measures is subtracted from the savings in the energy simulation or
study for the custom efficiency measure, so that savings from prescriptive measures are
not paid more than once.

7. Staff recommends exclusion of third-party financing assistance from the NR Existing and -
the NR Small Programs at this time. :

8. Staff recommends that schools be allowed to 'participatek in any other non-residential
DSM Program at any time, either before or after reaching the budget cap.

9. Staff recommends that APS provide information about the level of school participation in |
- all DSM programs in the 13-month filing that is being recommended by Staff.

10. Staff recommends that APS track the use of Schools Program funds by size of school
entity and report such findings in its semi-annual DSM reports as well as in the 13-month
filing recommended by Staff.

11. Staff recommends that APS continually assess opportunities to increase funding levels
for schools based on feedback from the DSM collaborative, school represeiitatives and
- officials, and the results of overall program performance. APS should provide
‘information about its efforts to increase funding for schools in APS’ semi-annual reports

- .and the 13-month filing that is being recommended by Staff.

- 12. Staff recommends that the incentive cap for all measures paid under the Schools Program
“be set at $15/student per year or $25,000 per school district per year, whichever is less.
- Staff also recommends that if in the future APS would like to provide for an override of
the Schools program incentive cap, it should prov1de such detaﬂs in the 13-month ﬁhng
: that is bemg recommended by Staff

13. Staff recommends that the incentive cap for all measures paid to any customer under the
. NR Existing Program and the NR New Program be set at $300,000 per budget year for -
“each program. Staff also recommends that if in the future APS would like to provide for
- an override of the NR Existing incentive cap or the NR New incentive cap, it should
- provide such details in the 13-month filing that is being recommended by Staff.
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14

Staff recommends that the incentive cap for all measures paid to any customer under the

'NR Small program be set at $150,000 per budget year. - Staff also recommends that if, in

- the future, APS would like to provide for an override of the NR Small cap, it should

15.

16.
-~ APS require customers to acknowledge that the customer will install all applicable

provide such details in the 13-month filing that is being recommended by Staff.

Staff recommends that APS identify the number of instances that incentives were paid for
studies for which associated projects were not completed through the verification process.
This information should be provided in APS’ semiannual reports and in the 13-month
filing that Staff is recommending.

Staff récOmmends that as part of the application process or through a separate contract,

- prescriptive or custom measures. Staff also recommends that where identified through

17,

18.

“the verification process, APS recover any incentives from the customers that were paid
- for measures that were not mstaﬂed :

Staff recommends the incentives for the NR BOT Program be set at $447.50 for the
Facility Maintenance Technician Training (50 percent of $895) and $597.50 for the
Builder Operator Training (50 percent of $1,195) or 50 percent of the participant’s cost,
whichever is less.  Staff also recommends that these incentives be paid to the ELA after
verification that the partlcrpant completed all required course work

Staff recommends that, within 90 days after approval of this item, APS submlt a detalled
Marketing Plan for Staff review. The Marketing Plan should, at a minimum, include all

- Program Marketing budget items and their anticipated expenses, details on the division of

marketing activities between APS and contractors, and the types of marketing pieces that
APS plans to develop to promote the Non-Residential programs.  Staff further -
recommends that APS provide copies of all marketmg materials for Staff review W1th1n

- 30 days of the development: of each piece.” R AT

19.

20,

Staff recommends that APS not be allowed to recover Planning and Administration
expenses at this time. APS could request approval of its Planning and Administration

expenses in the 13-month filing that is being recommended by Staff.

Staff recommends that all financial incentives be capped at a maximum of 75 percent of

~incremental cost.  Staff further recommends that incentives that are proposed to be

- capped at 50 percent in APS’ Application remain capped at 50 percent. 'These studies

~ and training include the Commercial Qualified Training incentive, the custom efficiency

~ measure incentive, the custom efficiency measure feasibility study incentive, the retro-

commissioning study 1ncent1ve the comm1ss1on1ng study 1ncent1ve and the design

g ass1stance 1ncent1ve

1.

Staff recommends that Program and Admlmstratlon costs for any glven prograrn such as

" NR New, not exceed 10 percent of the total program budget
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22. Staff recommends that the combined expenditure for Rebates and Incentives for the Non-
Residential programs from 2005 to 2007 be capped at the current estimated level, which
18 52 percent of the overall budget. ‘

 23. Staff recommends that APS should be limited to shifting a maximum of 25 pércent of

budgeted funds from one program to another program in the same sector per calendar
year. e : , ,

LT 24. Staff recommends that APS only provide incentives on individual measures that are cost-
‘ ~ effective. ~

B 25. Staff recommends that the nature of the incentives offered as well as the nature of the
' Non-Residential programs not be changed without Commission approval.

26. Staff recommends that APS inform the DSM Collaborative working group of progress

and significant changes to budgets and/or incentives no later than four months after
approval of the Non-Residential programs. :

Director
Utilities Division

EGJ.JDA:EAA

|
|
, - Ernest G. Johnson
- ORIGINATORS: Jerry Anderson and Erinn Andreasen - -~ = R e
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OPEN MEETING Docket No. E-01345A-05-0477

ME M (9 R ANDUM
TO: * THE COMMISSION
FROM:  Utilities Division
DATE:  February 3, 2006
RE:  IN THE MATTER OF THE APPLICATION OF ARIZONA PUBLIC SERVICE

COMPANY FOR APPROVAL OF ITS DEMAND SIDE MANAGEMENT

PROGRAM PORTFOLIO PLAN AND RELATED PROGRAMS. (DOCKET
NO. E-01345A-05-0477)

INTERIM REPORT .

This report is an interim report with Staff’s initial recommendations in regards to the
Non-Residential demand-side management programs (“DSM”) included in the Arizona Public
Service Company (“APS”) Demand-Side Management Portfolio Plan and related programs
(“Portfolio Plan” or “Application”). These recommendations do not necessanly reflect Staff’s
final recommendations regarding APS’ non-remdentxal DSM proposals.

Staff is recommending interim approval of the Non-Residential portion of the APS

Application with certain program modifications and requirements discussed in Staff’s Analysis
and Recommendations section of this document. In response to Staff discovery on many issues,

APS has indicated that it has provided all available detail to Staff. However, because these are -

new programs, there are still details that have not yet been established, resulting in a lack of
certainty and specificity in some areas of the Application. Therefore, Staff is recommending
that, within 13 months of a decision in this matter, APS should refile the Non-Residential portion
of its DSM Portfolio Plan, with 12 months of actual data, for final Commission approval. At that

© time, the Commission will have the benefit of the results of a baseline study currently in process, . ...

12 months of experience under each Non-Residential DSM program, and actual DSM expense
data for each budget category. In addition, the Commission would have the opportunity to make
any adjustments or program changes deemed necessary which could include modifications to
recommendations made in this proceeding ~

Staff ﬁnds that the benefits of moving forward with the Non-Residential programs at this ,
' ktlme with a recommendation for interim approval outwelgh the benefits of waiting until more
_information is available. In this manner, actual savings from these programs can be realized

earlier. Staff estimates that the net benefits to society from these programs are $41 4 million

over the life of the measures, if the pro grams are in place for. three years. -
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BACKGROUND

~ On July 1, 2005, APS filed an application for approval of its Portfolio Plan.  The

Portfolio Plan includes various DSM programs that would provide DSM opportunities for both

residential and non-residential participants The Portfolio Plan was filed in response to APS’

- DSM obligations provided for in Commission Decision No. 67744. APS filed revisions to its
original filing on November 14, 2005, and November 21, 2005.

- Under Commission Decision No. 677_44, APS is obligated to spend at least $16 million
per year, or $48 million over the initial three-year period of 2005 to 2007, on Commission-
approved DSM programs and to implement and maintain a collaborative DSM working group to
facilitate stakeholder input on program development and implementation. Decision No. 67744

- approved a Preliminary Energy-efficiency DSM Plan. APS was to file a final plan within 120
“days of the Decision. The Portfolio Plan is the final plan. Drafis of the DSM programs
_contained in the Portfolio Plan were discussed within the DSM collaborative group.

The Application consists of Residential and Non-Residential categories. At this time,
Staff is only addressing the DSM programs comprising the Non-Residential portion of APS’
DSM Application. This consists of the following six programs: - Schools, Non-Residential
- Existing Facilities (“NR Existing”), Non-Residential New Construction and Major Renovation
(“NR New”), Small Non-Residential (“NR Small”), Non-Residential Builder Operator Training
(“NR BOT”), and Non-Residential Energy Information Services (“NR EIS”). . The six Non-
Residential programs being addressed at this time represent slightly more than half of the $48
million APS is obligated to spend ‘over three years A summary of APS’ overall estimated
budget is provided below. ‘
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Chart 1
APS’ Overall Estimated DSM Budget
2005-2007

m| ntation IC
NON-RESIDENTIAL
Schools . $164,000 $25,000 $125,000 $1,158,000 $183,000 $25,000 | $1,680,000 8.1%
Existing Facilities $676,007 $615,448 $1,674,527 $3,422,287 $236,603 $135,203 | $6,760,075 32.7%
New Construction & - $736,007 $670,074 $1,823,152 $3,726,037 $257,603 $147,202 | $7,360,075 35.6%
Major Renovation i
Small . $435,984 $396,928 31,079,972 $2,207,175 $152,596 $87,196 | $4,359,851 21.1%
Non-Residential ' ‘ ,
Builder Operator $12,000 $9,000 $21,000 ’ $0 $192,000 $6,000 $240,000 1.2%
| Training .
| Energy Information $12,000 . . $7,500 824,000 $240,000 $10,500 $6,000 $300,000 1.4%
Services i
Non-Residential $2,035,998 $1,723,950 $4,747,651 $10,753,499 |  $1,032,302 $406,601 | $20,700,001 100.0%
Percent of Non- 9.8% 8.3% 22.9% 51.9% 5.0% 20% | _ 100.0%
Residential Budget )

|
Total

RESIDENTIAL
Consumer Products $320,000 $570,000 $795,000 $3,300,000 $240,000 $300,000 .| $5,525,000 29.7%
Existing Home $220,000 $394,238 $518,498 $1,620,000 $293,000 $540,000 | $3,585,736 19.3%
HVAC

New Construction $312,513 $873,750 $997,000 $3,400,000 $306,000 $300,000 | $6,189,263 33.3% |
1 Low Income $225,000 $15,000 $150,000 $2,865,000 $30,000 $15,000 | $3,300,000 17.7%

Residential Total $1,077,513 $1,852,988 $2,460,498 | $11,185,000 $869,000 | -$1,155,000 | $18,599,999 100.0%

Percent of 5.8% 10.0% 13.2% 60.1% 4.7% . 62% | 100.0%

Residential Budget : :

TOTAL

Total Program $3,113,511 $3,576,938 $7,208,149 $21,938,499 | $1,901,302 | $1,561,601 $39,300,000 81.9%
Costs .
Percent of Total 7.9% 9.1% - 18.3% 55.8% 4.8% 4.0% 100.0%
Budget
Total Program Costs ) $39,300,000 81.9%
.| Measurement, Evaluation & Research $3,900,000 8.1%
| Performance Incentive $4,800,000 10.0%

TOTAL 2005-2007 DSM COST $48,000,000 100.0%

It should be noted that the budget details are based on estimations. APS indicated that it
~developed its budget allocations for its programs by reviewing DSM budget allocations from
other jurisdictions and feedback from the DSM collaborative group. APS also indicated that the
allocations were developed utilizing a top down approach because certain budget detaﬂs are
unknown at thlS time.
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 This document addresses only the Non-Residential programs listed in the top segment of
“Chart 1. This document does not address the residential programs, the performance incentive, or
‘measurement evaluation and research. Other programs and budget elements not addressed here,
‘unless prev1ously addressed, will be evaluated at a later txme The followmg list outlines the
order of major topics mcluded in this document :

General Descriptlon of Non-Residential Programs
Cost-Benefit Analysis

Schools Program

'Non-Residential Existing Facilities Program
Non-Residential New Construction and Major Renovation Program
Small Non-Residential Program

Building Operator Training Program

Energy Information Services Program

Program Flexibility =~ ,

Staff’s Analysis and Recommendations

Summary of Recommendations 3

s o 0 o 9 9 0 6.0 0 @

' GENERAL DESCRIPTION OF NON-RESIDENTIAL PROGRAMS

‘The proposed Non-Residential programs would provide financial incentives and
assistance to customers in order to encourage energy-efficient building design and the adoption
of energy-efficient measures for non-residential customers. The Non-Residential programs
address commercial, industrial, small business, and school facilities and mclude measures for ,

_new constructlon as well as for retroﬁttmg existing structures.

o “The proposed measures included in the Non-Residential programs are generally classified
s .- womens either prescriptive or custom efficiency measures. <A measure. refers to a single.fechnology,
’ such as an energy-efficient' compact fluorescent lamp (“CFL”) that can be used to reduce
| customer energy or demand requirements. The prescriptive measures are pre-defined, off-the-
| ~shelf measures that can be applied to a great number of customers. Prescriptive measures
R include the installation of efficient lighting fixtures; high-efficiency heating, ventilating, and air -
L - conditioning  (“HVAC’) systems; high-efficiency refrigeration equipment; high-efficiency
motors; and building envelope measures such as cool roofs. The custom efficiency measures are
designed specifically. in response to a customer’s individual needs and generally correspond to
- _more complex applications not covered by the prescnptlve measures. - For consideration to
. participate in a custom efficiency measure, APS requires applicants to provide a feasibility study -~
that estimates annual energy savmgs attnbutable to that measure in supporc of the incentive
~ amount requested. - : : '

For all of the Non-Residential programs,u an Implementationk Contractor (“IC”) would be

 hired to attend to the day-by-day details of program administration. The IC would be engaged in
such activities as program design, administration, marketing, vendor and contractor referrals,
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application and incentive processing, participaﬁon tracking and reporting, and technical support.
The IC would verify the accuracy of customer data and program eligibility status, process and
review customer applications, spot check forms for errors and discrepancies, double check

calculations for estimated energy and demand savings, and receive paperwork and back-up

invoices to prove a measure is in place. A single IC would be selected to perform these duties
for the NR Existing, NR New, and NR Small programs. APS has indicated it would most likely
utilize the State of Arizona Energy Office to serve as the IC for the Schools program. APS has

* indicated it would use the Electric League of Arizona (“ELA”) in an IC role for its NR BOT

program. APS will contract with an energy information services firm to serve as IC for the NR
EIS program. APS has proposed that program monitoring and evaluation tasks would be
handled by a single Monitoring and Evaluation Research contractor (“MER”). The MER would
be a different contractor than the IC and would handle monitoring and evaluation tasks for all

~ Non-Residential programs. APS mdlcated that the MER would also engage in certain quahty, :

control checks of IC activities.

Under the Non-Residential programs,' APS ’wouldk also provide educational and

~ promotional efforts aimed at facility owners and operators to inform them about the benefits of

energy-efficiency equipment, improved system performance, and integrated design. These
efforts would include educational brochures, program promotional material, and website content.
In addition, APS proposes to train contractors to provide quality installation of energy-efficient
equipment and to maintain a list of commercial qualified contractors. Only those contractors that
meet professional standards and complete APS’ Commercial Qualified Contractor training
requirements for installation and operation of high-efficiency systems would be included on the
list. APS would refer contractors on this list to program partlc1pants wishing to have energy—

efficient equlpment installed.

The Commercial Qualified Contractor training would be provided by APS through the
Electric League of Arizona (“ELA”). The training would be offered two times a year with APS

“providing an incentive-of 50 percent of the cost of the training and the contractor paying the

balance of the cost. The training program has not been developed yet, but would be modeled
after the ELA’s existing Residential Qualified Contractor Program. APS anticipates the training

~would consist of 12 courses, each consisting of three evenings of three hours of instruction, for a
“total of 108 hours of instruction. The ELA would provide the instructors, and the course
 materials would begin with existing ELA residential and small commercial materials with

additional materials to be developed. Contractors would not be formally certified, but would be

- added to a referral list based upon successful - completlon of the course and meeting the
- professional standards of being in good standing with the Better Business Bureau and the
~ Arizona Registrar of Contractors. APS has indicated that it is monitoring the development of a

national EPS/DOE Energy Star certlﬁcatlon standard for quahty 1nsta11at10n practmes for
pos51b1e use m the future o

~

APS would include mformanon on each Non-ReSIdentlal prograrn in its semi-annual

f reports required by Commission Decision No. 67744.
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In response to Staff inquiries concerning the origin and assembly plant locations for

- various energy-efficiency equipment, APS provided numerous articles and website content

discussing the matter. Staff reviewed these documents and generally concluded that both the

- conventional equipment and the energy-efficient alternatives are produced by multi-national

corporations with facilities in many different countries, including the United States. The
equipment is assembled with parts which are also produced in a wide array of countries.

COST-BENEFIT ANALYSIS

The Commission’s 1991 Resource Planning Decision No. 57589 established that the
Societal Cost Test should be used for the purposes of establishing whether a DSM program can
. be considered cost-effective. = For each type of measure proposed by APS, the Company
‘conducted a cost-benefit analysis utilizing the Societal Cost Test.  Staff completed its own
analysis of the costs and benefits also based on the Societal Cost Test. ‘

 Under the Societal Cost Test, the incremental benefits of a program to society must
- exceed the incremental cost of having the program in place in order for the program to be cost-
effective. Societal costs include the customer’s cost for installing the more energy-efficient
measures and APS’ costs for delivering the DSM program, excluding incentives. Societal
“benefits include APS’ deferred generation capacity costs and avoided energy costs. Other
benefits of a program include reduced water consumption and air pollution, although dollar
values have not been assigned to those benefits. :

It should be noted, however, that a cost benefit analysis such as the Societal Cost Test is
based upon many assumptions and data from various sources. The end result of such an analysis
can be no more accurate than the assumptions and data that have been utilized and is merely an

_ estimation. APS is currently conducting a baseline study that is estimated to be completed
. sometime in February 2006’ This basehne study will provide a  basis for deveIopmg,
o supportlng, and evaluating DSM programs. The study will also provide an analysis of lodi™
shapes by market segment, current efficiency levels by customer market segment, and local
pricing information for conventmnal and energy—efﬁcrent measures. :

~ Absent current basehne data, APS utilized data from various sources including, but not

“limited to, information from other states including California, APS’ End Use Data Acquisition

. Project Studyz and the U.S. Department of Energy for its energy savmgs per unit, mcremental
i cost and measure life analys1s ‘ :

, 7 The 1nputs Staff utilized in its cost-benefit analysis include avoided capacity costs from

the U.S. Energy Information Administration, hourly avoided energy costs generated by Staff’s

- UPLAN production costing model, APS incremental costs, APS’ estimates of measure life, and

. APS’ estimate of demand and energy savings per unit adjusted for line losses. Staff calculated

! Approved in Commission Decision No 67816 on May 5,2005. S
2 1997 study that mvestrgated the end—use charactenstlcs of APS non—re31dent1al market
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the total demand savings for each program by multiplying the demand savings per unit by the
coincidence factor’ times the number of units expected to be part of the program. Staff
calculated the total energy savings for each program by multiplying the kWh savings per unit of -

- measure times the number of units tlmes the measure life and summmg the results of all
measures in a program. ,

Staff estimates that the Non-Residential programs for three years could result in about
" $41.4 million of net benefits to society over the lifetime of the measures. In addition, Staff
estimates that the Non-Residential programs could reduce APS’ annual peak demand by about
27.0 MW (“megawatts”) and energy consumption by about 2.5 million MWh (“megawatt-
hours”) over the life of the measures. A chart summarizing Staff’s estimated net societal benefits
is prov1ded below.

Chart 2 ;
Non-Residential DSM
Net Societal Benefits
(Staff’s Three-Year Estimate)

Schools $1,680,000 |  $4,112,351 |  $4,928,063 |  $815,712
Existing Facilities $6,760,075 $10,410,777 $25,438,592 | $15,027,814
New Construction & $7,360,075 | $12,757,704 | $26,597,021 | $13,839,317
Major Renovation , ;
Small $4,359,851 $5,966,695 $15,758,253 $9,791,558
Builder Operator $240,000 |  $864,675| $1,912,281 |  $1,047,606
Tralnmg BN : _. _ N
Energy Information $300,000 | $354,000 | $1,231,723|  $877,723
Services : , 2
Total $20,700,001 $34,466,202 $75,865,933 | $41,399,730
APS Estimated Budget Includes APS’ costs, including incentives paid to custormers.’
‘| *Total Societal Cost Includes customer costs and APS costs excluding incentives.
*Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses.
*Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).

Pro gramk Coricept

SCHOOLS PROGRAM

_ The Schools Program‘k is propdsed to reduce energy conéumptidn in public school
buildings including charter schools. The Schools Program would emphasize lighting upgrades,
~energy education, building operator trammg, and design assistance. All cost-effective energy-

3 The ]1kehhood that the measure is used at the time of the utility’s system peak demand.
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efficiency proposals would be considered by APS however, APS beheves that lighting upgrades
may offer the best opportunity to conserve energy in public schools. - APS indicated that it
reached this conclusion after conferring with the Arizona Department of Commerce Energy
Office (“Energy Office”) and the Arizona Association of School Business Officials (“AASBO”).

APS estimates that there are 1,400 public school sites and 280 charter school sites in its
service area. Although APS did not provide a baseline study, it estimates that 40 percent of
schools’ electricity usage is for lighting and that 60 percent of existing hghts in schools could be
* economically upgraded to be more energy—efﬁ01ent

The Schools Program is umque in that a fixed amount of money, set at $1,680,000 over
three years, is reserved exclusively for schools. Under APS’ proposal, once these funds are
~depleted for a budget year, schools may participate in any other approved non-residential DSM
programs for which a school would qualify. However, Staff is concerned that schools should not
be required to utilize all of the school funding prior to being able to participate in other DSM
programs. Staff sees no reason to limit schools from participating in other DSM programs before

the Schools Program funding is expended. Staff anticipates that larger schools may choose to -

participate in other programs, such as the NR Existing and the NR New Programs, leaving more
money in the Schools Program budget for smaller districts and charter schools. This would
allow schools to take advantage of higher funding limits outside the schools program to
undertake larger DSM projects.  Therefore, Staff is recommending that schools be allowed to

- participate in any other non—res1dent1al DSM Program at any time, either before or after reaching

the budget cap.

~ The degreeof participation by schools in the Schools Program and other DSM programs ,

would not be known until APS has had some experience with the programs. Staff is
- recommending that APS provide information about the level of school participation in all DSM
- programs in the 13-month filing that is being recornrnended by Staff.

S A e e e e L

Prograrn Products and Services
~ DSM measures applicable to the Schools Program: 4

Llthan Measures

o Replace: existing Ti2 l1ght1ng and magnetlc ballasts W1th T8 ﬂuorescents and

> electronic ballasts :
s . All addmonal hghtmg measures avarlable under other non-res1dent1al programs

All Other Measures , s
- e Measures from other Non—Remdenhal programs are also avallable to the Schools

- Program including: HVAC, Refngeratlon Motors, Burldmg Envelope ‘Custom

Efﬁc1ency, and Des1gn Ass1stance

A hst of measures by program is provrded in Exhlblt 1 at the end of this document |

68488

- Decision No.




THE COMMISSION | Docket No. E-01345A-05-0477
January 18, 2006 o ' ' ~
Page 9

APS is proposing to employ an IC to assist them with the administration of some aspects
of the Schools Program. APS has indicated to Staff that it will contract with the Energy Office
to serve in this capacity. APS and its IC will work with the AASBO, the School Facilities
Board, and the Arizona State Board for Charter Schools to pro-actively identify schools that are
considering projects that might qualify for assistance under this program. The assistance would
include helping schools submit an application for funding, assessing the school property to
. determine the most viable energy-efficiency proposal, identifying and recommending capable
contractors, and assisting in managing the design and implementation of the projects, as needed.

In addition to providing financial incentives for lighting upgrades and other cost-effective
prescriptive measures, APS would provide educational and training materials to relevant school
personnel to make them aware of energy-efficiency issues. APS would also provide direct
training to school building operators and provide assistance to schools in 1dent1fymg energy-
saving opportunities.

APS states in response to Staff’s discovery that the program monitoring and evaluation
tasks will be performed by both the IC and the MER. The IC would perform routine invoice -
~verification and related duties where the MER would be involved with energy usage
benchmarking, measuring energy savings, and quality control activities in overseeing the work of
the IC. The IC would authorize payment of incentives under the Schools Program upon
completion of each energy-efficiency project. Before such payment is made, the IC will perform
verification by checking all energy project-related invoices and verifying a representative sample
of completed projects to ensure that the energy-efficient equipment and systems were installed.
Field verification involving physical site inspection would be utilized for all larger custom
efficiency projects. APS has indicated in response to Staff discovery that it will rely on feedback
from the IC to define what constitutes a “larger” custom efficiency project.

; APS’ has proposed maximum limits for incentives of $15/student per year or $25,000 per
- scliool district peryear, whichever is less.- Heawever, APS has also requested approval-te provide -

- funding in excess of the limits if there are insufficient applications to use all the available funds

in a given budget year. Staff has concerns because the details of the manner in which an
override of the Schools program cap would be administered have not been fully developed. APS
has indicated that this provision would be developed and implemented based on feedback from
the IC, which will not be hired until after this item is approved. Until the details of the manner in .

* . 'which the override would be administered can be provided and Staff is able to review customer -

participation levels in each program, Staff cannot recommend approval of APS’ proposal to

- override the Schools program cap. Therefore, at this time, Staff is recommending that the

incentive cap for all measures paid under the Schools program be set at $15/student per year or
$25,000 per school district per year, whichever is less. Staff is also recommending that if, in the
future, APS would like to provide for an override of the Schools Program incentive cap, it should
- provide such details in the 13-month filing that is bemg recommended by Staff.

Staff has some concern about APS’ plan to award fundmg to schools on a ﬁrst—come
- first-served basis, even though APS has indicated this policy was developed in collaboration with
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school representatives. Staff is concerned that the smaller districts and charter schools which do
not have dedicated energy staffs may not be able to react as quickly as the larger districts. APS’
proposed limits of $15/student per year or $25,000 per school district per year, whichever is less,
should mitigate this problem somewhat by assuring that a small number of large districts will not
use up all of the funds. In addition, Staff anticipates that its recommendation to allow schools to
participate in other non-residential DSM programs, either before or after reaching the cap, would
free up more funding for smaller school districts and charter schools and also help mitigate the
problem. However, without experience under the program, Staff is unable to make such a
determination. Therefore, Staff is recommending that APS track the use of Schools Program
funds by size of school entity and report such findings in its semi-annual DSM reports as well as
in the 13-month ﬁhng recommended by Staff

; Budget and Societal Beneﬁts

The budget for the Schools Program includes categories for planning and administration,
marketing, implementation, rebates and incentives, training and technical assistance, and
consumer education. For the first three years of the program the budget is $1 680,000 allocated
as follows:

- Chart3
APS’ Schools Program Estimated Budget
2005-2007

B PR |

2005 $40,000 $7,000 $13,000 , $50,000 , ,
-1 2006 $62,000 $8,000 $56,000 $365,000 | $61,000 $8,000 $560,000
2007 $62,000 $10,000 | $56,000 $455,000 - | $72,000 $10,000 $665,000
" Total | $164,000 — ['$25,000 | $125,000 $1,158,000 | $183,000 | $25,000 | '$1,680,000 |
Percent -| 9.8% * 1.5% 7.4% 68.9% 10.9% 1.5% 100%. .
of : <
Budget ;
[ ; ; Budget Allocation Definitions
| , : Planning & Refers to APS costs to plan and administer programs - includes management of program
: Administration budgets, oversight of ' implementation contractor, program . development, - program
E = | coordination, and general overhead expenses.
Program Marketing | Includes all expenses related to marketing the program and increasing DSM consumer
awareness (this refers to dlrect program marketing costs as opposed to general consumer
e education).
Program Implementation . | Refers to program dehvery costs associated with implementing .the program. Includes
Lol ~ | implementation . contractor labor and overhead costs ag well as other direct program
~ delivery costs.
Rebates & Incentives. Includes all dollars that go toward customer rebates and incentives.
Training & Techmcal Includes all dollars that are used for energy-efficiency training and technical ass1stance for
Assistance Non-Residential program participants and contractors. -
Consumer Education Includes dollars that are used to support general consumer education about energy—efﬁment
‘ : 1mprovements : o
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Additional details regardmg the budget for this program are mcluded in Exhibit 2 at the
end of this document.

Staff finds no reason to disagree with APS’ initial allocation for funding the Schools
- Program based upon the information provided by APS. However, Staff is recommending that
APS continually assess opportunities to increase funding levels for schools based on feedback
from the DSM collaborative, school representatives and officials, and the results of overall
- program performance. APS should provide information about its efforts to increase funding for
schools in APS’ semi-annual reports and the 13-month filing that is being recommended by
Staff. At that time, APS will have 12 months of experience under the Schools Program and,
based on program performance, the funding level for schools can be reassessed.

APS based its analysis of program costs and benefits as well as energy and peak load
savings solely upon the T8 Lighting retrofit component of the Schools Program. Results of
- Staff’s analysis confirm APS’ conclusion that this is a cost-effective program. '

According to Staff’s analysis of the program for the first three years, the Schools
Program lighting component alone could provide about $816,000 in net benefits over the life of
the measures and could reduce annual peak demand by about 637 kW and energy consumption
by about 178,000 MWh over the life of the measures. To the extent that other cost-effective

“measures would be undertaken by schools in the Schools Program, additional savings could
- accrue. Staff’s analysis of the benefits of the Schools Program is based upon many assumptions
and data from various sources and is only an estimation. A chart summarizing Staff’s estimated
net societal benefits is provided below.

Chart 4 ,
Non-Residential Schools Program
Net Societal Benefits
- (Staff’s Three- ‘ear usumate)

Schools ‘ $1,680, OOO $4,112,351 $4 928 063 $815,712
'APS Estimated Budget Includes APS’ costs including incentives paid to customers. - -
*Total Societal Cost : Includes customer costs and APS costs excluding incentives..
- *Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs adjusted for 1osses
*Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).

NON-RESIDENTIAL EXISTING FACILITIES PROGRAM

: Program Conc_pt

The NR Existing Program 1S des1gned to prov1de opportumtles for energy savings in this
sector of higher energy use customers. The NR Existing Program would provide incentives to
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qualifying owners and operators of existing large non-residential facilities for energy-efficiency
improvements in lighting, HVAC, motors, and refrigeration applications. Under the program,
APS would provide incentives to qualifying customers who adopt custom efﬁcrency or -
prescriptive measures through the retrofit or replacement of equipment.

The NR Exrstmg Program would be avarlable for APS non—resrdentlal customer facilities
having a monthly peak demand greater than 200 kW based on the past 12 months of billing
history. This category would typically include existing large offices, large retail establishments,
large groceries, resorts and. large hotels, colleges and universities, and inpatient healthcare
fa0111t1es : =

Under the program, APS would also provide incentives for retro-commissioning” studies
that use a systematic process to improve and optimize existing building operations. The NR
Existing Program also proposes to increase the energy efficiency of large central HVAC systems
through diagnosis, tune-up, and other initiatives recommended by the retro-commissioning
study. The program would also provide educational and training materials to aid building and
facility owners and operators in making decisions to improve the energy efficiency of their
facilities. APS proposes to train, qualify, and promote the use of contractors that have met
professional standards and completed APS’ Commercial Qualified Contractor training for
installation and operation of high-efficiency systems. The NR Existing Program also includes
custom efficiency incentives to implement energy—efﬁ01ency measures not covered by the
prescnptwe measures.

Program Products and Services
Specific DSM measures propoSed for the NR Existing Program:

- Lighting Measures
3 ,Replace less etﬁcrent ﬂuorescent lighting and magnetlc ballasts with energy~‘ :
efficient T8 & T5 systems and electronic ballasts

¢ Replace less efficient incandescent lamps with energy—efficrent CFLs
Replace existing exit signs with energy-efficient LED ex1t signs

e Install daylighting controls and occupancy sensors

¢ Delamping — remove unneeded lighting fixtures or bulbs

. Replace outdoor hghtmg w1th hlgh efﬁ01ency sod1um vapor fixtures
S HVAC Measures |

~Install energy—efﬁc1ent arr-cooled air conditioning units (packaged coolmg)
"- Install energy-efficient air-cooled chillers or water-cooled chillers
e Perform HVAC diagnostics, tune-up system, and repair any deficiencies found

-4 Retro-commissioning refers to 'applyingba systematic investigation process for optimizing a building’s operatlons
and maintenance. The intent is to optimize how equlpment and systems operate mdxvrdually and funcnon together
“through dragnostlc testmg and tune-up actrvmes - ‘
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s Provide for quality mstallauon of HVAC equlpment by referring a quahﬁed
contractor ‘

Refrigeration Measures : :
e Replace existing refrigerators, freezers, and ice makers with hlgh efficiency units

o Replace refrigeration fan motors with high-efficiency evaporative units
o  Add reach-in cooler controls, beverage case controls, and snack machine controls
e Install anti-sweat heater controls
e Install strip curtains and night covers
Motor Measures

e Install energy-efficient motors —1t0 200 h.p.
| : e Install variable speed drives

*

Building Envelope Measures
e Cool roof applications to increase reflectivity

Custom Efficiency Measures
e Custom measures designed to exploit savings opportunities of specific customers

APS also proposes to undertake educational and promotional efforts to make facility and
business owners and operators aware of the benefits offered by this program. These initiatives
would include educational brochures, program promotional materials, and specific website
content. The measures include both prescriptive measures, which carry prescribed incentives as
listed in Exhibit 1 at the end of this document, and custom efficiency measures for which
incentives are paid based upon estimated kWh savings attributable to the measure.

. The custom efficiency measures lie outside, the prescrintive measure definitions and are

’ - “individually tailored by building owners and managers to take advantage of energy efficiencies

| ‘specific to their building or facility. Incentives for these measures are paid one time only for
estimated kWh energy savings at the rate of $0.11 per annual kWh saved. The incentive is
limited to 50 percent of the custom energy-efficiency measure’s incremental cost. Each project
is required to include a feasibility study that identifies the energy conservation measures and
calculates estimated annual energy savings. The custom efficiency feasibility study must take

~ the form of an energy simulation or analysis and requires review and approval from APS’ IC in '

_order to be eligible for an incentive. An additional incentive of up to 50 percent of the cost of

‘ ‘the custom efficiency feasibility study would be available to assist the customer with the cost of
perfomnng the study, limited to a maximum incentive of $10,000 for the study

; - Incentives would also be prov1ded for retro comm1ssmnmg studles covering up to 50
percent of the cost of the study, limited to a maximum incentive of $10,000. Incentives for

‘ 1mplement1ng custom efficiency measures identified by the retro- comrmssmmng study would be
pald based upon $O 1 1/kWh saved annually
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APS is proposing to ufilize an IC to administer many aspects of the NR Existing
Program. The IC would be tasked to provide details of program design, administration,
marketing, vendor and retro-commissioning contractor referrals, application and incentive

. processing, participation tracking and reporting, quality control, and technical support. The same

IC employed to handle these tasks in the NR Existing Program would also be utilized in the NR
New and NR Small programs. APS has indicated that it would hire the IC after Comrmssxon
approval of this item. ~

APS states that the program moiiitoring.and evaluation tasks will be performed by both

~the IC and the MER. The IC will perform routine invoice verification and related duties where

the MER will be involved with energy usage benchmarking, measuring energy savings, and ..
quality control activities in overseeing the work of the IC. One strategy for monitoring and

~ evaluation of the NR Existing Program would involve integrated evaluation characterized by

data being collected at the time of implementation rather than after the fact. APS states that this

~ technique involves the MER earlier and results in more timely and accurate data at a lower cost.

Incentives in the NR Existing Prograrh would only be paid after completion of the

- project(s) and verification has occurred. Verification involves checking invoices and the

identification of a representative sample of measures that would be checked by the IC to
determine if energy-efficiency measures have been installed. Field verification, involving
physical site inspection, would be utilized for all larger custom efficiency projects. APS has

“indicated in response to Staff discovery that it will rely on feedback from the implementation

contractor to define what constitutes a “larger” custom efficiency project.

Under APS’ proposal, the DSM total incentive for all prescnptwe and custom measures
undertaken by a single customer> would be capped at $300, 000 per customer per budget year.
However, APS has requested to allow additional measures and to pay additional incentives over -

., .the cap to a customer if there are msufﬁclent apphcatlons from other customers to use the funds
budgeted for the. NR Ex1stmg Program. Staff has concerns because the details of the fhanrier in- - e

which an override of the cap would be administered have not been fully developed.” APS has
indicated that this provision would be developed and implemented based on feedback from the

- IC, which will not be hired until after this item is approved. Until the details of the manner in

which the override would be administered can be provided, Staff cannot recommend approval of

~ APS’ proposal to override the cap in the NR Existing program. Therefore, at this time, Staff is

recommending that the incentive cap for all measures paid to any customer under the NR

- Existing Program be set at $300,000 per budget year. Staff is also recommending that if in the
~ future APS would like to provide for an override of the NR Existing mcentwe cap, it should
: pr0v1de such detalls in the 13- rnonth ﬁhng that is bemg recommended by Staff

~ APS has mcluded the p0351b1hty of thlrd—paﬁy financing a351stance asa futuré component

i of 1ts NR Ex1st1ng Program. APS has proposed to use DSM funds to defray the costs assomated e

3 “Customer” is defined by APS in this context as one or more sites, locations, or accounts conttolled bya smgle

decision maker. Normally, one “customer” will be co rised of those sites, locatmns or accounts for which the
mp

‘) electnc bills are paid by a smgle entlty
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~with this option. The purpose of such a program component would be to assist some municipal
and local government agencies that lack capital to invest in energy-efficiency improvements.
Until more details of this component of the program are developed and approved, Staff is
recommending exclusion of third-party financing assistance from the NR Existing Program.

'Budget and Societal Benefits

The budget for the NR Existing Program includes categories for planning and

administration, implementation, incentives, consumer education, training and technical
assistance, and marketing. For the first three years of the program the budget is allocated as
follows:
Chart 5
APS’ Existing Facilities Estimated Budget
2005- 2007

3 $183,085 $173,931 | $549,256 $823,884 364,080 $36,618 $1,830,
! $225,336 $214,069 | $563,340 $1,126,679 | $78,868 345,067 $2,253,359
i $267,586 $227,448 | $561,931 $1,471,724 | $93,655 $53,518 32,675,862
! Total | $676,007 $615,448 | $1,674,527 $3,422,287 | $236,603 $135,203 $6,760,075
| Percent | 10.0% 9.1% 24.8% 50.6% 3.5% 2.0% 100%
| of
] Budget
‘ Budget Allocation Definitions
Planning & Refers to APS costs to plan and administer programs - includes management of program
Administration budgets, oversight of implementation contractor, program development, program
coordination, and general overhead expenses. '
" | Program Marketing -1 Includes "ali expenses relited io marketing the progruarind increasing DSM consumer
‘ | awareness (this refers to direct program marketing costs as opposed to general consumer
education).
Program Implementation | Refers to program delivery costs associated with implementing the program. Includes
1 :  implementation contractor labor and overhead costs as well as other direct program
delivery costs.
Rebates & Incentives Includes all dollars that go toward customer rebates and incentives.
Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for
.| Assistance Non-Residential program participants and contractors.
- Consumer Education Includes dollars that are used to support general consumer education about energy—efﬁcmnt
T improvements.

Additional details regardmg the budget for this program are included in Exhibit 2 at the
- end of this document

- Staff believes that the NR Existirig Program could provide an opportunity for signiﬁcant

savings of energy and demand by making incentives available to install energy-efficiency
measures that may not otherwise be considered. ‘According to Staff’s analysis of the program for
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three years, the energy-efficiency measures expected to result from the NR Existing Program
could provide about $15.0 million in net benefits over the life of the measures. In addition, the
NR Existing Program could reduce annual peak demand by about 10 MW and energy
consumption by about 856,000 MWh over the life of the measures. Staff’s analysis of the

* benefits of the NR Existing Program is based upon many assumptions and data from various

sources and is only an estimation.” A chart summanzmg Staff’s estimated net socletal benefits is
prov1ded below. :

‘ Chart 6 :
Non-Residential Existing Facilities Program
Net Societal Benefits ‘
(Staff’s Three-Year Estimate).

“Existing Facilities $6,760,075 | $10.410,777

$25.438,592 | $15,027.814

!APS Estimated Budget Includes APS’ costs; including incentives paid to customers.

*Total Societal Cost - | Includes customer costs and APS costs excluding incentives.

*Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adJustsd for losses.
*Net Societal Benefits Total Societal Benefits minus Total Sometal Costs over the life of the measure(s).

NON—RESIDEN TIAL NEW CONSTRUCTION AND MAJOR RENOVATION
PROGRAM g

Program Concept

. The NR New. Program .emphasizes ixtsgrated energy-efficient design and equipment . ..

selection early in the design process to improve the energy efficiency of non-residential new
~construction projects and major renovations. This program offers monetary incentives as well as -

design assistance and consultation to customers planning new non-residential facilities or major
renovations. It relies heavily upon the custom efficiency measures, but also includes prescriptive

measures for the installation of energy-efficient equipment for lighting, HVAC, motors, and

refrigeration. Under the program, APS would provide incentives to- qualifying customers who

‘adopt integrated design. efﬁc1ency measures through the spec1ﬁcat10n of energy—efﬁment features P
" and equipment. ; : : ‘ o

The NR New Prbgram vivs available for APS non-residential customers conétfucting

facilities estimated to have a maximum monthly peak demand greater than 200 kW or customers - '

planning major renovation projects of existing structures having a maximum monthly peak
demand of 200 kW or more based on the past 12 months of billing history. This category would

i typically include large offices, large retail establishments, large groceries, resorts . and large

: hotels colleges and umversmes and 1npatlent healthcare facﬂmes
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- The NR New Program relies heavily upon providing design incentives to cover the
incremental resources involved to assess alternative design options that would improve the
energy efficiency of the project through design assistance. According to APS, time and budget
constraints on the design team are a significant market barrier to the design and construction of
high-efficiency buildings. After enhanced design features have been identified, the NR New
Program offers both prescriptive incentives for specific energy-efficiency measures and custom
efficiency incentives for projects reaching beyond the standard prescriptive measures. It should
be noted that a considerable amount of time can elapse between the d631gn of a building and
when the energy savings will actually be realized.

Program Products and Services
Specific DSM measures proposed for the NR New Program: l

Design Assistance: :
e Promote integrated de51gn and mtegrated analysis of alternative high-
efficiency design packages
o Assist the design team in examining alternative high-efficiency design
packages through the provision of the design incentive

Common Measures:
o Train and qualify commerc1al contractors to meet APS’ standards for
installation and operation of high-efficiency systems

Custom Efficiency Measures: -
o Encourage facility-specific efficiency features through custom incentives
that are otherwise difficult to cover in a prescriptive program.
e Encourage the 1ntegrated system approach to incorporating energy-
efficient 1mprovements in new constructlon and major 1énévation pI'OJ jects.

Prescriptive Measures: :
Lighting Measures

e Install fluorescent lighting with energy~efﬁc1ent T8 & TS systems and
electronic ballasts e

o Install energy-efficient CFLs
e Install energy-efficient LED exit signs
o Install daylighting controls and occupancy sensors
e Install outdoor lighting with hlgh efﬁmency sodium vapor fixtures
HVAC Measures :
o Install energy—efﬁment air-cooled - air condmonmg units (packaged

e coohng)
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o Install energy-efficient, air-cooled chillers or water-cooled chillers o
e Provide for quality installation of HVAC equlpment by referring a
qualified contractor ;
Refrigeration Measures
o Install high-efficiency refri gerators freezers and ice maker units
e Install refrigeration fan motors with high-efficiency evaporative units
¢ Add reach-in cooler controls beverage case controls, and snack machme
controls ; ~ .
o Install anti-sweat heater controls
. Install strip curtains and night covers
Motor Measures

. Install energy—efﬁment motors — 1.5 to 200 h. p.
e Install variable speed drives

Building Envelebe Measures : o ,
o Cool roof applications to increase reflectivity

, Under the Design Assistance measure provided in the NR New Program, APS would
provide design incentives to cover APS consultation with the design team to include modeling of
integrated design packages using building energy simulation models.  APS would offer
customers participating in the design assistance program an incentive covering up to 50 percent
of incremental design costs. In addition, APS would provide incentives for commissioning
studies. - A commissioning study employs a systematic process to optimize a new building’s
operations and to ensure that the new building operates and performs as intended by the designer.
- Incentives for commissioning studies would cover up to 50 percent of the cost of the study witha
*limit “of ~$10;000 perstady. - The" incentive -fos=<mplementing commiissioning - study - = .oiv
recommendations is based on a one-time payout on the estimated annual energy savings of the
installed custom efficiency measyres equal 10 $0.11 per annual kWh' saved.

The custom efﬁciency features of the NR New Program would provide for feasibility
- studies for more complex applications and a process for estimating proposed savings. The
program features also include exploration and consideration of emerging energy-efficiency
technologies already being utilized commercially in the marketplace.
. The custom efficiency measures lie outside the prescriptive definition and are
- individually tailored by building owners and managers to take advantage of energy efficiencies
specific to their project or facility. Incentives for these measures are paid one time only for
~estimated kWh energy savings at the rate of $0.11 per annual kWh saved. The incentive is
~ limited to 50 percent of the custom energy-efficiency measure’s incremental cost. Each project
is required to include a fea51b111ty study that identifies the energy conservation measures and -
calculates estlmated annual energy savmgs Thls study must be an energy s1mu1at10n or analyszs
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and requires approval from APS or its IC. -An incentive of up to 50 percent of the cost of the
- feasibility study is also available with a maximum incentive limit of $10,000 for the custom
efficiency study.

APS proposes to undertake educational and promotional efforts to assist facility and
business owners and operators in making decisions to improve the energy efficiency of their
project facilities. These efforts would consist of educational brochures, program promotional
materials, and website content. As in the NR Existing Program, this program also proposes to

- qualify and refer contractors that have completed APS’ Commercial Qualified Contractor
training for mstallatlon and initial operation of high-efficiency systerns

The DSM total incentive for all prescriptive and custom meastres undertaken by a single
customer is capped at $300,000 per customer per budget year. However, APS proposes to allow
additional measures and to pay additional incentives over the cap if there are insufficient

. applications from other customers to use the funds budgeted for the NR New Program. APS has
- indicated that this provision would be implemented based on feedback from the IC and more
details would be available after the IC is hired. Staff has concerns because the details of the
manner in which an override of the cap would be administered have not been fully developed.
APS has indicated that this provision would be developed and implemented based on feedback
- from the IC. Until the details of the manner in which the override would be administered can be
provided, Staff cannot recommend approval of APS’ proposal to override the cap in the NR New
program. Therefore, at this time, Staff is recommending that the incentive cap for all measures
paid to any customer under the NR New Program be set at $300,000 per budget year. Staff also
_is recommending that if in the future APS would like to provide for an override of the NR New
incentive cap, it should provide such details in the 13-month ﬁlmg that is being recommended by
Staff :

APS is proposing to utilize an IC to administer many aspects of the NR New Program.

" These would include most day-to-day activities of the progiam- including providing ‘Geails of
- program design, program marketing, verifying customer eligibility, accepting applications from ~
~ customers to participate, assisting with and verifying design studies and custom efficiency

studies, vendor referrals, working with the MER to verify measures, technical support, record

keeping, and incentive processing and payment. APS has indicated that the IC will be selected

after Commission approval of the NR New Program using an RFP process APS has already

recexved bids from various contractors to serve as the IC. ' _ ,

, APS states that the program monitoring and evaluation tasks w1ll be performed by both

the IC and the MER. The IC will perform routine invoice verification and related duties where
‘the MER will be involved with energy usage benchmarking, measuring energy savings, and *

quality control activities in overseeing the work of the IC.  One strategy for monitoring and

evaluation of the NR New Program would involve integrated evaluation characterized by data

being collected at the time of implementation rather than after the fact. APS has indicated that

* this technique involves the MER early in the process and results in more timely and accurate data
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at a lower cost. For example, energy-efficient design features of each projeet would be -
documented by the MER during the planning and design stages of the project. ‘

Incentives in the NR New Program would only be paid after completion of the proj ect(s)
and verification has occurred. Veriﬁcation involves checking invoices and the identification of a
representative sample of measures that would be checked by the IC to determine if energy-
efficiency measures have been installed. ~Field verification involving physical site inspection
would be utilized for all larger custom efficiency projects. APS has indicated in response to
Staff discovery that it will rely on feedback from the 1mplementat1on contractor to deﬁne what
constltutes a “larger” custom efficiency project.

Budget and Societal Benefits

The budget for the NR New Program  includes planning and administration,
implementation, incentives, consumer education, training and technical assistance, and
marketmg For the first three years of the program, the budget s allocated as follows:

- Chart7 ~
APS’ New Construction and Major Renovation Estlmated Budget
2005-2007

2005 $199,335 $189,369 | $598,006 , ,993,
2006 $245,336 $233,069 | $613,340 $1,226,679 $85 868 $49 067 $2,453,359
2007 $291,336 $247,636 | $611,806 $1,602,349 | $101,968 $58,267 $2,913,362
Total | $736,007 $670,074 | $1,823,152 $3,726,037 | $257,603 $147,202 $7,360,075
Percent | 10.0% 191% ] 248% 50.6% 3.5% 2.0% 100%
of ’ : Lo Wi b b e e e e b e s s e , . . R
Budget -
Budget Allocation Definitions
Planning & Refers to APS costs to plan and administer programs - includes management of program
Administration budgets, oversight of implementation contractor, program development, —program
coordination, and general overhead expenses. : -
Program Marketing’ Includes all expenses related to marketing the program and increasing DSM consumer
: o awareness (this refers to direct program marketmg costs as opposed to general consumer
: - | education). .
_Program Implementanon | Refers to program delivery costs associated with implementing the program. Includes
‘‘‘‘ implementation contractor labor and overhead costs as well as other direct program | -
' .| delivery costs. '
‘| Rebates & Incentives Includes all dollars that go toward customer rebates and incentives. '
| Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for
Assistance - Non-Residential program participants and contractors. :
Consumer Education: Includes dollars that are used to support general consumer educatlon about energy—efﬁc1ent
: g nnprovements ,
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Additional details regardmg the budget for this program are included in Exh1b1t 2 at the
end of this document.

Staff believes that the NR New Program could create an opportunity for significant
savings of energy and demand by making incentives available to -explore design features that
may not otherwise be considered. - The prescriptive measures could also create substantial
savings for this class of customers by promoting the installation of energy-efficient equipment in -

‘new or renovated buildings. According to Staff’s analysis of the program for three years, the
energy-efficiency measures expected to result from the NR New Program could provide about
$13.8 million in net benefits over the life of the measures. In addition, the NR New Program
could reduce annual peak demand by about 8.8 MW and energy consumption by about 729,000
MWh over the life of the measures. Staff’s analysis of the benefits of the NR New Program is
based upon many assumptions and data from various sources and is only an estimation. A chart
summarizing Staff’s estimated net societal benefits is provided below.

Chart 8 - :
Non-Residential New Construction & Major Renovation Program

- Net Societal Benefits

& (Staff’s Three-Year Estimate)

|

New Construction & | 7 350 075 | $12757,704 | $26,597,021 | $13,839,317
Major Renovation
i 'APS Estimated Budget Includes APS’ costs, including incentives paid to customers.
? Total Societal Cost Includes customer costs and APS costs excluding incentives.
*Total Societal Benefits Includes deferred generahon capacity costs and avoided energy costs, adjusted for losses.
-] _Net Socistal Benefits Total Societal Benefits mmus Total Societal Costs over the life of the measure(rs)

SMALL NON-RESIDENTIAL PROGRAM

Program Concept

~The proposed NR Small Program is designed to increase energy efficiency of Customers’
 facilities within the small non-residential customer segment. Under the NR Small Program, APS
- would provide prescriptive incentives to small non-residential customers for energy-efficiency
_improvements in lighting, HVAC, motors, and refrigeration applications. One program goal is to
facilitate customer participation by making participation trouble-free for the NR Small customer.
Toward that end APS proposes to provide a one-source aud1t and installation referral service.

The NR Small Program would be available for APS’ non-residential customers with a
maximum monthly peak demand of 200 kW or less based on the past 12 months of billing
history. This category would typically include restaurants, primary and secondary schools, small
offices, small retail establishments, hotels, and outpatient healthcare facilities.
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V This program would promote a systems apprOach to improving the efficiency of small
commercial HVAC systems by promoting (1) proper sizing of new air conditioning equrpment
(2) staged air conditioning equipment, and (3) systems diagnostics and improvements that
include air balancing, proper refrigerant charging, and duct sealing. The program also focuses
- on high-efficiency lighting, motors, and refrigeration systems. It proposes to further promote the

whole system approach by cross-training, identifying, and referring energy—efﬁcrency trained and
- qualified HVAC and hghtmg contractors. :

| ‘Program Products and Services
Specific DSM measures proposed for the NR Small Program:

Li ghtlngMeasures o -

e " Replace less efficient fluorescent hghtrng and magnetic ballasts with energy-

. efficient T8 & T5 systems and electronic ballasts :

Replace less efficient incandescent lamps with energy-efficient CFLs
Replace existing exit signs with energy-efficient LED exit s1gns
Install daylighting controls and occupancy sensors
Delamping — removal of unneeded lighting fixtures or bulbs
Replace outdoor lighting with high-efficiency sodium vapor fixtures

HVAC Measures :
e Install energy—efﬁcrent arr-cooled air condrtromng units (packaged cooling)
e Install energy-efficient, air-cooled chillers or water-cooled chillers
s  Perform HVAC diagnostics, tune-up system, and repair any deficiencies found
¢ Provide for quality mstallatwn of HVAC equlpment by referrmg a qualified
contractor ‘ '

Reﬁ*rgeratron Measures ~
e Replace existing refngerators freezers, and ice makers with high-efficiency units
Replace refrigeration fan motors with high-efficiency evaporative units ,
Add reach-in cooler controls, beverage case controls and snack machme controls
 Install anti-sweat heater controls '
Install strip curtains and night covers

. Motor Measures : :
o Install energy~efﬁcrent motors — 1 t0 200 b. p
Install variable speed drives

~ APS proposes to undertake educational and promotional efforts through its IC to assist
~ facility and business owners and operators in making decisions to improve the energy efficiency
~of their facilities. These efforts are designed to increase the awareness and knowledge of the
commerc1a1 burldmg ownership and the management commumty on the beneﬁts of efﬁmency
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measures. Promotional efforts would include educational brochures, program promotional
material, bill stuffers, media ads, and website content.

, The NR Small program also proposes to train, qualify, and promote coritractors that meet
APS’ standards for installation and operation of high-efficiency systems through their
Commercial Qualified Contractor Program. This program is directed at increasing the
availability of trained and qualified contractors and service technicians who can provide whole
facility integrated energy-efficiency solutions including the systems approach to HVAC, state-
of-the-art testing and diagnostic techniques, and the performance 1mpacts of system problems
such as leaking ductwork.

APS states that the program monitoring and evaluation tasks will be performed by both
the IC and the MER. The IC will perform routine invoice verification and related duties where
the MER will be involved with energy usage benchmarking, measuring energy savings, and
quality control activities in overseeing the work of the IC. Monitoring and evaluation would

~ involve integrated evaluation characterized by data being collected at the time of implementation
rather than after the fact. APS states that this technique involves the MER earlier and results in
more timely and accurate data at a lower cost. The IC would examine invoices to verify some

~ installations and would rely upon installation vendors to observe completed installations at the -
field site and to report such observations to verify other measures. Incentives under the NR
Small Program would be paid only after completion of the energy-efficiency project has been
verified. :

Under APS’ proposal, the total DSM incentive for all measures undertaken by a single -
customer would be capped at $150,000 per customer per budget year. However, APS has
requested to allow additional measures and to pay additional incentives over the cap to a
- customer if there are insufficient applications from other customers to use the funds budgeted for

the NR Small Program. Staff has concerns because the details of the manner in which an

- .override. of the cap would be administered have not been .yful_l,y.‘developed.‘;,Al?Smhas indicated ... .. ..

 that this provision would be developed and implemented based on feedback from the IC, which \
will not be hired until after this item is approved. Until the details of the manner in which the

- override would be administered can be provided, Staff cannot recommend approval of APS’

“proposal to override the cap in the NR Small program. Therefore, at this time, Staff is

~ recommending that the incentive cap for all measures paid to any customer under the NR Small
program be set at $150,000 per budget year. Staff is also recommending that if, in the future,
APS would like to provide for an override of the NR Small cap, it should provide such deta11s in’

_v_the 13-month filing that is bemg recommended by Staff. e ;

~APS has mcluded the p0551b111ty of third-party financing ass1stance as a future component

of its NR Small Program. APS proposes to use DSM funds to defray the costs associated with
this option. The purpose of such a program component would be to assist some small business
~owners who lack the capital to invest in efficiency upgrades or choose to invest this capital in
business-related purchases over energy-efficiency upgrades.  Until more details of this

68488

: Demsmn No




THE COMMISSION
January 18, 2006
Page 24

Dock;’et No. E-01345A-05-0477

| component of the program are provided and approved Staff is recommendmg exclusmn of third-

party ﬁnancmg a551stance from the NR Small Program.

Budget and 5001eta1 Benefits

The budget for the NR  Small- Program includes categories for planning and
administration, implementation, incentives, consumer education, training and technical
assistance, and marketmg For the first three years of the program the budget is allocated as -
follows: ~

Chart 9
APS’ Small Non-Residential Program Estimated Budget
2005- 2007 -

2005 $118,079 $112,175 | $354,238 $531,357 $41,328 $23,615 $1,180,792
2006 $145,328 $138,062 | $363,321 $726,642 $50,865 $29,066 $1,453,284
2007 $172,577 $146,691 | $362,413 $949,176 | $60,403 $34,515 $1,725,775
Total | $435,984 $396,928 | $1,079,972 $2,207,175 | $152,596 387,196 $4,359,851
Percent | 10.0% 9.1% 24.8% 50.6% 3.5% 2.0% 100%
of :
Budget
' Budget Allocation Definitions
“1 Planning & Refers to APS costs to plan and administer programs - includes management of program |
Administration budgets, . oversight of - implementation ~contractor, program ‘development, = program
coordination, and general overhead expenses. , '
Program Marketing Includes all expenses related to marketing the program and increasing DSM consumer
awareness (this refers to direct program marketing costs as opposed to general consumer-
' education)... ) e
Program Implementation | Refers to program dehvery costs assoc1ated w1th unplementmg the program. Includes
B : implementation  contractor labor and overhead costs as well as other dlrect program
delivery costs.
| Rebates & Incentives Includes all dollars that go toward customer rebates and mcentwes
Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for
Assistance Non-Residential program participants and contractors. |
Consumer Education Includes dollars that are used to support general consumer education about energy-efficient
‘ mlprovements

. » Addmonal detaﬂs regardmg the budget for thls program are mcluded in Exhibit 2 at the

end of this document.

Staff believes that the NR Small Program could create opportumtles for savings of energy‘ :

and demand by providing incentives for building owners and managers to adopt conservation
measures. According to Staff’s analysis of the program for three years, the NR Small Program
could result in about $9.8 million in net benefits over the life of the measures. In addition, the

| NR Small Program could reduce annual peak demand by about 6.5 MW and energy consumption
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by about 571,000 MWh over the life of the measures. Staff’s analysis of the benefits of the NR

Small Program is based upon many assumptions and data from various sources and is only an

~estimation.

Chart 10
Non-Resrdentlal Small Non-Residential Program
Net Societal Benefits
- (Staff’s Three—year Estimate)

Small - $4,359,851 $5,966,695 - | $15,758,253 | $9,791,558
!APS Estimated Budget Includes APS’ costs, including incentives paid to customers.

Total Societal Cost Includes customer costs and APS costs excluding incentives..

*Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses.

“Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).

. BUILDING OPERATOR TRAINING PROGRAM

Program Concept

The NR BOT Program would provide subsidized training for building operators and
facility maintenance technicians on energy-efficient building operations and maintenance
practices. All commercial, industrial, and institutional building operators and maintenance
technicians located in APS’ service territory would be eligible for the NR BOT Program. The
program is intended to help building operators and facility maintenance personnel better
understand how their facilities use energy and how to better manage energy costs. APS states
that part1c1pants Would also learn how to gain efficiency by purchasmg energy—efﬁcrent
equipment, keeping such eqmpment mamtamed and operatmg it correctly :

APS proposes to provide the training through a cooperatlve effort w1th the ELA The
ELA would provide the actual training and administer all program implementation which
includes course scheduling, registration, payment, and other administration. The course would

be offered at least twice per year. Each course would last eight weeks and consist of eight hours
of training per week. The training and curricula would be delivered by 1ndustry experts from

trade partners mcludmg ELA trainers.

It should be noted that this tra1mng is currently being offered by the ELA and that APS 18

currently supporting it by providing funding to the ELA on an annual basis. This program would :

continue APS’ promotion of the training, but change the manner in which APS provides
financial support to the ELA program. Under the NR BOT Program APS would provide a
portion of the program participants’ tuition instead of direct funding to the ELA on an annual
basis. - ~
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‘ S Program Produets and Services

" APS proposes to offer separate training classes for building operators and managers, and

! for building maintenance technicians. The training for building operators and managers would

| include instruction on operations and maintenance practices regarding HVAC, lighting, electrical
o : - systems, and energy conservation. Building maintenance technician training would cover
airflow control, refrigeration, electrical systems, and variable frequency drives. Training
materials would include HVAC and electrical texts as well as Arizona Industries of the Future,
Inc. CD software, course handouts, APS energy-efficient fact sheets, website hnks and
information on supplemental training seminars.

‘ Courses would include selections from the ELA’s Institute for Facility Management
‘Education program offerings of educational programs that are designed for a wide range of
facility management personnel including building operators, maintenance technicians, and
managers of multi-facility complexes. ‘According to APS, the curricula have been developed by
industry practitioners, APS staff members and instructors, and educational committee members
of the ELA and Arizona Heat Pump Council. The content of the courses is designed to promote
operation and maintenance practices that would increase energy efficiency of commercial and
industrial facilities. It would cover general utility rate concepts, preventative maintenance, how
to perform an energy audit, how to create reports for management to justify energy-efficiency
expenditures, and how to improve equipment-purchasing skills. The classes would also provide
an opportunity to refer class participants to other APS DSM programs. APS has indicated that
instructors at the ELA Institute for Facility Management Education include professional building
energy managers of large facﬂltles and trainers with an average of more than 25 years of

~ experience. S

APS would provide marketing and promotional efforts to make the NR BOT Program

known to eligible participants. APS would utilize printed promotional materials, brochures,

Lo e oawsletters, customer communications, and: website-content: - Fiwe EL A would partictpatt iz the

B promotional activities by reaching out to its industry contacts through its ma1hng hst industry
- newspapers and mdustry trade show part1c1pat10n ‘

The strategy for monitoring and evaluation would involve integrated evaluation
~ characterized by data being collected at the time of implementation rather than after the fact. It
~would also involve surveys of the students at the completion of the training to assess participant
" intentions to implement techniques learned in the training. Follow-up surveys would also be
o - conducted later to identify energy-efficiency actions taken asa result of the training. Monitoring
and evaluation act1v1t1es Would be perfonned by the MER.

The incentive proposed by APS for the NR BOT_ Program is up to 50 percent of the

~ participant cost of training for Facility Maintenance Technician Training (full cost equals $895) -
and the Building Operator Training (full cost equals $1,195). APS indicated that the incentive
- could be less than 50 percent if the incentive were adopted at 50 percent of current full costs for
~ the training and the costs subsequently escalated. In order to provide more cost certainty, Staff is
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recommending the incentives for the NR BOT Program be ‘set at $447.50 for the Facility
Maintenance Technician Training (50 percent of $895) and $597.50 for the Builder Operator
Training (50 percent of $1,195) or 50 percent of the participant’s cost, whichever is less. Staff
also recommends that these incentives be paid to the ELA aﬁer verification that the participant
completed all reqmred course work.

Budget and Societal Beneﬁts :
The budget for the NR BOT Program includes - categories for planning and
administration, marketing, implementation, incentives, and training and technical assistance. For

the first three years of the program, the budget is allocated as follows:

‘ Chart 11

APS’ Builder Operator Training Program Estlmated Budget
2005-2007

2005 $3,250 $2,437 $5,688 30 $52,000 $1,625 365,000
2006 34,000 33,000 37,000 30 $64,000 $2,000 $80,000
2007 $4,750 33,563 $8,312 $0 $76,000 $2,375 $95,000
Total | $12,000 $9,000 $21,000 50 $192,000 $6,000 $240,000
o Percent | 5.0% 3.8% 8.8% 0.0% 80.0% 2.5% 100%
o of ‘
| | Budget
; Budget Allocation Definitions
| Planning & Refers to APS costs to plan and administer programs - includes management of program
Administration budgets, oversight of implementation contractor, program development program
. : -goozdiiztion, and general overhead expenses. - -
Program Marketing Includes all expenses related to marketing the program and increasing DSM consumer
’ awareness (this refers to direct program marketmg costs as opposcd to general consumer
education),
Program Implementation | Refers to program delivery costs associated with implementing the program. Tncludes
: implementation contractor labor and overhead costs as well as, other direct program
delivery costs.
'| Rebates & Incentives Includes all dollars that go toward customer rebates and incentives.
Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for
Assistance Non-Residential program participants and contractors. K
| Consumer Educanon Includes dollars that are used to support general consumer educanon about energy-efficient
' ' unprovements

'Additional details regardmg the budget for this program are 1ncluded in Exhlblt 2 at the
end of this document. ,

Staff believes that the NR BOT Program could create opportunities for savings of energy
and demand by offering training classes to building operators and technicians and providing
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incentives to encourage participation. According to Staff’s analysis of the program for three ‘
years, the NR BOT could provide about $1.0 million in net benefits over the life of the measures.
In addition, the NR BOT Program could reduce annual peak demand by about 643 kW and

energy consumption by about 81,000 MWh over the life of the measures. Staff’s analysis of the
benefits of the NR BOT Program is based upon many assumptions and data from various sources
and is only an estimation. A chart summarizing Staff’s estimated net societal benefits is
provided below. ‘ ' : '

Chart 12
Non-Resndentlal Builder Operator Training Program
Net Societal Benefits ,
(Staff’s Three-Year Estimate) -

Builder Operator $240,000 | 864,675 | $1,912,281 | $1,047,606
Training 2

' APS Estimated Budget- Includes APS’ costs, including incentives paid to customers:

*Total Societal Cost Includes customer costs and APS costs excluding incentives.

3Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses. -

“Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).

ENERGY INFORMATION SERVICES PROGRAM

Program Concept

The NR EIS Program would provide customers w1th a web-based energy 1nformat10n tool

s A

o gﬁ}e them feedback on the energy consumptlon “and load proﬁles ‘within their facilities. "The™

program is designed to educate facility managers and operators about how and when ‘energy is
used at their facilities for the purpose of placing them in a more informed position to make
energy-efficiency improvements. The program is available for large non-residential customers

- with a single metered site and a monthly peak demand greater than 200 kW based on the past 12~

months of billing history. The services would be provided to large APS commercial, industrial,

and institutional customers, and APS would provxde an 1ncent1ve of up to $1,000 to the customer 3
“to cover a portion of the cost of the EIS system '

, APS would issue a request for proposal to select an energy 1nformatlon services company,
to serve as the IC for this program. The selected IC would provide the needed equipment,

- software, and delivery of program products and energy information services offered by this

program. This would not be the same IC utilized by the NR Existing, NR New, and NR Small

Programs. APS would provide overall program administration for the NR EIS Program.
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The technology employed by the NR EIS Program involves the installation of specialized
metering equipment to automatically transmit interval load data to a central data collection point
over telephone lines. The data are posted to a secured website that customers can access through
the use of a password. : :

‘ ‘Pro gram Products and Services

Through the NR EIS Program, customers would receive monthly usage and demand
reports and other valuable usage data that could be analyzed to improve energy usage patterns,
~reduce energy use, reduce demands dunng on-peak penods and better manage their overall
. energy consumption.

The web-based interface provided by the NR EIS Program would provide energy
managers a combination of tools to graphically analyze energy consumption, demand, and usage
during various weather scenarios. It would also provide data to allow comparisons between
multiple sites managed by the same operator and to compare against historical data.

APS will contract with an energy information services firm to serve as IC for the NR EIS
program. The energy information service IC would provide training and technical assistance to
customers to allow them to take full advantage of the program and the equipment installed at
their facility. Program participants would be taught necessary skills to take advantage of the data
provided by the system. They would learn how to download billing history information and
create spreadsheets, charts, and graphs to assist them in identifying strategies to lower energy
costs. They would also be taught basic utility rate concepts so they understand the basis for
- savings by reducing demand or energy consumption. They would also learn how to create
reports to their management to justify energy-efficient capital expenditures that would result in
energy bill savings. ‘

"Both APS and 'th& “enérgy. information service ‘IC would provide marketing and - -

promotional efforts to make the NR EIS Program known to eligible participants. The target
market would be large non-residential customers having facilities served with a single meter.
APS would utilize printed promotional materials, brochures, and website content.

APS proposes to offer one-time incentives of up to $1,000 per customer to install the
equipment and become a program participant. This incentive would be the same even for larger
customers installing more sophisticated equipment at a multi-metered site. APS, through its
_“‘energy information services IC, would also offer assmtanoa in ut1hz1ng the equipment to identify
: energy~efﬁc1ency upgrades to thelr fa0111t1es : :

The strategy for momtormg and evaluation would involve 1ntegrated evaluatlon
‘characterized by data being collected at the time of implementation rather than after the fact.
APS states that this technique involves the MER at an earlier date and results in more timely and
accurate data at a lower cost. - APS or its MER would access the data provided by the EIS

- Program itself to observe consumption and demand patterns both before and after program
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N

participation to help them measure the impact of energy—efﬁcrent measures undertaken as a result
of the program. : :

‘Budget and Societal Beneﬁts

- APS acknowledges that basehne data for this program in its service terntory are not
available at this time and will not be available until the baseline study currently underway is
completed.  APS has assumed a $0.14/kWh per square foot savings estimate from the NR BOT

- pro gram as a proxy until better data are avarlable

The budget for the NR EIS Program includes categones for planmng and admrmstratlon :
implementation, incentives, consumer education, training and technical assistance, and
’ kmarketlng For the first three years of the program, the budget 1s allocated as follows

Chart 13 k
APS’ Energy Information Services Program Estimated Budget
2005-2007 ‘

2005 $3,250 $2,031 - $6,500 $65,000 $2,844 $1,625 $81,250

2006 $4,000 $2,500 $8,000 $80,000 $3,500 $2,000 $100,000

2007 $4,750 $2,969 $9,500 $95,000 $4,156 $2,375 “$118,750
Total | $12,000 $7,500 $24,000 $240,000 $10,500 $6,000 $300,000

Percent | 4.0% 2.5% 8.0% 80.0% 3.5% 2.0% 100%

of L :

Budget

Budget Allocation Definitions
Refers to APS costs to plan and administer programs - includes management of program

Administration - budgets, oversrght of implementation contractor, program development program' IR
coordination, and general overhead expenses. : -

Program Marketing Includes all expenses related to marketing the program and increasing DSM consumer
» , awareness (this refers to direct program marketing costs as opposed to-general consumer

‘ education).

| k Program Implementation- Refers to program dehvery costs associated with implementing the program. Includes |

! S L ‘ v implementation contractor labor and overhead costs as well as ' other direct program

l ' LoE delivery costs.

' Rebates & Incentives Includes all dollars that go toward customer rebates and incentives. k

-Training & Technical Includes all dollars that are used for energy-efficiency training and technical assistance for
Assistance ‘Non-Residential program participants and contractors.

Includes dollars that are used to support general consumer education about energy-efficient

Consumer Education
: nnprovements

Additional detalls regardmg the budget for this program are mcluded in Exhrblt 2 at the
: end of thlS document
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Staff believes that the NR EIS Program could create opportunities for savings of energy
and demand by providing incentives for building owners and managers to participate in the
program. The data provided through the program combined with the skills taught to properly
make use of it could result in more efficient use of energy by participants. According to Staff’s

“analysis of the program for three years, the EIS Program could result in about $878,000 in net

benefits over the life of the measures. In addition, the NR EIS Program could reduce annual
peak demand by about 357 kW and energy consumption by about 45,000 MWh over the life of -
the measures. . Staff’s analysis of the benefits of the NR EIS Program is based upon many
assumptions and data from various sources and is only an estimation. A chart summarizing

~Staff’s estimated net societal benefits is provided below:

Chart 14 -
Non-Residential Energy Information Services Program
' Net Societal Benefits -
(Staff’s Three-Year Estimate) -

Energy Information
Y $300,000 $354,000 | $1,231,723 | $877,723
Services :
!APS Estimated Budget Includes APS’ costs, including incentives paid to customers.
Total Societal Cost Includes customer costs and APS costs excluding incentives. -
3Total Societal Benefits Includes deferred generation capacity costs and avoided energy costs, adjusted for losses.
*Net Societal Benefits Total Societal Benefits minus Total Societal Costs over the life of the measure(s).
PROGRAM FLEXIBILITY
. Program Flexibility

b

In each of the Non-Residential programs, APS outlined its desire to review incentive

~ levels and other program elements and to modify them, as needed, during the first year from the

approval date of these programs and periodically thereafter. APS proposed to report any
modifications resulting from such reviews in its mid-year and year-end reports so that Staff could
monitor them.

On November 14, 2005, APS filed revised ﬂexibility 1angi1age. The issue of ﬂexibility

- “was further discussed at the DSM Collaborative working group meeting on November 15, 2005.

Following the discussion and input from the DSM Collaborative, APS made additional changes

- toits ﬂex1b1hty language and filed an updated version with the Commission on November 21,

2005

APS’ Novyemberv 21, 2005, filing states that it has provided estimates based on the best

~available information in the original filing, but that it anticipates flexibility would be needed
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within the DSM portfolio to maximize program effectiveness, to react to market conditions and
customer responses, and to hmlt administrative costs.

After analyzing APS’ November 21, 2005, ﬂex1b111ty request and consultmg with APS
" about the intent of the flexibility language, Staff determined that APS was requesting flexibility
' to shift funding between any of the five budget categories within a given Non-Residential DSM
program. The five budget categories are Planning and Administration, Program Marketing,
Program Implementation, Rebates and Incentives, Training and Technical Assistance, and
Consumer Education. APS proposed limits on this shifting of funds only with regard to the
Planning and Administration category. For the Planning and Administration category, APS
- proposed to make “reasonable efforts” to limit the amounts expended to 10 percent of the total
funding for each program. Other than this single constraint, APS’ request would allow shifting
“of funds between categorties without limit. ;

APS’ requested flexibility would also allow APS to shift up to 30 percent of budgeted
- funds between programs in the same sector (Residential or Non-Residential), but not across
~ sectors, for a given budget year. APS states that no budget dollars would be shifted away from
the Low Income Program, including special funding devoted to tribes, or from the Schools
. Program. , :

APS has not proposed a cap on incentive levels. APS has indicated that, as a general
guideline, incentives would be set at or below 50 percent of incremental cost. However, APS
would provide the Commission with written justification when incentive levels exceed 50
percent of the incremental cost of the measure. This filing would be informational in nature. It

~ should be noted that APS has included several incentives in its Application that currently exceed
50 percent of incremental cost.

The Company has also requested the ability to change baseline efficiency levels and
. v customer incremerniaitcosts to the extent that the Federal Energy- Pohuy Act -or Oth€"f energy o «+
- standards may change during the implementation of a DSM program.

~Also included in APS’ ﬂexibility language is a provision that, for each program, dollars
~ not spent in a given year would be automatically transferred (carried forward) to the next year’s
budget for the same program. All budget shifts and other program changes are to be reported in
the semi-annual DSM reports submitted to the Comm1ss1on explalmng Why the budget ShlftS and

~ program changes were undertaken. :

, In addition to the provisions outlined above, APS would notify the Commission in

- writing of any budget changes that would result in a significant change to a program’s cost-

“benefit ratio and in no case shall a budget change cause the cost-benefit ratio to be less than 1.0

(except for the Low Income Weatherization Program.) APS has also indicated that significant
~changes to the budget or programs would be discussed by the DSM Collaborative group.
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All program budgets and plans outlined in the Portfolio call for a three-year program
encompassing 2005, 2006, and 2007. It is clear that no DSM funds in the Non-Residential
programs were expended in 2005. Staff believes that the portion of program ﬂex1b111ty allowing
unused ﬁmds to roll forward into the next year is reasonable.

Staff is concerned with some aspects of the ﬂex1b1hty Ianguage and the open-ended
nature of some of the shifting requested. Therefore, Staff has 1ncluded some limitations to APS’
flexibility in its recommendations. : :

STAFEF’S ANALYSIS AND RECOMMENDATIONS
Cool Roofs

Staff conducted a Societal Cost Test of all measures included in the Non-Residential
programs. All of the measures analyzed by Staff resulted in a positive net benefit to society
except for the Cool Roofs measure which i1s a component of the NR Existing and NR New
~ Programs.

The Cool Roofs measure in APS’ analysis consists of two separate components to
promote reflective roofing surfaces. The components are Reflective Membranes and Roof
Coatings. The two are very different in terms of incremental cost and measure life. Based on
research, Staff learned that membranes are not widely used in Arizona where foam roofs are
preferred. Staff determined it would be more appropriate to treat membranes and roof coatings
as two separate measures. For retrofit applications, Staff’s analysis concluded that neither
membranes nor roof coatings could be justified by its cost-benefit analysis. For new roofs or
where a new coating is going to be applied regardless, Staff recommends that APS encourage
customers to apply a white reflective surface and include such measures in its educational
materials. However, the marginal cost for the highly reflective surface coatings over the
- standard surface is zero or negative. Thereforu Stuffn} wzommends that no moentwes be paid for -
the Cool Roofs measure at this tlme :

Diagnostics and Tune-up

The System Diagnostics and Tune-up measure applies to the Schools Program, the NR
Existing Program, and the NR Small program. It provides incentives for a service call to
diagnose and tune up HVAC equipment and also covers any repairs which could include duct
-work, refrigerant charge, and airflow improvements required to allow the system to operate in
- the most efficient manner. APS has outlined an incentive payment scale based upon the tonnage
rating of the HVAC equipment being diagnosed and tuned. Incentive levels proposed by APS
~ are $100 per ton for units 3 tons through 5 tons, $75 per ton for umts 6 tons through 15 tons, and
-$50 per ton for units over 15 tons. : .

- Staff i is concerned that the method employed to determine incentive payments for the
System Diagnostics and Tune-up measure may not accurately reflect the level of work that is
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actually being done by the HVAC contractor. This has the effect of paying the same incentive to

- a customer who needed only the diagnosis and refrigerant as would be paid to a customer who
required system diagnosis, refrigerant, and duct work. Therefore, Staff recommends that the '
method for determining incentive payments for the System Diagnostics and Tune-up measure be
set at 75 percent of the mcremental cost of the system diagnosis, tune-up, and repa1r work that

- was performed

Prescriptive and Custom Efficiency Measures

, Customers may choose to adopt both prescriptive and custom efficiency measures to
conserve energy within their facilities. - Prescriptive measure incentives are paid at a pre-
determined incentive payment per unit of the measure installed. Custom efficiency measures are
paid at $0.11 per kWh saved based upon estimated kWh savings calculated in the energy study

- or simulation required at the time of application for the incentive. In the event that both types of
measures are employed in a facility, Staff recommends that APS take all steps necessary to ;
‘ensure that the energy savings from the prescriptive measures is subtracted from the savings m
the energy simulation or study for the custom efficiency measure, so that savmgs from
prescriptive measures are not paid more than once.

Financing' Assistance

APS has included the possibility of offering third-party financing assistance as a future
component of the NR Existing and the NR Small Programs. The company proposes to use DSM
funds to defray the costs associated with this option. The purpose of such a program component
would - be to assist customers that lack needed capital to invest in energy-efficiency
improvements. Until more details of this component of the programs are developed and
approved, Staff recommends exclusion of third-party financing assistance from the NR Existing
_Program and the NR Small Programs at this time. S

; : - Schools Program . e L : ‘ I 7

The Schools Program is unique in that a fixed amount of money, set at $1,680,000 over
“three years, is reserved exclusively for schools. Under APS’ proposal, once these funds are
~depleted for a budget year, schools may participate in any other approved non-residential DSM
~ programs for which a school would qualify. However, Staff is concerned that Schools should
not be required to utilize all of the school funding prior to being able to participate in other DSM
- programs. Staff sees no reason to limit schools from participating in other DSM programs before
- the Schools Program funding is expended. Staff anticipates that larger schools may choose to -
partlc:lpate in other programs such as the NR Existing and the NR New Programs leaving more
“money in the Schools Program budget for smaller districts and charter schools. ‘This would
allow schools to take advantage of higher funding limits outside the schools program to
- undertake larger DSM projects. Therefore, Staff recommends that schools be ‘allowed to
participate in any other non‘remdentlal DSM Program at any time, either before or after reachmg '
the budget cap. : e ~

68488

Decision No.




THE COMMISSION e : g Docket No. E-01345A-05-0477
January 18, 2006 ‘ ‘ ' ‘
Page 35 ‘

The degree of participation by schools in the Schools Program and other DSM programs
~ would not be known until APS has had some experience with the program. Staff recommends

that APS provide information about the level of school partlclpatlon in all DSM programs in the
- 13-month filing that is bemg recommended by Staff. Lk ;

Staff has some concern about APS’ plan to award funding to schools on a first-come,
first-served basis, even though APS has indicated this policy was developed in collaboration with
~school representatives. Staff is concerned that the smaller districts and charter schools which do

not have dedicated energy staffs may not be able to react as quickly as the larger districts. APS’
“proposed limits of $15/student per year or $25,000 per school district per year, whichever is less, -
-should mitigate this problem by assuring that a small number of large districts will not use up all
~of the funds. In addition, Staff anticipates that its recommendation to allow schools to -
participate in other non-residential DSM programs, either before or after reaching the cap, would
free up more funding for smaller school districts and charter schools and also mitigate the
problem. However, without experience under the program, Staff is unable to make such a
determination. Therefore, Staff recommends that APS track the use of Schools Program funds
by size of school entity and report such findings in its seml-annual DSM reports as well as in the
, 13-month filing recommended by Staff.

Staff ﬁnds no reason to disagree with APS’ initial allocation for funding the Schools
Program based upon the information provided by APS. However, Staff recommends that APS
continually assess opportunities to increase funding levels for schools based on feedback from
the DSM collaborative, school representatives and officials, and the results of overall program
" performance. APS should provide information about its efforts to increase funding for schools in
APS’ semi-annual reports and the 13-month filing that is being recommended by Staff. - At this
- time, APS will have 12 months of experience under the Schools Program and based on program
performance, funding levels can be reassessed at that time. '

Caps on Incentive Payouis ~~~ * v T s

Schools Program: APS’ has proposed maximum limits for incentives set at $15/student
_ per year or $25,000 per school district per year, whichever is less. However, APS has also
requested approval to provide funding in excess of the limits if there are insufficient applications
to use all the available funds in a given budget year. Staff has concerns because the details of the
~ manner in which an override of the Schools program cap would be administered have not been
fully developed. APS has indicated that this provision would be developed and implemented
-based on feedback from the IC. Until the details of the manner in which the override would be -
administered can be provided and Staff is able to review customer participation levels in each

- program, Staff cannot recommend approval of APS’ proposal to override the Schools program
- cap. Therefore, at this time, Staff recommends that the incentive cap for all measures paid under

 the Schools Program be set at $15/student per year or $25,000 per school district per year,

" whichever is less. Staff also recommends that if in the future APS would like to provide for an

~ override of the Schools program incentive cap, it should provide such detalls in the 13-month
ﬁhng that is being recommended by Staff.
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" NR Existing and NR New Programs: Under APS’ proposal, the DSM total incentive for
all prescriptive and custom measures undertaken by a single customer would be capped at
$300,000 per customer per budget year. However, APS has requested to allow additional
measures and to pay additional incentives over the cap to a customer if there are insufficient
applications from other customers to use the funds budgeted for the NR Existing and NR New
Programs. Staff has concerns because the details of the manner in which an override of the cap
would be administered have not been fully developed. APS has indicated that this provision
would be developed and implemented based on feedback from the IC. Until the details of the
manner in which the override would be administered can be provided, Staff cannot recommend
approval of APS” proposal to override the cap in the NR Existing and NR New programs..
Therefore, at this time, Staff recommends that the incentive cap for all measures paid to any
customer under the NR Existing Program and the NR New Program be set at $300,000 per

“budget year for each program. Staff also recommends that if in the future APS would like to

provide for an override of the NR Existing incentive cap or the NR New incentive cap, it should:
provide such details in the 13-month filing that is being recommended by Staff.

NR Small Program: The DSM total incentive for all prescriptive and custom measures
undertaken by a single customer is capped at $150,000 per customer per budget year. However,
APS proposes to allow additional measures and to pay additional incentives over the cap if there
are insufficient applications from other customers to use the funds budgeted for the NR Small
Program. APS has indicated that this provision would be implemented based on feedback from

“the IC, and more details would be available after the IC is hired. Staff has concerns because the

details of the manner in which an override of the cap would be administered have not been fully

- developed. APS has indicated that this provision would be developed and implemented based on

feedback from the IC. Until the details of the manner .in which the override would be

~ administered can be provided, Staff cannot recommend approval of APS’ proposal to override

the cap in the NR Small program. Therefore, at this time, Staff recommends that the incentive

.. cap for all measures paid to any. customer under the NR Small program be set at $150 000 per ‘

override of the NR Small cap, it should prov1de such detalls in the 13-month filing that is bemg
recommended by Staff. ; ;

Incen’aves for Studies '

APS has proposed a wide variety of studies including Design Assistance, Feasibility
Studies for custom measures, and commissioning and retro-commissioning studies. = Staff is

- concerned because the incentives for these studies which are set at 50 percent of incremental cost

with a maximum limit of $10,000 per study, could be paid to a customer and then the customer
could for various reasons decide not to go ahead with the project. This would result in

_expending DSM dollars that would produce no societal benefit. While Staff anticipates that this
- would not occur often, Staff recommends that APS identify the number of instances that
- incentives were paid for studies for which associated projects were not completed through the
- verification process. This information should be provxded in APS’ semiannual reports and inthe
, 13—month ﬁlmg that Staff 18 recommendmg ; e
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Refund of Incentives

Staff is concemned that customers could receive an incentive payment ‘to install

;prescnptwe or custom measures and not install the measures. This would result in expending
- DSM dollars that would produce no societal benefit. Therefore, Staff recommends that as part of
- the application process or through a separate contract, APS require customers to acknowledge
~that the customer will install all applicable prescriptive or custom measures. Staff also

recommends that where identified through the verification process, APS recover any incentives
from the customers that were paid for measures that were not installed.

Building Operator Training

The incentive proposed by APS for the NR BOT Program is up to 50 percent of the

 participant cost of training for Facility Maintenance Technician Training (full cost equals $895)

and the Building Operator Training (full cost equals $1,195). APS indicated that the incentive
could be less than 50 percent if the incentive were adopted at 50 percent of current full costs for
the training and the costs subsequently escalated. In order to provide more cost certainty, Staff
recommends the incentives for the NR BOT Program be set at $447.50 for the Facility
Maintenance Technician Training (50 percent of $895) and $597.50 for the Builder Operator
Training (50 percent of $1,195) or 50 percent of the participant’s cost, whichever is less. Staff
also recommends that these incentives be paid to the ELA after verification that the participant
completed all required course work. ‘

Program Marketing

The Program Marketing budget category includes all expenses related to marketing the
program and increasing DSM consumer awareness. APS estimates that the Program Marketing
budget for three years would total approximately $1.7 million. Many of APS’ proposals, such as

- taking advantage of natural oppertunities to promote energy-efficiency 2t the time customers are -

making energy-related purchase decisions, appear to be reasonable. However, the details

- surrounding all of APS’ marketing strategies including the use of various contractors still need to
~ be developed. Therefore, Staff recommends that, within 90 days after approval of this item, APS
~submit a detailed Marketing Plan for Staff review. The Marketing Plan should, at a minimum,

include all Program Marketing budget items and their anticipated expenses, details on the
division of marketing activities between APS and contractors, and the types of marketing pieces

.that APS plans to develop to promote the Non-Residential programs. Staff further recommends
_that APS provide coples of all marketmg materials for Staff rev1ew w1th1n 30 days of the

development of each piece.

' Planmng and Admlmstratlor} Expenses

: The Planning and AdnxiﬁiStratidn budget varies by piogram; however, APS has indicated
that it will make “reasonable efforts” to limit this budget category to 10 percent of the total

- funding for each program. Staff issued discovery to APS regarding the details of the Planning
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and Administration budget. The Planning and Administration budget category includes program -
management, oversight of the implementation contractor, program development, program
coordination, and general overhead. 'APS estimates that the Planning and Administration budget
for three years would total approximately $2.0 million. In response to Staff discovery, APS was
able to provide Staff with certain information regarding employee salaries. However, there are

- other Planning and Administration expense components that are unknown at this time. Due to a

lack of certainty and specificity, Staff does not feel that there is enough information available in-
order to recommend approval of the Planning and Administration Budget and its expense
components at this time. Therefore, Staff recommends that APS not be allowed to recover
Planning and Administration expenses at this time. APS could request approval of its Planning

~and Administration expenses in the 13-month filing that is being recommended by Staff. At that

time, 12 months of actual expense data for the Planmng and Admlmstratlon category would be

available.

: Flex1b1h§y

Staff acknowledges that there are arguments both for and aga.mst flexibility. APS is not

B gcertain for example, what level of incentive would cause customers to take action and adopt

energy-efficiency measures. In addition, APS does not know which programs would achieve

greater interest and market penetration and which ones would not. APS has indicated that
flexibility is a key to implementing a successful program so that it can make adjustments to

maximize the results of the DSM programs. However, Staff is concerned that too much
flexibility for new programs could result in loss of the Commission’s ability to monitor and
provide valuable input regarding certain aspects of the program while it is being developed and
implemented. = Therefore, Staff has made a number of recommendations to put parameters
around the flexibility that APS has requested. In addition, as previously discussed, Staff has

. recommended that APS return for approval of its non-residential programs w1th1n 13 months of a
X! decmon in thls matter ‘

T P W

- Some of the other Justlﬁcatlons for program ﬂex1b1hty presented by APS have caused ,
some concem on the part of Staff. For example, APS has indicated that the IC would bring
program and technical knowledge that can be used to improve the program plans. APS has
further indicated that certain program enhancements may require changes to the programs as
they were originally presented to the Commission within the non-residential portion of the
Application. APS has indicated to Staff that there are some program features in the Application

~_ that it cannot fully explain because the IC would help them to develop the details. Based on this,

. Staff is concerned about the transparency of certain aspects of the program that the Commission

~ would be approving.  For instance, as previously discussed, Staff is concerned about the manner
~ in which the cap for incentives pa1d to customers would be administered.

~APS has also mdlcated that ﬂex1b111ty would be 1mportant to make modlﬁcatlons to the

- DSM programs based upon the results of the baseline study currently underway and expected to

be completed in February 2006. Staff believes certain .inputs provided in this filing may be -

o based on data from other reglons and may not reflect actual Anzona-spemﬁc measures, savmgs
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or cost data. Staff believes it would be important for APS to utilize the new baseline data when

it becomes available.

APS has requested authority to adjust incentive levels, as needed, for all measures as long
as APS provides written justification to the Commission when incentive levels move above 50

acceptance criteria. APS’ current filing contains certain incentive levels that exceed 50 percent
of incrementa] cost and in some cases equal 100 percent of incremental cost. Increasing an
individual incentive could be helpful to make a measure or program more viable if customers are
not responding to current levels of incentives. Likewise, it may become obvious that lower

Jevels of incentives for a given measure or program could be offered without affecting the

participation levels of popular energy-efficiency measures. In a previous Commission
proceeding, Staff recommended that incentives not exceed 50 percent of incremental costs for
the lighting portion of the Consumer Products Program. Staff made this recommendation to
avoid the potential for excessive incentives. Staff is interested in assuring that incentive amounts
are set at a level that is necessary to move the market toward installing energy-efficiency
measures, but that excessive incentives beyond what is needed to move the market not be
offered. Staff believes that an increased level of flexibility is reasonable due to the evolving
nature of APS’ programs and a lack of Arizona-specific data that will be provided in the future

~ percent of the incremental cost of the energy-efficiency measure. APS has indicated that it has
based its incentive levels on criteria such as customer payback periods and other customer

by the baseline study. Therefore, Staff recommends that all financial incentives be capped at a

maximum of 75 percent of incremental cost. Staff further recommends that incentives that are
proposed to be capped at 50 percent in APS’ Application remain capped at 50 percent. These
studies and training include the Commercial Qualified Training incentive, the custom efficiency
measure incentive, the custom efficiency measure feasibility study incentive, the retro-

commissioning study incentive, the comm1ss1onmg study 1ncent1ve and the design assistance

incentive.

| APS has requested flexibility to directly shift budgeted funds-into ané cst-of the Program
Planning and Administration category. APS has stated that it would make “reasonable efforts”

to limit this budget category to 10 percent of the total funding for each program. Staff’s interest

in assuring that overhead for program and administrative costs remain at a minimum is to ensure
that APS maximize the funds available for direct program expenses which will reduce demand
and energy consumption, such as customer incentives. Staff recommends that Program and

Whﬂe recogmzlng ‘that 1nd1v1dual mcentwes may need to be adjusted ither upward or
downward, Staff believes that overall budget expendltures for incentives and rebates should not
increase significantly from the levels proposed by APS in its Application. Therefore, Staff
recommends that the combined expenditure for Rebates and Incentives for the Non-Residential

~ Administration costs for any given program, such as NR New, not exceed 10 percent of the total o
program budget. : ‘

programs from 2005 to 2007 be capped at the current estlmated level, which is 52 percent of the :

overall budget
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APS requested authority to shift up to 30 percent of the funding from one program to
another program in the same sector, such as non-residential, per year. Such shifts would be
‘made to take advantage of better performance in one program than another by shifting funds
- from the poorer performing program to the better performing program. It was agreed within the

DSM collaborative group that 20 to 25 percent was a generally accepted shifting range within the
| industry. Therefore, Staff recommends that APS should be limited to shifting a maximum of 25
L percent of budgeted funds from one program to another program in the same sector per calendar

© year.

APS used a weighted average analysis for each particular group of like measures in its
cost-benefit analyses. In some cases, the group as a whole appears to be cost-effective, but
certain individual measures within that group appear to not be cost-effective. Staff'is concerned

* that providing an incentive to customers to purchase a product that is not cost-effective is not
appropriate. - Staff anticipates that some of the not cost-effective measures may actually be cost-
effective when Arizona-specific data from the baseline study can be utilized. - Therefore, Staff
recommends that APS provide incentives only on individual measures that are cost-effective.

It is important that substantial changes in the Non-Residential programs do not occur .
after approval based upon flexibility language that may be granted in these programs. Therefore,
Staff recommends that the nature of the incentives offered as well as the nature of the Non-

‘ Re51dent1a1 programs not be changed without Comrmssmn approval.

Staff recommends that APS inform the DSM Collaborative working group of progress
and significant changes to budgets and/or incentives no later than four months after approval of
the Non—ReSIdentlal programs.

Interim Am)roval and 13 Month Filing

© Acéording to Staff's analysis of the Frogrdti§ for three years, the energy-efficiency = = - =
~measures expected to result from the six Non-Residential programs are estimated to provide
~about $41.4 million in net benefits to society over the life of the measures. In addition, the Non-
Residential programs are estimated to reduce annual peak demand by about 27.0 MW and energy
consumption by about 2.5 million MWh over the life of the measures.

Staff ’recom'mends 1nterim approval of APS’ Non-Res1dentlaI DSM programs (Schools,
Non-Residential Existing Facilities, Non-Residential New Construction and Major Renovation,

- Small Non-Residential, Non-Residential Builder Operator Training, and Non-Residential Energy
Information Services) with certain program modifications and requirements .on an interim basis.

. Staff recognizes that the DSM Portfolio Plan as filed by APS outlines a work in progress. This is
the first such comprehensive DSM study undertaken by APS in recent years, and Staff is aware
that the details and sophistication of the programs will evolve as APS gains experience with

-them. APS has indicated that it ‘will be relying upon future inputs to the program from the IC
~and from the results of the baseline study. These inputs as well as experience in implementing -
" the programs will no doubt help APS to further develop the details of the Non-Residential
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programs. On balance, however Staff finds that the benefits of movmg forward with the Non-
Residential programs at this time outwelgh the benefits of waiting until the application can be
further refined. In this manner actual savings from these programs can be realized earlier.

Implernenting DSM programs of this size and scope is a new experience for APS and, in

an effort to apprise the Commission of the results and ongoing design of the programs, Staff

 recommends that, within 13 months of a decision in this matter, APS should refile the Non-
Residential portion of its DSM Portfolio Plan, with 12 months of actual data, for final
Commission approval. Thirteen months was chosen because: 1) it will allow APS one month to
prepare its filing based on a full year of experience with the programs thus removing any
seasonal variations, 2) the baseline study will have been completed and sufficient time for
analysis of its findings will have passed, 3) a full year of actual charges against the various

“budget categories will have accrued, 4) enough time will have passed to give some indication of

which programs are attracting participation and which are not, and 5) the IC will have had
sufficient time to refine the details of some programs that are not fully developed at this time.

Staff recommends that the 13-month reﬁlmg of the Non—R651dent1a1 DSM programs
should include information on the status of the programs and explain changes that were made to
budgets, incentive levels, and program implementation. In addition, APS should also file
detailed information regarding its Planning and Administration budget and expenses for
consideration at that time, detailed information about Schools Program participation and budget
levels, schools participation in other Non-Residential DSM programs, and identify efforts that
- APS has made to increase the funding levels for the Schools program. The study should include
‘Societal Cost Test analyses utilizing the new baseline data. At that time, the Commission would
have the opportunity to make any adjustments or program changes deemed necessary which
could include modifications to recommendations made in this proceeding. ‘

SUMMARY OF RECOMMENDATIONS

e

1. Staff recommends interim approval of APS’ Non—Resrdentlal DSM programs (Schools,

Non-Residential Existing Facilities, Non-Residential New Construction and Major.

" Renovation, Small Non-Residential, Non-Residential Builder Operator Training, and
Non-Residential Energy Information Services) with certain program modifications and
requxrements described below on an interim basis.

2. Staff recommends that, w1thm 13 months of a dec1s1on m thlS matter APS should refile ’»

“-..! - the Non-Residential portion of 1 its DSM Portfoho Plan wrth 12 months of actual data for
final Comrmssmn approval S r

3. Staff recommends that the 13—month reﬁhng of the Non-Res1dent1al DSM programs |

should include information on the status of the programs and explain changes that were
~ made to budgets, incentive levels, and program implementation. The study should
include Societal Cost Test analyses utilizing the new baseline data
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For new roofs or where a new coating is going to be applied regardless, Staff

. recommends that APS encourage customers to- apply a white reflective surface and

include such measures in its educational materials. Staff also recommends that no

~incentives be pa1d for the Cool Roofs measure at this time.

10.

11.

* Staff recommends that the method for determining incentive payments for the System

Diagnostics and Tune-up measure be set at 75 percent of the incremental cost of the
system diagnosis, tune-up, and repair work that was performed.

Staff recommends that APS take all steps necessary to ensure that the energy savings
from the prescriptive measures is subtracted from the savings in the energy simulation or
study for the custom efficiency measure, so that savmgs from prescriptive measures are
not paid more than once.

Staff recommends exclusmn of tlnrd—party ﬁnancmg ass1stance from the NR Existing and

‘the NR Small Programs at this time.

Staff recommends that schools be allowed to participate in any other non-residential
DSM Program at any time, e1ther before or after reaching the budget cap.

Staff recommends that APS. prov1de information about the 1eve1 of school participation in
all DSM programs in the 13-month filing that is being recommended by Staff.

’Staff recommends that APS track the use of Schools Program fund‘s by size of school
~entity and report such findings in its semi-annual DSM reports as well as in the 13-month

filing recommended by Staff.

Staff recommends that APS continually assess opportumtles to increase funding levels

* for schools based on feedback from" the DSM “¢oilaborative, school represettatives and

officials, and the results of overall program performance. ~ APS should provide

_ information about its efforts to increase funding for schools in APS’ semi- -annual reports
e and the 13-month’ ﬁhng that 1s being recommended by Staff.

12.

Staff recommends that the incentive cap for all measures pa1d under the Schools Program
be set at $15/student per year or $25,000 per school district per year, whichever is less.

~Staff also recommends that if in the future APS would like to provide for an override of

the Schools program incentive cap, it should provide such detaﬂs in the 13-month ﬁhng

' that is being recommended by Staff

13.

Staff recommends that the incentive cap for all measures pa1d to any customer under the
NR Existing Program and the NR New Program be set at $300,000 per budget year for
each program. Staff also recommends that if in the future APS would like to provide for

~an override of the NR Existing incentive cap or the NR New incentive cap, it should
~ provide such details in the 13-month filing that is being recommended by Staff. '
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14. Staff recommends that the incentive cap for all measures paid to any customer under the

-~ NR Small program be set at $150,000 per budget year. Staff also recommends that if, in

the future, APS would like to provide for an override of the NR Small cap, it should
provide such details in the 13-month filing that is being recommended by Staff. -

15. Staff recommends that APS identify the number of instances that incentives were paid for *
studies for which associated projects were not completed through the verification process. = -
This information should be provided in APS’ semiannual reports and in the 13-month
filing that Staff is recommending. ' -

16. Staff recommends that as part of the application process or through a separate contract,

"~ APS require customers to acknowledge that the customer will install all applicable
prescriptive or custom measures. Staff also recommends that where identified through
the verification process, APS recover any mcentlves from the customers that were paid
for measures that were not installed.

| ~ 17. Staff recommends the incentives for the NR BOT Program be set at $447.50 for the
, o Facility Maintenance Technician Training (50 percent of $895) and $597.50 for the
Builder Operator Training (50 percent of $1,195) or 50 percent of the participant’s cost,
whichever is less. Staff also recommends that these incentives be paid to the ELA after
verification that the participant completed all required course work.

18. Staff recommends that, within 90 days after approval of this item, APS submit a detailed
Marketing Plan for Staff review. The Marketing Plan should, at a minimum, include all
i ;  Program Marketing budget items and their anticipated expenses, details on the division of
: ’ marketing activities between APS and contractors, and the types of marketing pieces that
APS plans to develop to promote the Non-Residential programs. Staff further
recommends that APS provide copies of all marketmg materials for Staff rev1ew w1th1n
30 days of the development of each piece. '

19. Staff recommends that APS not be allowed to recover Planning and Administration
expenses at this time. APS could request approval of its Planning and Administration -
expenses in the 13-month filing that is being recommended by Staff.

20. Staff recommends that all financial incentives be capped at a maximum of 75 percent of
incremental cost. Staff further recommends that incentives that are proposed to be
capped at 50 percent in APS’ Application remain capped at 50 percent. These studies
and training include the Commercial Qualified Training incentive, the custom efficiency
measure incentive, the custom efficiency measure feasibility study incentive, the retro-
commissioning study incentive, the commissioning study 1ncent1ve and the design
assistance incentive. : ~

21. Staff recommends that Program and Adm1mstrat1on costs for any given program such as
NR New, not exceed 10 percent of the total program budget.
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22. Staff recommends that the combined expenditure for Rebates and Incentives for the Non-
- - Residential programs from 2005 to 2007 be capped at the current estimated level, which
is 52 percent of the overall budget. R ,

23, Staff recomniends that APS should be limited to shifting a maximum of 25 percent of
- budgeted funds from one program to another program in the same sector per calendar
year. o ' e

24. Staff recommends that APS only provide incentives on individual measures that are cost-
effective. i ‘ L ' ‘ B

- 25. Staff recommends that the nature of the incentives offered as well as the nature of the
- Non-Residential programs not be changed without Commission approval. ;

26. Staff recommends that APS inform the DSM Collaborative working group of progress
‘and significant changes to budgets and/or incentives no later than four months after
approval of the Non-Residential programs. : ' ‘

Emest G. Jo
Director
Utilities Division

Son

EGI-JDA:EAA

ORIGINATORS ] erry Anderson and Erinn Ahdreasen |
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