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IN THE MATTER OF THE AP P LICATION OF THE ARIZONA P UBLIC S ERVICE
COMP ANY FOR EXP EDITED AP P ROVAL OF MODIFICATIONS  OF CERTAIN
DE MAND-S IDE MANAG E ME NT P R O G R AMS (DOCKFT n o . E-01345A-
05-0477)

On June  18, 2007, Arizona  P ublic S e rvice  Compa ny ("AP S " or "the  Compa ny") file d a n
a pplica tion re que s ting e xpe dite d  a pprova l of modifica tions  to  ce rta in  of its  de ma nd-s ide
management ("DSM") programs . On March 26, 2007, APS  had re filed its  Non-Res identia l DSM
progra ms  for fina l Commis s ion a pprova l ("13-month re filing") a nd, in tha t filing, the  Compa ny
reques ted ce rta in changes  to some  of its  non-re s identia l and re s identia l DSM programs , ba sed
upon 12 months of experience  with those  programs.

The  program changes  for which APS is  seeking expedited approva l in the  current ma tte r
a ffe ct the  Compa ny's  1) Non-Re s ide ntia l Exis ting Fa cilitie s  P rogra m ("NR Exis ting P rogra m")
a nd its  2) Re s ide ntia l Exis ting Home s  He a ting, Ve ntila ting, a nd Air-Conditioning progra m
("Re s ide ntia l HVAC P rogra m"). At this  time , S ta ff is  ma king re comme nda tions  only re ga rding
the  Compa ny's  propos e d modifica tions  to thos e  two progra ms  a s  outline d in the  Compa ny's
June  18, 2007, applica tion for expedited approva l. S ta ff will not make  a  recommenda tion a t this
time  re ga rding fina l a pprova l of the  NR Exis ting P rogra m. Re comme nda tions  re ga rding AP S '
reques t for fina l approva l of its  Non-Res identia l programs will be  made  when S ta ff comple te s  its
upda ted ana lys is  of a ll of the  measures  compris ing the  Non-Residentia l programs in response  to
the  13-month re tiling.

BACKGROUND

On J uly 1, 2005, AP S  file d a n a pplica tion for a pprova l of its  DS M P ortfolio P la n a nd
re la te d progra ms  ("P ortfolio P la n"). The  P ortfolio P la n include s  va rious  DS M progra ms  tha t
provide  ene rgy-e fficiency opportunitie s  for both re s identia l and non-re s identia l pa rticipants . The
P ortfolio  P la n wa s  file d in  re s pons e  to  AP S ' DS M obliga tions  provide d for in  Commis s ion
De cis ion No. 67744. AP S  tile d re vis ions  to  its  origina l filing on Nove mbe r 14, 2005, a nd
November 21, 2005.

RE:

On August 17, 2005, the Commission approved the lighting portion of APS' Residential
Consumer Products DSM Program in Decision No. 68064. On February 23, 2006, in Decision
No. 68488, the Commission granted interim approval for six APS Non-Residential DSM
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progra ms  a nd iiurthe r orde re d AP S  to re file  the  Non-Re s ide ntia l portion of its  P ortfolio P la n
within 13 months , for fina l Commiss ion approva l. On April 12, 2006, the  Commiss ion approved
two a dditiona l AP S ' Re s ide ntia l DS M progra ms  in De cis ion No. 68648 a nd its  Low Income
We a the riza tion  progra m in  De cis ion  No. 68647. The  Re s ide n tia l DS M orde r inc lude d
re quire me nts  for ce rta in re s ide ntia l DSM progra m informa tion to be  include d in APS ' 13-month
re filing.

AP S  docke te d its  13-month re filing of its  Non-Re s ide ntia l DS M progra ms  re quire d by
De cis ion No. 68488 on Ma rch 26, 2007. The  Compa ny's  a pplica tion, file d in  Docke t No.
E-01345A-05-0477, re que s te d fina l a pprova l of its  Non-Re s ide ntia l DS M progra ms  a nd a ls o
re que s te d ce rta in DSM progra m modifica tions . On the  sa me  da te , APS  ma de  a  s imila r filing in
Docke t No. E-01345A-05-0429, the  Re s ide ntia l High-Efficie ncy Cons ume r P roducts  DS M
docke t unde r which the  compa ct fluore sce nt light bulbs  ("CFL") progra m wa s  a pprove d. In this
tiling , AP S  propos e d a  re a lloca tion  of funding to  the  CFL P rogra m. AP S  ha s  re que s te d
consolida tion of those  docke ts .

On June  18, 2007, APS  tile d two cha nge s  to its  13-month DSM re filling: 1) to withdra w
the  Company's  recommenda tion to remove  the  Energy Efficiency Ra tio ("EER") as  a  measure  of
e ne rgy e fficie ncy re la te d to he a t pumps  a nd a ir conditione rs , a nd 2) to corre ct a n ina dve rte nt
typogra phica l e rror re ga rding one  of its  lighting me a s ure s . On the  s a me  da te , AP S  file d for
e xpe dite d a pprova l of propose d cha nge s  to its  NR Exis ting P rogra m a nd its  Re s ide ntia l HVAC
Program, which are  the  subj ects  of this  memorandum.

NO N-R E S IDE NTIAL E XIS TING  F AC ILITIE S  P R UG R AM

To a ccommoda te  cus tome r de ma nd, AP S  is  s e e king Commis s ion a udioriza tion for
a dditiona l funding of $3.5  million to  be  us e d for cus tome r ince ntive s  for the  NR Exis ting
P rogra m. The  Compa ny is  a ls o s e e king Commis s ion a uthoriza tion to re move  the  e xis ting 52
percent cap on incentives as a  percentage of the  tota l program budget for the  requested additional
$3.5 million.

The  NR Existing Program provides opportunities  for la rge  (peak demand grea ter than 200
kw) non-re s ide ntia l cus tome rs  to s a ve  e ne rgy in this  highe r e ne rgy-us e  s e ctor. The  progra m
provides  incentives  for owners  and opera tors  of exis ting facilitie s  to ins ta ll prescriptive  measures
for e ne rgy-e fficie ncy improve me nts  in lighting, HVAC , motors , a nd re frige ra tion a pplica tions .
In a ddition to its  pre scriptive  me a sure s , the  progra m provide s  ince ntive s  for cus tom-e fficie ncy
measures and for certa in studies.

Cus tome r in te re s t a nd  a ctivity in  the  NR Exis ting  P rogra m ha s  be e n  h ighe r tha n
anticipa ted. Through June  2007, AP S  ha s  a cce pte d 323 a pplica tions  for pa rticipa tion in the
progra m for which $1,917,385 in ince ntive s  ha s  a lre a dy be e n pa id, $2,346,033 ha s  be e n
re s e rve d , a nd  a n  a dd itiona l $465 ,681  is  curre n tly unde r re vie w, fo r a  to ta l po te n tia l o f
$4,729,099 in incentive  payments . APS reports  tha t schools , re ta il bus inesse s , office  buildings
a nd me dica l fa cilitie s  a re  the  top pa rticipa ting s e ctors , a nd lighting me a s ure s  a re  the  mos t



kW Savings
Annual kph

Savings
Life time  kp h

Savings Source
January-June 2006 Sem1-Annual Report
July-December 2006 1,830 11,229,594 173,829,841 Semi-Annua l Report
January-June 2007 * 2,601 22,234,670 282,230,971 Ur-a udite d P roje ction
Tota l 4,431 33,464,670 456,060,812

Adminis tra tion & P la nning $676,007 10.0%
P rogra m Ma rke ting $615,448 9.1%

81P ro a m Imple me nta tion $1,674,527 24.8%
Reba tes  & Incentives $3,422,287 50.6%
Tra ining & Technica l Ass is tance $236,603 3.5%
Consumer Education $135,203 2.0%
Tota l $6,760,075 100%
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ins ta lled measure . Of the  incentive s  pa id, 44.1 pe rcent we re  pa id for pre scriptive  reba te s , 54.8
pe rcent were  pa id a s  cus tom-e fficiency incentives , and 1.0 pe rcent was  pa id for s tudie s . Two of
the  top five  re cipie nts  of ince ntive s  in this  progra m a re  s chools  (s chool dis tricts ). Only one
re cipie nt, a  re ta il bus ine s s , ha s  re a che d the  pe r-cus tome r ca p for a ll me a s ure s  pa id to a ny
customer in a  budge t year of $300,000, and a  tota l of five  customers  have  submitted applica tions
tha t would bring the ir requested incentives  to or above  the  cap.

* P re limina ry in-a udite d numbe rs

The  NR Exis ting P rogra m a ppe a rs  to be  off to a  ra pid s ta rt. The  progra m re sults  in the
table  above  have  been compiled from the  Company's  Semi-Annua l Reports  for January through
J une  2006 a nd J uly through De ce mbe r 2006, a nd from pre limina ry (in-a udite d) numbe rs
s upplie d by AP S  for J a nua ry through J une  2007. The  numbe rs  re porte d in the  S e mi-Annua l
Reports  re flect the  demand and ene rgy savings  achieved from cus tomer DSM projects  tha t a re
comple te d a nd for which ince ntive s  ha ve  be e n pa id. Ne t be ne fits  to socie ty a re  a va ila ble  only
through December 2006 a t this  time and have  been reported by APS to be  $2,235,692

AP S ' budge t for re ba te s  a nd ince ntive s  in  the  NR Exis ting P rogra m wa s  origina lly
a pprove d a t $3,422,281 a s  s hown a bove . The  Commis s ion a ls o a pprove d limite d budge t
fle xibility for the  Compa ny to shift up to a  ma ximum of 25 pe rce nt of budge te d funds  from one
progra m to a nothe r progra m in the  s a me  se ctor (in this  ca se  the  Non~Re s ide ntia 1 s e ctor). In
J a nua ry 2007, the  Compa ny e xe rcis e d its  budge t fle xibility a nd s hifte d $1,490,000 from the
La rge  New Cons truction P rogram and $890,000 from the  Sma ll Bus iness  P rogram to enhance
funds ava ilable  to meet customer demand for the  NR Existing Program.



Rebates & Incentives
Budget

Tota l NR Exis ting
Program Budge t

NR Exis ting P rogra m (be fore  shiiiing) $3,422,287 $6,760,075
Shifted from Small Business  Program $450,340 $890,000
ShiNed firm La rge  new Cons truction P rogram $753,940 $1,490,000
NR Exis ting P rogra m (a fte r shifting) $4,626,567 $9,140,750
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APS s ta tes  tha t a t the  end of May 2007, 85 percent of the  NR Exis ting Program incentive
budge t was  e ithe r pa id to cus tomers  or re se rved for cus tomers  with pre -approved applica tions .
S ta ff upda ted tha t ca lcula tion through June  2007 and found tha t 92.2 pe rcent of the  Reba te  and
Ince ntive  budge t wa s  e ithe r pa id to cus tome rs  or re s e rve d for cus tome rs  with pre -a pprove d
a pplica tions . Of the  ince ntive  dolla rs  in the  Re ba te  a nd Ince ntive  budge t a fte r s hifting funds
from the  othe r two progra ms  ($4,626,5671), 41.4 pe rce nt ha ve  be e n pa id ($l,9l7,385), 50.7
pe rce n t a re  re s e rve d  ($2 ,346 ,033), a nd  7 .8  pe rce n t re ma in  in  the  budge t uncommitte d
($363,149). S ta ff is  conce rned tha t the  uncommitted funds  in the  Reba te  and Incentive  budge t
a re  ra pidly ne a ring ze ro a t a  time  whe n inte re s t a nd pa rticipa tion in the  progra m a re  a t a  high
le ve l.

S ta ff is  fa vora bly impre s se d with the  le ve l of e ne rgy e fficie ncy this  DS M progra m ha s
gene ra ted and is  inte re s ted in a ssuring tha t the  program continues  to provide  demand, ene rgy,
a nd ne t be ne fits  to cus tome rs  a nd socie ty. S ta ff be lie ve s  tha t the  mome ntum of this  progra m
should not be  inte rrupted for lack of funds  to provide  inte res ted cus tomers  with program-defined
incentives . Although S ta ff finds  the  $3.5 million of increased funding for reba te s  and incentives
propos e d by the  Compa ny to be  a  s ome wha t a rbitra ry a nd difficult numbe r to fore ca s t, S ta ff
views it a s  reasonable  considering tha t there  a re  only five  remaining months  in the  budge t period
e nding De ce mbe r 31, 2007, a nd the re  a re  $2,346,033 in re ba te s  a nd ince ntive s  curre ntly
reserved.

The re fore , S ta ff re comme nds  tha t the  Commis s ion a uthorize  $3.5 million a dditiona l
a nnua l DSM funding for NR Exis ting P rogra m re ba te s  a nd ince ntive s , a nd tha t APS  modify its
Reba tes  and Incentives  program budge t for 2007 and subsequent yea rs  to re flect the  additiona l
fording. S ta ff be lie ve s  a uthorizing a dditiona l funding would be  be ne ficia l be ca us e  the  NR
Exis ting P rogra m cons is ts  of cos t-e ffe ctive  me a sure s , the re fore , incre me nta l me a sure s  would
incre a s e  kW a nd kph s a vings  a nd ne t be ne fits  to s ocie ty. For cla rifica tion, th is  would be
a dditiona l funding tha t would be  a dde d to the  ove ra ll DSM spe nding budge t of $16 million pe r
yea r required by Decis ion No. 67744. The  funds  would not be  shifted from othe r non-res identia l
progra ms . The  a dditiona l funding would incre a s e  the  tota l P ortfolio P la n ove ra ll budge t from

i APS allocated the shifted funds to the NR Existing budget subcategories according to the percentage of each
budget subcategory of the original budget. Therefore, 50.6 percent of the shifted funds went to the Rebate and
Incentive subcategory increasing it by $1,204,280 from $3,422,287 to $4,626,567.



Rebates & Incentives
Percent of Total

Total Program
Budget

Rebates & Incentives
Budget

Origina l Budge t 50.6%$6,760,075$3,422,287 I

Budge t a fte r Shifting $9,140,750 50.6%$4,626,567 I
Budge t + $3.5 Million $12,640,750 64.3%$8,126,567 I

a
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$16 million pe r ye a r by $3.5 million for a  ne w tota l P ortfolio P la n budge t of $19.5 million pe r
yea r.

In De cis ion No. 68488, which gra nte d inte rim a pprova l for the  Non-Re s ide ntia l DS M
programs, the  Commiss ion adopted a  S ta ff recommenda tion tha t the  combined expenditure  for
Re ba te s  a nd Ince ntive s  for the  non-re s ide ntia l progra ms  from 2005 - 2007 be  ca ppe d a t the
curre nt e s tima te d Non-Re s ide ntia l progra m le ve l, which is  52 pe rce nt of the  Non-Re s ide ntia l
program budge t. The  purpose  of tha t recommenda tion, in the  ea rly yea rs  of the  program, was  to
e ns ure  tha t the  na ture  of the  progra ms  a nd the ir ince ntive s  would not be  cha nge d without
Commiss ion a pprova l. S ta ff wa s  conce rne d tha t AP S ' DS M s pe nding goa l could provide
motiva tion for the  Company to maximize  reba te s  and incentives  pa id without rega rd to potentia l
DSM e ne rgy-e fficie ncy sa vings .

Howe ve r, it a ppe a rs  tha t AP S  ha s  imple me nte d a nd ma na ge d the  NR Exis ting DS M
program in accordance  with Commiss ion guide lines . Now tha t most of the  implementa tion cos ts
of the  NR Exis ting Program have  been borne , S ta ff be lieves  tha t a  highe r pe rcentage  of ove ra ll
progra m cos ts  for re ba te s  a nd ince ntive s  is  a ppropria te . A we ll-imple me nte d DS M progra m
s hould be come  more  e fficie nt through time  s uch tha t a  highe r pe rce nta ge  of progra m funds
would be  spe nt dire ctly to motiva te  cus tome rs  to ins ta ll e ne rgy-e fficie nt me a sure s . This  would
re sult in more  e ne rgy e fficie ncy pe r dolla r spe nt. S ta ff be lie ve s  tha t the  curre nt 52 pe rce nt ca p
on Reba te s  and Incentive s  for the  NR Exis ting P rogram, an e s tablished and fully-implemented
working DSM program, could be  counte rproductive  both now and in the  future .

The  above  cha rt illus tra te s  the  pe rcent tha t the  Reba te s  and Incentives  budge t is  to the
ove ra ll NR Exis ting P rogram budge t: a s  origina lly budge ted in Decis ion No. 68488, a fte r funds
were  shifted Hom the  Small Business  Program and the  Large  New Construction Program, and if
the  re comme nda tion to a dd $3.5 million to the  Re ba te s  & Ince ntive s  Budge t we re  a dopte d.
Note  tha t the  pe rcentage  did not change  a fte r the  budge t shifting in Janua ry 2007 because  the
shifted funds were  a llocated to the  NR Existing budget subcategories according to the  percentage
of each budge t subca tegory of the  origina l tota l program budge t. If the  recommenda tion to add
$3.5 million is  adopted, and APS were  to spend those  funds , the  Company would be  in viola tion
of the  52 percent cap unless tha t cap is  modified or removed.

For the  reasons outlined above, Staff recommends that the  existing 52 percent budget cap
for the  combine d e xpe nditure  for Re ba te s  a nd Ince ntive s  be  re move d from the  NR Exis ting
Program beginning in the  2007 budget year.
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R E S IDE NTIAL E XIS TING  HO ME S  HVAC  P R O G R AM

AP S  is  s e e ldng a uthoriza tion to modify the  EER crite ria  for a ir-conditioning a nd he a t
pump units  to qua lify for its  High Efficie ncy AC Re ba te  compone nt of the  Re s ide ntia l HVAC
Program. The  reason for the  Company's  reques t is  tha t it is  difficult for cus tomers  or contractors
to  fin d  q u a lifyin g  e q u ip me n t th a t me e ts  th e  AP S  Re s id e n tia l HVAC P ro g ra m re b a te
requirements  for package  HVAC sys tems. APS reports  tha t this  has  re sulted in leaving a  portion
of the  ma rke t unne rve d, limiting pote ntia l e ne rgy sa vings , a nd frus tra ting both cus tome rs  a nd
contractors .

The  Re s ide ntia l HVAC P rogra m wa s  conce ive d to  be  a  whole -s ys te m a pproa ch to
improving the  pe rforma nce  of re s ide ntia l HVAC sys te ms  by providing ince ntive s  to e ncoura ge
ins ta lla tion of e ne rgy-e fficie nt HVAC s ys te ms , by providing ince ntive s  to e ncoura ge  prope r
s izing a nd ins ta lla tion of he a ting a nd a ir-conditioning s ys te ms  through qua lity ins ta lla tion
practices , by encouraging system tes ting, maintenance , and repa ir of exis ting HVAC systems, by
providing te chnica l a s s is ta nce  for HVAC contra ctors , by providing e duca tion for cons ume rs
a bout the  be ne fits  of e ne rgy-e fficie nt he a ting a nd cooling s ys te ms , by providing contra ctor
tra ining through the  Compa ny's  Qua lifie d Contra ctor P rogra m, a nd by providing re fe rra ls  to
contractors  who meet s trict program requirements  for professional s tandards.

The  roll-out and pe rformance  of the  Res identia l HVAC Program to da te  has  me t some  of
its  obje ctive s , but the  progra m ha s  not be e n without proble ms . In some  re spe cts , the  progra m
appears  to have  been ve ry e ffective  as  reported in the  July through December 2006 DSM Semi-
Annua l Re port. Re ba te s  we re  pa id to 1,379 cus tome rs  for ins ta lla tion of high e fficie ncy HVAC
e quipme nt, the re  a re  52 contra ctors  pa rticipa ting in the  AP S  Qua lifie d Contra ctor progra m,
approximate ly 300 HVAC technicians  pa rticipa ted in APS sponsored tra ining courses  in orde r to
me e t AP S  Qua lifie d Contra ctor progra m tra ining re quire me nts , AP S  provide d ove r 5 ,400
re fe rra ls  to cus tome rs  s e e king HVAC s e rvice , re pa ir, or re pla ce me nt of the ir home  ce ntra l
HVAC s ys te m. According to the  Compa ny, the  1,379 ne w ce ntra l HVAC units  ins ta lle d by
cus tome rs  unde r the  progra m ha ve  produce d de ma nd s a vings  of 2,150 kw, a nnua l e ne rgy
savings  of 5,282,000 kph, and energy savings  over the  life  of the  measures  of 79,236,000 kph.

Sta ff is  concerned, however, tha t the  potentia l savings tha t could have  been rea lized may
not ha ve  ma te ria lize d. This  is  be ca use  the  Qua lity Ins ta lla tion a nd HVAC System Testing and
Re pa ir me a sure s  orde re d in De cis ion No. 68648, April 12, 2006, ha ve  not be e n imple me nte d
within 15 months  a fte r the  Orde r. The s e  a re  importa nt compone nts  of the  Re s ide ntia l HVAC
P rogra m, a ll of which  a re  ne e de d to  work toge the r to  de live r ma ximum pote ntia l e ne rgy
e fficie ncy. For e xa mple , if a  ne w e ne rgy-e fficie nt ce ntra l he a t pump is  ins ta lle d without a
Qua lity Ins ta lla tion tha t includes  a  s izing ca lcula tion, the  unit could be  ove rs ized re sulting in the
cus tome r (a nd the  utility) re ce iving only pa rtia l be ne fits  or no be ne fits  ove r the  15-20 ye a r old
unit tha t the  new hea t pump replaced. S imila rly, if a  new ene rgy-e fficient sys tem is  ins ta lled in a
home tha t has  leaking ducts , the  expected e fficiency will not be  rea lized. S ta ff has  discussed the
issue  of the  Qua lity Ins ta lla tion measure  and the  System Testing and Repa ir measure  with APS.
S ta ff wa s  in fo rme d  by AP S  tha t the  Qua lity Ins ta lla tion  me a s ure s  will be  imple me nte d



Meas ure  Des c rip tion Technical Specifica tions Inc e n tive
High SEER/EER Equipment
Split/Packaged Systems

Tie r 1=> 14 SEER/12 EER
Tie r 2=> 16 SEER/14 EER

$250 pe r unit
$400 pe r unit

Qua lity Ins ta lla tion
Mus t be  comple te d  by a n  AP S  Qua lifie d
Contra ctor. Mus t me e t Ene rgy S ta r Qua lity
Insta lla tion standards when they are  adopted.

SB100 per unit

HVAC S ys te m
Testing and Repair

Contractors mus t document home
performance  te s t and repa irs  us ing approved
tools  and methods  including be fore  and a fte r
ve rifica tion.

75% of incre me nta l
c o s t  o f th e  wo rk
p e rfo rm e d  with  a
cap of $250 per unit
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th roughout the  AP S  s e rvice  te rrito ry by Augus t 1 , 2007 . Conce ntra te d e fforts  to be gin
implementa tion of the  HVAC Sys tem Tes ting and Repa ir measure , howeve r, we re  initia ted only
recently, and no firm da te  was  provided by APS for fina l implementa tion of tha t measure .

The  High Efficie ncy AC Re ba te  compone nt of the  Re s ide ntia l HVAC P rogra m wa s
imple me nte d on June  1, 2006. From the  da te  of imple me nta tion through June  2007 (including
pre limina ry da ta  for J a nua ry - J une , 2007), ove r 3,000 re ba te s  we re  pa id out of a  pote ntia l
ma rke t of a bout 30,000 units  re pla ce d a nnua lly in the  AP S  se rvice  te n~itory. AP S  re ports  tha t
the se  re pla ce me nts  a re  a nticipa te d to sa ve  157,603,320 kph ove r the  e xpe cte d life time  of the
equipment. Re cognizing tha t the  progra m wa s  s till in its  ra mp-up pe riod, S ta ff none the le s s
be lieves  the  results  of the  High Efficiency AC Rebate  component may not have  been as  e ffective
a s  the y could ha ve  be e n. AP S  a cknowle dge s  tha t the re  we re  a t le a s t two proble ms  with this
program component.

Where  most cus tomers  were  aware  of Seasona l Energy Efficiency Ra tio ("SEER") a s  an
ene rgy-e fficiency indica tor for centra l HVAC units , mos t cus tomers  and even many contractors
we re  unfa milia r with EER. Furthe rmore , the  EER va lue s  for spe cific HVAC units  we re  difficult
to find. Thus , providing da ta  to confirm tha t equipment mee ts  the  minimum EER requirement to
qua lify for a  re ba te  prove d to  be  a n  impe dime nt to  the  de live ry of the  progra m from the
contractor's  pe rspective . In APS ' 13-month re filing, the  Company reques ted changes  to remove
the  EER re quire me nt. Howe ve r, the  EER re quire me nt is  a  me a s ure  of e ne rgy e fficie ncy a t a
constant 95 degrees  as  opposed to SEER which is  a  measure  of energy e fficiency over an entire
cooling s e a son, a nd thus  the  EER re quire me nt is  ve ry re le va nt to the  wa rme r Arizona  de se rt
re gion clima te . Furthe rmore , the  Fe de ra l Ta x Cre dit progra m is  ba se d upon a  combina tion of
S EEIUEER re quire me nts . P roba bly be ca us e  of the  Fe de ra l Ta x Cre dit progra m, the  prima ry
da tabase  tha t contractors  use  to ve rify a  wide  range  of equipment information (the  ARI Directory
of Ce rtifie d P roduct P e rforma nce ) wa s  upda te d in Ma rch 2007 to include  s ignifica ntly more
informa tion on e quipme nt EER le ve ls . Re cognizing tha t this  proble m ha d e s se ntia lly re solve d
itse lf, APS withdrew its  reques t to remove  the  EER as  a  measure  of ene rgy e fficiency re la ted to
the  High Efficiency AC Reba te  component of its  Res identia l HVAC Program.



Cu rre n t Min imu m Le ve ls Propos ed  Minimum Leve ls Inc e n tive
14 S EER/ 12 EER 14 SEER/ 11.5 EER Tie r 1 $250
16 S EER/ 14 EER 16 SEER/ 12.25 EER T1er 2 $400

4:
9
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Anothe r proble m tha t the  High Efficie ncy AC Re ba te  progra m e xpe rie nce d wa s  tha t
cus tome rs  a nd contra ctors  we re  ha ving difficulty finding pa cka ge  a ir-conditioning a nd he a t
pump units  ava ilable  on the  marke tplace  tha t would mee t the  APS reba te  specifica tions . Indeed,
the re  a re  only 173 package  mode ls  on the  marke t tha t qua lify for the  Tie r l $250 reba te  and ze ro
pa cka ge  mode ls  tha t qua lify for the  Tie r 2 $400 re ba te . The re  wa s  le s s  of a  proble m in finding
qua lifying split sys te ms  tha t me t the  re ba te  re quire me nts , be ca use  split sys te ms  a re  inhe re ntly
more  e fficie nt a nd ge ne ra lly ha ve  highe r S EER a nd EER spe cifica tions . In this  a pplica tion for
e xpe dite d a pprova l of modifica tions  of ce rta in DS M progra ms , the  Compa ny is  propos ing
modifica tions  to the  program's  EER requirements  a s  outlined in the  following table  to rectify the
proble m.

Under the  APS proposed requirements , there  would be  304 package models  available  tha t
qua lify for the  Tie r l $250 re ba te  a nd nine  pa cka ge  mode ls  tha t qua lify for the  Tie r 2 $400
rebate .

S ta ff inves tiga ted the  poss ibility of recommending separa te  SEER/EER requirements  for
pa cka ge  s ys te ms  a nd for s plit s ys te ms . S ta ff a ls o looke d a t the  Unite d S ta te s  De pa rtme nt of
Energy requirements  which specified sepa ra te  requirements  for centra l a ir conditioning sys tems
and for hea t pump sys tems. In both cases , the  complexitie s  of the  requirements  ove rshadowed
the  a dva nta ge s . S ta ff a ls o looke d a t a ir-conditioning re ba te  DS M progra ms  in e ffe ct in othe r
southwes te rn s ta te s  and concluded tha t the re  were  many and dive rse  ways  to specify program
requirements , but no consensus or preferred method surfaced. S ta ff spoke  with loca l hea ting and
a ir-conditioning contra ctors  to ga in the ir pe rs pe ctive  on the  proble ms  a nd pote ntia l s olutions
re ga rding APS ' progra m. S ta ff conclude d tha t the  contra ctors  fe e l tha t APS ' propose d solution
to lower the  EER requirement would solve  the  equipment ava ilability problem.

Both APS and Sta ff have  performed ana lyses  of the  new requirements  to de te rmine  if the
measures would remain cost-effective  a t the  new EER levels , and have  found tha t they do remain
cos t-e ffective . S ta ff pe rformed the  Socie ta l Cos t Tes t a t each of s ix re levant SEER/EER leve ls ,
and found each combination to be  cost-effective .

S ta ff re comme nds  tha t AP S  re duce  the  minimum EER re quire d to qua lify for a  re ba te
unde r the  Compa ny's  "High  Effic ie ncy AC Re ba te " compone nt o f its  Re s ide ntia l HVAC
Program, to (14 SEER and) 11.5 EER for a  Tie r 1 $250 reba te  and to (16 SEER and) 12.25 EER
for a  Tie r 2 $400 reba te , with a  conditiona l e ffective  da te .

Howe ve r, S ta ff is  conce rne d tha t a ll of the  me a s ure s  orde re d in De cis ion No. 68648,
April 12, 2006, a re  me a nt to work toge the r to re a lize  the  full pote ntia l of e ne rgy sa vings  in the
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Re s ide ntia l HVAC P rogra m. The  Qua lity Ins ta lla tion me a s ure  is  mos t dire ctly a s s ocia te d with
re a lizing the  Mil pote ntia l for e ne rgy s a vings  from ne w HVAC e quipme nt ins ta lle d unde r the
reba te  program. The  HVAC System Testing and Repa ir measure  is  more  close ly associa ted with
ga in ing  ma ximum e ffic ie ncy from e xis ting  ce n tra l he a ting  a nd  coo ling  s ys te ms , bu t is
nonethe less  an important component of the  program and could be  re levant to new insta lla tions as
we ll.

S ta ff be lie ve s  tha t it ma y not be  a dva nta ge ous  to corre ct the  EER proble m, re sulting in
more  ins ta lla tions  of ene rgy-e fficient equipment and more  reba tes  pa id, if the  Qua lity Ins ta lla tion
me a sure  is  not a va ila ble  to e nsure  tha t the  full e ne rgy-e fficie ncy pote ntia l of those  incre me nta l
units  is  re a lize d. It is  pos s ible  tha t the  incre me nta l Tie r l a nd Tie r 2 re ba te s  pa id would not
ge ne ra te  the  e xpe cte d e ne rgy e fficie ncy tha t ra te pa ye rs  would be  ultima te ly pa ying for in the
font of re ba te s . AP S  ha s  indica te d to S ta ff tha t the  Qua lity Ins ta lla tion me a s ure  would be
implemented s ta tewide  by August 1, 2007, and hopefully this  will have  been accomplished prior
to Commis s ion a ction on this  Applica tion. In orde r to e ns ure  tha t the s e  two me a s ure s  a re  in
locks te p, howe ve r, S ta ff re comme nds  tha t a ny re ductions  to minimum EER re quire me nts  to
qua lify for a  re ba te , unde r the  Compa ny's  "High Efficie ncy AC Re ba te " compone nt of its
Re s ide ntia l HVAC P rogra m orde re d he re in, be come  e ffe ctive  only concurre nt with or a ge r the
Qua lity Ins ta lla tion measure  is  fully implemented, meaning tha t the  measure  is  readily ava ilable
to a ll re s identia l cus tomers  throughout APS ' se rvice  te rritory s ta tewide .

Sta ff has  become aware  of considerable  activity currently underway a t APS to implement
the  HVAC S ys te m Te s ting a nd Re pa ir me a sure . AP S  is  working with the  Arizona  De pa rtme nt
of Comme rce  Ene rgy Office  a nd is  pla nning to  pa rtne r with  Ene rgy S ta r for bra nding the
p ro g ra m  a n d  with  F o u n d a tio n  fo r S e n io r Livin g  Ho m e  Im p ro ve m e n ts  ("F S L Ho m e
Improve me nts ") for contra ctor tra ining a nd re fe rra ls . FS L Home  Improve me nts  ha s  e xpa nde d
be yond its  initia l work in low income  we a the riza tion a nd s e nior home  improve me nts  a nd ha s
be come  a  loca l a u thority in  home  e ne rgy-e ffic ie ncy te s ting , re pa ir, a nd  tra in ing . S ta ff
re comme nds  tha t AP S  pla ce  a  high priority on imple me nting the  HVAC S ys te m Te s ting a nd
Repair measure  as  soon as  possible  and report its  progress  to Staff no less  than monthly until the
measure  is  fully implemented s ta tewide .

v( Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

EGJ:]DA:1hm\JFW

ORIGINATOR: J e rry D. Ande rs on
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DECISION no.

ORDER
9

10

IN THE MATTER OF THE APPLICATION
OF THE ARIZONA PUBLIC SERVICE
COMPANY FOR EXPEDITED APPROVAL
OF MODIFICATIONS OF CERTAIN
DEMAND-SIDE MANAGEMENT
PROGRAMS11

12

13

14

Open Meeting
August 21 and 22, 2007
Phoenix, Arizona

15

16

BY THE COMMISSION:

17

18

19

20

21

FINDINGS OF FACT

Arizona Public Service Company ("APS" or  the "Company") is certificated to

22

23

24

25

26

27

28

provide electric service as a public service corporation in the State of Arizona.

2. On June 18,  2007,  APS filed an application requesting expedited approval of

modifications to certain of its demand-side management ("DSM") programs. On March 26, 2007,

APS had refiled its Non-Residential DSM programs for final Commission approval ("l3-month

refiling") and, in that tiling, the Company requested certain changes to some of its non-residential

and residential DSM programs, based upon 12 months of experience with those programs.

3. The program changes for which APS is seeking expedited approval in the current

matter  affect  the Company's 1) Non-Residential Existing Facilit ies Program ("NR Existing

Program") and its 2) Residential Existing Homes Heating, Ventilating, and Air-Conditioning

program ("Residential HVAC Program"). At this time, Staff is making recommendations only

regarding the Company's  proposed modifica t ions to those two programs as outlined in the

1.
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1 S ta ff will n o t  m a ke  a

2

Compa ny's  J une

recommenda tion

18 , 2007 , a pp lica tion  for e xpe dite d  a pprova l.

a t  th is  t im e  re g a rd in g  fin a l a p p ro va l o f th e  NR  E xis t in g  P ro g ra m .

3

4

5

Re comme nda tions  re ga rding APS ' re que s t for fina l a pprova l of its  Non-Re s ide ntia l progra ms  will

be  ma de  whe n S ta ff comple te s  its  upda te d a na lys is  of a ll of the  me a sure s  compris ing the  Non-

Residentia l programs in response  to the  13-month re filing.

6 B AC KG R O UND

7

8

9

1 0

On J uly 1, 2005, AP S  tile d a n a pplica tion for a pprova l of its  DS M P ortfolio P la n

a nd re la te d progra ms  ("P ortfolio P la n"). The  P ortfolio P la n include s  va rious  DS M progra ms  tha t

provide  e ne rgy-e fficie ncy opportunitie s  for both re s ide ntia l a nd non-re s ide ntia l pa rticipa nts . The

P ortfo lio  P la n  wa s  file d  in  re s pons e  to  AP S ' DS M obliga tions  provide d  for in  Commis s ion

11 De cis ion No. 67744. AP S  file d  re vis ions  to  its  o rig ina l filing  on  Nove mbe r 14 , 2005 , a nd

1 3

1 5

12 November 21, 2005.

On Augus t 17 , 2005, the  Commis s ion  a pprove d the  ligh ting  portion  of AP S '

14 Re s ide ntia l Consume r P roducts  DS M P rogra m in De cis ion No. 68064. On Fe brua ry 23, 2006, in

De cis ion No. 68488, the  Commiss ion gra nte d inte rim a pprova l for s ix APS  Non-Re s ide ntia l DSM

16 programs  and furthe r orde red APS to re tile  the  Non-Res identia l portion of its  Portfolio P lan within

13 months , for fina l Commis s ion a pprova l. On April 12, 2006, the  Commis s ion a pprove d two1 7

1 8

1 9

a d d itio n a l AP S ' Re s id e n tia l DS M p ro g ra ms  in  De c is io n  No . 6 8 6 4 8  a n d  its  Lo w In co me

We a the riza tion  p rogra m in  De cis ion  No . 68647 . Th e  Re s id e n tia l DS M o rd e r in c lu d e d

20

21

re quire me nts  for ce rta in re s ide ntia l DS M progra m infonna tion to be  include d in AP S ' 13-month

re filing.

6.22

23

24

25

26

27

APS docke te d its  13-month re filing of its  Non-Re s ide ntia l DSM progra ms  re quire d

by De cis ion No. 68488 on Ma rch 26, 2007. The  Compa ny's  a pplica tion, file d in  Docke t No.

E-01345A-05-0477, re que s te d fina l a pprova l of its  Non-Re s ide ntia l DS M progra ms  a nd a ls o

re que s te d ce rta in DS M progra m modifica tions . On the  s a me  da te , AP S  ma de  a  s imila r filing in

Docke t No. E-01345A-05-0429, the  Res identia l High-Efficiency Consumer P roducts  DSM docke t

unde r which the  compa ct fluore s ce nt light bulbs  ("CFL") progra m wa s  a pprove d. In this  filing

28

4.

5.

De cis ion No.
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1 APS proposed a  rea lloca tion of funding to the  CFL Program. APS has  reques ted consolida tion of

those dockets.2

3

5

6

7

On J une  18, 2007, AP S  file d two cha nge s  to its  13-month DS M re filling: 1) to

4 withdra w the  Compa ny's  re comme nda tion to re move  the  Ene rgy Efficie ncy Ra tio ("EER") a s  a

me a s ure  of e ne rgy e fficie ncy re la te d to he a t pumps  a nd a ir conditione rs , a nd 2) to corre ct a n

ina dve rte nt typogra phica l e rror re ga rding one  of its  lighting me a sure s . On the  s a me  da te , AP S

file d for e xpe dite d a pprova l of propose d cha nge s  to its  NR Exis ting P rogra m a nd its  Re s ide ntia l

HVAC Program, which a re  the  subj acts  of this  memorandum.8

9 NO N-R E S IDE NTIAL E XIS TING  F AC ILITIE S  P R O G R AM

1 0 To accommoda te  cus tomer demand, APS is  seeking Commiss ion authoriza tion for

1 1

1 2

1 3

1 4

additiona l funding of $3.5 million to be  used for cus tomer incentives  for the  NR Exis ting Program.

The  Company is  a lso seeking Commiss ion authoriza tion to remove  the  exis ting 52 pe rcent cap on

incentives  as  a  percentage  of the  tota l program budget for the  requested additiona l $3.5 million.

The  NR Exis ting P rogra m provide s  opportunitie s  for la rge  (pe a k de ma nd gre a te r

1 5 tha n 200 kw) non-re s ide ntia l cus tome rs  to

1 6

1 7

sa ve  e ne rgy in this  highe r e ne rgy-use  s e ctor. The

progra m provide s  ince ntive s  for owne rs  a nd ope ra tors  of e xis ting fa cilitie s  to ins ta ll pre scriptive

in  ligh ting , HVAC, moto rs ,  a nd  re frige ra tionme a s ure s  for e ne rgy-e fficie ncy improve me nts

1 8

1 9

applica tions . In addition to its  pre scriptive  measures , the  program provides  incentives  for cus tom-

efficiency measures and for certa in s tudies .

10.20

2 1

23

24

25

26

27

Cus tome r inte re s t a nd a ctivity in the  NR Exis ting P rogra m ha s  be e n highe r tha n

anticipa ted. Through J une  2007, AP S  ha s  a cce pte d 323 a pplica tions  for pa rticipa tion in the

22 program for which $1,917,385 in incentives  has  a lready been pa id, $2,346,033 has  been rese rved,

a nd a n a dditiona l $465,681 is  curre ntly unde r re vie w, for a  tota l pote ntia l of $4,729,099 in

ince ntive  pa yme nts . AP S  re ports  tha t s chools , re ta il bus ine s s e s , office  buildings  a nd me dica l

facilities  a re  the  top participa ting sectors , and lighting measures  a re  the  most ins ta lled measure . Of

the  ince ntive s  pa id, 44.1 pe rce nt we re  pa id for pre scriptive  re ba te s , 54.8 pe rce nt we re  pa id a s

cus tom-e fficiency incentive s , and 1.0 pe rcent was  pa id for s tudie s . Two of the  top five  recipients

of ince ntive s  in this  progra m a re  schools  (school dis tricts ). Only one  re cipie nt, a  re ta il bus ine ss ,28

1

7.

8.

De cis ion No.



kW Savings
Annual kph

Savings
Life time  kp h

Savings Source
J a nus  -J une  2006 Semi-Annual Report

July-December 2006 1,830 11,229,594 173,829,841 Semi-Annual Report

Janus -June 2007 * 2,601 22,234,670 282,230,971 Ur-audited Projection
Tota l 4,431 33,464,670 456,060,812

Adminis tra tion & P lanning $676,007 10.0%
IPro a m Ma rke ting $615,448 9.1%
l
»P ro a m Imple me nta tion $1,674,527 24.8%

Rebates & Incentives $3,422,287 50.6%
Tra ining & Technica l Assistance $236,603 3.5%

Consumer Education $135,203 2.0%

Tota l $6,760,075 100%
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1

2

4

ha s  re a che d the  pe r-cus tome r ca p for a ll me a s ure s  pa id to a ny cus tome r in a  budge t ye a r of

$300,000, a nd a  to ta l of five  cus tome rs  ha ve  s ubmitte d a pplica tions  tha t would bring the ir

3 requested incentives to or above the  cap.

NR Existing Program -.. Demand and Energy Savings Through June  2007.11.

5

6

7

8

9
* P re liminary in-audited numbers

10

11 12.

13

15

16

17

The  NR Exis ting P rogram appea rs  to be  off to a  rapid s ta rt. The  program re sults  in

12 the  ta ble  a bove  ha ve  be e n compile d from the  Compa ny's  S e mi-Annua l Re ports  for J a nua ry

through June  2006 and July through December 2006, and from pre limina ry (in-audited) numbers

14 s upplie d by AP S  for J a nua ry through J une  2007. The  numbe rs  re porte d in the  S e mi-Annua l

Re ports  re fle ct the  de ma nd a nd e ne rgy sa vings  a chie ve d from cus tome r DS M proje cts  tha t a re

comple te d a nd for which ince ntive s  ha ve  be e n pa id. Ne t be ne fits  to s ocie ty a re  a va ila ble  only

through December 2006 a t this  time and have  been reported by APS to be  $2,235,692

13. NR Exis ting Program .- Origina l P rogram Budge t Approved Februa ry 23, 2006.18

19

20

2 1

22

23

24

25 APS ' budge t for re ba te s  a nd ince ntive s  in the  NR Exis ting P rogra m wa s  origina lly

26 a pprove d a t $3,422,281 a s  s hown a bove . The  Commis s ion a ls o a pprove d limite d budge t

fle xibility for the  Compa ny to shift up to a  ma ximum of 25 pe rce nt of budge te d funds  from one

14.

27

28 program to another program in the same sector (in this case the Non-Re s ide ntia l s e ctor). In

De cis ion  No.



Rebates & Incentives
Budget

Total NR Existing
Program Budget

NR Existing Program (before shifting) $3,422,287 $6,760,075
Shifted from Small Business Program $450,340 $890,000
Shifted Hom Large new Construction Program 3753,940 $1,490,000
NR Existing Program (after shifting) $4,626,567 $9,140,750

P a ge  5 Docke t No.  E-01345A-05-0_77

1

3

4

January 2007, the Company exercised its budget flexibility and shifted $1,490,000 from the Large

2 New Construction Program and $890,000 from the Small Business Program to enhance funds

available to meet customer demand for the NR Existing Program.

NR Existing Program .- Budget Shifting in January 2007.1 5 .

5

6

7

8

9

10 1 6 .

11

12

1 3

14

1 5

1 6

1 7

1 8

1 9

2 1

22

23

APS states that at the end of May 2007, 85 percent of the NR Existing Program

incentive budget was either  paid to customers or  reserved for  customers with pre-approved

applications. Staff updated that calculation through June 2007 and found that 92.2 percent of the

Rebate and Incentive budget was either paid to customers or reserved for customers with pre-

approved applications. Of the incentive dollars in the Rebate and Incentive budget after shifting

funds dam the other two programs ($4,626,5671 ), 41.4 percent have been paid ($l,9l7,385), 50.7

percent are reserved ($2,346,033), and 7.8 percent remain in the budget uncommitted ($363,149).

Staff is concerned that the uncommitted funds in the Rebate and Incentive budget are rapidly

nearing zero at a time when interest and participation in the program are at a high level.

17. Staff is favorably impressed with the level of energy efficiency this DSM program

20 has generated and is interested in assuring that the program continues to provide demand, energy,

and net benefits to customers and society. Staff believes that the momentum of this program

should not be interrupted for lack of funds to provide interested customers with program-defined

incentives. Although Staff finds the $3.5 million of increased funding for rebates and incentives

proposed by the Company to be a somewhat arbitrary and difficult number to forecast, Staff views24

25

26

27
1 APS allocated the shitted funds to the NR Existing budget subcategories according to the percentage of each budget
subcategory of the original budget. Therefore, 50.6 percent of the shifted funds went to the Rebate and Incentive
subcategory increasing it by $1,204,280 from $3,422,287 to $4,626,567.

28
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1

2

3 1 8 .

4

5

it a s  reasonable  cons ide ring tha t the re  a re  only five  remaining months  in the  budge t pe riod ending

December 31, 2007, and there  are  $2,346,033 in rebates and incentives currently reserved.

There fore , S ta ff recommends  tha t the  Commiss ion authorize  $3.5 million additiona l

a nnua l DS M funding for NR Exis ting P rogra m re ba te s  a nd ince ntive s , a nd tha t AP S  modify its

Re ba te s  a nd Ince ntive s  progra m budge t for 2007 a nd subse que nt ye a rs  to re fle ct the  a dditiona l

6 funding. S ta ff be lie ve s  a uthorizing a dditiona l funding would be  be ne ficia l be ca us e  the NR

7

8

9

11

1 3

1 5

1 6

1 7

Exis ting P rogra m cons is ts  of cos t-e ffe ctive  me a s ure s , the re fore , incre me nta l me a s ure s  would

incre a s e  kW a nd kph s a vings  a nd ne t be ne fits  to  s ocie ty. For c la rifica tion , th is  would  be

a dditiona l funding tha t would be  a dde d to the  ove ra ll DS M s pe nding budge t of $16 million pe r

10 ye a r re quire d by De cis ion No. 67744. The  funds  would not be  shifte d from othe r non-re s ide ntia l

programs . The  additiona l funding would increa se  the  tota l Portfolio P lan ove ra ll budge t from $16

12 million pe r yea r by $3.5 million for a  new tota l Portfolio P lan budge t of S19.5 million pe r yea r.

19. In De cis ion No. 68488, which gra nte d inte rim a pprova l for the  Non-Re s ide ntia l

14 DSM programs, the  Commiss ion adopted a  S ta ff recommenda tion tha t the  combined expenditure

for Re ba te s  a nd Ince ntive s  for the  non-re s ide ntia l progra ms  from 2005 - 2007 be  ca ppe d a t the

curre nt e s tima te d Non-Re s ide ntia l progra m le ve l, which is  52 pe rce nt of the  Non-Re s ide ntia l

program budge t. The  purpose  of tha t re commenda tion, in the  ea rly yea rs  of the  program, was  to

e ns ure  tha t the  na ture  of the  progra ms  a nd the ir ince ntive s  would not be  cha nge d without1 8

1 9 Commis s ion a pprova l. S ta ff wa s  conce rne d  tha t AP S ' DS M s pe nding  goa l could  provide

20 motiva tion for the  Compa ny to ma ximize  re ba te s  a nd ince ntive s  pa id without re ga rd to pote ntia l

DSM ene rgy-e fficiency savings .

20.

21

22

23

26

However, it appears  tha t APS has  implemented and managed the  NR Exis ting DSM

progra m in a ccorda nce  with Commiss ion guide line s . Now tha t mos t of the  imple me nta tion cos ts

24 of the  NR Exis ting P rogra m ha ve  be e n borne , S ta ff be lie ve s  tha t a  highe r pe rce nta ge  of ove ra ll

25 progra m cos ts  for re ba te s  a nd ince ntive s  is  a ppropria te . A we ll-imple me nte d DS M progra m

should become more  e fficient through time  such tha t a  higher pe rcentage  of program funds  would

27 be  spe nt dire ctly to motiva te  cus tome rs  to ins ta ll e ne rgy-e fficie nt me a sure s . This  would re sult in

more  energy e fficiency pe r dolla r spent. S ta ff be lieves  tha t the  current 52 pe rcent cap on Reba tes28

1

De cis ion No.



Rebates & Incentives
Budget

To ta l P ro g ra m
Budget

Rebates & Incentives
Percent of Total

•Ort 'pa l Budge t $3,422,287 $6,760,075 50.6%

Budge t a fte r Shifting $4,626,567 $9,140,750 50.6%

Budge t + $3.5 Million $8,126,567 $12,640,750 64.3%
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l

2

3

a nd Ince ntive s  for the  NR Exis ting P rogra m, a n e s ta blishe d a nd fully-imple me nte d worldng DSM

program, could be  counte rproductive  both now and in the  future .

21. NR Exis ting P rogra m - Re ba te s  a nd ince ntive s  a s  a  P e rce nta ge  of Tota l P rogra m

4 Budget.

5

6

7

8

9

10 22. The  a bove  cha rt illus tra te s  the  pe rce nt tha t the  Re ba te s  a nd Ince ntive s  budge t is  to

1 1 the  ove ra ll NR Exis ting P rogra m budge t: a s  origina lly budge te d in De cis ion No. 68488, a fte r funds

12 we re  s hifte d  from  the  S m a ll Bus ine s s  P rogra m  a nd the  La rge  Ne w Cons truc tion P rogra m , a nd if

13 the  re comme nda tion to a dd $3.5 million to the  Re ba te s  & Ince ntive s  Budge t we re  a dopte d. No te

14 tha t the  pe rce nta ge  did not cha nge  a fte r the  budge t s hifting in  J a nua ry 2007 be ca us e  the  s hifte d

15 funds  we re  a lloca te d to the  NR Exis ting budge t s ubca te gorie s  a ccording to the  pe rce nta ge  of e a ch

16 budge t s ubca te gory o f the  o rig ina l to ta l p rogra m  budge t. If the  re c om m e nda tion  to  a dd  $3 .5

17 m illion is  a dopte d, a nd AP S  we re  to s pe nd thos e  funds , the  Com pa ny would be  in viola tion of the

18 52 pe rce nt ca p unle ss  tha t ca p is  modifie d or re move d.

19 23. For the  re a sons  outline d a bove , S ta ff ha s  re comme nde d tha t the  e xis ting 52 pe rce nt

2 0 budge t ca p  for the  com bine d  e xpe nditure  for Re ba te s  a nd  Ince ntive s  be  re m ove d  from  the  NR

2 1 Exis ting P rogra m be ginning in the  2007 budge t ye a r.

22 R E S IDE NTIAL E XIS TING  HO ME S  HVAC  P R O G R AM

23 24. AP S  is  s e e king  a u thoriza tion  to  m odify the  EER c rite ria  fo r a ir-condition ing  a nd

24 he a t pum p units  to  qua lify for its  High Effic ie ncy AC Re ba te  com pone nt of the  Re s ide ntia l HVAC

25 P rogra m . The  re a s on for the  Com pa ny's  re que s t is  tha t it is  difficult for cus tom e rs  or contra c tors

2 6 to find qua lifying e quipm e nt tha t m e e ts  the  AP S  Re s ide ntia l HVAC P rogra m  re ba te  re quire m e nts

2 7 for pa cka ge  HVAC s ys te m s . AP S  re ports  tha t this  ha s  re s ulte d in le a ving a  portion of the  m a rke t

28 unne rve d, limiting pote ntia l e ne rgy sa vings , a nd frus tra ting both cus tome rs  a nd contra ctors .

De c is ion  No.



Page 8 Docke t No. E-01345A-05-0477

1 25.

3

5

6

7

The  Res identia l HVAC Program was  conce ived to be  a  whole -sys tem approach to

2 improving the  pe rfonna nce  of re s ide ntia l HVAC s ys te ms  by providing ince ntive s  to e ncoura ge

ins ta lla tion of ene rgy-e fficient HVAC sys tems , by providing incentive s  to encourage  prope r s izing

4 a nd ins ta lla tion of he a ting a nd a ir-conditioning sys te ms  through qua lity ins ta lla tion pra ctice s , by

e ncoura ging s ys te m te s ting, ma inte na nce , a nd re pa ir of e xis ting HVAC s ys te ms , by providing

te chnica l a s s is ta nce  for HVAC contra ctors , by providing e duca tion for cons ume rs  a bout the

bene fits  of ene rgy-e fficient hea ting and cooling sys tems , by providing contractor tra ining through

the  Company's  Qua lified Contractor P rogram, and by providing re fe rra ls  to contractors  who mee t8

9 strict program requirements  for professiona l s tandards.

26.10 The  roll-out a nd pe rforma nce  of the  Re s ide ntia l HVAC P rogra m to da te  ha s  me t

11

1 3

15

16

17

18

s ome  of its  obje ctive s , but the  progra m ha s  not be e n without proble ms . In s ome  re s pe cts , the

12 program appears  to have  been very e ffective  as  reported in the  July through December 2006 DSM

S e mi-Annua l Re port. Re ba te s  we re  pa id to 1,379 cus tome rs  for ins ta lla tion of high e fficie ncy

14 HVAC equipment, the re  a re  52 contractors  pa rticipa ting in the  APS Qua lified Contractor program,

a pproxima te ly 300 HVAC te chnicia ns  pa rticipa te d in APS  sponsore d tra ining course s  in orde r to

mee t APS Qua lified Contractor program tra ining requirements , APS provided ove r 5,400 re fe rra ls

to cus tome rs  se e king HVAC se rvice , re pa ir, or re pla ce me nt of the ir home  ce ntra l HVAC sys te m.

According to the  Compa ny, the  1,379 ne w ce ntra l HVAC units  ins ta lle d by cus tome rs  unde r the

progra m ha ve  produce d de ma nd sa vings  of 2,150 kw, a nnua l e ne rgy sa vings  of 5,282,000 kph,19

20 and energy savings  over the  life  of the  measures  of 79,236,000 kph.

27.21 Staff is  concerned, however, tha t the  potentia l savings tha t could have  been rea lized

23

24

25

26

22 ma y not ha ve  ma te ria lize d. This  is  be ca us e  the  Qua lity Ins ta lla tion a nd HVAC S ys te m Te s ting

and Repa ir measures  orde red in Decis ion No. 68648, April 12, 2006, have  not been implemented

within 15 months  a fte r the  Orde r. The s e  a re  importa nt compone nts  of the  Re s ide ntia l HVAC

Program, a ll of which a re  needed to work toge the r to de live r maximum potentia l ene rgy e fficiency.

For example , if a  new ene rgy-e fficient centra l hea t pump is  ins ta lled without a  Qua lity Ins ta lla tion

tha t include s  a  s izing ca lcula tion, the  unit could be  ove rs ize d re sulting in the  cus tome r (a nd the

utility) rece iving only pa rtia l bene fits  or no bene fits  ove r the  15-20 yea r old unit tha t the  new hea t

27

28
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Measure Description Technical Specifications In c e n t ive

High SEEIUEER Equipment
Split/Packaged Systems

Tie r 1=> 14  S EER/12 EER
Tie r 2=> 16  S EER/14 EER

$250 pe r unit
$400 pe r unit

Quality Installation
Must  be completed by an APS Qua lif ied
Contractor. Must meet Energy Star Quality
Installation standards when they are adopted.

$100 pe r unit

HVAC  S ys te m
Te s ting a nd Re pa lr

Con tra c to rs  mus t docume nt home  pe rfo rma nce
te s t  a n d  re p a ir s  u s in g a p p ro ve d  to o ls a nd
me thods  including be fore  a nd a fte r ve rifica tion.

7 5 %  o f in c re m e n ta l
cos t o f the wo rk
pe rfo rme d  with  a  ca p
of $250 pe r unit
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1

3

5

6

pump replaced. Similarly, if a new energy-efficient system is installed in a home that has leaking

2 ducts, the expected efficiency will not be realized. Staff has discussed the issue of the Quality

Installation measure and the System Testing and Repair measure with APS. Staff was informed by

4 APS that the Quality Installation measures will be implemented throughout the APS service

territory by August l, 2007. Concentrated efforts to begin implementation of the HVAC System

Testing and Repair measure, however, were initiated only recently, and no firm date was provided

by APS for final implementation of that measure.7

8 28. Residential HVAC Program Program Measures Involving Rebate/Incentive

9 Payments to Customers.

10

11

1 2

13

1 4

15

1 6

1 7

1 8 29.

1 9

20

2 1

23

The High Efficiency AC Rebate component of the Residential HVAC Program was

implemented on June 1, 2006. From the date of implementation through June 2007 (including

preliminary data for January - June, 2007), over 3,000 rebates were paid out of a potential market

of about 30,000 units replaced annually in the APS service territory. APS reports that these

22 replacements  a r e ant ic ipa ted to save 157,603,320 kph over  the expected l ifet ime of  the

equipment. Recognizing that the program was still in its ramp-up period, Staff nonetheless

24 believes the results of the High Efficiency AC Rebate component may not have been as effective

as they could have been.  APS acknowledges that there were at  least  two problems with this25

26 program component.

27 30. Where most customers were aware of Seasonal Energy Efficiency Ratio ("SEER")

as an energy-efficiency indicator for central HVAC units, most customers and even many28

Decision No.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

contra ctors  we re  unfa milia r with EER. Furthe rmore , the  EER va lue s  for s pe cific HVAC units

we re  difficult to find. Thus , providing da ta  to confirm tha t e quipme nt me e ts  the  minimum EER

requirement to qua lify for a  reba te  proved to be  an impediment to the  de live ry of the  program from

the  contra ctor's  pe rspe ctive . In AP S ' 13-month re filing, the  Compa ny re que s te d cha nge s  to

remove  the  EER requirement. However, the  EER requirement is  a  measure  of ene rgy e fficiency a t

a  constant 95 degrees  as  opposed to SEER which is  a  measure  of energy e fficiency over an entire

cooling season, and thus  the  EER requirement is  very re levant to the  wanner Arizona  desert region

clima te . Furthe rmore , the  Fede ra l Tax Credit program is  based upon a  combina tion of SEER/EER

re quire me nts . P roba bly be ca us e  of the  Fe de ra l Ta x Cre dit progra m, the  prima ry da ta ba s e  tha t

contra ctors  us e  to ve rify a  wide  ra nge  of e quipme nt informa tion (the  ARI Dire ctory of Ce rtifie d

P roduct P e rforma nce ) wa s  upda te d in Ma rch 2007 to include  s ignifica ntly more  infonna tion on

e quipme nt EER le ve ls . Re cognizing tha t this  proble m ha d e s s e ntia lly re s olve d its e lf, AP S

withdre w its  re que s t to re move  the  EER a s  a  me a s ure  of e ne rgy e fficie ncy re la te d to the  High

Efficiency AC Reba te  component of its  Res identia l HVAC Program.

3 l. Another problem tha t the  High Efficiency AC Reba te  program experienced was  tha t

cus tomers  and contractors  were  having difficulty finding package  a ir-conditioning and hea t pump

units  a va ila ble  on the  ma rke tpla ce  tha t would me e t the  APS  re ba te  spe cifica tions . Inde e d, the re

a re  only 173 pa cka ge  mode ls  on the  ma rke t tha t qua lify for the  Tie r l $250 re ba te  a nd ze ro

pa cka ge  mode ls  tha t qua lify for the  Tie r 2 $400 re ba te . The re  wa s  le s s  of a  proble m in finding

qua lifying split sys te ms  tha t me t the  re ba te  re quire me nts , be ca use  split sys te ms  a re  inhe re ntly

more  e fficie nt a nd ge ne ra lly ha ve  highe r S EER a nd EER s pe cifica tions . In this  a pplica tion for

22 e xpe dite d  a pprova l of modifica tions  of ce rta in  DS M progra ms , the  Compa ny is  propos ing

modifica tions  to the  progra m's  EER re quire me nts  a s  outline d in the  following ta ble  to re ctify the23

24 proble m.

25 32. Re s ide n tia l HVAC P rog ra m .- Curre n t a nd  AP S  P ropos e d  S EER a nd  EER

26 Requirements .

27

28
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Current Minimum Levels Proposed Minimum Levels In cen tive

14 S EER/ 12 EER 14 S EER/ 1I.5 EER Tier 1 = $250
16 SEER/ 14 EER 16 S EER/ 12.25 EER Tier 2 = $400
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1

2

3

4

5 33.

6

7

Under  the APS proposed requirements ,  there would be 304 package models

available that qualify for the Tier 1 $250 rebate and nine package models that qualify for the Tier 2

$400 rebate.

8 34.

9

11

13

15

16

17

Staff investigated the poss ib i l i t y of  r ecommending separate SEER/EER

requirements for package systems and for split systems. Staff also looked at the United States

10 Depar tment  of Energy requirements  which specified separa te requirements  for  centra l a ir

condit ioning systems and for  heat  pump systems. In both cases ,  the complexit ies  of  the

12 requirements overshadowed the advantages. Staff also looked at air-conditioning rebate DSM

programs in effect in other southwestern states and concluded that there were many and diverse

14 ways to specify program requirements, but no consensus or preferred method surfaced. Staff

spoke with local heating and air-conditioning contractors to gain their perspective on the problems

and potential solutions regarding APS' program. Staff concluded that the contractors feel that

APS' proposed solution to lower the EER requirement would solve the equipment availability

problem.1 8

19 35.

21

Both APS and Staff have performed analyses of the new requirements to detennine

20 if the measures would remain cost-effective at the new EER levels, and have found that they do

remain cost-effective. Staff performed the Societal Cost Test at each of six relevant SEER/EER

levels, and found each combination to be cost-effective.

36.

22

23

25

Staff has recommended that APS reduce the minimum EER required to qualify for

24 a rebate under the Company's "High Efficiency AC Rebate" component of its Residential HVAC

Program, to (14 SEER and) 11.5 EER for a Tier 1 $250 rebate and to (16 SEER and) 12.25 EER

for a Tier 2 $400 rebate, with a conditional effective date.26

27 37. However ,  Staff is concerned that a ll of the measures ordered in Decision No.

68648, April 12, 2006, are meant to work together to realize the full potential of energy savings in28
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1

3

4

5

6

the  Re s ide ntia l HVAC Progra m. The  Qua lity Ins ta lla tion me a sure  is  mos t dire ctly a ssocia te d with

2 re a lizing the  full pote ntia l for e ne rgy s a vings  from ne w HVAC e quipme nt ins ta lle d unde r the

re ba te  progra m. The  HVAC Sys te m Te s ting a nd Re pa ir me a sure  is  more  close ly a ssocia te d with

ga ining maximum e fficiency from exis ting centra l hea ting and cooling sys tems, but is  none the le ss

an important component of the  program and could be  re levant to new insta lla tions  as  well.

38. Sta ff be lieves  tha t it may not be  advantageous to correct the  EER problem, resulting

7 in  more  ins ta lla tions  o f e ne rgy-e ffic ie n t e qu ipme nt a nd  more  re ba te s  pa id , if the  Qua lity

Ins ta lla tion me a s ure  is  not a va ila ble  to e ns ure  tha t the  full e ne rgy-e fficie ncy pote ntia l of thos e8

9 incre me nta l units  is  re a lize d. It is  pos s ible  tha t the  incre me nta l Tie r 1 a nd Tie r 2 re ba te s  pa id

11

13

15

16

17

18

1 9 39.

21

23

10 would not gene ra te  the  expected ene rgy e fficiency tha t ra tepaye rs  would be  ultima te ly paying for

in the  form of re ba te s . APS  ha s  indica te d to S ta ff tha t the  Qua lity Ins ta lla tion me a sure  would be

12 implemented s ta tewide  by Augus t l, 2007, and hope fully this  will have  been accomplished prior to

Commiss ion action on this  Applica tion. In order to ensure  tha t these  two measures  a re  in lockstep,

14 howe ve r, Staff has recommended tha t any reductions  to minimum EER requirements  to qua lify for

a  re ba te , unde r the  Compa ny's  "High Efficie ncy AC Re ba te " compone nt of its  Re s ide ntia l HVAC

P rogra m orde re d he re in, be come  e ffe ctive  only concurre nt with or a fte r the  Qua lity Ins ta lla tion

me a s ure  is  fully imple me nte d, me a ning tha t the  me a s ure  is  re a dily a va ila ble  to a ll re s ide ntia l

cus tomers  throughout APS ' se rvice  te rritory s ta tewide .

S ta ff ha s  be come  a wa re  of cons ide ra ble  a ctivity curre ntly unde rwa y a t AP S  to

20 imple me nt the  HVAC S ys te m Te s ting a nd Re pa ir me a s ure . AP S  is  worldng with the  Arizona

Depa rtment of Commerce  Ene rgy Office  and is  planning to pa rtne r with Ene rgy S ta r for branding

22 th e  p ro g ra m a n d  with  Fo u n d a tio n  fo r S e n io r Livin g  Ho me  Imp ro ve me n ts  ("FS L Ho me

Improve me nts ") for contra ctor tra ining a nd re fe rra ls . FS L Home  Improve me nts  ha s  e xpa nde d

be yond its  initia l work in low income  we a the riza tion a nd s e nior home  improve me nts  a nd ha s24

25 be come  a  loca l a uthority in  home  e ne rgy-e fficie ncy te s ting, re pa ir, a nd tra ining. S ta ff ha s

26

27

28

re comme nde d tha t AP S  pla ce  a  high priority on imple me nting the  HVAC S ys te m Te s ting a nd

Repa ir measure  as  soon as  poss ible  and report its  progress  to S ta ff no less tha n monthly until the

measure  is  fully implemented s ta tewide .
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1 CONCLUS IONS  OF LAW

2 AP S  is  ce rtifica te d to provide  e le ctric  s e rvice  a s  a  public  s e rvice  corpora tion in the

3 s ta te  of Arizona .

4 The  Commis s ion ha s  juris diction ove r AP S  a nd ove r the  s ubje ct ma tte r in this

5 Applica tion .

6

8

9

10

The  Commiss ion, ha ving re vie we d the  a pplica tion a nd S ta ffs  Me mora ndum da te d

7 Augus t 7, 2007, conclude s  tha t it is  in the  public inte re s t to a uthorize  $3.5 million a dditiona l

a nnua l DS M funding for NR Exis ting P rogra m re ba te s  a nd ince ntive s , to re move  the  52 pe rce nt

budge t cap for NR Exis ting P rogram reba te s  and incentive s , to reduce  the  EER crite ria  to qua lify

for a  re ba te  in the  Re s ide ntia l HVAC P rogra m, to re quire  tha t the  re duce d EER crite ria  be come

e ffe ctive  only concurre nt with or a fte r the  Qua lity Ins ta lla tion me a sure  is  fully imple me nte d, a nd

12 to re quire  AP S  to pla ce  a  high priority on imple me nting the  HVAC S ys te m Te s ting a nd Re pa ir

11

13 meas ure .

14 O R DE R

15 IT IS  THEREFORE ORDERED tha t a uthoriza tion for $3.5 million a dditiona l a nnua l DS M

16

18

19

21

22

23

25

26

27

funding for AP S ' NR Exis ting P rogra m re ba te s  a nd ince ntive s  is  he re by gra nte d, a nd AP S  s ha ll

17 modify its  Re ba te s  a nd Ince ntive s  progra m budge t for 2007 a nd s ubs e que nt ye a rs  to  re fle c t the

a dditiona l funding.

IT IS  FURTHE R ORDE RE D tha t the  e xis ting  52  pe rc e n t budge t c a p  fo r the  c ombine d

20 e xpe nditure  for Re ba te s  a nd Ince ntive s  be  re move d from the  NR Exis ting P rogra m be ginning in

the  2007 budge t ye a r.

IT IS  FURTHER ORDERED tha t AP S  re duce  the  minimum EER re quire d  to  qua lify for a

re ba te  unde r the  Compa ny's  "High  Effic ie ncy AC Re ba te " compone nt o f its  Re s ide n tia l HVAC

24 P rogra m, to  (14 S EER a nd) 11.5 EER for a  Tie r l $250 re ba te  a nd to  (16 S EER a nd) 12.25 EER

for a  Tie r 2 $400 re ba te , with a  conditiona l e ffe ctive  da te .

IT IS  FURTHER ORDERED tha t a ny re ductions  to  minimum EER re quire me nts  to  qua lify

fo r a  re ba te ,  unde r the  Compa ny's  "High  Effic ie nc y AC Re ba te " c ompone n t o f its  Re s ide n tia l

HVAC  P ro g ra m  o rd e re d  h e re in ,  b e c o m e  e ffe c tive  o n ly c o n c u rre n t with  o r a fte r th e  Qu a lity28

2.

3.

1.
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IN WITNES S  WHEREOF, I BRIAN C. McNEIL, Exe cutive
Dire c to r o f the  Arizona  Corpora tion  Commis s ion , ha ve
he re unto, s e t my ha nd a nd ca us e d the  officia l s e a l of this
Commis s ion  to  be  a ffixe d  a t the  Ca p ito l,  in  the  City o f
Phoenix, this da y of , 2007.

BRIAN c .  McNE IL
Exe cutive  Dire ctor

DIS S ENT:

DIS S ENT:

EGI:IDA:1h.m\.IFW

De cis ion No.

P a ge  14 Docke t No. E-01345A-05-0477

1 Ins ta lla tion me a s ure  is  fully imple me nte d, me a ning tha t the  me a s ure  is  re a dily a va ila ble  to a ll

2 res identia l cus tomers  throughout APS ' se rvice  te rritory s ta tewide .

3 IT IS  FURTHER ORDERED tha t AP S  pla ce  a  high priority on imple me nting the  HVAC

4 System Testing and Repair measure  as soon as possible  and report its  progress to Staff no less than

5 monthly until the  measure  is  fully implemented s ta tewide .

6 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.
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BY THE  O RDE R O F  THE  ARIZO NA CO RP O RATIO N CO MMIS S IO N



Page 15 Docke t No. E-01345A-05-0477

1 SERVICE LIST FOR: Arizona  Public Se rvice  Compa ny
DOCKET NO. E-01345A-05-0477

2

3

4

5

Mr. Thomas  L. Mum aw
Ms. Deborah R. Scott
P innacle  West Capita l Corpora tion
Post Office  Box 53999, MS 8695
Phoenix, Arizona  85072-3999

6

7
b

8

9

Mr. S cott Wa ke fie ld
Chie f Counse l
Re s ide ntia l Utility Consume r Office
1110 West Washington Street, Suite  220
Phoenix, Arizona  85007

10

11

12

Mr. Ernest G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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1 4

1 5

Mr. Chris tophe r C. Ke e le y
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  8500716
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