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Dear Sir or Madam:
Pursuant to Arizona Corporation Commission Decision No. 67744, page 21, line 22-24:

“APS is required to file mid-year and end-year reports on each DSM program. All DSM year-end
reports filed at the Commission by APS must be certified by an Officer of the Company.”

Enclosed please find the DSM Semi-Annual Report covering the period of January 1, 2008 through June 30,
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ARIZONA PUBLIC SERVICE COMPANY

DSM SEMI-ANNUAL PROGRESS REPORT FOR THE PERIOD:
JANUARY THROUGH JUNE 2008

This progress report includes the following information for all APS Demand Side Management
(DSM) programs that were in place during this reporting period, including programs for residential,
non-residential and low income customers:

A brief description of the program.

Program modifications.

Program goals, objectives, and savings targets.

Programs terminated.

The levels of participation.

A description of evaluation and monitoring activities and results.

kW and kWh savings.

Benefits and net benefits, both in dollars, as well as Performance Incentive calculation.
Problems encountered and proposed solutions.

Costs incurred during the reporting period disaggregated by type of cost, such as
administrative costs, rebates, and monitoring costs.

Findings from all research projects.

¢ Other significant information.

Summary pages detailing the program expenses and DSM Electric Savings Benefits are provided
in Tables 1 and 2. The Performance Incentive Calculation is shown in Table 3.
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Table 1
DSM Program Expenses: January — June 2008
Training &
Rebates & | Technical | Consumer Program Program | Planning & Program
DSM Program Incentives | Assistance | Education |Implementation'| Marketing Admin Total Cost
Residential
Low Income $1,458,909 $6,646 $2,596 $61,487 $1,087 $48,966 $1,579,691
Res Existing Homes HVAC $725,629 $16,810 $78,056 $341,134 $175,294 $20,648 $1,357,571
Res New Home Construction $416,400 $39,656 $1,661 $142,135 $95,218 $37,840 $732,910
Consumer Products $1,368,006 $2,104 $1,873 $431,660 $109,761 $62,469 $1,975,873
Totals for Residential $3,968,944 $65,216 $84,186 $976,416 $381,360 | $169,923 $5,646,045
Non-Residential
Large Existing Facilities $1,321,946 $68,188 $12,921 $534,061 $201,172| $212,140 $2,350,428
Large Non Res New Const $1,057,419 $10,765 $7,281 $244,944 $101,790 $12,989 $1,435,188
Small Business $35,037 $188 $1,911 $66,825 $16,141 $1,707 $121,809
Bldg Operator Training $0 $5,223 $0 $0 $0 $0 $5,223
Energy Information Swvcs $4,763 $0 $0 $13,196 $0 $13 $17,972
Schools?® $229,146 $2,235 $2,867 $70,469 $14,574 $0 $319,291
Total for Non-Residential $2,648,311 $86,599 $24,980 $929,495 $333,677 | $226,849 $4,249,911
Segment Totals $6,617,255 $151,815 | $109,166 $1,905,911 $715,037 | $396,772 $9,895,956
Program Costs $9,895,956
Measurement, Evaluation, & Research (ME $568,695
Performance Incentive® $1,162,739
TOTAL $11,627,390

Definitions

Rebates & Incentives - Includes dollars that go toward customer rebates and incentives, installation of low income
weatherization and low income bill assistance.

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

Consumer Education - Includes dollars that are used to support general consumer education about energy-efficient
improvements.

Program Implementation - Program delivery costs associated with implementing the program - includes
implementation contractor labor and overhead costs, as well as other direct program delivery costs.

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

Planning and Administration - APS costs to plan, develop and administer programs-includes management of
program budgets, oversight of the RFP process and implementation contractor, program development, program
coordination and general overhead expenses.

Measurement, Evaluation, & Research (MER) -These activities will identify current baseline efficiency levels and the
market potential of DSM measures, perform process evaluations, verify that energy-efficient measures are installed,
track savings, and identify additional energy efficiency research.

Performance Incentive — Share (%) of DSM net economic benefits (benefits minus cost), capped at 10% of total
DSM expenditures, inclusive of the Performance Incentive.

1. Includes costs for Implementation Contractor (IC) for the Small Non-Residential, Non-Residential Existing Facilities,
New Construction & Major Renovation and Schools Programs.

2. Schools are allowed to receive funding from other non-residential programs as well. Refer to the subsection on the
Schools Program for additional information on total funds allocated to school districts to date.

3. The Performance Incentive is calculated in Table 3 and the methodology/calculation was approved by the ACC in
Decision No. 69663.
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Table 2
MER Adjusted* DSM Electric Savings Benefits: January — June 2008
Lifetime’
Capacity .| Annual MWh MWh Program Societal Societal

DSM Program Savings MW Savings Savings Cost Benefits Costs Net Benefits
Residential
Low Income?® 0.1 557 6,770 | $1,579,691 $1,411,824 | $1,411,824 $0°
Res Existing Homes HVAC 11 1,684 24,493 | $1,357,571 $1,640,205 | $1,512,708 $127,497
Res New Home Construction 23 4770 95,396 $732,910 $5,256,009 | $1,019,185 $4,236,824
Consumer Products 7.2 71,116 391,139 | $1,975,873 $14,682,931 $3,207,662 | $11,475,269
Totals for Residential 10.7 78,127 517,798 | $5,646,045 $22,990,969 | $7,151,379 | $15,839,590
Non-Residential
Large Existing Facilities 29 30,330 364,643 | $2,350,428 $10,584,130 | $4,779,344 $5,804,786
Large Non Res New Const 21 29,270 436,577 | $1,435,188 $19,312,558 | $6,694,040 | $12,618,518
Small Business 0.1 2,757 40,239 $121,809 $201,272 $140,747 $60,525
Bldg Operator Training 0.0 256 1,278 $5,223 $43,879 $16,773 $27,106
Energy Information Swvcs 0.1 359 5,382 $17,972 $193,000 $48,721 $144,279
Schools 0.2 2,812 41,711 $319,291 $794,293 $303,806 $490,487
Total for Non-Residential 5.4 65,784 889,830 | $4,249,911 $31,129,132 | $11,983,431 | $19,145,701
Subtotal 16.1 143,911 1,407,628 | $9,895,956 $54,120,101 | $19,134,810 | $34,985,291
Measurement, Evaluation & Research $568,695 ($568,695)
Performance Incentive* $1,162,739 ($1,162,739)
TOTAL $11,627,390 $33,253,857

1. Refers to savings over the expected lifetime of all program measures.
2. Program Costs include weatherization and bill assistance. Societal Costs do not include bill assistance because it does not contribute

to electric savings.

3. Consistent with the ACC Staffs' analysis in Decision No. 68647, the societal benefit is equal to the societal cost, resulting in a benefit to

cost ratio of 1.00.
4. As calculated in Table 3.

5. Semi-Annual Reports submitted prior to the July-December 2007 Report inadvertently reported only annual MWh savings for the Low

Income Program.

* Per Decision No. 69663, APS is submitting MER adjusted MW and MWh savings, which are utilized in the Net Benefit calculation.
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Table 3
MER Adjusted* Performance Incentive Calculation
Jan - June 2008 Year to Date
DSM Program Net Benefit Net Benefit | 10%Share

Residential
Res Existing Homes HVAC $ 127,497 | $ 127497 | $ 12,750
Res New Home Construction $ 4236824 | $ 4236,824 | $ 423,682
Consumer Products $ 11,475,269 | $ 11,475,269 | $ 1,147 527
Non-Residential
Large Existing Facilities $ 5,804,786 | $ 5,804,786 | $ 580,479
Large Non Res New Construction [ $ 12,618,518 | $ 12,618,518 | $ 1,261,852
Small Business $ 60,525} % 60,525 | $ 6,053
Bldg Operator Training $ 27,106 | $ 27106 | $ 2,711
Energy Information Svcs $ 144279 | $ 144279 | $ 14,428
Schools $ 490,487 | $ 490,487 | $ 49,049
Subtotal $ 34,985,291 | $ 34,985,291 | $ 3,498,529
Measurement, Evaluation & Resear| $ (568,695)| $ (568,695)| $ (56,870)
Total $ 34,416,596 | $ 34,416,596 | $ 3,441,660

Total DSM Spending Year to Date $ 10,464,651

Max. Performance Incentive base on Spending $ 1,162,739

Performance Incentive Due this Period $ 1,162,739

The year to date Performance Incentive equals the minimum of either 10% share of net benefits, or
10% of total year to date program expenditures. Approval of the incentive calculation was issued by

the ACC in Decision No. 69663.

The Performance Incentive calculation does not include the Low Income Program. Per Staff's
analysis in Decision No. 68647, the net benefits for the Low Income program are deemed to be $0.

The Maximum Performance Incentive allowed is 10% of the total spending level, including the

performance incentive, as ordered in Decision No. 67744.

* Per Decision No. 69663, APS is submitting MER adjusted MW and MWh savings, which are utilized

in the Net Benefit calculation.
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PORTFOLIO PLANNING: DSM MEASUREMENT, EVALUATION AND RESEARCH

Description

On April 12, 2006 in Decision No. 68648, the ACC approved funding for Measurement, Evaluation,
and Research (MER) activities to assist in verifying the impact and cost effectiveness of APS’
DSM programs. As required per Decision No. 68648, APS filed MER program plans for Staff
review on August 16, 2007, with the exception of the EIS MER research plan that was filed on
June 24, 2008.

Summit Blue Consulting was hired to provide the DSM program Measurement and Evaluation

services. These Measurement and Evaluation activities include, but are not limited to:

« Performing process evaluation research to indicate how well programs are working to achieve
their objectives,

« Performing impact evaluation research to verify that energy-efficient measures are installed as
expected, measurement of savings on installed projects to monitor the actual program savings
that are achieved, and research activities to refine savings and cost benefit models and identify
additional opportunities for energy efficiency.

« Tracking savings measurement to monitor the actual program savings that are achieved.

« Research activities to identify additional opportunities for energy efficiency.

The approach for measurement and evaluation of the DSM programs is to integrate data collection
and tracking activities directly into the program implementation process.

Program Modifications

Per Decision No. 69663, APS is required to “use measured savings obtained from APS customers
by the Measurement, Evaluation, and Research (MER) contractor beginning no later than July 1,
2007: and that the averages of actual measured usage, for both standard and upgraded
equipment, should be recalculated by the MER from usage samples for each prescriptive measure
based on new measurements from the field no less frequently than every two years.”

Summit Blue did a comprehensive MER analysis for each DSM program during the start-up phase
of implementation or 2005 — 2007. The resulting MER program reports as a result of this analysis
are currently in draft form and will be finalized in the third quarter of 2008. However, MER
adjusted kW and kWh savings estimates are included in the MER reports created by
Summit Blue, and are also included throughout this Semi-Annual Report for the January —
June 2008 reporting period.

Program Goals, Objectives and Savings Targets
NA

Programs Terminated
NA

Levels of Participation
NA
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Evaluation and Monitoring Activities and Results

kW and kWh Savings
See MER adjusted savings results in each program section and Table 2 above.

Benefits and Net Benefits/ Performance Incentive Calculation
See MER adjusted Net Benefits in Table 3 above.

Problems Encountered and Proposed Solutions
NA

Costs Incurred
Total costs incurred for Measurement and Evaluation during this reporting period were $568,695.

Findings from all Research Projects
NA

Other Significant Information
NA
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PROGRAM: ENERGY WISE LOW INCOME WEATHERIZATION

Description

APS’ Energy Wise Low Income Assistance Program is designed to improve the energy efficiency,
safety and health attributes of homes for customers whose income falls within the defined federal
poverty guidelines. This program serves low income customers with various home improvements
including cooling system repair and replacement, insulation, sunscreens, water heaters, window
repairs and improvements as well as other general repairs. In addition, low income families are
provided crisis bill assistance. The program is administered by various community action agencies
throughout APS’ service territory.

Program Modifications

In the past, the Bill Assistance funds were paid to the Community Action Agencies by APS on a
reimbursement basis in conjunction with the Arizona Community Action Association (ACAA).
However, this January, ACAA implemented a Fuel Fund with funds from the Arizona Department
of Economic Security (DES). The amount of funding available to ACAA from DES was
approximately $3 million, but it was only available on a matching funds basis. To support ACAA
and leverage the APS Energy Wise program Bill Assistance funds, we advanced $167,866 to
ACAA which in turn resulted in a $500,000 match from DES. The $167,866 is still only availabie to
eligible APS customers, but now there are more funds available overall to help customers
throughout Arizona. Although most of the community action agencies participate in the ACAA Fuel
Fund, Gila County Community Action Agency, the Western Arizona Council of Governments, and
the Native American tribes are not involved and continue to operate their Bill Assistance programs
on a reimbursement from APS basis. All of the other Community Action Agencies are reimbursed
from APS Bill Assistance funds by ACAA.

Program Goals, Objectives, and Savings Targets

o To improve the energy efficiency of homes for customers whose income falls within the
defined poverty guidelines. '

. To provide customers information on energy management and conservation.

o To provide assistance in paying the electric bill for qualified customers in crisis situations.

o Decision No. 68647 acknowledged the estimates that the Weatherization component of the

Energy Wise Program could serve 382 homes per year (based on APS’ annual budget of
$705,000) and result in reduced energy consumption of 763 MWh per year and a demand
reduction of 115 kW per year.

APS’ analysis of this program, as filed on December 28, 2007 in the APS Demand Side
Management Program Portfolio Plan Update 2008-2010, estimates that the energy efficiency
savings expected to result from the Low Income Program could reduce peak demand by about 0.9
MW and 39,000 MWh over the life of the measures which are expected to be installed from 2008 —
2010.

Programs Terminated
No programs were terminated during this reporting period.

Levels of Participation
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A total of 776 households received assistance during the reporting period, January through June
2008. Please note that a single household may have received more than one type of assistance.

Type of Assistance Number of Households
Bill Assistance 522*
Health and Safety 0
Repair and Replace 2
Weatherization 252
Total 776

* Of these, 339 were assisted via the ACAA Home Energy Assistance Fund.

Evaluation and Monitoring Activities and Results

Weatherization measures must pass the cost effectiveness test that is detailed in the federal
government's Weatherization Assistance Program (WAP) rules. These rules allow certain
prescriptive measures which vary with the climate zone and type of housing construction.
Measures not on the prescriptive list must be assessed by a computer analysis to determine the
economic feasibility.

The Arizona Department of Commerce Energy Office (AEO), with information from APS, is
analyzing the electric energy used in weatherized homes before and after the weatherization
measures are implemented. It takes a year of data before the weatherization and another year of
data after the weatherization to get an accurate gauge of the impact of the measures. As the data
base grows over time, a more accurate picture of the impact of the weatherization activities will
emerge.

Information from the AEQ report is provided below:

An analysis of 38 homes was conducted on homes completed July 05 through the end of June 06,
utilizing APS and Southwest Gas utility data. The number of homes reviewed was limited for this
period due to the inability to include natural gas data for areas not served by Southwest Gas.

The AEO is working with the other gas providers to access these data.

Provided are Savings to Investment Ratios (SIR) for total investment from all funding spent
(diagnostics, energy measures and health and safety measures) and for energy related measure
only (diagnostics and energy measures).

Assumptions

Present value is based on 15 years measure life, discount rate of 3% and a utility cost escalation
rate of 3%.

KWH charge of $0.10.

Therm cost of $1.25.
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On evaporative cooling conversions to Air Conditioning (AC) only, present value includes water
saving of $100 per year.

Results Summary
The combined SIR of all jobs reviewed for funds spent on diagnostics, energy measures and
health and safety measures was 1.17.

The combined SIR of all jobs reviewed for funds spent on energy measures only was 1.39.

kW and kWh Savings
Of the 776 households participating in the program, a total of 254 homes received weatherization
and/or repair & replace services that contributed to the energy savings.

No. of Homes | kW Savings Annual kWh Savings Lifetime kWh Savings
254 84.0 557,226 6,770,296
The final savings are adjusted for line losses (9.8%).

The kW and kWh factors used to calculate the savings are based on data from the AEO study of
150 weatherized homes. The study normalized electric and gas savings into dollars with gas
savings equaling about 10% of the total. The present value of the dollar savings was converted to
“equivalent kWh" at 8 cents per kWh. The annual energy and demand savings per home in this
study are estimated to be 1,998 “equivalent kWh" and 0.3 kW.

Benefits and Net Benefits/Performance Incentive Calculation

The benefits and net benefits are provided in Table 2. The Performance Incentive calculation does
not include the Energy Wise Program because, as indicated in Decision No. 68647, this program
has a zero net benefit. APS has performed well on this program and should not be penalized for
the program. Consequently, the net benefits for the Energy Wise Program for this reporting period
as shown in Table 2 are $0. However, the spending on the Energy Wise Low Income
Weatherization Program is included in the total spending on which the performance incentive is
calculated.

Problems Encountered and Proposed Solutions
No problems were encountered during this reporting period.

Costs Incurred
Costs incurred for this program during the current reporting period are listed below:

10
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Findings From All Research Projects

NA

Other Significant Information
The Bill Assistance element of the APS Energy Wise Low Income Weatherization program has
been implemented on the Navajo Nation for tribal members residing in APS’ territory.

Training &

Rebates & | Technical |Consumer| Program | Program | Planning | Program
Activity Incentives | Assistance | Education | Implement | Marketing| & Admin | Total Cost
Bill Assistance $167,866 - -| $167,866
Health & Safety - - - $0
Repair and Replace - - - - $0
Weatherization $1,291,043 $2,596 | $ 28,151 -1$1,321,790

3rd Party Manager - Arizona
Community Action Association $33,336 $33,336
APS Program Support _- $6,646 - - $1,087 | $48,966 $56,699

$1458909 |  $6,646 | $2,596 | $61487

Meetings with Hopi Nation Council representatives and the Inter Tribal Council of Arizona have
been held to pursue implementing Weatherization activities on the Hopi Nation. APS is currently
waiting for a Memo of Understanding to be signed by the Hopi Council before pursuing

implementation.

APS is also supporting a City of Phoenix Weatherization program targeting the 85032 Zip Code
(boundaries are Cave Creek Road and 40" St., between Bell Road and Greenway Road), which
has the highest disconnect rate of all Phoenix zip codes. This program is providing weatherization,
energy efficiency education, and sign-ups in APS’ E-3 Low income Discount rate to the low
income residents in this area. The kick-off of the energy efficiency education was on June 10" and
resulted in a variety of media exposure including an article in the Arizona Republic and several
radio interviews with local Spanish stations such as La Buena Onda 1190 AM.

11
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PROGRAM: RESIDENTIAL EXISTING HOMES HVAC

Description

The Residential Existing Homes HVAC program promotes energy-efficient equipment and proper
installation and maintenance of residential heating and air conditioning systems. The program
provides training and technical assistance for HVAC contractors and education for consumers
about the benefits of energy-efficient heating and cooling systems. Through the APS Qualified
Contractor program, APS provides customer referrals to contractors who meet strict program
requirements for professional standards, technician training and customer satisfaction.

Currently, the Residential Existing Homes HVAC program has three measures with incentives; AC
Rebate, Quality Installation and Duct Test and Repair. In June 20086, APS implemented the AC
Rebate measure. This measure builds on the existing APS Qualified Contractor program and
offers financial incentives to encourage upgrades to high-efficiency equipment that meets US
EPA/DOE Energy Star® energy-efficiency standards.

APS began the Quality Installation measure on August 1, 2007 to optimize the installation of high
efficiency equipment that meets the AC Rebate measure requirements. This measure has high
standards on air conditioning sizing, airflow and refrigerant charge to ensure that when the
equipment is installed it will operate at a high level of efficiency.

The most recent addition (offered to customers Dec. 31, 2007) is the Duct Test and Repair
measure that offers financial incentives for our customers to test and, if necessary, repair the duct
work in their home.

Program Modifications

During this reporting period several things were changed to improve the program. First, a new
“AC Expert” phone number was implemented in conjunction with web site, application form and
promotion material changes designed to reduce the number of application failures. One of the
biggest reasons customer applications fail is that the equipment they are requesting a rebate for
does not meet the program’s minimum SEER and EER requirements. To reduce the number of
application failures and to give customers (and contractors) an easy way to check if the equipment
they are considering qualifies for an APS rebate, the AC Expert phone line was created. APS
customers, or HVAC contractors, can call the AC Expert line with the model numbers of the
equipment they are considering and they will find out if it qualifies for an AC Rebate. Aps.com was
updated to include step by step instructions on how to look up the SEER and EER ratings in the
-Air Conditioning, Heating, and Refrigeration Institute’s (AHRI) database in addition to providing the
AC Expert line phone number. The AC Rebate application form was also changed to include the
AC Expert phone number in the requirements section. These changes appear to be reducing the
failure rate and improving customer and contractor awareness.

The other significant change was an increased number of contractor orientation classes and
seminars. Numerous orientation classes on the program were held for both the APS Qualified
Contractors and contractors that are not part of that group. Presentations were also done for
ACCA tradeshow attendees and separately for ACCA members. These changes appear to have

12
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increased contractor awareness and knowledge of the program and more classes will be held in
the fall.

Program Goals, Objectives and Savings Targets

This program uses a combination of financial incentives, contractor training and consumer
education to promote high efficiency HVAC systems, the proper installation of this equipment and
the testing and repair of the duct work in existing residential homes within the APS service
territory.

APS’ analysis of this program, as filed on December 28, 2007 in the APS Demand Side
Management Program Portfolio Plan Update 2008-2010, estimates that the energy efficiency
savings expected to result from the Residential Existing HVAC Program could reduce peak
demand by about 17.1 MW and 814,582 MWh over the life of the measures which are expected to
be installed from 2008 - 2010.

Programs Terminated
No programs were terminated during this reporting period.

Levels of Participation
In the first half of 2008:

¢ A total of 2,655 rebates were paid through the Res. Existing Homes HVAC program. That is
1,261 more rebates paid in Jan. — Jun. 2008 than the same time period in 2007.
Specifically, APS has paid:

a. 1,856 of the $250 AC rebates for 14 or 15 SEER/11.5 EER equipment

b. 188 of the $400 AC rebates for 16 SEER/12.25 EER and above equipment
C. 488 Quality Installation rebates

d. 123 Duct Test and Repair rebates.

e There are currently 73 contractors participating in the APS Qualified Contractor program
with 13 of those outside the metro Phoenix area. There are APS Qualified Contractors
currently serving Casa Grande, Congress, Douglas, Flagstaff, Payson, Prescott Valley,
Snowflake, Yuma and Wickenburg.

e Including both metro and non-metro training classes, 429 HVAC technicians participated in
APS sponsored training courses in order to meet APS Qualified Contractor program
training requirements from January — June 2008. That is 165 more technicians trained
during this six months than the same period in 2007.

e APS provided over 7,600 referrals to customers seeking HVAC service, repair or
replacement of their home HVAC system in this reporting period. That is 2,300 referrais
more than the same time frame in 2007.

¢ There were 11,072 unique user visits to the APS Energy Survey home energy audit at
aps.com.

Evaluation and Monitoring Activities and Results
During the current reporting period the Residential HVAC program MER research data collection
and analysis activities conducted by Summit Blue Consulting included:

e Conducted detailed review and analysis of KEMA participation database.

13
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e Revised and updated residential HVAC engineering analysis model including performance
of current state-of-the-art in HVAC equipment including dual compressor and very high
SEER equipment. '

e Revised and updated analysis methodology for estimating savings from Quality Installation
and duct leakage measures; currently continuing to improve, adjust and benchmark
residential HYAC analysis model.

e Conducted field verification of a sample of high-efficiency equipment rebate participants
including verification of quantity, size and efficiency of installed units, and spot
measurements of performance variables (e.g., electrical performance, outdoor
temperature). Currently implementing end-use metering data collection for sample of high-
efficiency equipment rebate participants.

¢ Conducted in-depth data collection of a sample of high-efficiency equipment rebate
participants and participating HVAC contractors to analyze equipment sizing practices and
estimate the level of over sizing, including detailed home audit data, Manual J calculations,
and equipment size data.

e Preparing plan for conducting detailed analysis of residential duct leakage savings potential

study.

e Completed detailed demand and energy savings analysis.

¢ Assessed net-to-gross factors including spillover and free-ridership.

e Conducted benefit/cost analysis and developed recommendations to adjust focus of
program to provide greater emphasis on Quality Installation and Duct Test & Repair

measures.

e Conducted in-depth interviews with equipment distributors in the Phoenix and Tucson

markets to explore market demand for program compliant equipment, as an input used in
the program net-to-gross analysis.

e Prepared Residential Existing Homes HVAC MER report for 2005-2007 activities.

MER Adjusted kW and kWh Savings*

TOTAL
Annual kWh| Annual Est. Total kW Demand

Number of |Savings per MWh Measure Lifetime |SavingsPer| Total MW

Incentive Type Units Unit Savings Life MWh Unit Savings
14 SEER/11.5 EER 1,856 519 963 15 14,449 0.298 0.6
16 SEER/12.25 EER 188 1,072 202 15 3,023 0.243 0.1
Quality Installation 488 749 366 15 5,483 0.562 0.3
Duct Test and Repair 123 1,251 154 10} 1,539 1.354 0.2
TOTAL 2,655 1,684 24,493 1.1

The final savings are adjusted for line losses (9.8%).
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*Includes adjustments to savings as described in the Residential Existing HVAC Program Impact
and Evaluation MER Report.

In addition to the savings shown above, the Residential Existing Homes HVAC program includes a
number of market transformation efforts such as contractor training and customer education
activities designed to transform the market for energy efficiency. These elements of the program
produce additional energy savings and benefits that are not quantified.

Benefits and Net Benefits/Performance Incentive Calculation
The MER Adjusted benefits and net benefits are provided in Table 2. The details for the MER
Adjusted Performance Incentive Calculation are provided in Table 3.

Problems Encountered and Proposed Solutions

The Summit Blue MER report on this program indicates that rebates for high-efficiency equipment
as a stand alone measure do not appear to be cost effective. This is due to: 1) the relatively high
minimum federal efficiency standard (13 SEER) leading to lower energy and demand savings
margins, 2) the incremental costs for high efficiency equipment remaining high, and 3) very high
efficiency (17 SEER and above) equipment not having proportionately higher demand savings
relative to energy savings.

APS is in the process of developing revisions to the program designed to improve its cost
effectiveness. The biggest change under consideration is requiring a Quality Installation for every
rebate by combining the equipment and Quality Installation rebates. The Duct Test and Repair
rebate would remain as a stand-alone measure. Combining the equipment and Quality Installation
measures would improve the program cost effectiveness by lowering free-ridership and improving
the savings margins. The higher savings margin will offset part of the high incremental cost of the
equipment. The avoided costs will also be updated which should also improve the program’s cost
effectiveness. APS is analyzing this, and several other potential revisions with the intent of
improving the program’s cost effectiveness while also continuing to provide future market
transformation. Once finalized, those revisions will be filed with the ACC for consideration.

Costs Incurred
Costs incurred for this program during the current reporting period are listed below:

Training &
DSM Program Rebates & | Technical |Consumer| Program | Program | Planning | Program
: Incentives | Assistance | Education | Implement |Marketing| & Admin | Total Cost
Res Existing HVAC $725,629 $16,810 | $78,056 | $341,134 | $175,294 | $20,648 {$1,357,571

Findings from all Research Projects
NA

Other Significant Information

The Duct Test and Repair measure was implemented on December 31, 2007. It was designed to
be delivered though two channels, the HVAC contractors and HERS (Home Energy Rating
System) contractors, who provide comprehensive home energy efficiency audits and repairs.
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The following is an example of how the HVAC Contractor channel works when a customer calls
about replacing their HYAC unit. When the HVAC contractor is at the house to replace the AC
unit, they can also test the duct system and provide repairs, if necessary. This approach is
convenient for customers that initially had an equipment problem and also optimizes the energy
savings possible at that house through the use of the AC Rebate, Quality Installation and Duct
Test and Repair rebates.

The other delivery mechanism is through a more comprehensive home energy audit that would be
delivered by certified HERS (Home Energy Rating System) raters. This channe! will be branded
“Home Performance with Energy Star®” and utilizes the home energy efficiency contractors. The
following is an example of when a customer calls in with a high bill complaint. The customer gets
referrals to several contractors that can come out to their house and do a full home energy audit
that is based on EPA Home Performance with Energy Star® specifications. A key part of the
EPA’s Home Performance with Energy Star audit is duct testing and repair work. The contractor
will provide a recommendation on how the home can be repaired to reduce its energy usage and
the customer’s cost can be mitigated with the APS HVAC rebates.

During this reporting period, the Home Performance with Energy Star® referral process was not
fully in place but is scheduled to be implemented in the fourth quarter of 2008. The HVAC
contractor channel was available at the end of 2007.

To implement the measure, APS worked with the EPA Energy Star® program, the Arizona
Department of Commerce Energy Office (AEO), the Building Performance Institute (BPI) and the
non-profit FSL Home Improvements to offer BPI certification for contractors who offer home
performance testing and repair. APS also worked with the AEO and Foundation for Senior Living
(FSL) on the testing methods and protocol and the application forms. APS and FSL put together
the website and content, customer and contractor brochures, and referral process. APS reviewed
the rebate forms with a well respected local HVAC contractor for accuracy and ease of use.

Res. Existing Home HVAC program marketing and consumer/contractor education efforts for this
reporting period include:

» Monthly ad placements in HVACR Today newspaper targeted to the HVAC industry. The ads

' promote the APS AC Rebate, Quality Installation and Duct Test and Repair rebates to
contractor and manufacturer/distributor trade allies.

* TV news coverage on KPNX Phoenix and KYMA Yuma. Plus interviews on KPNX Phoenix,
KNXV Phoenix, KTVK Phoenix and the Pat McMahon show on KAZ-TV.

» Newspaper articles about the program were published in the Arcadia News, Arizona Business
Gazette, Arizona Republic, Blade-Tribune, Buckeye Sun, Business Journal, Copper Country
News, Daily Courier, Florence Reminder, HVACR Today, North Central Republic, Sierra Vista
Herald, White Mountain Independent and the Wickenburg Sun.

» Radio news coverage aired on KKNT.

» The Southwestern Home Journal insert ran in the Arizona Republic.
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Articles in the March/April (Spring Check-up), April/May (Duct Test and Repair) and May/June
(AC Rebates) editions of the APS Lifestyles residential customer newsletter and E News e-mail
newsletter.

Radio ads and live interviews to promote the program ran during the Rosie on the House home
improvement program which airs on KTAR-FM in Phoenix and KNST-AM in Tucson. Radio
ads also ran on KDKB-FM, KESZ-FM, KFYI-AM, KJZZ/KBAC, KMLE-FM, KMXP-FM, KNIX-
FM, KOOL-FM, KPKX-FM, KSLX-FM and KYOT-FM.

TV ads promoting the program ran on Cox Cable, KASW-TV, KAZT-TV, KNXV-TV, KPHO-TV,
KPNX-TV, KSAZ-TV, KTVK-TV, KUTP-TV and Fox Sports during various programs from
March through June.

Seminar and booth at ACCA Tradeshow.

Presentations on the APS Residential DSM programs to numerous community groups.

The homepage of aps.com prominently features APS energy efficiency and renewable energy
programs. These programs are grouped in one section of the homepage entitled “Green
Choice”, which is coordinated with the current advertising campaign and makes these
programs easier to find for customers.
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PROGRAM: RESIDENTIAL NEW HOME CONSTRUCTION

Description

This program promotes high efficiency construction practices for new homes. It offers incentives to
builders who meet program energy efficiency standards. The program emphasizes the whole
building approach to improving energy efficiency and includes field testing of homes to ensure
performance. Participating builders are trained to apply building science principles to assure that
high-efficiency homes also have superior comfort and performance. The program also provides
education for prospective homebuyers about the benefits of choosing an energy-efficient home
and the features to consider.

The program takes advantage of the national Energy Star® brand name, and promotes the
EPA/DOE Energy Star® label to prospective homebuyers. To encourage builders to meet the
program’s high efficiency standards, APS provides builder incentives of $400 per home.

Program Modifications
No modifications for this reporting period.

Program Goals, Objectives and Savings Targets

The program objective is to increase the penetration of homes built to high efficiency standards.
The rationale for this program is that residential new construction in the APS service territory,
particularly the Phoenix metro area, is one of the biggest drivers of APS’ system load growth. It is
more cost-effective to work with builders to implement energy efficiency at the time of construction
rather than attempt to retrofit efficiency after a home has been built. For many new home
measures, such as building envelope improvements, the benefits of energy efficiency upgrades
will be sustained for the life of the home to produce very cost-effective savings.

APS’ analysis of this program, as filed on December 28, 2007 in the APS Demand Side
Management Program Portfolio Plan Update 2008-2010, estimates that the energy efficiency
savings expected to result from the Residential New Construction Program could reduce peak
demand by about 9.7 MW and 457,632 MWh over the life of the measures which are expected to
be installed from 2008 - 2010.

Programs Terminated
No programs were terminated during this reporting period.

Levels of Participation

During this reporting period, APS signed up 2,302 homes that are committed to being built to
program standards. At the end of the reporting period, there were 33 homebuilders and 119
subdivisions with 19,459 lots signed up to participate in the program. The current number of total
committed lots is slightly lower than the last reporting period due to the fact that many previously
committed lots have now been completed and paid incentives, and also due to the slowdown in '
the construction industry. One participating builder (Empire Homes) declared bankruptcy during
this reporting period and another builder has cancelled a number of planned subdivisions so these
lots have been removed from the commitment total. The program currently includes Energy Star
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communities throughout the APS service territory including the Phoenix metro area, Yu'ma, Casa
Grande, Florence, Prescott, Verde Valley, and Flagstaff.

APS paid homebuilder incentives for 1,041 APS Energy Star® homes that were completed and
connected to the APS system during the reporting period. APS completed an estimated 8455
meter sets for new single family homes throughout the APS service territory, so this program
represents approximately a 12% market share of homes completed during this reporting period.

APS partnered with SWEEP and Arizona utilities to sponsor a one-day workshop on “Building
High Performance Homes” on May 7", The training was held at the SRP Pera Club and attended
by over 50 local builders and members of the homebuilding industry. The agenda focused on
case studies and testimonials of local builders who were having success building homes that are
significantly more energy efficient than standard construction. The following day, May 8" APS
hosted a half-day sales training conducted by Sam Rashkin, the national director of the ENERGY
STAR homes program. The training was attended by over 60 Realtors and sales agents and
focused on techniques for selling the features and benefits of high performance homes.

APS held several days of detailed training with participating APS Energy Star® homebuilders.
Called “Success with Energy Star®” it trains builders and their subcontractors about techniques for
improving construction details that impact efficiency and that allow the home to pass Energy Star®
inspections. The training includes customized construction detail drawings and process checklists
to ensure that the process is put into place at the job site. During this reporting period, APS held
Success with Energy Star training sessions with AB Builders, Perricone Development Group,
Jacobson Homes and John Laing Homes. In addition, APS provided sales training and/or
technical training assistance to numerous Arizona builders including William Ryan Homes, Ashton
Woods, Pulte, Del Webb, and Newland Communities.

Evaluation and Monitoring Activities and Results
During the current reporting period the Residential New Construction Homes program MER
research data collection and analysis activities included:

¢ Conducted detailed review and analysis of APS participation database.

e Conducted detailed review and analysis of HERS rater data and documentation to develop
profiles and performance characteristics of participating homes.

e Conducted in-depth interviews with construction superintendents regarding the influence of
the program on construction practices.

o Revised and updated residential new home building energy simulation models to reflect
population of homes participating in the program.

e Currently in process of planning and conducting field research, measurement and
verification of performance of non-participating builder homes.

e Completed detailed demand and energy savings analysis.
o Assessed net-to-gross factors including spillover and free-ridership.
¢ Prepared Residential New Home Construction MER report for 2005 — 2007 activities.
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MER Adjusted kW and kWh Savings*

kW
Annual TOTAL Demand
Number of kWh Annual Est TOTAL Savings | TOTAL
Homes Savings MWh Measure | Lifetime Per MW
Measure Completed| per Home | Savings |Life (yrs) MWh Home Savings
APS Energy Star 1,041 4,173 4,770 20 95,396 2.0 2.3
Homes

*Includes adjustments to savings as described in the Residential New Construction Program
Impact and Evaluation MER Report.

In addition, program consumer education and homebuilder training efforts produce significant
additional energy savings and benefits that are not quantified here.

Benefits and Net Benefits/Performance Incentive Calculation
The MER Adjusted benefits and net benefits are provided in Table 2. The details for the MER
Adjusted Performance Incentive calculation are provided in Table 3.

Problems Encountered and Proposed Solutions

This program has been successful to date, despite the residential new construction market decline
over the past couple of years. APS first indicated the downturn in this market in our January - June
2006 Semi-Annual DSM Report and this concern is still valid going forward given the potential
effect on future program results. The new construction market downturn has even resulted in
national builders that were active in the Arizona market filing for bankruptcy during this reporting
period. While this downturn could potentially negatively impact this program in the future, it did not
significantly impact the program results during this reporting period.

Costs Incurred
Costs incurred for this program during the current reporting period are listed below:

_ Training & ,
DSM Program Rebates & | Technical |Consumer| Program | Program | Planning | Program
Incentives | Assistance | Education | Implement | Marketing; & Admin | Total Cost
Res New Home Construction | $416,400 $39,656 $1661 | $142,135| $95218 | $37,840 | $732,910

Findings from all Research Projects
No findings to report at this time.

Other Significant Information

In recognition of the outstanding results from the APS Energy Star Homes Program, APS was
selected by the US Environmental Protection Agency (EPA) and the US Department of Energy
(DOE) as a 2008 Energy Star® Partner of the Year Award winner for “Energy Efficiency Program
Delivery”. This is a highly coveted award that is bestowed upon less than 1% of all Energy Star®
partners each year. APS earned the award for excelience in delivering the APS Energy Star®
Homes Program to customers in Arizona and for achieving such significant market penetration
and energy savings results.
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Program marketing efforts during this reporting period include the following placements:

= Arizona New Homes and Lifestyles — monthly 2-page placement (magazine targeted to
prospective homebuyers).

» Newhomeswebzine.com — website targeted to prospective Arizona homebuyers.

= Homestore.com/Move.com — (website for Realtors and homebuyers).

= Distributed APS Energy Star® Home program book for builder sales agents to use in selling
the features of Energy Star® Homes to prospective homebuyers. The books are being
distributed through model home sales offices of participating APS Energy Star® builders.

= Energy Cost Brochures — point of sale brochures that describe APS Energy Star® Homes
