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INTRODUCTION

On March  26,  2007,  Ar izona Publ ic Service Company ("APS" or  "the Company") made
two simi la r  but  separ a te fi l in gs (" l3-mon th  fi l in g")  to ful fi l l  obl iga t ion s a r i sin g fr om ear l ier
Commission  Decisions r ela t ing to the Company's por t fol io of Non-Residen t ia l  and Residen t ia l
deman d-side man agemen t  ("DSM")  pr ogr ams an d act ivi t i es . T h e Com pa n y wa s  r equ i r ed  t o
pr ovide th e Commission  wi th  speci fi c in for mat ion  r eflect in g 12 mon th s of actua l  exper ien ce
with  i ts DSM programs and to make i ts fi l ing(s) with in  13 months of Decision  No. 68488 issued
on February 23,  2006.

The non-residen t ia l  componen t  of the DSM 13-month  fi l ing was made in  th is docket  to
pr ovide t h e Commiss ion  wi th  add i t i on a l  i n for ma t ion  abou t  t h e Compan y' s  Non -Residen t i a l
DSM pr ogr ams an d to r equest  fin a l  Commission  appr ova l  for  th ose pr ogr ams as  r equi r ed  by
Deci s ion  No.68488.  In  th i s  fi l i n g ,  t h e Compan y a l so r equest ed  modi fi ca t ion s  to some of i t s
Non-Residential  DSM programs.  This non-residential  component of APS'  13-month  fi l ing is the
subject  of th i s  i t em an d i s  th e fin a l  r emain in g compon en t  of th e Compan y' s  13-mon th  fi l in g
requir ing Commission action.

Earlier, the Commission acted on Me other components of APS' 13-month filing. On
August 28, 2007, the Commission rendered Decision No. 69879 in response to an ANS
application received on June 18, 2007, for expedited approval of certain time-sensitive initiatives
contained in its 13-month filings. On December 4, 2007, the Commission rendered Decision No.
70033 in response to the residential components of the Company's 13-month filing.

DISCUSSION

RE:

Staff had recommended interim approval of the non-residential portion of APS' Portfolio
Plan programs because of a lack of certainty and specificity in some areas of APS' Portfolio Plan
application. In response to Staff discovery on many issues, APS indicated that it had provided
all available detail to Staff. However, because the programs were new, there were still details
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dirt had not yet been established. APS' plan was to hire implementation contractors to establish
remaining details regarding the Non-Residential DSM programs and to then have the same
contractors implement the programs.

Staff believed that the benefits of moving forward with the Non-Residential programs at
that time with a recommendation for interim approval outweighed the benefits of waiting until
more information became available. In this manner, Staff believed actual savings from these
programs would be realized earlier. In Decision No. 68488, February 23, 2006, the Commission
ordered interim approval of the Non~Residential programs and further established APS' 13-
month filing obligations to provide needed program details and to request final approval for the
programs.

Staff believes the 13-month filing has provided an opportunity to make needed
adjustments and changes to the Non-Residential programs based on actual experience with the
programs. Staffs analysis of APS' Non-Residential DSM 13-month tiling includes: 1)
determination of APS compliance with its 13-month filing requirements, 2) Non-Residential
DSM program budget considerations, 3) Non-Residential DSM program changes and
improvements based on actual experience with the programs, 4) evaluation of proposed new
Non-Residential DSM program measures, 5) Societal Cost Test analysis of all existing and new
Non-Residential DSM measures, 6) examination and evaluation of actual Non-Residential DSM
program results including kW and kph savings, and 7) recommendations for final approval or
non-approval of APS' six Non-Residential DSM programs.

A description of Staff s analysis and findings is contained in the attached Staff Report. In
addition, Staff has made 41 recommendations regarding APS' Non-Residential DSM programs
in its Staff Report.

STAFF RECOMMENDATION

Staff recommends that the Commission adopt the Staff recommendations contained in its
attached Staff Report (seepage 63).
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EXECUTIVE SUMMARY

13-MONTH FILING FOR APPROVAL OF
MODIFICATIONS AND FINAL APPROVAL OF APS'

NON-RFSIDENTIAL DEMAND-SIDE MANAGEMENT PROGRAMS
DOCKET no. E-01345A-05-0477

In Decision No. 68488, February 23, 2006, the Commission granted interim approval for
die Non-Residential portion of Arizona Public Service Company's ("APS" or "the Company")
Portfolio Plan of Demand-Side Management ("DSM") programs. Interim approval was granted
because APS indicated that it had provided all available detail to Staff at that time, however,
because the Non-Residential programs were new programs, there were still details that had not
yet been established resulting in a lack of certainty and specificity in some areas of APS'
Application.

The Commission further ordered in Decision No. 68488 that, within 13 months, APS re-
file the Non-Residential portion of its DSM Portfolio Plan with 12 months of actual data for final
Commission approval. On March 26, 2007, APS made multiple filings ("l3-month filing") to
fulfill its 13-month tiling and reporting obligations.

The Non-Residential component of APS' DSM 13-month filing was made in this docket
to provide the Commission with requested information about the Company's Non-Residential
DSM programs and to request final Commission approval for those programs as required by
Decision No. 68488. In this filing, the Company also provided additional information ordered
by the Commission and requested modifications to some of its Non-Residential DSM programs.

Staff believes APS fulfilled its 13-month filing requirements. Staff recommends many
program changes proposed by APS and several others Staff believes will improve the Non-
Residential DSM programs. Staff performed the Societal Cost Test analysis on all of APS'
existing and proposed Non-Residential DSM measures and recommends continuation of all
existing measures and adoption of many new measures that performed favorably on those tests.
Based on analysis of actual spending and energy saving performance of the programs, analysis of
changes and improvements proposed for the programs, and its Societal Cost Test measure
analysis, Staff recommends final approval of five of APS' six Non-Residential DSM programsl

1.
2.
3.
4.
5.

Schools
Non-Residential Existing Facilities ("NR Existing")
Non-Residential New Construction and Maj or Renovation ("NR New")
Small Non-Residential ("NR Small")
Non-Residential Energy information Services ("NR ElS")

Staff recommends denial of the Non-Residential Building Operator Training ("NR
BOT") program.
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Staff Report on APS Non~Residential DSM 13-Month Filing
Docket No. E-01345A-05-0477

INTRODUCTION

Background and Historical Perspective

On March 26, 2007, Arizona Public Service Company ("APS" or "the Company") made
two similar but separate filings ("l3-month filing") to fulfill obligations arising from earlier
Ar izona  Corpora t ion Commission ("Commission") Decis ions  rela t ing to the Company's
portfolio of non-residential and residential demand-side management ("DSM") programs and
activities.  The Company was required to provide the Commission with specific information
reflecting 12 months of actual experience with its DSM programs and to make its tiling(s) within
13 months of Decision No. 68488 issued on Febmary 23, 2006.

The non-residential component of the DSM l3-month filing was made in this docket to
provide the Commission with additional information about the Company's Non-Residential
DSM programs and to request final Commission approval for those programs as required by
Decision No. 68488, In this filing, the Company also requested modifications to some of its
Non-Residential DSM programs. This non-residential component of APS' 13-month filing is the
subject of this report and is the final remaining component of the Company's 13-month filing
requiring Commission action.

Earlier,  the Commission acted on the other components of APS' 13-month tiling. On
August  28,  2007,  the Commission rendered Decis ion No.  69879 in response to an APS
application received on June 18, 2007, for expedited approval of certain time-sensitive initiatives
contained in its 13-month filings. On December 4, 2007, the Commission rendered Decision No.
70033 in response to the residential components of the Company's 13-month tiling.

()n July 1, 2005, APS tiled an application for approval of its DSM Portfolio Plan and
related programs ("Portfolio Plan"). The Portfolio Plan includes various DSM programs that
provide energy-efficiency opportunities for both residential and non-residential participants. The
Portfolio Plan was filed in response to APS' DSM obligations provided for in Commission
Decision No. 67744, April 7, 2005. APS tiled revisions to its Portfolio Plan tiling on November
14, 2005, and November 21, 2005.

The Commission acted upon APS' proposed Portfolio Plan programs and activities in a
series of decisions in 2005 and 2006. On August 17, 2005, the Commission approved the
lighting portion of APS' Residential Consumer Products program in Decision No. 68064. On
February 23, 2006, in Decision No. 68488, the Commission granted interim approval for six APS
Non-Residential DSM programs and further ordered APS to re-file the non-residential portion of
its Portfolio Plan within 13 months, for final Commission approval. On April 12, 2006, the
Commission approved two additional APS' Residential programs in Decision No. 68648 and its
Low Income Weatherization program in Decision No. 68647. The Residential DSM Order
included requirements for certain residential DSM program information to be included in APS'
13-month filing.
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Staff recommended interim approval of the Non-Residential portion of APS' Portfolio
Plan programs because of a lack of certainty and specificity in some areas of APS' Portfolio Plan
Application. In response to Staff discovery on many issues, APS indicated that it had provided
all available detail to Staff. However, because the programs were new, there were still details
that had not yet been established. APS' plan was to hire implementation contractors to establish
remaining details regarding the Non-Residential DSM programs and to then have the same
contractors implement the programs.

Staff believed that the benefits of moving forward with the Non-Residential programs at
that time with a recommendation for interim approval outweighed the benefits of waiting until
more infonnation became available. In this manner, Staff believed actual savings from these
programs would be realized earlier. In Decision No. 68488, February 23, 2006, the Commission
ordered interim approval of the Non-Residential programs and further ordered that, within 13
months, APS should re-file the Non-Residential portion of its DSM Portfolio Plan with 12
months of actual data for final Commission approval. The March 26, 2007, filings described
above constitute APS' response to the 13-month filing requirement.

Report Organization and Format

Following a discussion of introductory information, this report outlines the content of
APS' 13-month filing focusing on Company requests for program modifications, program
enhancements, and program approval. It then discusses Staff's evaluation of APS' compliance
to each specific Decision No. 68488 13-month filing requirement. Overall DSM budget
information and Company-proposedbudget changes are then discussed along with related Staff
recommendations. Company-proposed and Staff-proposed program enhancements and Staff
recommendations regarding those enhancements are then discussed followed by new Company-
proposed DSM measures and related Staff recommendations. The six Non~Residential programs
are then discussed individually in light of historical performance as well as proposed changes,
and Staff offers its recommendations regarding final approval for each.

In its 13-month filing, APS reported various program spending, savings, participation,
and other statistics based upon the 12-month period it was required to report. This was the 12-
month period following the date of Decision No. 68488, February 23, 2006. For reasons of data
availability, this 12-month period has been considered to be March 2006 through February 2007.
Staff has focused on the 12 months of data APS reported and discusses Company experience
with its Non-Residential programs during that l2-month period in this document.

Staff recognizes, however, that a year and a half has elapsed since the date of APS' 13-
month filing on March 26, 2007, and that rapid program expansion has occurred in some Non-
Residential programs during that period. Staff is in possession of data for the entire 2005
through 2007 period from the Semi-Annual DSM Reports APS has filed. These data include
critical indicators such as spending, kph and kW savings, participation numbers, and units of
DSM installed. At relevant locations in the document, Staff has provided these updated figures
to offer the reader the benefit of more current information. When these more current
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supplemental data are reported, Staff has identified the data as outside APS' required 12-month
reporting requirement and clearly stated the time period represented by those data.

SUMMARY OF APS' NON-RESIDENTIAL DSM 13-MONTH FILING

APS states that it has incorporated its experience of the first 12 months since the
Company was granted interim approval for its Non-Residential programs into its 13-month filing
to support its request for final approval. The tiling incorporates experience from the initial ramp~
up and implementation of the programs, the results of its Energy-Efficiency Baseline Study
("Baseline Study"), the results of its Energy-Efficiency Market Potential Study ("Market
Potential Study"), and initial Measurement, Evaluation and Research ("MER") findings. Based
on these 12 months of experience, the Company has also recommended modifications to some of
the Non-Residential programs, including revisions to some programs and the addition of new
DSM measures. The Company believes these program enhancements will encourage more
customers to participate in energy-efficiency projects, particularly in difficult to reach segments
such as small business.

APS Response to Specific Commission Requirements

APS' 13-month filing reports on or responds to the following specific requirements
ordered in Decision No. 68488:

1. To re-file the Non-Residential portion of the Company's Portfolio Plan with 12
months of actual data, for final Commission Approval.

To provide the status of the Non-Residential programs and changes that were made to
budgets, incentive levels, and program implementation including Societal Cost Test
analyses of each measure utilizing APS' Energy-Efficiency Baseline Study data.

3. To furnish information on the level of school participation in all DSM programs.

4. To report on the use of School program funds by size of school entity.

5. To outline its efforts to increase DSM finding to schools.

6.. To provide details if APS would like to provide for an override of the Schools
program incentive cap .

7. To provide details if APS would like to override the Non-Residential Existing
incentive cap .

2.

8. To provide details if APS would like to override the Non-Residential New incentive
cap.
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9. To provide details if APS would like to override the Small Non-Residential incentive
cap.

10. To report instances of incentives being paid for studies for which associated projects
were not completed.

11. To request approval of recovery for allowed Planning and Administration expenses
beyond the $1,000,000 provided for in Decision No. 68488.

APS Requests for Non-Residential Program Changes

APS' 13-month tiling also requests the following Non-Residential program changes
based upon 12 months of experience with the programs:

1. Eliminate the budget ceiling for the Non-Residential Existing program.

2. Remove the 52 percent cap on incentives as a percent of total program costs.

3. Open program participation to property owners of facilities within APS' service
temltory.

4. Change $10,000 cap on studies (not retro-commissioning) from $10,000 per customer
to $10,000 per facility.

5. Change $10,000 cap on retro-commissioning studies firm $10,000 per customer to
$20,000 per facility and include associated energy savings.

For customers participating in both custom and prescriptive measures, give customer
the choice to include the prescriptive energy savings in the custom measure.

7. Implement multiple changes to the Small Non-Residential program to effectively
reach this market segment as follows:

a) Change the size category from 200 kW and smaller to 100 kW and smaller.

b) Reallocate the budget to reflect the size of the smaller customer grouping.

c) Provide a "Direct Install" program through which APS would provide trade allies
a direct incentive to implement lighting and refrigeration measures at customers'
facilities. Direct Install program incentives would be based on kph savings
achieved.

6.

d) Niclude all small business new construction under the Non-Residential New
program.
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8. Increase the incentive cap in the Non-Residential ElS program from $900 per
customer to $12,000 per customer for multi-site customers, and maintain the cap at 75
percent of cost.

APS Request for Approval of New Pres cripfive Measures

APS' 13-month filing also requests the addition of several new prescriptive DSM energy-
efficiency measures :

1. Hard-wired compact fluorescent lamps ("CFL's")
2. Induction Lighting
3. Cold Cathode Lighting
4. Reduced Lighting Power Density (Non-Residential New only)
5. Package Terminal Air-Conditioners/Heat Pumps
6. Water-Source Heat Pumps
7. Economizers
8. Cool Roof Applications
9. High-Performance Glazing

APS Request for Non-Residential DSM Program Approval

APS' 13-month filing requests final approval for its six Non-Residential DSM programs
in compliance with Decision No. 68488:

1. Schools
2. Non-Residential Existing Facilities ("NR Existing")
3. Non-Residential New Construction and Maj or Renovation ("NR New")
4. Small Non-Residential ("NR Srnall")
5. Non-Residential Building Operator Training ("NR BOT")
6. Non-Residential Energy Information Services ("NR ElS")

COMPLIANCE WITH
REQUIREMENTS

DECISION NO. 68488 13-MONTH FILING

Provision of 12 Months of Actual Program Data

APS is required by Decision No. 68488 to Refile the Non-Residential portion of its
DSM Portfolio Plan with 12 months factual data forjinal Commission approval. APS made
its 13-month filing on March 26, 2007, in response to this requirement. The tiling is generally
consistent with Staff expectations in that most of the information Staff lacked at the time it
reviewed the Non-Residential programs is included in the 13-month filing. Specific items of
infonnation that Staff believes were omitted from the 13-month tiling have been requested and
received by Staff through data requests. The 13-month tiling also includes 12 months of actual
expenses for each budget category and energy savings for each program, as required. In
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addition, the 13-month filing contains Company recommendations for adjustments and changes
to the programs, as required, including some APS-proposed new measures. Staff has confirmed
that results of APS' Baseline Study, April 12, 2007, and its Market Potential Study,
September 12, 2007, were used in the 13-month tiling, as required. APS has requested final
Commission approval for its six Non-Residential programs, as required.

Staff believes that APS is in compliance with the 13-month filing requirement imposed
by Decision No. 68488 to request final approval for its Non-Residential DSM programs. Staff
recommendations concerning final approval for each program are contained in the section "Staff
Recommendations for Non-Residential Program Approval."

Status of Programs and Changes Made to Programs

APS is required by Decision No. 68488 to report on the status of the Non-Residential
programs and changes that were made to budgets, incentive levels, and program
implementation includingSocietal Cost Test analyses of each measure utilizing APS' Energy-
Efficiency Baseline Study data. In its 13-Month Filing, APS has included a section on the status
and participation of each Non-Residential program. Program budget information included in
APS' filing was supplemented with Staff data requests to provide a complete overview of
program budgets and budget shifting summarized elsewhere in this document under "DSM
Program Budget and Spending Summary." APS reported that the energy-efficiency savings and
cost-effectiveness analyses of the various measures for the 13-month tiling used the following
data sources: 1) the Baseline Study, 2) the Market Potential Study, 3) experience and research
findings from Summit Blue, APS' MER contractor, 4) APS Solutions for Business program
experience during the first 12 months of program implementation, and 5) KEMA's* program
experience in other similar market places. Staff was provided complete electronic copies of
APS' measure analysis spreadsheets.

Staff believes that APS is in compliance with this requirement imposed by Decision
No. 68488.

Reporting on School Participation and Efforts to Reach Schools

APS is required by Decision No. 68488 to report on the level of sehool participation in
all DSM programs. For the 12-month period, APS paid incentives on 13 applications from five
separate school districts representing 10 schools. APS reported the following levels of school
participation in the Non-Residential DSM programs :

* KEMA is APS' implementation contractor.



School Participation in APS Non-Residential DSM Programs
arch 2006 through February 2007)

Program Incentives Paid kW Savings
Annual MWh

Savings
Lifetime MWh

Savings

Schools $76,666 131.3 813 14,686
NR Existing $189,455 511.9 2,354 38,023
NR New Construction $0 0.0 0 0

NR Smal l $496 0.4 20 227

Total $266,617 643.6 3,187 52,936

DSM Expenditures for Schools by Size of School Entity
( March 2006 through Februaxy 2007)

School Location Students in School Entity Total Incentives Paid
Metro School District 35,743 $131,598
Metro School District 34,226 $107,857
Metro School District 28,000 $19,512
Non-Metro School District 1,400 $3,869
Non-Metro School District 186 $3,286

Total 99,555 $266,122
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Table 1

Incentives to Schools from the Schools program alone have grown from die $76,666 level
reported above to $272,199 through December 2007.

Staff bel ieves that APS has adequately reported on school participation in the various
APS Non-Res identia l  programs in i ts  DSM l3-month t i l ing  and i s  in compl iance wi th this
requirement imposed by Decision No. 68488.

A PS  i s  r e q u i r e d  b y  D e c i s i o n  N o .  6 8 4 8 8  t o  r e p o r t  o n  t h e  u s e  o f  S c h o o l  p r o g r a m  f u n d s
b y  s i z e of school en t i t y . A school entity could be an individual school or school district. APS
did include such data in i ts  13-month report.  The size of each school enti ty is  measured by
number of students as reported by die school. APS appropriately reported on DSM expenditures
paid on behalf of school entities from all Non-Residential DSM programs, not just the Schools
program. Following is Table 2 containing data extracted from APS' 13-month til ing responsive
to this requirement: ,

Table 2

Staff bel ieves that APS has adequately reported on the use of DSM funds to benefi t
schools by size of school entity and is in compliance with this requirement imposed by Decision
No. 68488.

APS is required by Decision No. 68488 to continually assess opportunities to increase
DSM funding levels for schools and to report on its efforts to do so. The Company reported its
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outreach efforts to both rural and metro school districts in its service territory. These efforts
included direct marketing and one-on-one meetings with the school districts. APS also reported
its staff held multiple meetings with the Arizona School Facilities Board ("SFB") and presented
the DSM opportunities available for schools to the SFB. APS provided further training and
assistance to SFB staff regarding incorporation of the available DSM programs into SFB's new
construction and renovation plans for Arizona schools. SFB has subsequently tightened its
energy-efficiency requirements for new schools.

APS reported its program announcements were targeted to all charter schools in May
2006 and again in September 2006, and the Energy Office presented the APS DSM programs at
the "call to the public" at the November 2006 monthly meeting of the State Board for Charter
Schools. During the 12-month period, the Company has also targeted the Arizona Association of
School Business officials, the Arizona School Administrator's Association, the Arizona
Department of Education, the Greater Phoenix Purchasing Consortium of Schools, and all ten of
the County School Superintendent's Offices that have school districts served by APS.

APS efforts to reach out to schools are also reflected in the budget numbers. Program
Implementation for the Schools program was budgeted at $125,000 for the three-year period
2005 through 2007. Spending in this budget category for the 12 months reported in the 13-
month filing is $l41,877, exceeding the budget by 13.5 percent. Through December 2007, APS
reported spending in this budget category to be $300,210, exceeding the budget by 140 percent.
Staff is not excessively concerned with APS' overspending in this budget category and feels the
Company is responding to Corrunission guidance in stepping up efforts to reach out to the
schools beyond what was contemplated at the time the budget was originally estimated. Overall
spending in the Schools program still remains significantly below the budget.

Staff believes that APS has assessed and pursued opportunities to increase DSM
participation to benefit schools and is in compliance with this requirement imposed by Decision
No. 68488.

Details Regarding Procedures to Override Program Caps

APS is required by Decision No. 68488 to provide details it would like to override the
Schools program incentive cap. APS has not requested to override the Schools program
incentive cap. The Schools program cap is set at $15 per student per year or $25,000 per school
entity per year, whichever is less. Because the Commission adopted a Staff initiative to allow
schools to participate in any other Non-Residential DSM program at any time, either before or
alter reaching the budget cap, Staff believes an override of the Schools program cap became
irrelevant. If a school desires to participate in DSM measures that would pay them in excess of
the Schools program incentive cap, the school can simply apply to participate in the DSM
measures as part of another program, such as the NR Existing program. Indeed, APS has paid
incentives to at least two metro school districts in excess of the Schools program cap by paying
up to the cap in the Schools program and paying further incentives to the same school district in
the same year through another Non-Residential DSM program.
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Staff believes that APS was not required to respond to the Schools program incentive cap
override requirement unless it applied to override the cap. APS did not apply to override the
Schools program incentive cap and is, therefore, in compliance with this requirement imposed by
Decision No. 68488.

APS is required by Decision No.68488 to provide details :fit would like to override the
NR Existing program or the NR New program incentive cap. APS has not requested to override
the NR Existing program or the NR New program incentive cap. The incentive cap referred to in
this requirement is the per-customer per program annual incentive limitation imposed by
Decision No. 68488. This restriction limits incentive payments for all measures paid to any
customer under the NR Existing and the NR New program to $300,000 per year for each
program. APS did not request to override this restriction in spite of the fact that five customers
requested incentives close to or over the $300,000 annual per customer cap .

This customer cap is not to be confused with the APS request in its 13-month filing to
remove the cap on overall rebate and incentive spending in the NR Existing program. APS
requested audiority to spend over the total of $3,422,287 allocated in the 2005 through 2007
DSM budget for rebate and incentive payments in the NR Existing program. This issue was
dealt with in Decision No. 69879, August 28, 2007, in response to APS' request for expedited
approval of certain'aspects of its 13-month tiling. The Commission authorized an additional
$3.5 million annually for rebates and incentives in the NR Existing program. Also, $1,454,000
was shifted to the NR Existing budget for rebates and incentives by APS from the NR Small and
NR New programs under its authority to shift a maximum of 25 percent of budgeted funds from
one program to another in the same sector.

Staff believes that ANS was not required to respond to the NR Existing program and NR
New program incentive cap override requirement unless it applied to override the cap. APS did
not apply to override the NR Existing program or NR New program incentive cap and is,
therefore, in compliance with this requirement imposed by Decision No. 68488.

APS is required by Decision No. 68488 to provide details :fit would like to override the
NR Small program incentive eap. APS has not requested to overlade the NR Small program
incentive cap. The NR Small program cap is set at $150,000 per customer per budget year, APS
is experiencing difficulty in stimulating customer interest in this program and has paid 13
customers a total of only $51,552 in rebates and incentives. Through December 2007, payments
for rebates and incentives have grown to $1 ,669,175 in total, however, there has been no need for
APS to request an oven*ide of the NR Small program $150,000 per customer per program
incentive cap.

Staff believes that APS was not required to respond to the NR Small program incentive
cap override requirement unless it applied to override the cap. APS did not apply to override the
NR Small program incentive cap and is, therefore, in compliance with this requirement imposed
by Decision No. 68488.
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Incentives Paid for Studies on Uncompleted Projects

APS is required by Decision No. 68488 to identify the number of instances that
incentives were paid for studies for when associated projects were not subsequently
completed. In the 12 months following Decision No. 68488, one study was reported by APS as
having been completed under the program. An incentive of $2,325 was paid for the study, but at
the time of the 13-month filing, APS reported no applications had been submitted for incentives
as a result of this study.

Through the end of 2007, APS has still not received an application for energy-efficiency
measures from this customer resulting from this study. However, alter the 13-month tiling was
made, APS received nine applications for technical studies and design assistance studies and has
paid a total of $54,543 in study incentives. Of the nine paid study applications, one was for a
building that is currently under construction and seven more resulted in full implementation of
the study recommendations or activities leading to full implementation of the study results. Five
of the seven were paid a total of $140,649 in additional prescriptive and custom-efficiency
incentives resulting in savings of 84 kw, 1,661,000 annual kph, and 23,998,000 lifetime kph.
Two of the seven have custom incentives reserved for $15,849 in additional incentives with
potential additional savings of 19 kw, 162,000 annual kph, and 2,910,000 lifetime kph.

Staffs intent in recommending this requirement was to identify if a tendency exists
toward APS customers being paid for studies for which no DSM energy-efficiency measures
resulted. Staff believes that the experience to date is insufficient to draw any conclusion
regarding such a tendency. For this reason, Staff recommends that APS continue to track DSM
applications resulting from studies for which incentives have been paid, and report the semi-
annual and cumulative results of its program-to-date tracking efforts in its DSM Semi-Annual
Progress Reports.

Although the information provided is inconclusive, Staff believes that APS has met its
obligation to report the number of instances that incentives were paid for studies for which
associated projects were not completed, and is in compliance with this requirement imposed by
Decision No. 68488.

DSM PROGRAM BUDGET AND SPENDING SUMMARY

Original Estimated Non-Residential DSM Program Budget

Table 3 is a compilation of the estimated budget for APS' Non-Residential DSM
programs as included in Attachment 'A' of Decision No. 68488, February 23, 2006.



Original Estimated Budget for Non»Residential DSM Programs
as Included on Attachment cA; of Decision No. 68488

2805 -» 2007)

Programs
Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Training &
Tech. Asst.

Consumer
Education Total

Pct of NR
Budget

Schools $164,000 $25,000 $125,000 $1,158,000 $183,000 $25,000 $1,680,000 8.1%

NR Existing $676,007 $615,448 $1,674,527 $3,422,287 $236,603 $135,203 $6,760,075 32.7%

NR New $736,007 $670,074 31,823,152 $3,726,037 $257,603 $147,202 $7,360,075 35.6%

NR Small $435,984 $396,928 $1,079,972 $2,207,175 $152,596 $87,196 $4,359,851 21.1%

BOT $12,000 $9,000 $21,000 $0 $192,000 $6,000 $240,000 1.2%

E l S $12,000 $7,500 $24,000 $240,000 $10,500 $6,000 $300,000 1.4%

Total NR $2,035,998 $1,723,950 $4,747,651 $10,753,499 $1,032,302 $406,601 $20,700,001 100.0%

Percent of
NR Budget 9.8% 8.3% 22.9° 0 51.9% 5.0% 2.0% 100.0%

Actual Spending for Non-Residential DSM Programs
as Reported by APS in ts 13-Month Filing

arch 2006 - Fe rue 2007)

Programs
Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Training &
Tech. Asst.

Consumer
Education Total

Pct of NR
Spending

Schools $19,832 $475 $141,877 $76,666 $0 $241 $239,092 5.6%

NR Existing $123,320 $8,903 $977,812 $850,093 $2,641 $4,691 $1,967,460 46.3%

NR New $117,673 $8,765 $1,053,422 $62,480 $4,312 $2,117 $1,248,769 29.400

NR Small $60,913 $7,932 $589,091 $51,552 $390 $1,590 $711,469 16.8°o
BOT $1,578 $4,360 $10,931 $0 $24,183 $0 $41,051 1.0%

ElS $12,813 $0 $24,521 $0 $0 $583 $37,917 0.90 o

Total NR $336,129 $30,435 $2,797,653 $1,040,792 $31,526 $9,223 $4,245,758 100.0%

Percent of
Spending 7.9% 0.7% 65.900 24.5% 0.7° o 0.2% 100.0%

Staff Report on APS Non-Residential DSM 13-Month Filing
Docket No. E-01345A-05-0477
Page 11

Table 3

Non-Residential DSM Program First Year Spending

Table 4 is a compilation of APS~reported spending on the Company's Non-Residential
DSM programs for the 12 months following Decision No. 68488 (March 2006 through February
2007). These spending numbers are not directly comparable with the three-year budget figures
above in Table 3, as they represent program spending for less than 12 months, except for a total
of $425,473 spent from January 2005 through February 2006 for Planning and Administration
activities during the program planning and development stage. The six Non-Residential
programs were implemented on various dates, all after Decision No. 68488, February 23, 2006,
meaning that the figures in Table 4 below represent less than 12 months of actual program
operations.

Table 4



Budget Shifting and Modifications
Made to Budget for Non-Residential DSM Programs

(2005 - 2007)

Programs
Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Training &
Tech. Asst.

Consumer
Education Total

Percent
Change

Schools 0 0 0 0 0 0 0 0.0%

NR Existing $190,000 $262,000 $315,000 $1,454,000
$3,500,000

$102,000 $57,000 $2,380,000 T
$3,500,000 1

+35.2%
+51.800

NR New $116,000) ($165,000) ($193,000) ($916,000) ($64,000) ($36,000) ($1,490,000) 1 (20.200)

NR Small $74,000) ($97,000) (s 122,000) ($538,000) ($38,000) ($21,000) ($890,000) 1 (20.4%)
BOT 0 0 0 0 0 0 0 0.0%

ElS 0 0 0 0 0 0 0 0.0° o

Total NR 0 0 0 $3,500,000 0 0 $3,500,000 +16.9%

Percent
Change 0.0% 0.0% 0.0° o +32.5% 0.0% 0.0% +16.9%
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Non-Residential DSM Program Budget Modifications

Certain modifications have been made to APS' DSM budget since the time it was
established. APS exercised its budget flexibility authority granted by Decision No. 68488 to
shift up to 25 percent of budgeted DSM program funding from one program to another program
in the same sector (Residential sector or Non-Residential sector) per calendar year. In January
2007, the Company shifted $890,000 from the NR Small program (20.4 percent) and $1,490,000
from the NR New program (20.2 percent) to the NR Existing program. All of the programs
involved are Non-Residential programs. In addition to these shitted funds totaling $2,380,000
transferred to the NR Existing program, Decision No. 69879, August 28, 2007, added an
additional $3.5 million to the Rebates and Incentives category of the same program. Decision
No. 69879 was rendered by the Commission in response to APS' application to expedite certain
requests made in its 13-month filing because of their time sensitivity.

Table 5 summarizes all modifications made to the Non-Residential programs budget by
budget category. Budget shifting of funds out of a program are shown as negative numbers
represented in parentheses.

Table 5

Estimated Non-Residential DSM Program Budget After Modifications

Table 6 reflects the APS Non-Residential DSM program budget by budget category after
modifications were made. This represents the current 2005 through 2007 budget in effect now.

T $2,380,000 was shifted to the NR Existing Program from the NR Small Program ($890,000) and the NR New
Program ($1,490,000) under authority granted by Decision No. 68488 to shift a maximum of 25 percent of
budgeted funds from one program to another in the same sector (all Non-Residential programs).

I $3,500,000 was added to the NR Existing Program budget for Rebates & Incentives by Decision No. 69879 in
the matter of APS' application for expedited approval of modifications to certain demand-side management
programs requested in the Company's 13-Month tiling.



Estimated Budget for Nan~Residential DSM Programs
After Budget Shifting and Modifications

(20051-u 2607)

Programs
Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Training &
Tech. Asst.

Consumer
Education Total

Pct of NR
Budget

Schools $164,000 $25,000 $125,000 $1,158,000 $183,000 $25,000 $1,680,000 6.9%

NR Existing $866,007 $877,448 $1,989,527 $8,376,287 $338,603 $192,203 $12,640,075 52.2%

NR New $620,007 $505,074 $1,630,152 $2,810,037 $193,603 $111,202 $5,870,075 24.3%

NR Small $361,984 $299,928 $957,972 $1,669,175 $114,596 $66,196 $3,469,851 14.3%

BOT $12,000 $9,000 $21,000 $0 $192,000 $6,000 $240,000 1.0%

ElS $12,000 $7,500 $24,000 $240,000 $10,500 $6,000 $300,000 1.2%

Total NR $2,035,998 so ,723,950 $4,747,651 $14,253,499 $1,032,302 $406,601 $24,200,001 100.0%

Percent of
NR Budget 8.4% 7.1% 19.6% 58.9% 4.3% 1.7% 100.0%

APS Actual Spending for Non-Residential DSM Programs
Reported by ANS in Semi-Annual DSM Progress Reports

(2005 -2001)

Programs
Planning
& Admin

Program
Marketing

Program
Implement

Rebates &
Incentives

Training &
Tech. Asst.

Consumer
Education Total

Pct of
Budget
Spent

Schools $78,307 $31,135 $300,210 $272,199 $2,193 $2,999 $687,043 40.9%

NR Existing $433,668 $378,369 $2,172,576 $4,307,512 $66,176 $26,585 $7,384,886 58.4%

NR New $329,907 $100,114 $1,675,451 $719,470 $19,138 $8,656 $2,852,736 48.6%

NR Small $173,136 $65,773 $989,554 $193,710 $390 $11,473 $1,4340036 41.3%

BOT $7,455 $15,783 $22,043 $0 $42,874 $0 $88,155 36.7%

E l S $21,880 $0 $44,469 $3,447 $0 $583 $70,379 23.3°o

Total NR $1,044,353 $591,174 $5,204,303 $5,496,338 $130,771 $50,296 $12,517,235 51.7%

Pct of Budget
Category
Spent

51.3% 34.3% 109.6% 38.6% 12.7% 12.4% 51.7%

Category
Pct of Actual
Spending

8.3% 4.70 o 41.600 43.9% 1.0% 100%0.40 o
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Table 6

Non-Residenfial DSM Program Spending 2005 Through 2007

Table 7 reflects actual APS Non-Residential DSM program spending through
December 31, 2007. These spending numbers can be compared to the Table 6 budget as they
represent the actual spending during the entire budgeting period, 2005 through 2007. It is
recognized, however, that the six NR Programs were not approved or in operation for the entire
three-year period (see Table 9).

Table 7



Remaining Budget Dollars
for Non-Residential DSM Programs

December 31, 2007

Programs
Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Training &
Tech. Asst.

Consumer
Education Total

Pct of
Budget

Remaining

Schools $85,693 (380,135) (975,210) $885,801 $180,807 $22,001 $992,957 59.1%

NR Existing $432,339 $499,079 $183,049 ) $4,068,775 $272,427 $165,618 $5,255,189 41.3%

NRNew $290,100 $404,960 (S45299) $2,090,567 $174,465 $102,546 $3,017,339 51.4%

NR Small $188,848 $234,155 (331582) $1,475,465 $114,206 $54,723 $2,035,815 58.7%

BOT $4,545 ($o,783) 81,043) $0 $149,126 $6,000 $151,845 63.3%

E l S ($9.880) $7,500 (920,469) $236,553 $10,500 $5,417 $229,621 76.500

Total NR $991,645 $1,132,776 (58450>652) $8,757,161 $901,531 $356,305 $11,682,766 48.3%

Pct of Budget
Category
Remaining

48.700 65.7% (9 .6%) 61.4% 87.3% 87.6% 48.3%
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Non-Residential DSM Program Remaining Budget Dollars

Table 8 reflects the remaining budget dollars as of December 31, 2007. It is the APS
Non-Residential DSM program budget after budget shifting and modifications less actual APS
Non-Residential DSM program spending 2005 through 2007 (Table 6 minus Table 7).

Table 8

Table 8 shows that the Company overspent its budget in nine sub-categories including the
Program Implementation category for all six programs. None of the Non-residential programs
taken as a whole overspent its program budget. Only the Program Implementation budget
category taken as a whole has overspent its budget category total. Staff believes APS needs to
make efforts to contain budget category spending within budget allocations.

In the 2005 through 2007 initial budget period, only 51.7 percent of the budget (after
modifications) has been spent. It follows that 48.3 percent of the budget remains unspent. The
budget was estimated for the 2005 through 2007 three-year period, but the programs did not
come before the Commission for approval until February 14, 2006, and the Order approving
them (Decision No. 68488) was issued on February 23, 2006. The implementation of five of the
six programs followed within the month of the Order. In summary, 1) the programs were not
operational during any month in 2005, 2) most of the Non-Residential programs were
operational for about nine months of 2006, 3) all six programs were operational during all of
2007. We are, therefore, comparing actual Non-Residential program operations and spending
that occurred over a 21-month periods to a budget estimated for a full three-year 36-month
period. Staff believes the disparity between the 36-month budget period and the actual 21-month
operations period of the programs is particularly significant during this phase of program roll-out

§ With the exception of $425,473 Planning and Administration dollars APS spent for planning and development of
die NR Programs prior to their actual approval and implementation.
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Non Residential DSM Program Date Implemented
Budding Operator Training March 15, 2006
Existing Facilitles March 30, 2006
Small Non Resldential March 30, 2006
New Constructlon and Maj or Renovatlon March 30, 2006
Schools March 30, 2006
Energy Information Services November 16, 2006
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as the acceleration in program activity and spending is rapid at this time as evidenced by recent
program performance.

Implementation dates for the six Non-Residential programs are shown in Table 9 below:

Table 9

BUDGET AND INCENTIVE CHANGES AND ENHANCEMENTS

Non-Residential Existing Program Budget Ceiling

In its 13-month filing, APS proposed that all NR Existing program applications received
for approved DSM measures be paid an incentive, with no annual budget ceiling on spending for
this program. As shown in Table 3, APS' budget ceiling for the program was set at $6,760,075
for the three-year period 2005 through 2007. In the 12-month period following Decision No.
68488, APS spent $1,967,460 on the program. APS' proposal to remove the $6,760,075
spending limit resulted from a rapidly accelerating level of customer interest and activity in the
NR Existing program as reflected by actual incentives paid, applications received, and incentives
resewed. In response to this activity, in January 2007, the Company shifted a total of $2,380,000
to the NR Existing program from the NR New program and the NR Small program as described
above. In addition, Decision No. 69879 rendered August 28, 2007, in response to APS' request
for expedited approval of modifications of certain DSM programs, added an additional $3.5
million annually to the Rebates and Incentives budget category of the NR Existing program.

Staff believes that APS' concerns about exceeding the original 2005 through 2007 budget
for the NR Existing program have been dealt with. The infusion of an additional $3.5 million to
the 2007 budget for Rebates and Incentives for the NR Existing program doubled the amount
originally budgeted for this NR Existing program budget category for the three-year budget
period 2005 through 2007. Budget shifting provided for in Decision No. 68488 added an
additional $1,454,000 for this category. For these reasons, Staff believes APS' request to
remove the budget ceiling on spending for this program is no longer relevant. Furthermore, Staff
would be reluctant to recommend removal of an annual budget ceiling on spending for this or
any other DSM program. Therefore, Staff recommends that APS' proposal, that all Non-
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Residential Existing program applications received for approved DSM measures be paid an
incentive with no annual budget ceiling enforced on spending for this program, be denied.

Rebate and Incentive Limitation to 52 Percent of Overall Spending

In Decision No. 68488, the Commission adopted a Staff recommendation that the
combined expenditure for Rebates and Incentives for the Non-Residential programs from 2005 to
2007 be capped at 52 percent of the overall budget. APS has proposed that the 52 percent
restriction on incentives be removed.

At the time interim approval was given for the Non-Residential programs, Staff had
recommended the 52 percent cap during the initial three-year period to ensure that the nature of
the programs would not vary significantly from the plan as the new programs were implemented.
APS' original budget for the Non-Residential programs provided for a 51 .9 percent allocation of
the total Non-Residential budget to the Rebates and Incentives budget category. The 52 percent
goal was applied to the overall Non-Residential collection of DSM programs in recognition that
individual measure or program incentives may need to be modified up or down by APS, but the
proportion of all Rebate and Incentive payments to overall Non-Residential program costs should
remain relatively constant to ensure the nature of the programs remained as originally conceived.
This recommendation reflects some concern on the part of Staff with a "spending goal" and was
intended to ensure that the Company would not exercise its authority to increase rebates
generally beyond what is needed to motivate customers to install energy-efficient devices,
simply to meet a spending goal.

Staff believes that the 52 percent incentive restriction was intended to remain in effect
only for the initial 2005 through 2007 time period during which the programs were being
developed and implemented as new programs. The Company held expenditures for Rebates and
Incentives to 24.5 percent during the required 12-month reporting period and to 43.0 percent
through December 2007.

APS states that all of its Non-Residential program measures are cost-effective and that
most of the programs are beyond the initial start-up phase. The Company believes that providing
as much of the funding as possible to directly motivate customers to install energy-efficient
devices further facilitates the overall goals of energy efficiency. The Company quotes its
Energy-Efficiency Market Potential Study, on page 24, which states "it may be reasonable to
expect that a particular program will have non-incentive costs of 50 percent (or higher) during its
initial development and early years of implementation, but that as development costs decline and
economies of scale are obtained, the non-incentive share may fall significantly."

Staff agrees that to maximize the energy efficiency obtained per dollar spent, a higher
percentage of program funding should be expended as Rebates and Incentives and Program
Marketing as programs mature and development and implementation costs decline. Staff
believes that expenditures in the Planning and Administration and Program Implementation
budget categories, in particular, should decline as programs mature. As a safeguard, the
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Commission, in Decision No. 68488, imposed individual measure incentive caps and program
incentive caps as well as an overall maximum incentive cap of 75 percent of incremental costs to
restrict incentives. These safeguards remain in place.

Staff believes that the current 52 percent cap on rebates and incentives for the Non-
Residential DSM programs could be counterproductive both at this point in their development
and looking toward the future. In response to APS' request for expedited approval of
modifications to certain DSM programs, Decision No. 69879, August 28, 2007, the Commission
removed the 52 percent incentive cap on the NR Existing program beginning in the 2007 budget
year. For the reasons outlined above, Staff recommends that the existing 52 percent limitation
on combined Rebates and Incentives as a percentage of overall Non-Residential DSM spending
in all existing Non-Residential programs be removed begirding in the 2008 budget year.

$1,000,000 Cap on Planning and Administration Expense Recovery

In Decision No. 68488, the Commission set a cap on APS recovery of Planning and
Administration expenses for any Non-Residential DSM program at 10 percent of that program's
total budget. This limitation was to be applied on a program-by-program basis. The
Commission allowed a maximum of $1,000,000 of Planning and Administration expenses
relating to the Non-Residential programs to be recovered within this limitation. APS has
requested removal of the $1,000,000 limitation on recovery of actual incurred Planning and
Administration expenses. APS has not proposed any change to the cap limiting recovery of
Planning and Administration expenses for any Non-Residential DSM program to 10 percent of
that program's total budget.

Recovery of APS' Planning and Administration expenses was limited because of
concerns that APS was not able to identify all the components that would be included in this
budget category. In its original application, APS identified certain information regarding
employee salaries, however, other components were not known to APS at that time because the
programs were new and the Company did not yet have actual experience with the programs.
Staff recommended that APS request recovery in the 13-month filing because, at that time, APS
would have 12 months of actual historical expense data for the Planning and Administration
category that Staff could analyze. The Commission allowed recovery of qualifying Planning and
Administration expenses actually incurred, but limited such recovery to a maximum of
$l,000,000. Although not clearly specified in the Order, Staff believes that the $1,000,000 in
Planning and Administrative expenses allowed by the Commission was intended to be for the 12
months covered in the 13-month tiling at which time further action could be taken.

APS provided itemized historical details of Planning and Administration expenses for the
first 12 months of the Non-Residential programs in this 13-month filing. Staff believes that the
detail provided is adequate, and that the expenses included are appropriate Planning and
Administration expenses. Staff furthemiore believes the expenses are reasonable. Most of the
items are APS employee salaries and employee expenses related to APS' development and
supervision of the programs and oversight of contractors. APS spent a total of $336,129 on
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Planning and Administration of the six programs from March 1, 2006, through February 28,
2007. Planning and Administration expenses were therefore kept under the allotted $1,000,000
cap.

Staff now has knowledge of the types of expenses that APS is including in the Planlling
and Administration budget classification and believes that they are appropriate. Therefore,Staff
recommends the $1,000,000 limitation on APS recovery of Administration and Planning
expenses related to the Non-Residential DSM programs be removed. Recovery of such program
expenses is still 1) limited to actual incurred expenses, 2) subject to verification that they are
legitimate expenses, 3) subject to verification they are appropriate for the Plamling and
Administration budget category, and 4) limited to 10 percent of the total program budget for each
non-residential program.

APS reported in its 13-month tiling that overall Administration and Planning expenses
were kept under 10 percent of overall non-residential spending "as required by Decision No.
68488." Decision No. 68488, however, requires that Planning and Administration costs for any
given program not exceed 10 percent of that program's total budget. APS is reminded that this
limitation will be enforced on a program-by-program basis, and that cost recovery will be
disallowed for those expenses that do not c0nfom to the specific requirements of
recommendation "u" in Decision No. 68444 as clarified below.

Staff believes that recommendation "u" was clear in that it was to be applied on a
program-by-program basis, but that there could be some confusion about the time period to
which this restriction applies. For clarification, Staff recommends that Planning and
Administration costs for any given Non-Residential program, such as NR New, not exceed 10
percent of the total program budget for the budgeting period, such as 2005 through 2007 or 2008
through 2010.

Payment of Non-Residential DSM Incentives to Building Owners

APS currently has authorization to pay Non-Residential DSM program incentives only to
APS customers. In the Residential sector, incentives are paid to builders for the Residential New
Construction program and compact fluorescent lamps are "bought down" through payments to
the lamp manufacturers in the Consumer Products program.

The Company has proposed to open Non-Residential DSM program participation to
property owners of facilities within APS' service territory that lease space to APS customers.
The reason for APS' request is to influence both APS customers and property owners to install
energy-efficient technologies. Currently, property owners that lease facilities to non-residential
customers are not eligible to participate in any APS Non-Residential DSM program. These
property owners are responsible for selecting and installing major equipment that serves their
facilities and their APS customer tenants. Because their tenants pay for the electric service, this
group of property owners has little incentive to install energy-efficient equipment. Staff believes
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that this group of decision makers requires incentives to become motivated to make energy-
saving decisions even more so than do APS customers who are motivated by lower electric bills.

The behavior that the APS DSM programs are attempting to encourage is the installation
of energy-efficient equipment and the exploitation of energy-savings opportunities. Staff
believes that baning building owners from participation in its DSM programs is a lost
opportunity and is currently resulting in potential energy savings remaining untapped. For these
reasons, Staff recommends that if building owners install DSM energy-efficiency measures that
would qualify for APS incentives if made by the APS customer/tenant, the building owner be
eligible to qualify for the incentive, and APS be authorized to pay such incentives to the building
owner.

Such a change in procedures would be relatively easy to implement. The only additional
safeguard would be that APS or its implementation contractor would need to verify that no
additional incentive be paid to an APS customer (tenant) for the same energy-efficient measure
installation for which an incentive was paid to the property owner. This would simply require
verification of which party paid for the measure by requiring a copy of the invoice and paying an
incentive only to the party that paid for the measure.

Availability of various measures now depends on the size of the customer and subsequent
classification of that customer as eligible for specific Non-Residential program(s). Staff believes
that APS could qualify building owners' eligibility for various measures based on which
programs the tenant would be eligible for, if the customer/tenant had made the investment.

Technical Assistance and Study Incentive Changes

Cap of $10,000 on Teehnieal Assistance Study Incentives - Decision No. 68488 provided for
incentives to be paid to larger APS customers for various technical assistance activities including
specific types of studies. The qualifying studies include Energy Feasibility Studies, Design
Assistance Studies, Retro-commissioning Studies, and Commissioning Studies. These measures
are available to customers through the NR Existing program, the NR New program, and the
Schools program. Incentives are limited to 50 percent of the cost of the study up to a maximum
of $10,000 per study. Further prescriptive or custom-efficiency incentives are available for the
implementation of study recommendations to increase energy efficiency. The custom-efficiency
incentives are paid one time at $0.11 per annual kph saved, but are limited to 50 percent of the
measure's incremental cost. The study incentives and the incentives paid to implement study
recommendations are subject to the annual per-customer per-program cap of $300,000 in the
case of the NR Existing and the NR New programs, and the lesser of $15 per student or $25,000
per school district per year in the case of the Schools program.

APS is proposing a modification to all technical assistance and study incentives to change
the criteria for the "$l0,000 limit per customer" to a $10,600 limit per facilily. As stated above,
study incentives are limited to 50 percent of the cost of the study up to a maximum of $10,000.
Staff is not aware of a limitation that would restrict APS to administering this cap on a per-
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customer or a per-facility basis. Incentives for studies and measures identified by such studies
are subject to the annual per-customer cap of the Non-Residential program through which the
measures are installed. For purposes of administering the program cap, a customer is defined by
APS as one or more sites, locations, or accounts controlled by a single decision maker.
Normally, one "customer" will be comprised of those sites, locations, or accounts for which the
electric bills are paid by a single entity.

Because study incentives are limited by individual study caps and by program caps for
the program through which such studies are undertaken, and because Staff believes the
individual study caps are to be applied on a per-study basis and has found no reason to believe
that there was ever an intention to apply the study cap on a per-customer or per-facility basis,
and to provide clarity and remove uncertainty, Staff, therefore, recommends that the cap on
incentive payments for all technical assistance study incentives be applied to all customers on a
per-study basis, and that no per-customer, per-facility, or annual limit apply to these incentives
other than the customer's overall annual program cap for the program through which the study is
undertaken. This recommendation applies to Energy Feasibility Studies, Design Assistance
Studies, Retro-commissioning Studies, Commissioning Studies, and any other similarly designed
studies that may be approved by the Commission for APS' Non-Residential DSM programs
unless otherwise designated.

Cap of $10,000 on Retro-Commissioning Studies - Retro-commissioning Studies were
included as one type of study approved by Decision No. 68488. Incentives for Retro-
commissioning Studies, like the other approved studies, are limited to 50 percent of the cost of
the study up to a maximum of $10,000 per study.

Retro-commissioning is a process to review the energy use of a building to determine if
the building is performing the way it was designed to perform. Over many years of use,
buildings often undergo modifications, equipment malfunction or degradation, and building
operational changes, Retro-commissioning goes beyond being only a study, in that some issues
identified can be immediately rectified as part of the retro-commissioning procedure. These
issues may include operational savings such as changing Heating Ventilation and Air-
conditioning ("HVAC") setbacks, repairing economizers, or sealing leaking ductwork. Many of
these changes can result in immediate and sometimes substantial energy savings and are
accomplished without further investment or incentives. Other issues identified by Retro-
commissioning Studies may involve capital expenditures to replace or reconfigure building
systems. These require additional energy-efficiency measures to capture the energy savings and
normally result in applications to APS for further incentives.

APS is proposing to increase the cap on Retro-commissioning Studies from $10,000 to
$20,000. The Company's proposal is based on the fact that retro-commissioning is more labor
intensive compared to the other studies, and that energy-efficiency improvements are actually
included as part of the retro-commissioning process. Retro-commissioning Studies require more
effort. APS believes the higher incentive cap for Retro-commissioning Studies would be
consistent with the costs and benefits associated with this type of study.
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In response to discovery from Staff, APS provided information discussing the cost of
retro-commissioning in other states. One study, conducted by the Lawrence Berkley National
Laboratory, Portland Energy Conservation, Inc. ("PECI"), and Texas A&M University in 2004,
demonstrated that an average of $35,000 per building was spent on retro-commissioning 150
buildings in 15 states. An earlier study conducted by PECI in 2001 reported retro-
commissioning costs as high as $52,000 per building. These retro-commissioning costs would
likely be higher today and provide contrast to the cost for other types of studies, for which APS
has paid incentives, which averaged $12,283 per study.

Since the roll-out of the Non-Residential DSM programs in March 2006, APS has
received no applications for Retro-commissioning Studies either in the 12-mondm reporting
period required by the 13-month filing or to date. APS believes the lack of participation in this
measure is in part because the maximum $10,000 incentive covers a relatively small portion of
the total cost to retro-commission a building. The Company also believes the restriction of
multi-facility customers to a $10,000 maximum retro-cornmissioning incentive per customer is a
contributing factor. However, Staff reiterates its belief that APS misinterpreted Decision No.
68488, and that no $10,000 maximum incentive per customer restriction exists or was intended.
Like the other studies, the Retro-commissioning Study cap is 50 percent of the cost of the study
up to a maximum of $10,000 and is to be applied on a per-study basis. One Retro-
commissioning Study is normally associated with one or more buildings or facilities heated
and/or cooled by a single central HVAC plant. Also, like the other studies, the Retro-
commissioning Study incentive is included in and limited by the customer's annual program cap.

Staff believes that Retro-commissioning Studies may identify and implement significant
energy savings at relatively low cost. Staff also believes that one reason they have not been
adopted by APS customers is that the incentive could be too low. Staff believes that sufficient
justification has been presented to raise the Retro-commissioning Study cap. Staff recommends
that the incentive maximum for a Retro-commissioning Study be increased from 50 percent of
the cost of the study up to a maximum of $l0,000, to 50 percent of the cost of the study up to a
maximum of $20,000, and that the $20,000 cap be applied on a per-study basis.

Shifting of Budget Dollars within a DSM Program

APS has expressed uncertainty regarding its authority to shift budgeted funds from one
budget category (e.g. Rebates and Incentives, Program Marketing, etc.) to another budget
category within the same DSM program or Hom one sub-program or group of measures to
another sub-program or group of measures within the same DSM program.

In the "program flexibility" provisions discussed in various decisions, including Decision
No. 68488 granting interim approval for the Non-Residential DSM programs, the Commission
granted authority for APS to shift a maximum of 25 percent of budgeted funds from one program
to another program in the same sector (Residential sector or Non-Residential sector) per calendar
year. However, the Order remained silent on APS' authority to shift funds within a DSM
program.
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Staff is guided by the principle that the Company requires a certain degree of flexibility
to effectively administer its DSM programs. In response to Staff recommendations, the
Commission has allowed APS budget flexibility but placed several parameters around such
flexibility in order to retain a reasonable amount of control and oversight.

Staff believes that funding shifts within a program are less of a concern than funding
shifts between programs. Staff previously stated in its memorandum underlying Decision No.
70033 concerning shifting funds within a DSM program, "It is not clear that funds could be
shifted between components (or sub-programs or measure groups) of the same residential
program, but Staff does not believe there is any language, cap, or restriction in place to prevent
it."

Staff believes that shifting budgeted DSM funds between budget categories within a
program and shifting funds between sub-programs, measures, or measure groups within a
program have in common that both are shifting within an approved DSM program. Staff further
believes that there is no reason why APS should not have the authority to make such budget
shifts within an approved DSM program, without Commission approval, so long as such a shift
does not violate another budget restriction placed on the Company by the Commission. For
example, APS is limited to holding DSM program Administrative and Planning costs to a
maximum of 10 percent of the total program budget, and should not be allowed to make budget
shifts within a DSM program that would violate that restriction placed on the Company by
Decision No. 68488.

Because of the reasons stated above and to provide clarity and certainty to APS, Staff
recommends that APS be granted the authority to shift budgeted funds within a Commission-
approved DSM program, without obtaining Commission approval, either between budget
categories within a DSM program or between sub-programs, measures, or measure groups within
a DSM program, unless such funding shifts would violate another budget-shitting parameter or
limitation on budget flexibility ordered by the Commission. All budget shifts must be reported
to the Commission in APS' DSM Semi-Annual Progress Report.

Inclusion of Prescriptive Incentives within a Custom-Efficiency Measure

APS is proposing, in instances where an integrated building energy simulation is
perfonned as a custom-efficiency measure that identifies energy savings from both prescriptive
and custom measures, that the prescriptive measure savings be combined into the overall custom
application, and both be treated as a single custom-efficiency measure. This suggests that the
incentives paid would be only for the custom-efficiency measure (a one-time payment of $0.1 l
per kph saved) and that there would be no prescriptive measure incentives paid.

APS sites a number of potential advantages of its proposed treatment of these combined
prescriptive and custom-efficiency applications. The Company states that the proposed
treatment alleviates the possibility of double counting, a problem that Staff was concerned
enough about to address specifically when interim approval was granted. APS also states that
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the proposed treatment will do a better job of measuring interactive effects, all of which are
captured by an energy simulation, but are difficult or impossible to capture when prescriptive
savings are accounted for separately. The Company sites the example in which a lighting load is
reduced that saves energy for lighting but also reduces air-conditioning energy requirements.
APS further states that eliminating procedures to separate energy savings attributable to
prescriptive measures from savings attributable to custom-efficiency measures reduces
administration costs.

Staff believes that this is an excellent example of why the Commission ordered the 13-
month filing to provide an opportunity for APS to fine-Me its DSM procedures with the benefit
of a 13111 year of actual experience with the programs as a guide. Staff believes that the
advantages stated by APS are valid, and that implementation of such a revision would result in a
better program with lower administrative costs. Based upon Staffs analysis, Staff believes that
total incentives to the customer may go up slightly, but this would be dependent on the
prescriptive incentive schedule for the measures included within a custom-efficiency measure.
Because this practice would result in Savings in administrative expenses, elimination of the
possibility of double counting, and possible increased participation, Staff recommends that in
cases where an integrated building energy simulation identifies energy savings opportunities
from both custom-efficiency and prescriptive measures, the prescriptive measures be allowed to
be combined into the custom-efficiency application, the combination be treated as a single
custom-efficiency measure, and a custom-efficiency incentive be paid based upon the combined
energy savings.

Energy Information Services Incentive/Budget Enhancement

Decision No. 68488 provided for incentives to be paid to APS customers through the NR
ElS program for installing metering and related equipment on a single metered site having a
monthly billed demand above 200 kw. The program concept is to capture larger customer
consumption and load profile data and to upload such data to a secure website via
telecommunications lines. These data are then available on a password-secured website for
customers to use to identify consumption trends so that energy-efficiency improvements can be
made. The data are not available in real time, however, load profile data through the previous
day are available. As originally conceived, the incentive was set at 75 percent of the incremental
cost of providing the ElS installation up to a maximum of $1,000 per customer. APS ElS
implementation contractors (Automated Energy, Inc.) are available to educate and assist
customers in interpreting ElS data and in planning usage changes that will result in increased
energy efficiency.

APS believed the cost of the needed meter equipment would be about $1,200 per
installation, and thus proposed the incentive cap to be 75 percent of the cost, or $900 per
customer per year. The meter prices have gone down, however, and the incremental cost is now
believed to be in the area of $600 or less. The ElS program was the last of the six programs to
be implemented (November 16, 2006) and has had few subscribers. During the 12-month
reporting period, there were no participants. To date, there are 10 customers representing 29
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meters participating. APS reported that it has received feedback from its customers that they
often have multiple meters per site and often multiple sites. The customers stated that it would
not mad<e sense for them to equip only one of their meters with the ElS service, and they would
like to see the program cap be raised to recognize the fact that program participants will want to
install ElS on multiple meters within their control. Indeed, APS' study revealed that 73 percent
of potential ElS customers have more than one qualifying meter.

APS is proposing to expand the incentives on ElS installations to allow more incentives
for customers with multiple meters above 200 kw. The Company, however, is aware that the
ElS program is a smaller budget program, and a need exists to retain a per-customer cap to
ensure that one or a few of the eligible customers do not dominate the program to the exclusion
of others. APS has requested that the $1,000 per customer cap be removed and replaced with a
cap of $12,000 per customer per year which is five percent of the 3-year incentive budget.

Staff believes that this is another example where experience with the program provides
previously unseen opportunities to fine-tune the prograln's operational parameters, so that it
might be more appealing to potential customers and ultimately provide more energy efficiency.
Staff believes limit ing any one customer  to five percent  of the 3-year  incentive budget  is
reasonable to keep a few customers from dominating the program.

For consistency and to accommodate customers with multiple metered sites, Staff is also
recommending the customer-size eligibility criterion presently defined as a customer with a
single-metered site having a monthly billed demand over 200 kW in the past 12 months of billing
history be changed to a customer with a meter or meters having a monthly billed demand over
100 kW in the past 12 months of billing history.

In order to accommodate customers with multiple meters and/or multiple sites, Staff
recommends that the Non-Residential Energy Information Services annual incentive cap of
$1,000 per customer be removed and be reset to 75 percent of incremental cost up to a maximum
of $12,000 per customer per year,  that NR ElS incentives be paid only on meters having a
monthly billed demand over 100 kW in the past 12 months of billing history, and that only meter
costs and one-time set-up charges be included in the incremental cost from which the incentive is
calculated. Other costs such as annual maintenance costs, phone lines, and telecommunications
or internet costs are 100 percent customer responsibilities and are not eligible for inclusion in the
calculation of the incentive amount. If adopted by the Commission, the proposed $12,000
annual incentive cap for the NR ElS program would be similar to the $150,000 per customer
annual incentive cap for the NR Small program or the $300,000 per customer annual incentive
cap for the NR Existing program. It follows that NR ElS incentives would not be included in or
counted against a customer 's $150,000 or $300,000 annual incentive cap for another Non-
Residential program in which the customer may be participating.
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Custom-Efficiency Measure Incentive Level

Staff believes that any DSM program or collection of DSM programs should move the
market toward energy efficiency. Incentives are designed to provide an added motivation to
make customers aware of the benefits of installing energy-efficiency measures. Incentives,
however, are not intended to be permanent. Staff believes it is important to cautiously lower
incentives on those programs or measures that have proven to be effective in changing customer
behaviors regarding energy efficiency.

The custom-efficiency incentive is the one measure that is probably most important to the
Non-Residential programs. It is currently set at $0.11 per annual kph saved. This measure has
been responsible for an overwhelming response to the NR Existing program and is successfully
used for other programs, as well. Staff believes the programs that use this measure would
continue to attract customers even if the incentive is slightly reduced.

Staff recommends the custom-efficiency incentive of $0.110 per annual kph saved be
reduced to $0.105 per annual kph saved on July 1, 2009, and be further reduced to $0.100 per
annual kph saved on January 1, 2011, such reduction to be applied in all APS DSM programs to
which the custom-efficiency incentive applies. The incentive would continue to be paid one time
only for estimated kph energy savings and be limited to 50 percent of the custom~efficiency
measure's incremental cost.

Incentive Coordination with Other Enfities

Staff believes that many different entities are beginning to realize the advantages, and
indeed the necessity, of energy efficiency as an energy source. The federal Energy Independence
and Security Act of 2007 was signed into law on December 19, 2007, and contains a number of
initiatives that run somewhat parallel to APS' DSM programs. Among those provisions are
initiatives for promoting conservation in buildings and industry, improving standards for
appliance and lighting efficiency, emphasizing high-performance "green" buildings, promoting
small business energy-efficiency programs including offering small businesses loans for energy-
efficiency improvements, and advancing new standards for promoting energy efficiency in
government and public institutions. Likewise, the State of Arizona, municipalities, and even
subdivisions or homeowner associations are becoming more actively involved in energy-
efficiency initiatives. In coming years, Staff believes it is inevitable that activity and
involvement in energy-efficiency matters by other entities will increase.

Looking forward, Staff believes it will be imperative for APS to work increasingly with
other involved entities, whether private or governmental, in order to maximize opportunities for
energy efficiency in its service territory and minimize the cost of energy efficiency to both its
participating and non-participating customers. In the future, Staff believes that APS will find it
more difficult to act alone, and will indeed find it advantageous to work increasingly with these
other entities involved in energy efficiency. For example, is it possible that provisions in the
Federal Energy Act might be a source for low cost loans to enable small business to install more
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energy-efficiency improvements? Could APS research the new Act and possibly provide
assistance to potential DSM participants with the cumbersome application processes customers
may need to complete in order to participate? Could this be a strategy to help APS reduce its
costs for DSM while achieving the same or even more energy efficiency?

Staff recommends that APS increase its efforts to work with other governmental and
private entities involved with energy efficiency, and find ways to work collaboratively with them
to evolve its DSM programs over time to complement their activities rather than to duplicate or
compete with those activities, with goals to maximize energy efficiency while minimizing APS
incentives to program participants and costs to all APS ratepayers that fund APS DSM programs.

Staff believes it is likely that federal, state, municipal or other rebates and incentives
including tax credits could, in some cases, enable APS to reduce its own incentives without
decreasing participation in its DSM programs or decreasing energy efficiency. Administration of
an effort to coordinate incentives could be admittedly complex and cumbersome. Staff believes,
however, that such coordination of efforts will be increasingly necessary in the future, and that
APS should begin to move in that direction. Staff believes that APS' role could gradually
change to the rebate experts educating non-residential customers about available incentives and
helping them work through the application process. APS rebates could, and most likely would,
remain part of the mix, but in some cases APS' role could be mostly educating clients about
other available rebates and helping its customers to secure them.

Staff recommends that APS continually research and monitor other energy-efficiency
rebates and incentives, including tax credits, that may be available to its Non-Residential DSM
program participants throughout its service territory, and that the Company limit its incentive
payments to program participants to ensure that the sum of all known monetary incentives, either
paid or available to APS program participants from other entities for the same measure, be
limited to APS' established measure cap, such as 50 percent or 75 percent of incremental cost,
unless a different cap is ordered by the Commission. For example, if a DSM measure is capped
under the APS NR Existing program at 75 percent of incremental cost, and incremental Cost is
$l2,000, the maximum incentive would be $9,000. If a federal tax credit is available for $2,000
for this measure, APS would be limited to providing an incentive of $7,000 regardless of
whether the customer applied for or received the federal tax credit. It is not Staffs intent that
incentive dollars paid by other entities apply to APS maximum per-customer per-year program
caps (such as $300,000 per year) or to APS program budget caps. It is Staffs intent that more
energy efficiency be accomplished per customer while remaining under the same per-customer
per-year cap, and that more energy efficiency be accomplished under a given DSM program for
the same number of program budget dollars.

d

Staff believes coordination of incentives will become increasingly necessary to prevent
APS DSM participants from "gaming" the system in instances where multiple entities offer
incentives. Without such coordination, it is possible that program participants could receive an
incentive from APS and others totaling more than the maximum 75 percent of incremental cost,
or even more than the total incremental cost, such that the participant is "making money" by
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installing the DSM measure. 111 such cases, the excess incentive paid would create no additional
energy efficiency and would be wasted ratepayer money.

Staff is aware that there could be complications in implementing its recommendation.
Tax rebates, for example, are deferred payments and are less desirable than a rebate received
immediately upon installation of a measure. Tax-exempt entities such as schools are not eligible
for tax credits and should not be penalized by Staffs recommendation. Staff believes that APS
should have broad latitude to implement this restriction in a manner determined by the Company
to be the most practical while staying within the constraints of the recommendation and the spirit
of its intent. Staff believes that APS can best determine, for example, whether it would more
advantageous to apply this restriction globally or on an individual measure basis.

OTHER OPERATIUNAL CHANGES AND ENHANCEMENTS

Marketing Materials Submission

Decision No. 68488 requires APS to provide a copy of all marketing materials for Staff
review within 30 days of the development of each piece. Staff was concerned at the time that
APS had a $1.7 million 3-year marketing budget for the Non-Residentialprograms, but few
details of the Company's marketing plan were contained in the original Portfolio Plan. Staff
therefore recommended the above requirement as well as a requirement that APS provide a
detailed Marketing Plan for the Non-Residential programs within 30 days of the Decision. The
Commission adopted Staff recommendations and Staff did receive the Marketing Plan as well as
the marketing pieces as they were developed, and found them to be satisfactory.

After having met the requirement for the first 12 months of program implementation,
APS is requesting that the Commission drop this requirement, and that new marketing materials
for each six-month period be provided to the Commission as part of the Company's Semi-
Annual Progress Reports. Staff believes its original concerns were valid, but that through the
submission of the Marketing Plan and periodic submission of new marketing materials over time,
Staff has gained a sense of APS' marketing strategy and Staffs original concerns have been
mitigated. Furthermore, many of APS' materials and forms are on the Company's website.
Believing that its early concerns have been relieved, Staff recommends that the Decision No.
68488 requirement that APS provide copies of all Non-Residential DSM program marketing
materials for Staff review, within 30 days of the development of each piece, be removed, and
that a sample of such materials developed during each six~month period be included in APS'
Semi-Annual DSM Progress Reports instead.

Other Marketing Considerations

Staff believes APS' strategy to take advantage of natural opportunities to promote energy
efficiency at the time and place customers are making energy-related decisions is valid. Staff
also believes that APS' strategy to work through trade partners including contractors and
builders is reasonable. Further, Staff believes the Company's efforts to develop marketing
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pieces dedicated to specific business types is a reasonable strategy. Staff fiirther believes the
Company's seminars, trainings, and participation in trade shows are effective strategies.
However, Staff is concerned whether APS has been doing enough to advertise and promote its
Non-Residential programs.

Staff is concerned that APS-supplied data from Non-Residential program start-up through
October 2007 indicated that only $64,000 (or 3.7 percent of budgeted dollars) had been spent for
all Non-Residential programs for Program Marketing, the lowest percentage of spending as a
percent of budgeted dollars of all budget categories at that time. However, $3,641,000 (or 25.5
percent of budgeted dollars) had been spent for all Non-Residential programs for Rebates and
Incentives. Staff" s concern is that it appears APS may not have been doing enough to promote
its Non-Residential programs through advertising. The focus of Staff s analysis was to point out
the difference in percent of budget spending between the two categories, 3.7 percent for Program
Marketing versus 25.5 percent for Rebates and Incentives.

When data through the end of the 2005 through 2007 period became available, the
numbers reflected a totally different scenarioand created new concerns on the part of Staff. Data
through December 2007 indicated that $591,000 (or 34.3 percent of budgeted dollars) had been
spent for all Non-Residential programs for Program Marketing. In the same period, $5,496,338
(or 38.6 percent of budgeted dollars) had been spent for all Non-Residential programs for
Rebates and Incentives.

These APS numbers indicate that, in the two-month period November 2007 through
December 2007, the Company spent $527,174 on Non-Residential Program Marketing, or 89.2
percent of the total of $591,174 spent during the entire 2005 through 2007 budgeting period. In
the same two-month period from November 2007 through December 2007, the Company spent
$1,855,338 on Non-Residential program Rebates and Incentives, or 33.8 percent of the total of
$5,496,338 spent during the entire 2005 through 2007 budgeting period.

This two-month period, of course, was the final two months APS had to meet its DSM
spending goals set forth in Decision No. 67744, April 7, 2005 . Decision No. 67744 specifically
provided that "if during 2005 through 2007, APS does not spend at least $30 million of the base
rate allowance for approved and eligible DSM-related items, the unspent amount will be credited
to the account balance for the DSM adjustor." Staff believes that the end of 2007 was a high-
growth period for the Non-Residential programs, but also believes payments were timed to allow
it to meet its spending goal so that DSM monies collected would not need to be returned to
ratepayers.

Staff has discussed this with APS and was indeed informed that the timing of Program
Marketing dollars expended and marketing services received do not necessarily coincide. Staff
therefore still remains uncertain as to the level of marketing activity (as opposed to dollars) that
was expended throughout the approximate 21-month time period during which the programs
were operational (from implementation through December 2007). Staff believes that more
explanation of APS' marketing activity and expenditures during this period would be
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appropriate. Staff iiuther believes that more explanation of APS' payments for rebates and
incentives during this two-rnonth period would be appropriate. Staff views such explanations,
however, as being for purposes of approving or disapproving expense recovery rather than as a
matter for this 13-month filing.

Staff believes that both marketing and incentives are important in changing customers'
behavior to persuade them to participate in DSM programs and increase energy efficiency. Staff
is concerned that APS' pre-October 2007 level of marketing efforts may have been insufficient
to make customers aware of these programs and their advantages at a time when the programs
were new and marketing efforts should logically be at a high level. Staff is also uncertain as to
the actual level of ongoing marketing activity at any given point in time even though APS has
submitted its Program Marketing expenses on a semi-annual basis, as required. This is because
Staff has learned that the marketing activity and payment for marketing services are not
necessarily coincident in time.

Therefore, Staff recommends Mat, within 90 days of a decision in this matter, APS
submit a "Marketing Progress Report" to the Commission in Docket Control comparing its
actual Non-Residential DSM program marketing activities and spending to the Marketing and
Communications Plan submitted to Staff on May 25, 2006, in compliance with Decision No.
68488.

Staff further recommends that 1) APS determine if it might be able to raise customer
energy-efficiency awareness and further promote its Non-Residential DSM programs through the
use of additional marketing efforts and activities, that 2) APS review its Non-Residential
programs to determine if there are areas where stepped~up marketing activities might either fully
or partially displace the use of rebates and incentives to persuade customers to participate in its
Non-Residential DSM programs, and that 3) APS consider whether changes and increases in its
marketing or customer education activities might increase customer awareness of incentive
programs or loans for energy-efficiency activities available from entities other than APS. The
results of these three studies should be submitted to the Commission as part of its Marketing
Progress Report.

Staff also recommends that APS provide a comprehensive description of its Program
Marketing activity and the dispersion of that activity over the time period 2005 through 2007 and
its relationship to Program Marketing expenditures 2005 through 2007, and include 1) a
thorough explanation of the time period of marketing services rendered for each payment of
Program Marketing expenses, 2) a thorough explanation of the extraordinary expenditures for
Program Marketing during November and December of 2007 including what services were paid
for, when such services were or will be received, and to whom payment was made, and 3) a
thorough explanation of the extraordinary expenditures for Rebates and Incentives during
November and December of 2007 and what incentives were paid, when such incentives were
applied for, when they were installed, and other relevant details that might help Staff understand
these payments. The requested data and explanations should be submitted to the Commission as
part of APS' Marketing Progress Report.
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DSM Semi-Annual Progress Report Content Additions

Staff believes the infonnation APS includes in its DSM Semi-Annual Progress Report is
very useful, but that the inclusion of additional information on the report would be helpful to
Staff and to the Commission.

Staff recommends that, in its DSM Semi-Annual Progress Reports, APS continue to
report its MWh savings resulting from DSM measures installed during the reporting period in
terms of "lifetime" MWh savings over the expected life of the measures, and additionally, that it
report MWh savings for the six-month reporting period, and that it report both lifetime and
reporting period MWh savings by program not only for the period, but year-to-date and DSM
program-to-date.

Staff also recommends that, in its DSM Semi-Annual Progress Reports, APS add
program spending by budget category, and peak load MW savings, both year-to-date and DSM
program-to-date, to supplement the 6-month reporting period data that the Company is currently
filing.

Staff also recommends that, in its DSM Semi-Annual Progress Reports, APS report
environmental savings in terms of Sulfur Oxide (SOx), Nitrogen Oxides (NOt), Carbon

Dioxide (CON), Particulate Matter (PMl0), and Water (HZO), such savings to be reported both
for measure lifetime savings from DSM measures installed during the reporting period and for
savings during the six-month reporting period only, and that such savings be reported for the
reporting period, year-to-date, and program-to-date.

SMALL NON-RESIDENTIAL
ENHANCEMENTS

PROGRAM CHANGES AND

APS efforts to reach "Small Business" customers with its NR Small program have fallen
short of expectations. The Small Business category is defined as non-residential customers with
a maximum monthly peak demand of 200 kW or less based on the past 12 months of billing
history. This would include most commercial customers and some small industrial customers.
In the 12-month reporting period (March 2006 through February 2007) required for the 13-
month tiling, APS reported a total of 49 applications from 24 customers resulting in 13
customers receiving a total of $51,552 in incentives. By any measure applied, participation
remains low, and the cost to obtain that participation has been high in relation to participation
and actual energy-efficiency savings.

q

Other utilities have also had difficulty in influencing small business customers to
participate in DSM programs. Some of the banters to participation are that 1) smaller business
customers typically do not have facility managers or energy managers on site, 2) many
commercial facilities do business in rented facilities, 3) smaller customers often have limited
capital and higher priority ways to spend it compared to energy-efficiency projects, 4) project
lead times are difficult for smaller businesses to tolerate, 5) the complexity of meeting program
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requirements to obtain program rebates can be overwhelming for small business, and 6) time and
ability to research and identify energy-efficient projects and products is limited.

Decision No. 68488 contains Staff-estimated NR Small program results projections for
three years that include $13.8 million in net benefits over the life of the measures, a reduction of
annual peak demand by about 8.8 MW, and a reduction of energy consumption by about 729,000
MWh over the life of the measures. For the one-year reporting period required in the l3-month
tiling, APS reported its NR Small program energy savings of 11,336 MWh in lifetime energy
savings and 144 kW in demand savings. Actual 2005 through 2007 results reported by APS
indicate a reduction of peak demand by 0.52 MW, and a reduction of energy consumption of
42,577 MWh over the life of the measures. By any measure, results fell short of expectations.

Table 17, found toward the latter portion of this document, summarizes the NR Small
program budget and expenditure information as reported in Tables 1-7 .

Although Table 17 displays numbers for differing time periods, an examination of the
table is none-the-less revealing. $890,000 budget dollars were shifted out of the program
because spending was lagging the budget, resulting in only 41.3 percent of (reduced) budgeted
finding being expended through December 2007. A full 103.3 percent of three-year
implementation costs were expended in about 21 months, but only 11.6 percent of Rebates and
Incentives were expended over the same time period. Program Marketing expenditures are 21.9
percent of budget. Based on the numbers presented, Staff is in full agreement with APS that
program changes to the NR Small program are necessary if the program is to continue.

APS states that it has promoted the NR Small program through a variety of activities
primarily through various trade allies and other business relationships. This includes trade ally
training and recruitment, community outreach, leveraging existing APS relationships such as
Chambers of Commerce, leveraging city and town economic development and permitting
infrastructure, trade shows, building owner associations, and state agencies. Staff believes that
these activities are useful, however, it is clear that they have not achieved the level of
participation necessary for the program to thrive.

Direct Install for Small Business

APS states that its initiative to implement a "Direct Install" component for the NR Small
DSM program would help mitigate many of the identified barriers to participation in the program
by effectively lowering the first capital cost, minimizing customer inconvenience and transaction
costs, and reducing real and perceived risks associated with equipment performance and
contractor reliability.

Direct Install, as proposed by APS, involves providing incentives directly to contractors
for the installation of selected high-efficiency lighting and refrigeration retrofit measures. The
APS-proposed incentives for direct install measures consist of one-time payments based on fixed
cents-per-annual-kWh-saved incentive rates, rather than fixed-dollar incentives per unit installed
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as currently paid for prescriptive measures. The feature of Direct Install that makes it appealing
for this difficult to reach market segment is that the contractor would provide a turnkey energy-
efficiency solution for small business customers involving a minimal time and effort
commitment by the customer. The contractor would inspect the facilities for potential energy-
savings opportunities, identify appropriate energy-efficient products, assure products meet
program requirements and complete required applications online, receive approval or non-
approval from APS, install the products if approved, and receive the incentive from APS. The
contractor would then bill the customer for the difference between the contract price and the APS
incentive received. From the customer's perspective, the only capital outlay is to pay the
contractor for the difference between the contract price and the incentive.

APS is proposing incentive levels for direct-install measures that are higher than the
current 50 percent or 75 percent of incremental cost caps currently in effect for APS DSM
measures. APS is proposing an incentive level of $0.15 to $0.20 per annual kph saved which
would typically equate to as much as 100 percent of incremental cost. Furthermore, Direct
Install is being proposed only for retrofit lighting and refrigeration measures. In retrofit
scenarios, existing functional equipment is replaced with energy-efficient replacements to effect
energy savings. In these retrofit applications, the baseline option is keeping the existing
equipment, so the incremental cost is the difference between keeping the existing equipment
(zero) and the cost of the new energy-efficient equipment. The incremental cost is therefore the
total installed cost of the new energy-efficient equipment. This is in contrast to a replace-on-
burnout scenario where the option is to replace a worn-out piece of equipment with either a
"standard" or an "energy-efficient" replacement, in which case the incremental cost is the
difference between the two.

Staff believes that the Direct-Install concept would help attract more participants to the
NR Small program. APS states in its Application that "the direct-install program concept has a
proven track record of high participation rate and cost-effective life-cycle savings for hard to
reach markets." The basic principle of how the Direct Install technique works involves high
incentive levels that produce high acceptance levels, and reduced marketing and per-transaction
costs based on the high acceptance levels. In a non-Direct-Install scenario, marketing costs can
be 30 percent to 40 percent of the cost of a lighting retrofit according to APS' implementation
contractor, KEMA, because acceptance levels will be a very low percent of customers
approached. However, with higher incentives, acceptance levels are greatly increased thus
reducing marketing and per-transaction costs and keeping the measures cost-effective. The fact
that contractors do much of the marketing and other program activities further reduces program
costs and creates a viable business opportunity for contractors.

The Company states that "the challenge of this approach has been to successfully balance
marketing and administrative costs with incentive levels to maximize cost effectiveness." APS
further states that "the proposed program design minimizes marketing costs, while maximizing
penetration and, therefore, cost effectiveness.
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KEMA has had experience in implementing several Direct Install programs for utilities in
Nevada and California. KEMA also has a web-based computer application it will make
available to APS to automate much of the Direct Install procedure. Contractors would be
motivated to rind clients, inspect premises, determine which measures would be appropriate, and
fill out APS' application form online. The software, in most cases, would automatically
calculate the amount of rebate and issue an approval or disapproval online to the contractor. The
APS-approved contractor would present this to the APS customer and receive authorization to
proceed or not to proceed. If told not to proceed, the contractor would immediately move to the
next potential client. If authorized, the contractor would install the measures, receive the
incentive from APS, and bill the customer for any unpaid balance. .

Proposed New Direct Install Measures

APS has proposed the following new measures for inclusion in its proposed Direct Install
component for the NR Small program:

Direct Install Lighting Measures

1. TG lighting retrofits - retrofit T12 fluorescent lighting with TG lighting (incentive
$0.15 per annual kph saved).

Screw-in CFL retrofits .... replacement of incandescent lamps with screw-in (incentive
$0.02 per annual kph saved) .

Hard-wired CFL retrofits - replacement of incandescent lamps with hard-wired CFLs
(incentive $0.15 per annual kph saved).

4. Exit sign retrofits - retrofit of incandescent and CFL exit signs with light-emitting
diode ("LED") or electroluminescent exit sign lighting (incentive $0.15 per annual
kph saved).

Occupancy sensors on lighting .-- installation of occupancy sensor controls on lighting
(incentive $0.15 per annual kph saved).

6. De-lamping_.- removal of lamps from fluorescent fixture lighting (incentive $0.12 per
annual kph saved).

Direct Install Refrigeration Measures

2.

3.

5.

1. Integrated refrigerated case controls and motor retrofits - retrofitting refrigerated
cases with control systems and other measures that reduce energy use. The integrated
package includes fan and anti-sweat heater controls, high-efficiency fans, and other
component controls (incentive $0.20 per annual kph saved).
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Refrigerated case evaporator fan controls.-- installation of refrigerated case evaporator
fan controls (incentive $0.20 per annual kph saved). '

3. Refrigerated novelty case controls .- installation of refrigerated novelty case on/off
controls (incentive $0.20 per annual kph saved).

4. Anti-sweat heater controls - installation of refrigerated case anti-sweat controls
(incentive $0.20 per annual kph saved).

5. Refrigerated case fan motor retrofit -- retrofit of refrigerated case fan motors with
high~efticiency motors (incentive $0.20 per annual kph saved).

6. Occupancy sensor controls on vending machines ... installation of occupancy sensor
controls on vending machines (incentive $0.12 per annual kph saved).

A11 of the Direct Install measures were analyzed by Staff using the Societal Cost Test and
all were found to be cost-effective with the exception of "Integrated Refrigerated Case Controls
and Motor Retrofits." This measure was found to have a benefit/cost ratio of only 0.91 and is
therefore not recommended for inclusion in APS' Direct Install program at this time.

If the Direct Install approach is adopted for either the NR Small or Schools program or
both, Staff recommends the following measures be available to those programs: 1) TG Lighting
Retrofits, 2) Screw-in CFL Retrofits, 3) Hard-wired CFL Retrofits, 4) Exit Sign Retrofits, 5)
Occupancy Sensors on Lighting, 6) De-Lamping, 7) Refrigerated Case Evaporator Fan Controls,
8) Refrigerated Novelty Case Controls, 9) Anti-Sweat Heater ("ASH") Controls, 10)
Refrigerated Case Fan Motor Retrofits, ll) Occupancy Sensor Controls on Vending Machines.

If the Direct Install approach is adopted for either the NR Small or Schools program or
both, Staff recommends the "Integrated Refrigerated Case Controls and Motor Retrofits"
measure shall not be included in APS' Direct Install programs at this time.

APS states that the Direct Install on-line proposal generation and project tracking
computer application would reduce the transaction costs. Staff believes the computer system,
which already exists, would be a key component of the Direct Install procedure's implementation
and success. Staff has some concern that Direct Install is a new kind of activity for contractors
and would require a new type of contractor, non-existent today, specializing in Direct Install and
other energy-efficiency projects. APS indicated that in other markets where Direct Install was
initiated, a group of contractors rapidly emerged in response to the market opportunity. Staff
also believes that a group of contractors will emerge to do this work, but expects implementation
to be less than immediate while these contractors emerge, adapt, and become knowledgeable in
the Direct Install process. APS would train and certify contractor companies to do direct installs,
and only APS-certified contractors would be paid incentives.

2.
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Direct Install Implementation on a Premise-Size Basis

Staff and APS have discussed the merits of defining the qualifying entity size to qualify
for Direct Install in the NR Small program based on the size of the premise, rather than the size
of the customer. Currently the size of customer eligible for the NR Small program, and thus the
Direct Install component if passed by the Commission, includes facilities with a maximum
monthly peak demand of 200 kW or less based on the past 12 months of billing history.

A DSM customer is defined by APS as one or more sites, locations, or accounts
controlled by a single decision maker. Normally, one "customer" will be comprised of those
sites, locations, or accounts for which the electric bills are paid by a single entity. A premise is a
single site, location, or account which may be served by one or more meters. A school district,
for example, may be a customer and a single elementary school may be a site or premise.
Another example would be a chain of Circle K convenience stores. If a single franchisee owned
10 stores in various locations around Phoenix, that franchisee would bean APS DSM customer.
One of his stores would be a site or premise.

A contractor marketing Direct Install to a small commercial facility (such as a Circle K)
would have no knowledge of whether the facility is part of a larger customer (over 200 kw) or
not. Furthermore, to maximize energy efficiency, it makes more sense to encourage installation
of energy efficiency at all of a customer's locations rather than at only one. Therefore, Staff
believes Direct Install participation in the NR Small program should be based on the size of the
premise being 200 kW or less (currently), even if the customer is ineligible for the NR Small
program because of a demand over 200 kW (currently). In order to fairly allocate incentives,
Staff believes the incentive cap paid to any customer ($l50,000 or $300,000 per budget year for
each program) should be based on the size of the customer.

Adoption of the Direct Install component would remove many of the banters currently
being experienced by potential NR Small program participants, 1) little or no capital would be
required by the small business, 2) no financing plan would be necessary to finance the energy-
efficiency upgrades, 3) payback of any capital invested would be rapid because it would be a
small proportion of the project cost, 4) no time or dollars would need to be expended to research
energy-efficient products, 5) performance uncertainty and inconvenience are minimized, and 6)
no time or knowledge would be required to fill out extensive APS rebate or incentive forms.

Staff recommends that the Direct Install approach be adopted for the NR Small program,
and that those APS-proposed Direct Install measures passing Staffs most recent Societal Cost
Test be included in the program, that the program be implemented using premise size rather than
customer size as the basis for eligibility, that incentives for Direct Install measures may be paid
directly to contractors, and that APS-paid incentives for Direct Install measures be capped at 90
percent of incremental cost and APS per-kWh-saved incentive rates for each Direct Install
measure be re-calculated to conform to this restriction.
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Staff further recommends that, if the Direct Install approach is approved, APS establish a
separate reporting category in the DSM Semi-Annual Progress Report within each program
section to which Direct Install applies in which to include enhanced reporting of Direct Install
activities including but not limited to: l) active number of contractors and contractor
identification, 2) number of Direct Install jobs completed, 3) dollar value of the Direct Install
incentives paid to contractors, 4) dollar value of Direct Install jobs paid by die customer, 5)
number of each Direct Install measure for which incentives were paid, 6) number of instances
when incentives were reduced because of eligibility for incentives paid by other entities, 7)
spending and savings numbers attributable to Direct Install for the period and year-to-date and
program-to-date, 8) descriptions of the types of businesses participating in Direct Install with
frequencies of participation for each type, and 9) an estimation of the reduced marketing or other
program or administration costs compared to those that would have been expended if the
measures were implemented through a non-Direct Install program.

Custom-Efficiency Measures and Studies for Small Business

Currently, only prescriptive DSM measures are available to the NR Small program. Staff
believes the Direct Install approach and its associated measures would appeal to many customers
in this market segment, and that the addition of the Direct Install approach would help to reach
this segment with cost-effective energy-efficiency measures. Staff also believes that custom-
efficiency measures and studies that are available to the NR Existing program may also be useful
in reaching some otherwise difficult to reach NR Small customers. Staff believes it will take
multiple techniques, multiple promotional strategies, and multiple measure types to
accommodate this market segment with cost-effective DSM. Direct install measures are more
applicable to retrofit applications such as lighting replacements and refrigeration upgrades. The
prescriptive measures are more applicable for Replace on Burnout ("ROB") applications such as
HVAC or motor replacements. The custom-efficiency measures and studies would be used for
unique or non-standard applications.

Staff recommends that the Custom-Efficiency measures and Studies available to some
other APS Non-Residential programs be made available to the NR Small program, and that the
$150,000 per year annual program cap for the sum of all incentives paid to a single customer in
the NR Small program remain at $150,000 per customer per budget year, that Custom-Efficiency
and Study incentives be included in that cap, and that the cap continue to be applied based on
customer size.

Re definifion of Small Non-Residential from 200 kW or Less to 100 kW or Less

APS proposed redefining the NR Small program participant classification from those
Non-Residential customers with a maximum monthly peak demand of 200 kW or less to include
only those with a maximum monthly peak demand of 100 kW or less based on the past 12
months of billing history. APS' concept is to focus on a more homogenous group of small
commercial customers that it has been having difficulty in reaching, and to allow those in the
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100 kW to 199 kW size category to utilize some of the very successful measures available
through the NR Existing program.

Staff believes that redefining the size of customers to be included in die NR Small
program could result in opening up new energy-efficiency opportunities for APS' mid-sized
customers and allow a sharper focus on the smallest customers with the greatest barriers to
participation. Therefore, Staff recommends that APS redefine its Small Non-Residential
program category to include non-residential customer facilities with a maximum monthly peak
demand of 100 kW or less based on the past 12 months of billing history, and that the Company
correspondingly redefine its Non~Residential Existing category to include APS non-residential
customer facilities with a maximum monthly peak demand greater than 100 kW based on the
past 12 months of billing history. If this reclassification is adopted, annual per-customer
program budget caps would also be affected by its adoption. Budget caps currently break
between 200 kW and below (current cap is $150,000 per year) and above 200 kW (current cap is
$300,000 per year) and would change to break between 100 kW and below (cap would be
$150,000 per year) and above 100 kW (cap would be $300,000 per year).

A.DDITIONAL DSM PROGRAM SIZE AND MEASURE INITIATIVES

Redefinifion of NR New Program to Include Customers of All Sizes

APS also proposed redefining the NR New program participant classification that
currently includes those non-residential customers constructing large new facilities estimated to
have maximum monthly peak demands greater than 200 kW or those customers planning major
renovation projects of large existing structures having a maximum monthly peak demand of 200
kW or more based on the past 12 months of billing history. The Company's proposal would
change this definition to classify all non-residential new construction or major renovations,
regardless of size, to the NR New program.

Staff believes that such a change to re-classify the NR New program would be beneficial.
Decision No. 68488, which granted interim approval for the NR Small program, was silent on
whether the prescriptive measures available in the program were available to new construction or
major renovation prob ects for small new customers. Indeed, the NR Small program did not have
any provisions for Design Studies or other measures specifically tailored toward the new
construction market. Staff believes the smaller business sector could benefit firm an integrated
systems approach to incorporate energy-efficiency improvements into new construction or major
renovation projects. Staff believes that such measures should be available to new small business
customers and is, therefore, supportive of APS' initiative to redefine the NR New program to
include non-residential customers of all sizes.

In order to provide clarity that small new construction and major renovation projects are
eligible for incentives, and to make custom-efficiency measures and studies available to this
market sector, Staff recommends APS redefine its Non-Residential New program category to
include non-residential customers of all sizes that are constructing new facilities or are planning



ANS Non-Residential DSM Programs
Measure Types Available by Program and Re-alignment of Customer Size

(Current and Staff Recommended)
Measure Types Available

Prescriptive
Custom

Efficiency Studies
Direct
Install

Currently in Effect:
Existing

NR Small (5200 kw) X
NR Existing (>200 kw) X X X

New Construction/Maj or Renovation
NR Small (5200 kw) X
NR New (>200 kw) X X X

Schools X X X

Staff Recommended:
Existing

NR Small (< 200 kw) X X X X
NR Existing (>200 kw) X X X

New Construction/Maj or Renovation
NR New (All Size Customers) X X X

Schools X X X X
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major renovation projects, and that annual per-customer per-program budget caps break between
100 kW and below ($150,000 per year cap) and above 100 kW ($300,000 per year cap).

Staff also recommends APS re-allocate its DSM program budget for the 2008 through
2010 planning years to be consistent with any re-definition(s) of the Small Non-Residential,
Non-Residential Existing, and Non-Residential New program customer size categories that may
be ordered herein or any other changes ordered herein, and that APS either inform Staff that no
reallocation is necessary, or file an update to the budget portion of its "Portfolio Plan Update
2008 - 2010," filed in Docket No. E-01345A-07-0712, to reflect such re-definition(s) or other
changes not later than 30 days after a Decision in this matter.

Measure Availability by Program and Size

Table 10 summarizes the DSM programs and types of measures available to various sizes
of APS non-residential customers both currently and as recommended by Staff It illustrates
Staffs recommendations to make custom-efficiency measures, studies, and direct install
measures available to the NR Small program, and to make custom-efficiency measures and
studies available to small new construction and major renovation projects.

Table 10
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DIRECT INSTALL FOR SCHOOLS

APS has clearly exerted extra effort to reach out to the state's schools and school districts
in its service territory in order to make DSM measures available to all schools. APS' efforts
were rewarded with high participation rates in its programs by schools. The Commission's
initiative to allow schools to participate in any other Non-Residential DSM program at any time,
either before or after reaching the Schools program budget cap, made more DSM measures and
more DSM funding available to the schools. Even with these initiatives to entice the schools,
dire are many schools that have not participated in APS' programs and other schools that could
achieve additional energy efficiency.

One of the barriers to participation of many schools is that schools typically look at
capital expenditure and operating budgets separately. The result is that such schools have
difficulty justifying capital outlays for energy-efficiency measures that would reduce operating
expenditures in the form of lower utility bills, even though such investments are clearly
beneficial to the bottom line of the school district.

The Direct Install concept was discussed above as a mechanism and group of measures to
gain participation by customers in the NR Small program through elimination of known barriers
to participation by the small commercial sector. Interestingly, the Direct Install concept would
also eliminate the issue of schools considering capital expenditure and operating budgets
separately. One feature of Direct Install is that very little capital would be required by the
schools. The direct install contractor would purchase and install the retrofits, receive the rebates,
and bill the school only for any amount not covered by the rebate. Indeed, Staff believes the
Direct Install concept could make APS' DSM measures available to many more schools, and
generally make APS' DSM more appealing to the schools for a number of reasons including
higher incentives. Based on input from the Arizona Department of Commerce Energy Office,
APS stated its belief that many rural schools simply do not have the capital to participate in the
existing Schools program measures. Direct Install, however, could make it possible for some of
them to participate.

Direct Install is effective for lighting and refrigeration measures. Much of the schools
energy-efficiency savings potential lies in lighting retrofits, and some additional potential exists
in school cafeteria and vending machine refrigeration retrofits. Direct Install would not be
helpful for HVAC replacements, but these can be done through other measures available to
schools.

If Direct Install is approved for the NR Small program in this item, small schools would
be able to participate in the measures through the NR Small program, since schools can
participate in any other Non-Residential DSM program. However, most of the schools are over
the 200 kW break point for the NR Small program, and would thus be ineligible for Direct Install
under the NR Small Program.
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If the Commission approves Direct Install for the Small Non-Residential DSM program,
Staff recommends that the Direct Install approach be made available also for schools of all sizes,
and that those APS-proposed Direct Install measures passing Staffs Societal Cost Test be
included in the program, that incentives for Direct Install measures may be paid directly to
contractors, and that APS-paid incentives for Direct Install measures be capped at 90 percent of
incremental cost, and APS per-kWh-saved incentive rates for these measures be re-calculated to
conform to this restriction.

It should be noted that the issue of eligibility for Direct Install based on premise size,
rather than customer size, is not a concern in the case of schools, because Staff is recommending
that schools of all sizes should be eligible. The recormnendation for eligibility by premise size in
the NR Small program is to make small commercial facilities eligible even though they are part
of a customer that is large enough to be classified in the NR Existing program, which does not
offer Direct Install.

NEW PRESCRIPTIVE MEASURES

APS stated that it examined 12 potential new prescriptive measure additions including
lighting, HVAC, and envelope energy-efficiency measures. APS looked at the specification of
measure characteristics, demand and energy performance variables, operational characteristics
such as operating hours, and customer costs. The Company also performed a Total Resource
Cost ("TRC") test to determine cost-effectiveness of each measure. The Company is
recommending nine of the 12 measures examined for inclusion in relevant NR Programs. Staff
reviewed APS' analysis and performed its own Societal Cost Test to determine cost-
effectiveness. Following is a discussion of each of the nine DSM measures APS proposed to be
added to its prescriptive list of measures:

Proposed New LightingMeasures

Hard-wired CFL's - This measure provides for replacement of existing incandescent lamp
fixtures with fixtures having a dedicated hard-wired CFL configuration. In the hard-wired CFL
configuration, the ballast is contained in the fixture instead of being an integral part of each
lamp. The fixture has a unique socket that accommodates only CFL lamps made for hard-wired
CFL fixtures. The advantage of hard-wired CFLs is to assure that the savings associated with
CFL lamp technology will persist beyond the initial lamp life and will continue to deliver
savings over the life of the fixture, because the CFL cannot be replaced with an incandescent
lamp.

APS has proposed an incentive of $15 to $20 per fixture depending on the wattage of the
fixture. Fixtures of 13 Watts, 18 Watts, and 26 Watts replace incandescent fixtures of 60 Watts,
75 Watts, and 100 Watts respectively, and would carry a rebate of $15 per fixture. Fixtures of
32 Watts and 84 Watts replace incandescent fixtures of 150 Watts, and 300 Watts respectively,
and would carry a rebate of $20 per fixture. Staff research indicates that adoption of this
measure has been well received in other utility areas, but that the cost to savings is higher than
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for standard CFLs. Staff submission of this measure to the Societal Cost Test, however,
indicates the measure is cost-effective.

Fluorescent Induction Lighting - This measure involves a new technology that combines the
basic principals of induction and gas discharge. Fluorescent induction lighting ("FIL") fixtures
are unique in that there is no electrical connection inside the glass bulb, the energy is transferred
through the glass envelope solely by electromagnetic induction. Because these systems do not
employ electrodes that can wear out, they deliver up to 100,000 hours of high quality white light
and are useful in applications where replacing lamps is difficult, such as in transportation
tunnels. FIL lighting offers improved energy efficiency, but also costs up to three times as-
much as high-intensity discharge ("HlD") systems that yield similar lumen output.

Staff believes FIL fixtures may be effectively employed particularly in applications
where long life and energy efficiency are required attributes. APS has proposed an incentive of
$150 per fixture. Staff Societal Cost analyses indicate that PIL retrofits replacing 250 watt and
400 watt metal halide and high-pressure sodium fixtures with the equivalent lumen output 156
watt and 312 watt FIL fixtures are cost effective in spite of the higher cost because of their long
service life.

Cold Cathode Lighting - Cold cathode lighting is a fluorescent technology often in the form of
1) fluorescent tubes, or 2) screw-in lamps that have an incandescent bulb appearance enclosing a
CFL-like twist lamp inside. The tubular cold cathode lamps may resemble a fluorescent tube or
a custom-shaped and often colored tube similar to a neon light. APS is proposing the adoption
of only the screw-in CFL-like lamp retrofits for its Non-Residential programs.

All cold cathode lamps work by passing an electrical current through a gas or vapor.
Cold cathode fluorescent lamps operate at higher voltage and lower current than conventional
fluorescent or incandescent lamps. The higher voltage overcomes the need to heat the lamp
while the lower current greatly extends the life of the discharge electrodes. Dispensing with the
wasteful heating of electrodes allows high efficiency to be achieved in a compact screw-in lamp .
Cold cathode lamps are typically 10 to 30 percent more efficient than comparable hot cathode
fluorescent lamps, and up to 90 percent more efficient than incandescent lamps. The cold
cathode lamps APS is proposing have a life expectancy more than twice that of typical CFL or
long-life rated incandescent lamp, and they are dimmable. These cold cathode lamps are
designed to be similar in size to a standard incandescent lamp and can be used in virtually any
lighting appliance fitted with a standard screw-in socket. Cold cathode lamps are expensive and
are often applied in long run hour applications, such as outdoor advertising signs.

APS has proposed a prescriptive incentive of $3.50 per lamp for cold cathode screw-in
lamps regardless of the lamp wattage. Staff Societal Cost analysis indicates that retrofits of 25
to 75 watt incandescent lamps to 3 to 8 watt cold cathode lamps are cost effective in spite of
their high cost, because they deliver energy efficiency over a long service life.
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Reduced Lighting Power Density (NR New only) - Currently, APS' NR New program
provides for a variety of Design Assistance Studies, contractor training measures, custom-
efficiency DSM measures, prescriptive HVAC measures and prescriptive lighting measures for
new construction or major renovation of non-residential strucmes. Many of the prescriptive
lighting measures included in the program are now standard practice in new construction.
However, further opportunities to save energy and to reduce demand exist through more
efficient space lighting design and lighting optimization in new construction. The Lighting
Power Density ("LPD") approach examines the watts per square foot of a baseline design
compared to energy-efficient design. This is a performance-based approach that is gaining
acceptance as a preferred methodology in DSM programs for new construction.

APS has proposed an incentive of $350 per kW saved to replace the prescriptive lighting
incentives now paid under the NR New program. Staff subjected the new methodology to the
Societal Cost Test and found the measure to be cost-effective. Furthermore, Staff likes the
performance-based character of the proposed method and believes the elimination of any double
counting possibility, when both prescriptive and custom-efficiency measures are employed in
die same building, is an improvement.

Proposed New HVAC Measures

Package Terminal Air-Conditioners/Heat Pumps - Package Terminal Air-Conditioners/Heat
Pumps ("PTAC/HP") are individual room or space units characterized by the lack of extensive
external ductwork. They include window units, through-the-wall units, and wall sleeve units
and are often used in hospitality or healthcare applications.

Manufacturers have developed a tier of energy-efficient PTAC/I-IP units which APS has
proposed as a new prescriptive measure for new construction and retrofit applications. The
Company has proposed an incentive of $45 per ton and $15 per incremental EER improvement.
Staff has found the more energy-efficient tier of available PTAC/HP systems to be cost-effective
for new construction or retrofit using the Societal Cost Test.

Water-Source Heat Pumps - Water-Source Heat Pump ("WSI-lP") systems are an energy-
efficient method to heat and cool non-residential buildings because of the systems' ability to
move energy from where it is not needed to where it is needed. WSHP units can be placed in
virtually any location within a building where it can be connected via a water loop. Heat is
added and rej ected from the loop using a boiler and a cooling tower, or using geo-exchange from
natural sources such as the ground, a pond or a well. Each unit responds only to the heating or
cooling load of the individual zone it serves. This provides excellent comfort levels for
occupants, better control of energy use for building owners and lower energy costs. One unit or
zone can be adding heat to the loop while another unit or zone is taking heat from the same loop.

WSHP systems are utilized in a wide range of applications in the APS market,
particularly in schools, but also in such applications as office buildings, hotels, health care
facilities, banks, condominiums and apartments. APS has proposed a prescriptive incentive of
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$25 per ton and $15 per incremental EER improvement for the replacement of a worn out heat
pump, attached to an existing WSHP loop system, with a new high-efficiency heat pump. Using
the Societal Cost Test, Staff has determined that replacement or retrofit of heat pumps on
existing WSHP systems with high-efficiency water-source heat pumps is not cost-effective.
WSHP systems were found to have a benefit/cost ratio of only 0.68 and are therefore not
recommended for addition to APS' HVAC list of prescriptive measures at this time.

Economizers - Air-side economizers save energy in buildings by using cool outside air as a
means of cooling the indoor space. When the enthalpy** of the outside air is less than the
enthalpy of the re-circulated air, conditioning the outside air is more energy efficient than
conditioning re-circulated air. When the outside air is sufficiently cool, no additional
conditioning of it is needed. Air-side economizers can reduce energy consumption while also
potentially improving indoor air quality, but are sometimes not as effective in hot and humid
climates. Economizers on larger units (over five tons) are perceived to be a standard non-
residential configuration, however, on smaller units, they are often not included. Retrofitting
these units with economizers is not cost-effective. However, specifying economizers in new
construction HVAC systems of five tons or less, or in ROB applications, was found by Staff to
be cost effective as a prescriptive measure. APS' recommended incentive level is $15 per ton.

Proposed New Envelope Measures

Cool Roof Applications - APS proposed the cool roof application as a prescriptive measure in
the NR Existing and NR New programs at the time its DSM Portfolio Plan was originally filed
on July 1, 2005. The Commission did not approve the measure after Staff determined that
neither reflective membranes nor reflective roof coatings could be justified by its Societal Cost
Test analysis. Staff found that the marginal cost for the highly reflective surface over the
standard surface to be zero or negative, and therefore could not justify the payment of any
incentives for this measure. For this filing, APS re-examined the measure using revised global
variables and a revised cost basis for comparison. The revised cost basis differs from the
original filing in that a fully installed cost basis was used last time, but it was determined that it
is more appropriate to use an incremental cost basis for most applications. This resulted in a
more favorable cost-effectiveness analysis by APS. Based on these changes, the Company
proposed a prescriptive incentive of $0.15 per square foot for single-ply reflective membranes
and $0.25 per square foot for reflective coatings.

Based on discussions with local roofers, Staff believes that the standard specification for
new or replacement commercial or industrial flat or low slope roofs in APS' service territory has
been for a foam or membrane roof for many years in APS' service territory. Application of
coatings to a foam or membrane flat roof is a routine maintenance item that needs to be
performed approximately every four to six years to maintain the integrity of the roof so it will
not leak. in commercial and industrial applications, the coating is often a white reflective one,
although the coatings are available in other colors. The cost for a white or light-colored

** Defined as the sum of the internal energy of a body and the product of its volume multiplied by the pressure.
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(reflective) coating is the same or less than a darker colored or color-matched coating. Staff
therefore believes the incremental cost for the white reflective coating on an existing flat or low-
slope roof remains zero and cannot justify the payment of an incentive for a cool roof reflective
coating.

Staff does not believe an otherwise sound roof would be replaced just to gain the energy
efficiency offered by a reflective surface on the new roof In the event that a flat or low-slope
roof failed, or in the case of a roof for a new building, Staff believes that the standard new or
replacement roof in APS' service tem'tory would be a membrane or foam roof that would very
likely have a highly reflective surface. Staff, therefore concludes that the cost for a new cool
roof or a replacement cool roof is identical to the cost for a standard new or replacement roof.
Staff believes the incremental cost for an energy-efficient roof is therefore zero and cannot
justify the payment of an incentive for a new or replacement cool roof

Staff believes, however, that some existing commercial roofs in APS' service territory
could benefit from an elastomeric or similar cool roof coating. These roofs may be built-up
roofs with cap sheets, metal roofs, wood shake roofs, shingle or roll roofing, or other materials
that could possibly be coated to provide increased reflectivity. Staffs Societal Cost Test to
evaluate the application of a cool roof coating in such applications, however, proved the measure
to be not cost-effective. Applying a reflective coating on an existing roof surface was found to
have a benefit/cost ratio of only 0.51 and is therefore not recommended for addition to APS' list
of prescriptive building envelope measures at this time.

Staff continues to advocate that APS should encourage customers to apply a white
reflective surface for new or retrofit flat or low-slope roofs where a coating is going to be applied
anyway. Staff also continues to believe it may be beneficial for APS to promote cool roof
measures in its DSM educational and promotional materials. However, Staff cannot justify
payment of an incentive for any of the proposed cool roof measures at this time.

High-Performance Glazing - High-performance glazing includes non-residential window
systems with lower than standard u-values and solar heat gain coefficients ("SHGC"). APS
analysis indicates that there is room for improvement in the control of solar loads in its service
territory, and that a potential exists for a reduction in cooling requirements through high-
perfonnance glazing technologies. Energy Star standards emphasize that a low SHGC is the
most important window property in warm climates. For the South Central Zone in which most
of APS' customers reside, Energy Star standards suggest selection of Windows with a SHGC of
0.400 or less. APS performed analysis on Windows having SHGC of 0.400, 0.330, 0.260, and
0.230 and found them to be cost-effective.

APS has proposed an incentive of $0.50 per square foot for Windows with a SHGC of
0.400 or less as a prescriptive measure for new construction under the NR New program. Staff
subj ected the measure to the Societal Cost Test and also found it to be cost effective.
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Staff Recommendations Regarding New Prescriptive Measures

Based on Staff analysis and the above discussion of the nine new prescriptive DSM
measures proposed by APS, Staff believes seven of the nine new measures would be beneficial
to APS customers and society, and they should be added to APS' Non-Residential DSM
programs.

Staff recommends the adoption of seven of APS' nine proposed new prescriptive DSM
measures identified as the 1) Hard-wired CFL measure, 2) Fluorescent Induction Lighting
measure, 3) Cold Cathode Lighting measure, 4) Reduced Lighting Power Density measure, 5)
Package Terminal Air-Conditioners/Heat Pumps measure, 6) Economizers measure, and 7)
High-Performance Glazing measure.

Using the Societal Cost Test, Staff has determined that replacement or retrofit of heat
pumps on existing WSHP systems with high-efticiency water-source heat pumps is not cost-
effective. Therefore, Staff recommends that the Commission deny approval of the Water-Source
Heat Pump measure that would provide incentives to encourage customers to replace or retrofit
heat pumps on existing WSHP systems with high-efficiency water-source heat pumps.

Staff believes the Cool Roof measures to provide incentives for new or replacement roofs
as proposed by APS are based upon incremental cost assumptions that are not appropriate to the
APS service territory or consistent with service territory roofing practices, and that the
incremental cost of such cool roofs is zero. Therefore, Staff recommends that no incentive be
paid for the Cool Roofs measures for new or replacement roofs at this time, but that APS
encourage its customers to install a highly-reflective coated foam or membrane roof and include
relevant cool roof information in its DSM customer educational materials.

Application of cool roof coatings to various existing roofing surfaces did not prove cost
effective when subjected to Staffs Societal Cost Test. Therefore, Staff recommends that the
Commission deny approval of the Cool Roof measure that would provide incentives to
encourage customers to apply a highly reflective elastomeric or similar coating to various
existing roofing materials.

STAFF COST-EFFECTIVENESS ANALYSIS

The Commission's 1991 Resource Planning Decision established the Societal Cost Test
as the methodology to be used for determining the cost-effectiveness of a DSM program. Under
the Societal Cost Test, in order to be cost-effective, the ratio of benefits to costs must be greater
than one. That is, the incremental benefits to society of a program must exceed the incremental
costs of having the program in place. Societal costs for a DSM program include the cost of the
measure and the cost of implementing the program, excluding rebates. The societal benefits of a
program include deferred or avoided generation capacity and energy costs. Other benefits of a
program may include reduced water consumption and air emissions, although these benefits may
not be monetized.
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APS stated that it proposed only those measures it considered to be cost-effective based
on its Total Resource Cost ("TRC")TT cost-effectiveness analysis. Staff also performed its own
cost-effectiveness studies on all APS existing and proposed new DSM measures using the
Societal Cost Test. Staflf's analysis included 55 base measures and a large number of sub-
measures. Any measure demonstrating benefits exceeding its costs has a benefit/cost ratio of 1.0
or greater, and is considered to be cost-effective. Measures scoring just under 1.0 can be
considered cost-effectivebased on the value of environmental benefits which are quantified but
not assigned a dollar value and not reflected in the Societal Cost Test score. All existing and
proposed new measures and sub-measures tested by Staff were found to be cost-effective with
the exception of the following four:

Benefit/

Cost Ratio

0.91

0.68

0.51

Split and Package A/C SEER Rated 18 SEER
Water-Sourced Heat Pumps
Cool Roofs
Integrated Refrigerated Case Controls and
Motor Retrofits - Direct Install

(Existing Sub-Measure)
(Proposed New Measure)
(Proposed New Measure)
(Proposed New

Direct Install Measure) 0.91

Staff has recommended against adoption of the three proposed new measures that failed
to prove cost-effective on its Societal Cost Tests.

The "Split and Package Air-Conditioning, SEER Rated - 18 SEER" is an existing sub-
measure that is part of a group of Eve similar sub-measures differentiated by 14 SEER, 15
SEER, 16 SEER, 17 SEER and the 18 SEER sub-measure under discussion. The entire group
was found by Staff to be cost-effective with a Societal Cost Test score of 1.02. Further
examination of the individual SEER level air-conditioners in the group revealed that the 18
SEER units fell just short of being judged cost-effective. Staff believes it would be impractical
to exclude the 18 SEER measure and to approve the others, as it could result in customer and
contractor confusion. Furthermore, other considerations are deemed relevant by Staff when
considering that the Societal Cost Test score of 0.91 is close to a passing score: 1) non-quantified
environmental benefits not reflected in the test score add to the cost effectiveness, 2) the cost
infonnation provided by APS to the Commission at the time of the 13-month tiling is more than
one and one-half years old and may be lower today, 3) if the 18 SEER unit is not cost-effective
today, it will most likely become cost-effective in the future as high-end units are replaced with
higher SEER units, and yesterday's high-end units become mid-range units with premium
pricing removed, and 4) the Commission, in cases involving other electric companies, has
recently taken the position to adopt a group of varying SEER level air-conditioning or heat pump
measures on a pilot basis in cases where some individual SEER level units within the group did
not prove cost-effective.

L r

TT The TRC test excludes non-market benefits to society, such as reduced environmental effects of energy
production and delivery. The Societal Cost Test includes such benefits. Although the non-market benefits in the
Societal Cost Test are not monetized, such benefits may be considered qualitatively.
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Based on Staffs finding that the "Split and Package Air-Conditioning SEER Rated"
measure was found to be cost-effective and that four of the five sub-measures included therein
were found to be cost effective, Staff has made no recommendation to exclude the 18 SEER unit
from the Split and Package Air-Conditioning SEER Rated measure.

STAFF RECOMMENDATIONS FOR NON-RESIDENTIAL PROGRAM
APPROVAL

A11 six of APS' Non-Residential programs are in operation at the present time based on
interim approval granted by Decision No. 68488, February 23, 2006. The reason interim
approval was granted at that time, rather than full approval, was because APS had indicated in
response to Staff discovery that it had provided all available program detail to Staff, but that
there were still details that had not yet been established. The details had not been established
because the programs were new, and many of the implementation details were to be worked out
by APS' implementation contractor that APS was reluctant to hire until Commission approval of
the programs and related budget dollars. Furthermore, the results of APS' Energy-Efficiency
Baseline Study and its Energy-Efficiency Market Potential Study were not available at that time.

Program implementation details and studies that were not available at the time of
Decision No. 68488 in February 2006 are available today and have been shared with Staff.
Details of the programs were gleaned through APS' 13-month filing, Staff data requests, APS
submission of various marketing materials and application forms, APS' website, APS' DSM
Collaborative meetings, and Staff dialog with APS personnel engaged with the programs over
more than two years of work with them. At the current time, Staff not only has APS'
implementation details, but also actual program results for the Non-Residential programs. Staff
believes that it now possesses sufficient data to make informed recommendations regarding
Commission approval of APS' six Non-Residential programs.

Table 11 below is a summary of the overall "lifetime savings" expected to accrue from
operation of the NR Programs from their startup through the end of 2007. Lifetime savings are
those savings that will be realized over the lifetime of the measures installed during the period.
The savings benefits are broken out for energy (MWh), demand (MW) and several different
measures of environmental benefits.



Non-Residential DSM Program Results
Summary of "Lifetime" Savings

From DSM Measures Installed 2005 - 2007

Savings Units
NR

Existing
NR
New

NR
Small

NR
BOT

NR
ElS

NR
Schools

NR
Total

Electric
Energy MWh 1,003,888 257,424 42,577 8,962 0 63,602 1,376,453

Electdc
Demand MW 8.97 1.68 0.52 0.07 0.00 0.59 11.83

Sulphur Oxide
(SOx) Lbs. 4,317 1,107 183 39 0 273 5,919
Nitrogen Oxides

Ox) Lbs. 172,669 44,277 7,323 1,541 0 10,940 236,750

Carbon Dioxide
(CON)

Million
Lbs. 920.6 236.1 39.0 8.2 0.0 58.3 1,262.2

Particulate Matter
(PM10) Lbs. 23,792 6,101 1,009 212 0 1,507 32,622

Water
(HZO)

Million
Gallons 233.9 60.0 9.9 2.1 0.0 14.8 320.7
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Table 11

Table 12 below displays DSM spending and savings, and combines the two to show how
much was spent per unit of savings. The table also examines the incentive component spending
by program individually.  The numbers are presented for each NR Program, total of all NR
programs and total of Residential Programs for comparison. The Non-Residential programs
spent slightly less than the residential programs, with the Residential programs having spent
$15,327,559 a nd the Non-Res ident ia l  p r ogr a ms  ha ving spent  $12 ,517 ,235 (excluding
measurement,  evaluation and research ("MER") and performance incentives. Energy and
demand savings were similarly slightly lower for the Non-Residential programs than forth
residential programs, with the Residential programs having saved 1,877,145 MWh and 52.4 MW
and the Non-Residential programs having saved 1,376,453 MWh and 11.8 MW. Savings in
externalities such as avoidance of pollution and savings of water are tied to energy savings.

The table also combines the cost and savings numbers to arrive at a unit cost per kph
and MW. The APS actual overall unit  cost  per  kph is slightly less than one cent per  kph.
MER and Perfonnance Incentive costs would add about 12 percent bringing the total cost to
approximately one cent per kph. In his Direct testimony in APS' last rate case in Docket No. E-
01345A-05-0816, Mr. Jeff Schlegel of the Southwest Energy Efficiency Project ("SWEEP")
stated that the total cost for energy-efficiency savings is about three cents per kph (includes
participant costs),  and the program cost to ratepayers is even lower at one to two cents per
lifetime kph saved. Indeed it appears APS' results are toward the lower end of that range in
spite of somewhat heavy start-up costs during this initial three-year period.



Non~Residential DSM Program Results
Analysis of APS Spending per Unit Saved

(Utility Program Cost per Unit)
DSM Measures Installed 2085 - 2007

APS Total
Spending

Incentive
Spending

Lifetime Savings Spending/kWh Saved Spending/MW Saved
MWh

Savings
MW

Savings
Total Spent
$ per kph

Incentive
$ per kph

Total Spent
$ per MW

Incentive
$ per MW

N011-R€S.
NR Exist. $7,384,886 $4,307,512 1,003,888 8.97 $0.007 $0.004 $823,287 $480,213

NR New $2,852,736 $719,470 257,424 1.68 $0.011 $0.003 $1,698,057 $428,256

NR Small $1,434,036 $193,710 42,577 0.52 $0.034 $0.005 $2,757,762 $372,519

NR BOT $88,155 $0 8,962 0.07 $0.010 $0.000 $1,259,357 0

NR ElS $70,379 $3,447 0 0.00 N/A N/A N/A N/A

Schools $687,043 $272,199 63,602 0.59 $0.011 $0.004 $1,164,480 $461,354

Total NR $12,517,235 $5,496,338 1,376,453 11.83 $0.009 $0.004 $1,058,093 $464,610

Resident.

Total Res. $15,327,559 $8,872,529 1,877,145 52.44 $0.008 $0.005 $292,288 $169,194

NR & Res
Total 327,844,794 314,368,867 $3,253,598 64.27 $0.009 $0.004 $433,247 $223,570

and Performance Incentive costs.Note: APS Total Spending by Program excludes Measurement Evaluation and Research ("MER")

Staff Report on APS Non-Residential DSM 13-Month Filing
Docket No. E-01345A-05-0477
Page 49

Table 12

Table 12 is also useful to compare program to program, and it includes an overall
residential programs summary of costs for use in comparing Non-Residential to Residential
results. Clearly, problem spots reveal themselves in this table. The spending per kph saved for
the NR Small program is obviously out of line and needs to be addressed, and indeed potential
solutions have been recommended herein. It is likely that the reason costs for the NR New
program are somewhat higher compared to savings is because of the long lead time and lifetime
for the benefits of the program to accrue.

Notwithstanding the need for some mid-course corrections to APS' Non-Residential
DSM programs, it is clear that the programs have delivered kph and kW savings at a very low
cost to APS ratepayers. The costs are significantly less than the costs of conventional
generation, transmission and distribution.

Following are brief discussions of each of APS' Non-Residential programs. Tables for
each program are included to examine APS' required 12-month results, and they also contain
results through the entire 2005 through 2007 budget period for the reader's convenience. In
comparing program results to portfolio plan program budgets for 2005 through 2007, it is useful
to observe that the 12-month results or approximate 21-months of actual program operations



Non-Residential Schools DSM Program
Summa of Budgets and Spending

NR Schools
Program

Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Train. &
Tech. Asst.

Consumer
Education Total

Original Decision Budgets $164,000 $25,000 $125,000 $1,158,000 $183,000 $25,000 $1,680,000

Spending Mar06- Feb07 $19,832 $475 $141,877 $76,666 $0 $241 $239,092

Budget Shifting (out) 0 0 0 0 0 0 0

Budget After Shifting $164,000 $25,000 $125,000 $1,158,000 $183,000 $25,000 $1,680,000

Spending thru Dec07 $78,307 $31,135 $300,210 $272,199 $2,193 $2,999 $687,043

Dec07Spend % of Original 47.7% 124.5% 240.2% 23.5% 1.2% 12.0% 40.9%

Dec07 Spend o o After Shift 47.7% 124.5% 240.200 23.500 1.2% 12.0°o 40.9%

% of Total Pgm Spending 11.4% 4.5% 43.7% 39.6% 0.3% 0.400 100.000

Note: Table contains numbers representing differing time periods and cannot be directly compared:
I Original 3-year 2005-2007 Non-Residential Portfolio Plan budget included in Appendix 'A' of Decision No. 68488,

February 23, 2006, that granted Interim Approval of the Non-Residential DSM programs.
2 12-month actual spending, March 2006 .- February 2007, required to be reported in 13-month filing.
3 Approximate 21-month period between NR Program approval and December 31, 2007, the end of the 2005 -- 2007 budget

period.
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results through December 2007 are not directly comparable to the 36-month budget numbers that
also appear on the tables. The mismatch of time periods results Hom three factors, 1)
Commission approval of the programs was delayed resulting in none of the programs starting at
the beginning of 2005, 2) implementation of complex DSM programs does not occur
immediately after Commission approval, and (3) full implementation may not achieved until as
much as three years of program operations.

Based on program results, program infonnation obtained by Staff, and Staffs
recommendations for various program changes, Staff makes its recommendations regarding
approval of each of the six Non-Residential programs following a brief discussion of each
program.

Schools Program

The following table summarizes NR Schools program budget and expenditure
information as reported herein on Tables 1-7.

Table 13

APS has been successful in its efforts to make the advantages of its Schools program
known to school districts in its service territory. Indeed, APS spent 240.2 percent of its Schools
Program Implementation Budget, however, its efforts were successful in gaining interest and
participation from the school districts. APS' approach includes having its implementation
contractor provide turnkey implementation services to the schools and also includes a grant to
the Arizona Department of Commerce Energy Office to provide outreach to rural school
districts.



Schools Activity and Participation in DSM Programs
(2005 ... 2007>

6-Month
Period

Incentives Paid Through Applications Received

Schools
Program

Other
Programs Total Numb Er From SD's

2005 Jan - Jun 0 0 0 0 0

2005 Jul .. Dec 0 0 0 0 0

2006 Jan - Jun 0 0 0 4 3

2006 Jul - Dec $73,380 $189,456 $262,836 31 12

2007 Jan - Jun $39,220 $39,359 $78,579 35 10

2007 Jul - Dec $159,599 $822,902 $982,501 39 13

3-Year Total $272,199 $1,051,717 $1,323,916 109 38

Percent of Total 20.6% 79.4% 100.0%
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In the 12-month reporting period fol lowing approval  of the program, APS had paid
incentives of about $266,000 ($76,000 through the Schools program and $190,000 through other
programs available to the schools) on 13 applications Hom five distinct school districts.

The Commission's initiative to extend the avai labi l i ty of al l  of APS' Non-Residential
DSM programs to the schools, rather than to limit the school's participation to the actual School
program budget, has been a true benefit to the schools. While school districts comprise less than
eight percent of APS' non-residentia l  energy use, they have received 24 percent of the paid
program incentive funds through all Non-Residential DSM programs.

The Schools program was approved on February 23, 2006. By March 31, applications
were avai lable via the program website. The fol lowing i l lustrates the level  of activi ty in the
program both within the Schools program and through other APS Non~Residential programs.

Table 14

The School program spending reported in Table 13 and savings reported in Table 12
represent only spending and savings that resulted from incentives provided through the actual
Schools program. Schools savings resulting from other programs are reported in the other
program categories. Schools participation outside the Schools program occur mostly in the NR
Existing program and also to a more limited extent in the NR New program, and the NR Small
program. As Table 14 i l lustrates, only 20.6 percent of school participation in the APS Non-
Residential DSM programs has occurred in the actual Schools program. Similarly, only about 20
percent of the energy, peak demand, and other savings accomplished by the schools are reported
under the Schools program category on Table ll.

APS' Schools program is avai lable to al l  publ ic, private, and charter schools in APS'
service territory. The program provides incentives to upgrade lighting, HVAC, and refrigeration
systems as well as educational and training materials to aid schools in other energy conservation
projects. It a lso provides Design Assistance, Commissioning and Energy Feasibi l i ty Study
incentives to aid schools in identifying energy savings opportunities. In addition, i t provides



Non-Residential Existing Facilities DSM Program
Summary of Budgets and Spending

NR Existing Facilities
Program

Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Train. &
Tech. Asst.

Consumer
Education Total

Original Decision Budgets $676,007 $615,448 $1,674,527 $3,422,287 $236,603 $135,203 $6,760,075

Spending Mar06- Fe`b07 $123,320 $8,903 $977,812 $850,093 $2,641 $4,691 $1,967,460

Budget Shifting (out) $190,000 $262,000 $315,000 $1,454,000
$3,500,000

$102,000 $57,000 $2,380,000 11
$3,500,000 §§

Budget After Shifting $866,007 $877,448 $1,989,527 $8,376,287 $338,603 $192,203 $12,640,075

Spending thru Dec07 $433,668 $378,369 $2,172,576 $4,307,512 $66,176 $26,585 $7,384,886

Staff Report on APS Non-Residential DSM 13-Month Filing
Docket No. E-01345A-05-0477
Page 52

incentives for other cost-effective DSM projects by allowing schools to participate in any Non-
Residential DSM program either before or after reaching the Schools program budget cap.

Staff  bel ieves that the Schools  program has been ini tia ted successfu l ly and that the
program is positioned to continue to produce energy-efficiency savings. Program total spending
per l i fetime kph saved, as  reported in Table 12 at $0 .011 per kph saved, i s  s l ightly high in
comparison to most other programs. Staff  bel ieves this  can be traced to the high program
implementation costs. However, Staf f bel ieves  i t  i s  in the publ ic  interes t for APS to take
extraordinary efforts to reach the schools with energy-efficiency measures that would save them
money on their operating expenses.

Based upon the performance of the program and the discussion above, Staff recommends
approval of APS' Non-Residential Schools DSM program. Staff believes the program would be
improved even over current performance levels if Staff-recommended enhancements are adopted
regarding 1) removal of the 52 percent incentive cap, 2) Direct Install for schools, 3) changes to
study caps, 4) prescriptive measure results inclusion in custom incentives, and 5) addition of new
prescriptive measures. Shou ld  the  NR Sma l l  Di rec t  Ins ta l l  concept  be  approved by  the
Commission, many rural schools may be motivated to participate in that program, as well.

Non-Residential Existing Facilities Program

The  fo l l ow i ng  t a b l e  s u mma r i z e s  NR Ex i s t i ng  prog ra m bu dg e t  a nd  expend i tu re
infonnation as reported herein on Tables 1-7.

Table 15

I i $2,380,000 was shifted to the NR Existing Program from the NR Small Program ($890,000) and the NR New
Program ($l,490,000) under authority granted by Decision No. 68488 to shift a maximum of 25 percent of
budgeted funds from one program to another in the same sector (all Non-Residential programs).

§§ $3,500,000 was added to the NR Existing Program budget for Rebates & Incentives by Decision No. 69879 in
the matter of APS' application for expedited approval of modifications to certain demand-side management
programs requested in the Company's 13-Month filing.



Dec07Spend % of Original 64.2% 61.5% 129.7% 125.9% 28.0% 19.7% 109.2%

Dec07 Spend % After Shift 50.1% 43.1% 109.2% 51.4% 19.5% 13.8% 58.4%

% of Total Pgm Spending 5.9% 5.1% 29.4% 58.3% 0.9% 0.4% 100.0%

Note: Table contains numbers representing differing time periods and cannot be directly compared:
1 Original 3-year 2005-2007 Non-Residential Portfolio Plan budget included 'm Appendix 'A' of Decision No. 68488,

February 23, 2006, that granted Interim Approval of the Non-Residential DSM programs.
z 12-month actual spending, March 2006 - February 2007, required to be reported in 13-month tiling.
3 Approximate 21-month period between NR Program approval and December 31 , 2007, the end of the 2005 - 2007 budget

period.
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Examination of Table 12 shows that the NR Existing program has been the Non-
Residential program on which more non-residential dollars have been spent than any other Non-
Residential program, and it has produced more savings of lifetime kph, kw, and other metrics
than any other Non-Residential program. Indeed, it has been second in production of intended
program results only to APS' Residential Consumer Products (CFL) program. Based on demand
for the program, $2,380,000 were shifted by APS to the NR Existing program from the NR
Small program ($890,000) and the NR New program ($1,490,000) under authority granted by
Decision No. 68488 to shift a maximum of 25 percent of budgeted funds from one program to
another in the same sector (all Non-Residential programs). Decision No. 69879 authorized an
additional $3.5 million annual funding for program incentives for this program on August 28,
2007, based on anticipated further customer demand for this program.

, Table 15 indicates that spending during the required one-year reporting period March
2006 through February 2007 was near one-third of the three~year budgeted amount, very much
on target. Indeed, through December 2007, APS had spent 109.2 percent of the original 3-year
budget in about 21 months. Had monies not been shiNed to the NR Existing program and
additional monies allocated to the program, APS would have exceeded its original budget by the
end of 2007 as hull three-year spending has now been reported at $7,384,886 compared to the
original budgeted amount of $6,760,075. Table 12 shows program savings of 1,003,888 lifetime
MWh and 8.97 MW, the greatest savings of all Non-Residential programs.

The NR Existing program was made available on March 30, 2006, to large non-
residential customers having a maximum monthly peak demand over 200 kW based on the past
12 months of billing history. The program provides prescriptive incentives for improvements in
lighting, HVAC, motors, and refrigeration applications. For DSM applications not covered
through prescriptive incentives, the program provides custom-efficiency incentives to promote
energy-efficiency measures. The program also provides incentives for covering a portion of the
cost of an energy study to identify additional energy-efficiency opportunities. APS'
implementation contractor provides turkey implementation services for this program.

Staff believes the NR Existing DSM program ramped up rapidly and that the program is
positioned to continue to produce energy-efficiency savings. The spending per kph saved



Non-Residential New Construction and Major Renovation DSM Program
Summary of Budgets and Spending

NR New Construction
Program

Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Train. &
Tech. Asst.

Consumer
Education Total

Original Decision Budgets $736,007 $670,074 $1,823,152 $3,726,037 $257,603 $147,202 $7,360,075

Spending Mar06- Feb07 $117,673 $8,765 $1 ,053,422 $62,480 $4,312 $2,117 $1,248,769

Budget Shifting (out) ($116,0001 ($165,000) ($193,000) ($916,000) ($64,000) ($36,000) (ss1,490,000)

Budget After Shifting $620,007 $505,074 $1,630,152 $2,810,037 $193,603 $111,202 $5,870,075

Spending thru Dec07 $329,907 $100,114 $1,675,451 $719,470 $19,138 $8,656 $2,852,736

Dec07Spend °0 of Original 44.8% 14.9% 91.9% 19.3° 0 7.4% 5.9% 38.8%

Dec07 Spend 00 After Shift 53.2% 19.8% 102.8% 25.6% 9.9% 7.8% 48.6%

I% of Total P • Spending 11.6% 3.5% 58.7% 25.2% 0.7° o 0.3% 100.0%

Note: Table contains numbers representing differing time periods and cannot be directly compared:
1 Original 3-year 2005-2007 Non-Residential Portfolio Plan budget included in Appendix 'A' of Decision No. 68488,

February 23, 2006, that granted Interim Approval of the Non-Residential DSM programs.
z 12-month actual spending, March 2006 -- February 2007, required to be reported in 13-month filing.
3 Approximate 21-month period between NR Program approval and December 31, 2007, the end of the 2005 - 2007 budget

period.
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metric reported in Table 12 is the lowest of all the Non-Residential programs and the incentive
per kph saved is in line with all APS DSM programs.

Based upon the performance of the program and the discussion above, Staff recommends
approval of APS' Non-Residential Existing Facilities DSM program. Staff believes the program
would be improved even over current performance levels if Staff-recommended enhancements
are adopted regarding l) removal of the 52 percent incentive cap, 2) incentives to property
owners, 3) changes to study caps, 4) prescriptive measure results inclusion in custom incentives,
and 5) addition of new prescriptive measures. Staffs recommendation for approval of the
program, however, is not contingent on approval of any or all of these other initiatives.

Non-Residential New Construction and Major Renovation Program

Table 16 summarizes NR New program budget and expenditure information as reported
herein on Tables 1-7.

Table 16

Predictably, the NR New program has taken a long time to gain momentum. The lead
time for construction of most new commercial and industrial facilities, or major renovation of
such facilities, is at least one to two years, resulting in the payment of incentives and the

aw*
$2,380,000 was shifted to the NR Existing Program from the NR Small Program ($890,000) and the NR New
Program ($1,490,000) under authority granted by Decision No. 68488 to shift a maximum of 25 percent of
budgeted funds from one program to another in the same sector (all Non-Residential programs).
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realization of energy efficiencies long after working with customers to include energy efficiency
in their projects .

Table 16 indicates that during the required one-year reporting period March 2006 through
February 2007, spending was heavily weighted with Program Implementation expenses, yet total
spending was only 17.0 percent of the three-year program budgeted amount. Program Rebate
and Incentive spending for those first 12 months of the program was $62,480. Rebate and
incentive program-to-date spending through December 2007 accumulated to a level of $719,470.
In the first quarter of 2008, it increased another $416,400 to $1,135,870 Thus, it appears that
early efforts expended on this program are beginning to result in energy-efficient facilities being
completed and incentives being paid.

The NR New Construction and Major Renovation program is available to large non-
residential customers having a maximum monthly peadar demand over 200 kW based on the past
12 months of billing history. The program provides design assistance, custom-efficiency
measures, and prescriptive incentives for lighting, HVAC, motors, and refrigeration applications;

Staff believes the NR New program is now beginning to deliver energy-efficiency
savings to its participants. Delivery of actual energy-efficiency savings occurs approximately
concurrent with the payment of incentives. It appears that the results of earlier efforts are finally
beginning to produce energy-efficiency savings, and Staff believes the program is positioned to
continue to produce energy-efficiency savings. The incentive spending per kph saved reported
in Table 12 is the lowest of all the Non-Residential programs, and Staff believes the total
spending per kph saved will decrease as the up-front implementation expenditures are spread
among more energy savings that are beginning to be realized.

Based on the recent surge in performance of the program as discussed above, Staff
recommends approval of APS' Non-Residential New Construction and Major Renovation DSM
program. Staff believes the program would be improved over current performance levels if
Staff-recommended enhancements are adopted regarding 1) removal of the 52 percent incentive
cap, 2) incentives to property owners, 3) changes to study caps, 4) prescriptive measure results
inclusion in custom incentives, 5) addition of new prescriptive measures and 6) redefinition of
the NR New Program to include customers of all sizes. Staffs recommendation for approval of
the program, however, is not contingent on approval of any or all of these other initiatives.

Small Non-Residential Program

The following table summarizes NR Small program budget and expenditure information
as reported herein on Tables 1-7.



Small Non-Residential DSM Program
Summa of Budgets' and Spending

Small NR
Program

Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Train. &
Tech. Asst.

Consumer
Education Total

Original Decision Budget $435,984 $396,928 $1,079,972 $2,207,175 3152,596 $87,196 $4,359,851

Spending Mar06- Feb07 $60,913 $7,932 $589,091 $51,552 $390 $1,590 $711,469

Budget Shitting (out) $74,000) $97,000) ($122,000) ($538,000) ($38,000) ($21,000) ($890,000lTTT

Budget After Shifting $361,984 $299,928 $957,972 $1,669,175 $114,596 $66,196 $3,469,851

Spending thru Dec07 $173,136 $65,773 $989,554 $193,710 $390 $11,473 $1,434,036

Dec07Spend % of Original 39.7% 16.6% 91.6% 8.800 0.3% 13.2% 32.9%

Dec07 Spend % After Shits 47.8% 21.9°o 103.3% 11.6% 0.3% 17.3% 41.3%

% of Total P I Spending 12.1% 4.6% 69.0% 13.5% 0.0% 0.8% 100.0%

Note: Table contains numbers representing differing time periods and cannot be directly compared:
1 Original 3-year 2005-2007 Non-Residential Portfolio Plan budget included in Appendix 'A' of Decision No. 68488,

February 23, 2006, that granted Interim Approval of the Non-Residential DSM programs.
2 12-month actual spending, March 2006 .- February 2007, required to be reported in 13-month tiling.
3 Apprordrnate 21-month period between NR Program approval arid December 31 , 2007, the end of the 2005 2007 budget

period.

Staff Report on APS Non-Residential DSM 13-Month Filing
Docket No. E-01345A-05-0_77
Page 56

Table 17

Examination of Table 12 reveals clearly that the NR Small program is not perfonning to
the standards of the other programs. The savings of both kph and kW are very low and the
spending per kph and kW saved are very high. Table 17 above indicates that spending on
implementation of the program has been substantial at 103.3 percent of budgeted 3-year funds
after budget shifting, but only 11.6 percent of budgeted incentives have been paid out. Indeed,
incentive spending, MWh savings, and MW savings for the NR Small program were lower than
for all other programs excepting the BOT and ElS programs. Table 17 numbers also imply that
spending during the required one-year reporting period March 2006 through February 2007 was
only 16.3 percent of the 3-year budget in spite of the fact that spending was heavily weighted
with substantial implementation costs.

The NR Small program was implemented on March 30, 2006, for non-residential
customers with a maximum monthly peak demand of 200 kW or less based on the past 12
months of billing history. It provides prescriptive incentives for these small non-residential
customers for energy-efficiency improvements in lighting, HVAC, motors, and refrigeration
applications. Funds in the amount of $890,000 were shifted from this program to the NR
Existing program under authority granted by Decision No. 68488 to shift a maximum of 25
percent of budgeted funds from one program to another in the same sector (all Non-Residential
programs). The funds were shifted from this program to the NR Existing program when it

Tn $2,380,000 was shifted to the NR Existing Program from the NR Small Program ($890,000) and the NR New
Program ($l,490,000) under audiority granted by Decision No. 68488 to shift a maximum of 25 percent of
budgeted Mnds from one program to another in the same sector (all Non-Residential programs) .
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became apparent that they would not be used by the NR Small program and they were needed for
the NR Existing program.

It is clear to Staff that the program is not performing the way it should, and that
substantial changes need to be made if the program is to be continued. It is clear also to APS
that changes are needed as evidenced by the Company's application for material changes to the
program included in this filing.

In the earlier section entitled Small Non-Residential Program Changes and
Enhancements, Staff recommended that the Direct Install approach be adopted for the NR Small
program. Staff believes that this approach will address many of the customer barriers to
participation in the program and will result in adoption of energy-efficiency measures by this
difficult-to-reach small business sector. Staff has also recommended that custom-efficiency
measures and studies be made available to the NR Small program, and that APS redefine its NR
Small program category, that now includes non-residential customer facilities with a maximum
monthly peak demand of 200 kW or less based on the past 12 months of billing history, to non-
residential customer facilities with a maximum monthly peak demand of 100 kW or less based
on the past 12 months of billing history. This initiative would allow a sharper focus on a more
homogeneous group of commercial customers. Staff believes these changes have the potential to
reach the smaller commercial customers with cost-effective energy savings .

Staff believes the NR Small DSM program can be re-directed to effectively reach its
target customer base, and that APS' non-residential customers in this 200 kW or less size
category should have access to cost-effective DSM programs like other non-residential
customers. Should the Commission approve Staffs recommendation for reclassification of the
NR Small category to include customers of 100 kW or less, those current NR Small customers
that fall within the lot kW to 200 kW category would be shifted to the NR Existing program
where the entire range of prescriptive measures, custom-efficiency measures, and studies would
be available to them. For the remaining 100 kW or less NR Small customers, Staff has
recommended the Direct Install approach to supplement the existing prescriptive measures, and
has further recommended that custom~efliciency measures and studies also be made available to
this group.

Based on the discussion above and in the section entitled Small Non-Residential Program
Changes and Enhancements, and on the addition of the Direct Install component and its
associated cost-effective measures to the NR Small program, Staff offers the following
recommendations. If the Commission should choose to approve the overall basic concept of the
Direct Install component for inclusion in the NR Small program, Staff recommends approval of
APS' Small Non-Residential DSM program. If the Commission should choose to deny approval
of the overall basic concept of the Direct Install component for inclusion in the program, Staff
recommends APS' NR Small program be terminated immediately, and that budgeted NR Small
funds be re-allocated to other Non-Residential programs and budget categories that are believed
by APS to be most able to effectively use them. Staff believes the program would be further
improved if other Staff-recommended enhancements are adopted regarding l) removal of the 52



N011-Residential Building Operator Training DSM Program
Summa of Budgets and Spending

NR BOT
Program

Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Train. &
Tech. Asst.

Consumer
Education Total

Original Decision Budget' $12,000 $9,000 $21,000 $0 S192,000 $6,000 $240,000

Spending Mar06- Feb07 $1,578 $4,360 $10,931 $0 $24,183 $0 $41,051

Budget Shifting (out) 0 0 0 0 0 0 0

Budget After Shifting $12,000 $9,000 $21,000 $0 $192,000 $6,000 $240,000

Spending the Dec07 $7,455 $15,783 $22,043 $0 $42,874 $0 $88,155

Dec07Spend % of Original 62.100 175.4% 105.0% 0.0° 0 22.3% 0.00 o 36.7%

Dec07 Spend 00 After Shift 62.1% 175.400 105.0% 0.0% 22.3% 0.0% 36.700
10 o of Total P Spending 8.5% 17.9° o 25.0% 0.00 o 48.6° o 0.0° D 100.00 n

Note: Table contains numbers representing differing time periods and cannot be directly compared:
1 Original 3-year 2005-2007 Non-Residential Portfolio Plan budget included in Appendix 'A' of Decision No. 68488,

February 23, 2006, that granted Interim Approval of the Non-Residential DSM programs.
2 12-month actual spending, March 2006 - February 2007, required to be reported in 13-month tiling.
3 Approximate 21-month period between NR Program approval and December 31, 2007, the end of the 2005 -- 2007 budget

period.
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percent incentive cap, 2) incentives to property owners, 3) changes to study caps, 4) prescriptive
measure results inclusion in custom incentives, 5) addition of new prescriptive measures and 6)
re-alignment of customer size definitions for the NR Small and NR Existing programs. Staffs
recommendation for approval of the program, however, is not contingent on approval of any or
all of these other initiatives.

Non-Residential Building Operator Training Program

The following table summarizes NR BOT program budget and expenditure information
as reported herein on Tables 1-7.

Table 18

The NR BOT program got off to a running start immediately after implementation on
March 15, 2006. It was the first of the Non-Residential programs implemented. The program
provides training through a cooperative effort with the Electric League of Arizona. The BOT
program was an existing offering of the Electric League of Arizona ("ELA") that was in
operation prior to the Decision. It had been supported financially on an annual basis by APS in
the past, but as part of APS' Non-Residential DSM program it is supported in a different manner
by the Company. APS now provides incentives directly to the ELA intended to cover 50 percent
of the tuition for APS customer participation in either the Building Operator Training ("BOT")
session ($597.50 tuition subsidy) or the Facilities Maintenance Training ("FMT") session
($447.50 tuition subsidy) for each passing student.

The NR BOT program provides training incentives for building operators (managers) and
facility maintenance technicians on energy-efticient building operating and maintenance
practices. The training is part of ELA's Institute for Facility Management Education program



q
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and includes industry expert-provided training targeted to reach facility managers and building
operators of medium to large commercial and industrial facilities. The ELA issues a certificate
of completion for participants who successfully complete either of the two BOT courses: 1)
Facility Maintenance Technician Training, or 2) Building Operator Training.

Staff believes that even though the program began rapidly after implementation, the
number of students trained has not grown as expected, and the level of activity is, therefore, not
at as high a level as planned. Indeed, the number of students in the last half of 2007 was at the
lowest level since the six-month period during which implementation occurred:

Six-Mo. Period
2006 1st Half
2006 2nd Half
2007 let Half
2007 wIld Half

BOT
9

12
10
6

FMT
0

24
13
7

Examination of Table 18 above shows that APS went over its budget for marketing
expenses (paid to ELA to do the marketing), but Planning and Administration spending appear to
be reasonable and Program Implementation spending was just over budget. The incentives for
this program are partial tuition reimbursements and were actually budgeted in the Training and
Technical Assistance category. $42,874 was spent on tuition subsidies program-to-date through
December 2007 compared to a 3-year budget of $192,000.

Staff believes that spending for tuition subsidies at only 22.3 percent of budget is a
problem, but the fact that the NR BOT program is losing momentum instead of gaining
momentum is regarded as a much more serious problem. Staff had expected lifetime energy
savings of 571,000 MWh and peak savings of 6.5 MW to result from the program operating for
three years. Actual savings for the program over about 21 months of operations through 2007
have been recorded at about 9,000 MWh and 0.07 MW.

Staff is also concerned with the oven'un of spending on marketing, particularly in light of
the declining number of participants, indicating the marketing effort and dollars expended did
not produce the intended results. For the first two years of the program, ELA had both marketed
and administered the program. Staff questions whether APS is receiving the value it should
receive from the marketing dollars placed with ELA. Examination of the July through December
2007 Semi-Annual Progress Report reports that APS has taken over the marketing of the
program under the Solutions for Business banner beginning in 2008.

APS did not propose any other remedies to correct the course of the NR BOT program in
the 13-month filing. Staff discussions with APS revealed that the format of the classes involving
one day of class per week for six weeks was perceived as a problem for employers that found it
difficult to have key employees away from work that many days.
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Staff is aware that the BOT measures have been found to be cost-effective and that some
savings have resulted Hom the program. However, Staff does not believe the program should be
allowed to continue its current downward spiral in participation. It is possible that transferring
the marketing activities to APS could be a positive change. It is also possible that changes to the
classes could be made to shorten or reconfigure them, resulting in better acceptance by
employers. Staff is reluctant to recommend such changes, however, because changes to the
curriculum or the structure of the classes could be expensive or impossible to implement through
the ELA since its programs are not targeted exclusively to APS, but to other utilities such as Salt
River Project, as well. Although Staff believes that the program should not be allowed to
continue in its present format, it is reluctant to pass up potential energy savings die classes could
create in the future.

Staff also has some concern that the assumed link between BOT class participation and
actual energy savings is not a hard and fast link. Indeed, some building managers and facility
maintenance technicians would return to their facilities after training and implement positive
operational changes, or recommend energy-efficiency measures to their management that would
result in energy savings. However, it is possible that others may not. APS conducts other
training classes within its NR Existing program that are not tied to direct energy savings, but that
result in participants implementing other cost-effective measures within established APS DSM
programs.

This leads Staff to believe that the BOT function should not be a separate DSM program,
but should instead be an additional class offering within the NR Existing program funded with
Training and Technical Assistance dollars in the budget for that program. In this fonnat, APS
could make necessary adjustments to the classes to make them more appealing to potential
students. Costs for program administration and promotion would be folded in with the other NR
Existing class offerings resulting in lower overall costs.

APS conducts a comprehensive series of education and training classes within its NR
Existing program. The classes are limited to APS Non-Residential customers or trade allies, and
NR Existing program incentives of 50 percent of the cost of the class are provided. Many of
these classes fall within the Company's "Technology Series" that offers specialized one-day
training classes on a monthly or more frequent basis and regularly attract participation of 25 to
100 students. Recent topics include l) Motors, 2) Retro-Commissioning, 3) Lighting, and 4)
Energy Study and Benchmarking. Upcoming topics for the Technology Series will include l)
Energy Information Services, 2) Energy Management for Hospitals, 3) Energy Management for
the Hospitality industry, 4) Energy Management for Compressed Air Applications, 5) Energy
Tax Incentives, 6) Energy-Efficient Chillers, and 7) HVAC. Other training classes offered
within the NR Existing program, but not as part of the Technology Series, are Certified Energy
Management ("CEM") training and LEED training, both of which are multiple day classes that
lead to student certifications. BOT training may fit well as an added offering within the NR
Existing program outside of the one-day Technology Series classes.



Non-Residential Energy Information Services DSM Program
Summa of Budgets and Spending

NR ElS
Program

Planning
& Admin.

Program
Marketing

Program
Implement

Rebates &
Incentives

Train. &
Tech. Asst.

Consumer
Education Total

Original Decision Budget' $12,000 $7,500 $24,000 $240,000 $10,500 $6,000 $300,000

Spending Mar06- Feb07 $12,813 $0 $24,521 $0 $0 $583 $37,917

Budget Shifting out) 0 0 0 0 0 0 0

Budget After Shifting $12,000 $7,500 $24,000 $240,000 $10,500 $6,000 $300,000

Spending thru Dec07 $21,880 $0 $44,469 $3,447 $0 $583 $70,379

Dec07Spend % of Original 182.3% 0.0% 185.3% 1.400 0.0% 9.7% 23.500

Dec07 Spend % After Shift 182.3% 0.0% 185.300 1.4% 0.0° o 9.7% 23.5%

% of Total Pgm Spending 31.1% 0.0° 0 63.2% 49% 0.0° o 0.8°o 100.0%

Note: Table contains numbers representing differing time periods and cannot be directly compared:
1 Original 3-year 2005-2007 Non-Residential Portfolio Plan budget included 'm Appendix 'A' of Decision No. 68488,

February 23, 2006, that granted Interim Approval of the Non-Residential DSM programs.
2 12-month actual spending, March 2006 - February 2007, required to be reported in 13-month filing.
3 Approximate 21-month period between NR Program approval and December 31, 2007, the end of the 2005 - 2007 budget

period.
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Based on the fact that the NR BOT program is a small program that is demonstrating
declining participation as a stand-alone DSM program, Staff recommends that the APS' Non-
Residential Building Operator Training DSM program be denied approval, that the program be
terminated as an APS Non-Residential DSM program immediately or as soon as contractual
obligations allow, that the building operator training class concept may be transferred to the NR
Existing program at APS' discretion, that APS provide an incentive of 50 percent of the cost of
the class if BOT is continued as a class offering within the NR Existing program, that budgeted
NR BOT funds be re-allocated to the Training and Technical Assistance budget category of the
NR Existing program if BOT is continued as a class offering within the NR Existing program, or
that budgeted NR BOT funds be re-allocated to other Non-Residential programs and budget
categories that are believed by APS to be most able to effectively use them if APS chooses not to
continue BOT within the NR Existing program.

Non-Residential Energy Information Services Program

The following table summarizes NR ElS program budget and expenditure information as
reported herein on Tables 1-7.

Table 19

The ElS program is the last of the six Non-Residential programs to be implemented by
APS. The program is considered to be in the ramp-up phase of its implementation. At the end of
2007, APS had five customers participating in the program and 14 meters are gathering data to
be utilized on the web-based energy information system. The meters were not in service until
fall of 2007, and no incentives were paid until late in the fourth quarter of 2007. For this reason,
there are no savings shown on Table 11. NR ElS is one of the smallest of APS' Non-Residential
programs. Table 6 shows the ElS program to be second smallest in terms of budgeted funds at
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$300,000, and Table 7 shows the program to be the smallest program in terms of program
spending through December 2007 at $70,379.

Table 19 indicates that spending during the required one-year reporting period March
2006 through February 2007 was over budget for both the Planning and Administration and
Program Implementation budget categories, but no other expenses were paid other than a small
amount for Consumer Education. Spending through December 2007, also shown on Table 19,
shows a continuation of the same spending pattern but does reflect the first incentive payments.
Staff was told by APS that implementation of the program was delayed because priorities and
resources were assigned to larger programs, and it took APS a long time to locate and engage an
appropriate implementation contractor for this program. Because of the specialized nature of the
NR ElS program, APS decided to engage a separate implementation contractorjust for this
program. In the last quarter of 2006, Automated Energy was selected through a competitive RFP
process to provide turn-key implementation services for the program.

The NR ElS program was made available on November 16, 2006, to large non-residential
customers having a maximum monthly peak demand over 200 kW based on the past 12 months
of billing history. The program is intended to save these large non-residential customers energy
by providing them tools to gain a better understanding and control of their facilities' electric
usage. Participating customers monitor their electric usage through a web-based energy
information system that allows them to receive historical (previous day) 15 minute usage and
demand graphics. The infonnation can be used to improve or monitor energy usage patterns,
reduce energy use, reduce demands during on-peak periods, and better manage overall energy
operations. APS provides an incentive of 75 percent of the cost for the needed metering
equipment and also makes its implementation contractor personnel available to educate and
assist customers in interpreting ElS data and in planning usage changes that will effectively
result in energy savings.

As originally implemented, the program was intended to install metering equipment at a
single metered site having a monthly billed demand above 200 kw. The incentive was set at 75
percent of incremental cost with a maximum incentive cap of $1,000 per customer. Early
experience with the program revealed that many potential participants have multiple meters
having a monthly billed demand over 200 kw. The company received feedback from one
customer indicating the $1,000 cap helped it to install a single ElS metering point, but with 300
meters with loads over 200 kw, it was not very helpful for them to capture data from only one of
their metering points. Consequently, in this 13-month tiling, APS proposed and Staff
recommended changes to the program to accommodate customers with multiple meters and/or
multiple sites. These changes and Staffs recommendations for program changes are discussed
in the "Energy Infonnation Services Incentive/Budget Enhancement" sub-section of the "Budget
and Incentive Changes and Enhancements" main section.

Staff continues to believe that the NR ElS DSM program has potential to be a successful
DSM program, but that late implementation has precluded it from having an opportunity to
demonstrate energy-efficiency savings to date. Staff also believes that APS' roll out of smart
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meters may impact the services the program now provides. In the future, the program may need
to evolve to emphasize the training services provided by the program rather than the equipment
installation and access to the data services. The equipment and data aspects of the program
could become available to a large number of customers through advanced metering devices
creating a need to educate a much greater number of customers on how to effectively read and
interpret their electric usage data and to make changes based on that data to achieve energy-
efficiency savings.

Based on the discussion above and in the section entitled Energy Infonnation Services
Incentive/Budget Enhancement, Staff recommends approval of APS' Non~Residential Energy
Infonnation Services DSM program. Staff believes its recommendation to increase the incentive
cap from $1,000 per customer to $12,000 per customer, to accommodate multiple meters and/or
multiple sites, will add to the program's effectiveness. However Staff believes the program
could achieve its intended purpose and produce energy-efficiency savings regardless. Staffs
recommendation for approval of the NR ElS program is, therefore, not contingent on approval of
any Staff-recommended program changes.

SUMMARY OF STAFF RECOMMENDATIONS

Staff recommends that:

APS continue to track DSM applications resulting from studies for which incentives
have been paid, and report the semi-annual and cumulative results of its progra1n-to-
date tracking efforts in its DSM Semi-Annual Progress Reports,

APS' proposal, that all Non-Residential Existing program applications received for
approved DSM measures be paid an incentive with no annual budget ceiling enforced
on spending for this program, be denied,

the existing 52 percent limitation on combined Rebates and Incentives as a percentage
of overall Non-Residential DSM spending in all existing Non-Residential programs
be removed beginning in the 2008 budget year,

4. the $1,000,000 limitation on APS recovery of Administration and Planning expenses
related to the Non-Residential DSM programs be removed,

Planning and Administration costs for any given Non-Residential program, such as
NR New, not exceed 10 percent of the total program budget for the budgeting period,
such as 2005 through 2007 or 2008 through 2010,

2.

1.

3.

5.

6. if building owners install DSM energy-efficiency measures that would qualify for
APS incentives if made by the APS customer/tenant, the building owner be eligible to
qualify for the incentive, and APS be authorized to pay such incentives to the
building owner,
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the cap on incentive payments for all technical assistance study incentives be applied
to all customers on a per-study basis, and that no per-customer, per-facility, or annual
limit apply to these incentives other than the customer's overall annual program cap
for the program through which the study is undertaken,

the incentive maximum for a Retro-commissioning Study be increased from 50
percent of the cost of the study up to a maximum of $10,000, to 50 percent of the cost
of the study up to a maximum of $20,000, and that the $20,000 cap be applied on a
per-study basis,

9. APS be granted the authority to shift budgeted funds within a Commission-approved
DSM program, without obtaining Commission approval, either between budget
categories within a DSM program or between sub-programs, measures, or measure
groups within a DSM program, unless such funding shifts would violate another
budget-shifting parameter or limitation on budget flexibility ordered by the
Commission,

10. in cases where an integrated building energy simulation identities energy savings
opportunities from both custom-efficiency and prescriptive measures, the prescriptive
measures be allowed to be combined into the custom-efficiency application, the
combination be treated as a single custom-efficiency measure, and a custom-
efficiency incentive be paid based upon the combined energy savings,

11. the Non-Residential Energy Information Services annual incentive cap of $1,000 per
customer be removed and be reset to 75 percent of incremental cost up to a maximum
of $12,000 per customer per year, that NR ElS incentives be paid only on meters
having a monthly billed demand over 100 kW in the past 12 months of billing history,
and that only meter costs and one-time set-up charges be included in the incremental
cost from which the incentive is calculated,

12. the custom-efficiency incentive of $0.110 per annual kph saved be reduced to $0105
per annual kph saved on July l, 2009, and be further reduced to $0.100 per annual
kph saved on January 1, 2011, such reduction to be applied in all APS DSM
programs to which the custom-efficiency incentive applies,

13. APS increase its efforts to work with other governmental and private entities involved
with energy efficiency, and rind ways to work collaboratively with them to evolve its
DSM programs over time to complement their activities rather than to duplicate or
compete with those activities, with goals to maximize energy efficiency while
minimizing APS incentives to program participants and costs to all APS ratepayers
that fund APS DSM programs,

7.

8.

14. APS continually research and monitor other energy-efficiency rebates and incentives,
including tax credits, that may be available to its Non-Residential DSM program
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participants throughout its service temltory; and that the Company limit its incentive
payments to program participants to ensure that the sum of all known monetary
incentives, either paid or available to APS program participants from other entities for
the same measure, be limited to APS' established measure cap, such as 50 percent or
75 percent of incremental cost, unless a different cap is ordered by the Commission,

15. the Decision No. 68488 requirement that APS provide copies of all Non-Residential
DSM program marketing materials for Staff review, within 30 days of the
development of each piece, be removed, and that a sample of such materials
developed during each six-month period be included in APS' Semi-Annual DSM
Progress Reports instead,

16. within 90 days of a decision in this matter, APS submit a "Marketing Progress
Report" to the Commission in Docket Control comparing its actual Non-Residential
DSM program marketing activities and spending to the Marketing and
Communications Plan submitted to Staff on May 25, 2006, in compliance with
Decision No. 68488,

17. APS 1) determine if it might be able to raise customer energy-efficiency awareness
and further promote its Non-Residential DSM programs through the use of additional
marketing efforts and activities, 2) review its Non-Residential programs to determine
if there are areas where stepped-up marketing activities might either fully or partially
displace the use of rebates and incentives to persuade customers to participate in its
Non-Residential DSM programs, and 3) consider if changes and increases in its
marketing or customer education activities might increase customer awareness of
incentive programs or loans for energy-efficiency activities available from entities
other than APS. The results of these three studies should be submitted to the
Commission as part of APS' Marketing Progress Report,

18. APS provide a comprehensive description of its Program Marketing activity and the
dispersion of that activity over the time period 2005 through 2007 and its relationship
to Program Marketing expenditures 2005 through 2007, and include 1) a thorough
explanation of the time period of marketing services rendered for each payment of
Program Marketing expenses, 2) a thorough explanation of the extraordinary
expenditures for Program Marketing during November and December of 2007
including what services were paid for, when such services were or will be received,
and to whom payment was made, and 3) a thorough explanation of the extraordinary
expenditures for Rebates and Incentives during November and December of 2007 and
what incentives were paid, when such incentives were applied for, when they were
installed, and other relevant details that might help Staff understand these payments.
The requested data and explanations should be submitted to the Commission as part
of its Marketing Progress Report,
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19. in its DSM Semi-Annual Progress Reports, APS continue to report its MWh savings
resulting from DSM measures installed during the reporting period in terms of
"lifetime" MWh savings over the expected life of the measures, and additionally, that
it report MWh savings for the six-month reporting period, and that it report both
lifetime and reporting period MWh savings by program not only for the period, but
year-to-date and DSM program-to-date,

20. in its DSM Semi-Annual Progress Reports, APS add program spending by budget
category, and peak load MW savings, both year-to-date and DSM program-to-date, to
supplement the 6-month reporting period data that the Company is currently tiling,

21. in its DSM Semi-Annual Progress Reports, APS report environmental savings in
terms of Sulfur Oxide (SOx), Nitrogen Oxides (NOt), Carbon Dioxide (CON),

Particulate Matter (PM10), and Water (HZO), such savings to be reported both for
measure lifetime savings from DSM measures installed during the reporting period
and for savings during the six-month reporting period only, and that such savings be
reported for the reporting period, year-to-date, and program-to-date,

22. if the Direct Install approach is adopted for either the NR Small or Schools program
or both, the following measures be available to those programs: l) TG Lighting
Retrofits, 2) Screw-in CFL Retrofits, 3) Hard-wired CFL Retrofits, 4) Exit Sign
Retrofits, 5) Occupancy Sensors on Lighting, 6) De-Lamping, 7) Refrigerated Case
Evaporator Fan Controls, 8) Refrigerated Novelty Case Controls, 9) Anti-Sweat
Heater ("ASH") Controls, 10) Refrigerated Case Fan Motor Retrofits, ll) Occupancy
Sensor Controls on Vending Machines,

23. if the Direct Install approach is adopted for either the NR Small or Schools program
or both, the "Integrated Refrigerated Case Controls and Motor Retrofits" measure
shall not be included in APS' Direct Install programs at this time,

24. the Direct Install approach be adopted for the NR Small program, and that those APS-
proposed Direct Install measures passing Staffs most recent Societal Cost Test be
included in the program, dirt the program be implemented using premise size rather
than customer size as the basis for eligibility, that incentives for Direct Install
measures may be paid directly to contractors, and that APS-paid incentives for Direct
Install measures be capped at 90 percent of incremental cost and APS per-kWh-saved
incentive rates for each Direct Install measure be re-calculated to conform to this
restriction,

25. if the Direct Install approach is approved, APS establish a separate reporting category
in the DSM Semi~Annual Progress Report within each program section to which
Direct Install applies in which to include enhanced reporting of Direct Install
activities including but not limited to: 1) active number of contractors and contractor
identification, 2) number of Direct Install jobs completed, 3) dollar value of the
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Direct Install incentives paid to contractors, 4) dollar value of Direct Install jobs paid
by the customer, 5) number of each Direct Install measure for which incentives were
paid, 6) number of instances when incentives were reduced because of eligibility for
incentives paid by other entities, 7) spending and savings numbers attributable to
Direct Install for the period and year-to-date and program-to-date, 8) descriptions of
the types of businesses participating in Direct Install with frequencies of participation
for each type, and 9) an estimation of the reduced marketing or other program or
administration costs compared to those that would have been expended if the
measures were implemented through a non-Direct Install program,

26. the Custom-Efficiency measures and Studies available to some other APS Non-
Residential programs be made available to the NR Small program, and that the
$150,000 per year annual program cap for the sum of all incentives paid to a single
customer in the NR Small program remain at $150,000 per customer per budget year,
that Custom-Efficiency and Study incentives be included in that cap, and that the cap
continue to be applied based on customer size,

27. APS redefine its Small Non-Residential program category to include non-residential
customer facilities with a maximum monthly peak demand of 100 kW or less based
on the past 12 months of billing history, and that the Company correspondingly
redefine its Non-Residential Existing category to include APS non-residential
customer facilities with a maximum monthly peak demand greater than 100 kW based
on the past 12 months of billing history,

28. APS redefine its Non-Residential New program category to include non-residential
customers of all sizes that are constructing new facilities or are planning major
renovation projects, and that annual per-customer per-program budget caps break
between 100 kW and below ($l50,000 per year cap) and above 100 kW ($300,000
per year cap),

29. APS re-allocate its DSM program budget for the 2008 through 2010 planning years to
be consistent with any re-detinition(s) of the Small Non-Residential, Non-Residential
Existing, and Non-Residential New program customer size categories that may be
ordered herein or any other changes ordered herein, and that APS either infonn Staff
that no reallocation is necessary, or file an update to the budget portion of its
"Portfolio Plan Update 2008 - 2010," tiled in Docket No. E-01345A-07-0712, to
reflect such re-derinition(s) or other changes not later than 30 days after a Decision in
this matter,

30. if the Commission approves Direct Install for the Small Non-Residential DSM
program, the Direct Install approach be made available also for schools of all sizes,
and that those APS-proposed Direct Install measures passing Staffs Societal Cost
Test be included in the program, that incentives for Direct Install measures may be
paid directly to contractors, and that APS-paid incentives for Direct Install measures
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be capped at 90 percent of incremental cost, and APS per-kWh-saved incentive rates
for these measures be re-calculated to conform to this restriction,

31. seven of APS' nine proposed new prescriptive DSM measures identified as the 1)
Hard-wired CFL measure, 2) Fluorescent .Induction Lighting measure, 3) Cold
Cathode Lighting measure, 4) Reduced Lighting Power Density measure, 5) Package
Terminal Air-Conditioners/Heat Pumps measure, 6) Economizers measure, and 7)
High-Performance Glazing measure, be adopted,

32. the Commission deny approval of the Water-Source Heat Pump measure that would
provide incentives to encourage customers to replace or retrofit heat pumps on
existing WSHP systems with high-efficiency water-source heat pumps,

33. no incentive be paid for the Cool Roofs measures for new or replacement roofs at this
time, but that APS encourage its customers to install a highly-reflective coated foam
or membrane roof and include relevant cool roof information in its DSM customer
educational materials,

34. the Commission deny approval of the Cool Roof measure that would provide
incentives to encourage customers to apply a highly reflective elastomeric or similar
coating to various existing roofing materials,

35. APS' Non-Residential Schools DSM program be approved,

36. APS' Non-Residential Existing Facilities DSM program be approved,

37. APS' Non-Residential New Construction and Major Renovation DSM program be
approved,

38. if the Commission should choose to approve the overall basic concept of the Direct
Install component for inclusion in the NR Small program, approval of APS' Small
Non-Residential DSM program,

39. if the Commission should choose to deny approval of the overall basic concept of the
Direct Install component for inclusion in the program, APS' NR Small program be
terminated immediately, and that budgeted NR Small funds be re~allocated to other
Non-Residential programs and budget categories that are believed by APS to be most
able to effectively use them,

40. denial of the APS' Non-Residential Building Operator Training DSM program, that
the program be terminated as an APS Non~Residential DSM program immediately or
as soon as contractual obligations allow, that the building operator training class
concept may be transferred to the NR Existing program at APS' discretion, that APS
provide an incentive of 50 percent of the cost of the class if BOT is continued as a
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class offering within the NR Existing program, that budgeted NR BOT funds be re-
allocated to the Training and Technical Assistance budget category of the NR
Existing program if BOT is continued as a class offering within the NR Existing
program, or that budgeted NR BOT fLlnds be re-allocated to other Non-Residential
programs and budget categories that are believed by APS to be most able to
effectively use them if APS chooses not to continue BOT within the NR Existing
program, and

41. APS' Non-Residential Energy Information Services DSM program be approved.
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APS Non-Residential DSM Programs

Incentive Summary
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Measure Description
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Criteria
Incentive Level (S)
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Replace T12 Systems & Magnetic Bdhsu w Ts Systemsa Electronic Ballasts' - $0.15Ikwh

Energy Eiiicienl Integral CFL * s0.cwxwh

Energy Ehiciem Hardwired CFL) • S9.15n:wh

Replace: Incandescent and CPL Exit Signs' $0.15/kWh

Install Occupancy Sensors on Lighting Fixtures'
nun: $0.l5lkwh

Decamping MdReplace 4-lamp T12 Systems with TG Systems' $0.12/kWh

1Occ may Sensor Vending Machine and Reach-in Cooler Conlrds'
- - 1 $0.12/kWh

Integrated Rcfrigeruted Case Control End Motor Retxolix* $0.20/kWh

Rchigerated CaseEvqaoraior FanControls* $0.20/kWh
C so10n<wh

Anti-sweat Heater Controls' $0.20/kWh

Evapomor Fm Motor Retrolit° 50.20/kWh
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S0.l1/annul] kph
savings or 50% of
incremental eon

| Re1i'igera\cd Case Novelty Controls'

' New/Changed Measure. See Appendix A for Current Program Incentives.
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EXHIBIT z

APS Non-Residential DSM Programs

Measure to Program Matrix



Measure Type

ROBlNew or
Retrofit Cost

Large
Existing

New
Construction

Small
Business Schools ElS BOT

Exist fu Measures
1 1D1a Enerqy-EfWcient T8 Fluorescent Fixtures (Retrofit) Retrofit Full x x x

2 101a NC •**Ene y-Efficient TG Fluorescent Fixtures (New Const.) NA NA

3 102a Replace HID with TG T5 Systems Retrofit Full x x x

4 103a Enerqv-Efficient Integral CFL's Retrofit Full x x x

5 104 Enerqv-Efficient Exit Siqns Retrofit Full X x X

6 105 Oocupan Sensors Retrofit Full x X x x

7 106 Enerqv-Efficient Lighting Controls Retrofit Full x x x x

8 107 Delamning Retrofit Full X x x

g 108a Enerqv-Efficient Outdoor Lighting CFLs Retrofit Full x x x x

10 201 Water-Cooled Chillers ROB/New lncr x x x x

11 202 Air-cooled Chillers ROB/New Inch x x x X

12 203c Enerqv-EfficientAir Conditioners - Pkg. & Split ROBlNew lncr x X x x

13 203d Enerqy-Efficient Air Conditioners - Pkg. & Split ROB/New Inch x x x x

14 203e Enerqv-Efficient Heat Pumps _ Pkg. & Split ROBlNew Inch x x X x

15 203f Eneruv-EfticientAir Conditioners _ Pkg. & Split ROBINew Inch x X x x

16 206 HVAC Qualm Installation Retrofitlnew Full x x x x

17 207 Svstem Testing & Repair Retrofit Full X x x

18 208 Proqrammable Thermostats Retrotltlnew Full x x x x

19 401 Enerqv-EfEcient Motors _ Open Drip-Proof ROBlNew Inch x x x x

20 401 Enerqv-Efficient Motors - TECF 1200-3600 RPM ROBlNew lncr x x x x

21 402 4'Variable S ed Drives ROBINew Inch x x x x

22 501 Refrigeration - Anti-Sweat Heater Controls RetrofiflNew Full x x x x

23 502 Refriqeration - Evaporative FanMotors (New/ROB) ROBINew lncr x x x x

24 502 Refriqeration _ Evaporative Fan Motors (Retrofit) Retrofit Full x X x

25 503 Refriqeration - Reach-in Refrigerators & Freezers ROB/New Inch x x x x

26 504 Ice Makers~Refrigeration - High-Efficien ROBlNew Inch x x x x

27 505 Refriqeration - Strip Curtains/Night Covers RetrofitlNew Full x x x x

28 506 Refrigeration - Occupant Sensornending/Cooler Cols. RetrofitlNew Full x x x x

29 801 Custom-Efficien Measures - New Construction New lncr x x

30 801 Custom~EfHcien Measures .. Existing Facilities Retrofit Full x x

31 803 Retro-Commissioning Retrofit Full x x

32 902 Enerqv Information Services Retrofit Full X

33 903 Buildinq Operator Training Retrofit Full x

Proposed New Non-Residential DSM Measures:

34 102b Fluorescent Induction Lighting Retrofit Full x x x

35 103b Hard-wired CFL Fixtures Retrofit Full X x x

36 109 Cold Cathode Lamps Retrofit Full x x x

37 111 Liqhtinq Power Dense New Inch X x x

38 204 Package Terminal Air Conditioning & Heat Pumps ROBlNew lncr x x x x

39 209 Water-Source Heat Pumps ROBINew lncr x x x x

40 210 Economizers ROBlNew Inch x X x x

41 301a Cool Roofs - Retrofit ROB lncr x x x

42 301b Cool Roofs . New Construction New Inch x x X

43 302 Hiqh Performance Glazing Retrofit/New lncr x x x x

Pro rosed Modified Non-Residential "Direct-Install" DSM Measures:

44 101a SB Enerqv-Efficient T8 Fluorescent Fixtures Retrofit Full x *

45 10sa(sB Enerqy-Ef&cient Integral CFL's Retrofit Full x *

4B 103b SB Hard-wired CFL Fixtures Retrofit Full x 1

47 104 SB Enerqy-Efficient Exit Signs Retrofit Full x *

48 105 SB Occupancy Sensors Retrofit Full x *

49 107 SB Delamping Retrofit Full x *

50 506 SB Refrigeration - Vending Machine Controls Retrofit Full x *

51 507a SB Refrigeration - Integrated Controls & Motor Retrofit Retrofit Full x *

52 507b SB Refrigeration _ Evaporative Fan Controls Retrofit Full X *

53 507C SB Refrigeration - Novel Case Controls Retrofit Full x *

54 507d SB Refriqeration - ASH Door Controls Retrofit Full x *

55 507e SB Refrigeration _ Evaporative Fan Motor Retrofit Retrofit Full X *

* Direct Install is available to Schools that quasi under the small Business criteria (aggregated load < 100 keN)
his measure no longer applies since New Construction now uses Power Density measure.

o

13 Month Fil ing Data Request

Response 6 -1 (a -  d)

Measure to Program Comparison

APS12721
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IN THE MATTER OF THE APPLICATION
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DEMAND-SIDE MANAGEMENT
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DECISION NO.

ORDER

11

12

13

14

15

16 BY THE COMMISSION:

Open Meeting
To Be Determined
Phoenix, Arizona

17 FINDINGS OF FACT

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

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

20

21 2. On March 26, 2007, APS made two similar but separate filings ("l3-month filing")

22 to fulfill obligations arising from earlier Commission Decisions relating to the Company's

23 portfolio of Non-Residential and Residential demand-side management ("DSM") programs and

24 activities. The Company was required to provide the Commission with specific information

25 reflecting 12 months of actual experience with its DSM programs and to make its filing(s) within

26 13 months of Decision No. 68488 issued on February 23, 2006.

27 3. The non-residential component of the DSM 13-month filing was made in this

28 docket to provide the Commission with additional information about the Company's Non-

INTRODUCTION
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1

3

4

Residential DSM programs and to request final Commission approval for  those programs as

2 required by Decision No. 68488. In this filing, the Company also requested modifications to some

of its Non-Residential DSM programs. This non-residential component of APS' 13-month filing is

the subject of this item and is the final remaining component of the Company's 13-month filing

requiring Commission action.

4.

5

6

8

9

10

Earlier, the Commission acted on the other components of APS' 13-month tiling.

7 On August  28,  2007,  the Commission rendered Decision No.  69879 in response to an APS

application received on June 18, 2007, for expedited approval of certain time-sensitive initiatives

contained in its 13-month filings. On December 4, 2007, the Commission rendered Decision No.

70033 in response to the residential components of the Company's 13-month filing.

11 DISCUSSION

12

13

14

15

16

17

18

Staff had recommended interim approval of the non-residential portion of APS'

Portfolio Plan programs because of a lack of certainty and specificity in some areas of APS'

Portfolio Plan application. In response to Staff discovery on many issues, APS indicated that it

had provided all available detail to Staff. However, because the programs were new, there were

still details that had not yet been established. APS' plan was to hire implementation contractors to

establish remaining details regarding the Non-Residential DSM programs and' to then have the

same contractors implement the programs.

Staff believed tha t  the benefits  of moving forward with the Non-Resident ia l19

21

22

20 programs at that time with a recommendation for interim approval outweighed the benefits of

waiting until more information became available. In this manner, Staff believed actual savings

from these programs would be realized earlier. In Decision No. 68488, February 23, 2006, the

Commission ordered interim approval of the Non-Residential programs and iiurther established

24 APS' l3-month filing obligations to provide needed program details and to request final approval

23

25 for the programs.

7.26

27

Staff believes the 13-month tiling has provided an opportunity to make needed

adjustments and changes to the Non-Residential programs based on actual experience with the

28 programs. Staff' s ana lys is  of  APS '  Non-Resident ia l  DSM 13-month f il ing includes : 1)

5.

6.

Decision No.
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1

3

5

6

determination of APS compliance with its 13-month tiling requirements, 2) Non-Residential DSM

2 program budget considerations, 3) Non-Residential DSM program changes and improvements

based on actual experience with the programs, 4) evaluation of proposed new Non-Residential

4 DSM program measures, 5) Societal Cost Test analysis of all existing and new Non-Residential

DSM measures, 6) examination and evaluation of actual Non-Residential DSM program results

including kW and kph savings, and 7) recommendations for final approval or non~approval of

7 APS' six Non-Residential DSM programs.

S ta ff  has  made 41 r ecommenda t ions  r ega rding APS '  Non-Resident ia l  DSM8

9 programs.

10 STAFF RECOMMENDATIONS

11 Staff has recommended that:

12

9.

a)

13

APS continue to track DSM applications resulting from studies for which incentives
have been paid, and report the semi-annual and cumulative results of its program-to-
date tracking efforts in its DSM Semi-Annual Progress Reports,

14 b)
15

APS' proposal, that all Non-Residential Existing program applications received for
approved DSM measures be paid an incentive with no annual budget ceiling enforced
on spending for this program, be denied,

16

c)
17

the ex is t ing 52  percent  l imita t ion on combined Reba tes  and Incent ives  a s  a
percentage of overall Non-Residential DSM spending in all existing Non-Residential
programs be removed beginning in the 2008 budget year,

18

19 d) the $1,000,000 limitation on APS recovery of Administration and Planning expenses
related to the Non-Residential DSM programs be removed,

20

21
6) Planning and Administration costs for any given Non-Residential program, such as

NR New, not exceed 10 percent of the total program budget for the budgeting period,
such as 2005 through 2007 or 2008 through 2010,

22

23 f>

24

if building owners install DSM energy-efficiency measures that would qualify for
APS incentives if made by the APS customer/tenant, the building owner be eligible to
qualify for  the incentive,  and APS be author ized to pay such incentives to the
building owner,

25

26 8)

27

the cap on incentive payments for all technical assistance study incentives be applied
to all customers on a per-study basis, and that no per-customer, per-facility, or annual
limit apply to these incentives other than the customer's overall annual program cap
for the program through which the study is undertaken,

28

8.

Decision No.
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1 h)

2

the incentive maximum for  a  Retro-commissioning Study be increased from 50
percent of the cost of the study up to a maximum of $10,000, to 50 percent of the cost
of the study up to a maximum of $20,000, and that the $20,000 cap be applied on a
per-study basis,

3

4 i)

5

6

APS be granted the authority to shift budgeted funds within a Commission-approved
DSM program, without obtaining Commission approval,  either  between budget
categories within a DSM program or between sub-programs, measures, or measure
groups within a DSM program; unless such funding shifts would violate another
budget -shit t ing pa rameter  or  l imita t ion on budget  f lex ib il i ty ordered by the
Commission,

7

8 j)

9

10

in cases where an integrated building energy simulation identifies energy savings
opportunities from both custom-efficiency and prescriptive measures, the prescriptive
measures be allowed to be combined into the custom-efficiency application,  the
combina t ion be t rea ted as  a  s ingle custom-efficiency measure,  and a  custom-
efficiency incentive be paid based upon the combined energy savings,

11
k)

12

13

14

the Non-Residential Energy Information Services annual incentive cap of $1,000 per
customer be removed and be reset to 75 percent of incremental cost up to a maximum
of $12,000 per customer per year, that NR ElS incentives be paid only on meters
having a  monthly billed demand over  100 kW in the past  12 months of billing
history, and that only meter costs and one-time set-up charges be included in the
incremental cost from which the incentive is calculated,

15
1)

16

17

the custom-efficiency incentive of $0.11 per accrual kph saved be reduced to $0.105
per annual kph saved on July 1, 2009, and be further reduced to $0.10 per annual
kph saved on January 1,  2011,  such reduct ion to be applied in a ll APS DSM
programs to which the custom-efficiency incentive applies,

18
m)

19

20

21

APS increase its  effor ts  to work with other  governmenta l and pr iva te ent it ies
involved with energy efficiency, and find ways to work collaboratively with them to
evolve its DSM programs over time to complement their activities rather than to
duplicate or compete with those activities, with goals to maximize energy efficiency
while minimizing APS incentives to program par ticipants and costs to a ll APS
ratepayers that fund APS DSM programs,

22 H)
23

24

25

26

APS continually research and monitor other energy-efficiency rebates and incentives,
including tax credits, that may be available to its Non-Residential DSM program
participants throughout its service territory, and that the Company limit its incentive
payments to program participants to ensure that the sum of all known monetary
incentives, either paid or available to APS program participants from other entities
for the same measure, be limited to APS' established measure cap, such as 50 percent
or  75  per cent  of  incr ementa l  cos t ,  unless  a  dif fer ent  ca p  is  or der ed by the
Commission,

27
o)

28

the Decision No. 68488 requirement that APS provide copies of all Non-Residential
DSM pr ogr a m ma r ket ing ma ter ia ls  for  S t a f f  r eview,  within 30  da ys  of  t he

Decision No.
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1

2

development  of  each piece,  be r emoved,  and tha t  a  sample of  such mater ia ls
developed during each six-month period be included in APS' Semi-Annual DSM
Progress Reports instead,

3
p)

4

5

nth in 90 days of a  decision in this matter ,  APS submit  a  "Marketing Progress
Report" to the Commission in Docket Control comparing its actual Non~Residential
DS M  p r ogr a m ma r ket ing activities and spending to the Marketing and
Communications Plan submitted to Staff on May 25,  2006,  in compliance with
Decision No. 68488,

6

7 q)

8

9

10

11

APS 1) determine if it might be able to raise customer energy-efficiency awareness
and further promote its Non-Residential DSM programs through the use of additional
marketing efforts and activities, 2) review its Non-Residential programs to determine
if there are areas where stepped-up marketing activities might either fully or partially
displace the use of rebates and incentives to persuade customers to participate in its
Non-Residential DSM programs, and 3) consider if changes and increases in its
marketing or customer education activities might increase customer awareness of
incentive programs or loans for energy-efficiency activities available from entities
other  than APS. The results  of these three studies are to be submit ted to the
Commission as part of APS' Marketing Progress Report,12

13 f)

14

15

16

17

18

19

20

APS provide a comprehensive description of its Program Marketing activity and the
dispersion of that activity over the time period 2005 through 2007 and its relationship
to Program Marketing expenditures 2005 through 2007, and include 1) a thorough
explanation of the time period of marketing services rendered for each payment of
Program Market ing expenses,  2) a  thorough explana t ion of the extraordinary
expenditures for  Program Marketing dur ing November  and December  of 2007,
including what services were paid for, when such services were or will be received,
and to whom payment was made, and 3) a thorough explanation of the extraordinary
expenditures for Rebates and Incentives during November and December of 2007,
and what incentives were paid, when such incentives were applied for, when they
were installed,  and other relevant details that might help Staff understand these
payments. T he r eques ted da ta  a nd expla na t ions  a r e to be submit t ed to the
Commission as part of APS' Marketing Progress Report,

21 s)
22

23

24

in its DSM Semi-Annual Progress Reports, APS continue to report its MWh savings
result ing from DSM measures installed during the reporting per iod in terms of
"lifetime" MWh savings over the expected life of the measures, and additionally, that
it report MWh savings for the six-month reporting period, and that it report both
lifetime and reporting period MWh savings by program not only for the period, but
year-to-date and DSM program-to-date,

25 0
26

in its DSM Semi-Annual Progress Reports, APS add program spending by budget
category, and peak load MW savings, both year-to-date and DSM program-to-date, to
supplement the 6-month reporting period data that the Company is currently filing,

27
u)

28
in its DSM Semi-Annual Progress Reports, APS report environmental savings in
terms of Sulfur  Oxide (SOx),  Nitrogen Oxides (NOx),  Carbon Dioxide (CON),

Decision No.
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1 Particulate Matter (PMl0), and Water (H20); such savings to be reported both for
measure lifetime savings from DSM measures installed during the reporting period
and for savings during the six-month reporting period only, and that such savings be
reported for the reporting period, year-to-date, and program-to-date,

2

3

4

5

6

7

8

v) if the Direct Install approach is adopted for either the NR Small or Schools program
or both, the following measures be available to those programs: l) TG Lighting
Retrofits, 2) Screw-in CFL Retrofits, 3) Hard-wired CFL Retrofits, 4) Exit Sign
Retrofits, 5) Occupancy Sensors on Lighting, 6) De-Lamping, 7) Refrigerated Case
Evaporator Fan Controls, 8) Refrigerated Novelty Case Controls, 9) Anti-Sweat
Heater ("ASH") Controls, 10) Refrigerated Case Fan Motor Retrofits, ll) Occupancy
Sensor Controls on Vending Machines,

w) if the Direct Install approach is adopted for either the NR Small or Schools program
or both, the "Integrated Refrigerated Case Controls and Motor Retrofits" measure
shall not be included in APS' Direct Install programs at this time,

9

10

11

12

13

14

x) the Direct Install approach be adopted for the NR Small program, and that those
APS-proposed Direct Install measures passing Staffs most recent Societal Cost Test
be included in the program, that the program be implemented using premise size
rather than customer size as the basis for eligibility, that incentives for Direct Install
measures may be paid directly to contractors, and that APS-paid incentives for Direct
Install measures be capped at 90 percent of incremental cost and ANS per-kWh-saved
incentive rates for each Direct Install measure be re-calculated to confonn to this
restriction,

15

16 y)

17

18

19

20

21

22

23

if the Direct Install approach is approved, APS establish a separate reporting category
in the DSM Semi-Annual Progress Report within each program section to which
Direct Install applies in which to include enhanced reporting of Direct Install
activities including but not limited to: 1) active number of contractors and contractor
identification, 2) number of Direct Install jobs completed, 3) dollar value of the
Direct Install incentives paid to contractors, 4) dollar value of Direct Install jobs paid
by the customer, 5) number of each Direct Install measure for which incentives were
paid, 6) number of instances when incentives were reduced because of eligibility for
incentives paid by other entities, 7) spending and savings numbers attributable to
Direct Install for the period and year-to-date and program-to-date, 8) descriptions of
the types of businesses participating in Direct Install with frequencies of participation
for each type, and 9) an estimation of the reduced marketing or other program or
administration costs compared to those that would have been expended if the
measures were implemented through a non-Direct Install program,

24

z)
25

26

27

the Custom-Efficiency measures and Studies available to some other APS Non-
Residential programs be made available to the NR Small program, and that the
$150,000 per year annual program cap for the sum of all incentives paid to a single
customer in the NR Small program remain at $150,000 per customer per budget year,
that Custom-Efficiency and Study incentives be included in that cap, and that the cap
continue to be applied based on customer size,

28

Decision No.
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1 ea)

2

3

APS redefine its Small Non-Residential program category to include non-residential
customer facilities with a maximum monthly peak demand of 100 kW or less based
on the past 12 months of billing history, and that the Company correspondingly
redefine its Non-Residential Existing category to include APS non-residential
customer facilities with a maximum monthly pea demand greater than 100 kW
based on die past 12 months of billing history,4

5 be)

6

APS redefine its Non-Residential New program category to include non-residential
customers of all sizes that are constructing new facilities or are planning major
renovation projects, and that annual per-customer per-program budget caps break
between 100 kW and below ($l50,000 per year cap) and above 100 kW ($300,000
per year cap),

7

8

9

10

11

12

13

cc) APS re-allocate its DSM program budget for the 2008 through 2010 planning years
to be consistent with any re-definition(s) of the Small Non-Residential, Non-
Residential Existing, and Non-Residential New program customer size categories that
may be ordered herein or any other changes ordered herein, and that APS either
inform Staff that no reallocation is necessary, or file an update to the budget portion
of its "Portfolio Plan Update 2008 .-. 2010," filed in Docket No. E-01345A-07-0712,
to reflect such re-definition(s) or other changes not later than 30 days after a Decision
in this matter,

14
ad)

15

1 6

17

if the Commission approves Direct Install for the Small Non-Residential DSM
program, the Direct Install approach be made available also for schools of all sizes,
and that those APS-proposed Direct Install measures passing Staffs Societal Cost
Test be included in the program, that incentives for Direct Install measures may be
paid directly to contractors, and that APS-paid incentives for Direct Install measures
be capped at 90 percent of incremental cost, and APS per-kWh-saved incentive rates
for these measures be re-calculated to conform to this restriction,

18

19

2 0

21

ea) seven of APS' nine proposed new prescriptive DSM measures identified as the 1)
Hard-wired CFL measure, 2) Fluorescent Induction Lighting measure, 3) Cold
Cathode Lighting measure, 4) Reduced Lighting Power Density measure, 5) Package
Terminal Air-Conditioners/Heat Pumps measure, 6) Economizers measure, and 7)
High-Performance Glazing measure, be adopted,

22 ff) the Commission deny approval of the Water-Source Heat Pump measure that would
provide incentives to encourage customers to replace or retrofit heat pumps on
existing WSHP systems with high-efficiency water-source heat pumps,23

24 go)

25

no incentive be paid for the Cool Roofs measures for new or replacement roofs at this
time, but that APS encourage its customers to install a highly-reflective coated foam
or membrane roof and include relevant cool roof information in its DSM customer
educational materials,

26

27 he)

28

the Commission deny approval of the Cool Roof measure that would provide
incentives to encourage customers to apply a highly reflective elastomeric or similar
coating to various existing rooting materials,

Decision No.
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*

1 ii) APS' Non-Residential Schools DSM program be approved,

2 ii) APS' Non-Residential Existing Facilities DSM program be approved,

3

4

kg) APS' Non-Residential New Construction and Major Renovation DSM program be
approved,

5 u)

6

if the Commission should choose to approve the overall basic concept of the Direct
Install component for inclusion in the NR Small program, APS' Small Non-
Residential DSM program be approved,

7

8

9

10

mm) if the Commission should choose to deny approval of the overall basic concept of the
Direct Install component for inclusion in the program, APS' NR Small program be
terminated immediately, and that budgeted NR Small funds be re-allocated to other
Non~Residential programs and budget categories that are believed by APS to be most
able to effectively use them,

11

12

nm)

13

14

15

16

the APS' Non-Residential Building Operator Training DSM program be denied
approval, that the program be terminated as an APS Non-Residential DSM program
immediately or as soon as contractual obligations allow, that the building operator
training class concept may be transferred to the NR Existing program at APS'
discretion, that APS provide an incentive of 50 percent of the cost of the class if BOT
is continued as a class offering within the NR Existing program, that budgeted NR
BOT funds be re-allocated to the Training and Teclmical Assistance budget category
of the NR Existing program if BOT is continued as a class offering within the NR
Existing program, or that budgeted NR BOT funds be re-allocated to other Non-
Residential programs and budget categories that are believed by APS to be most able
to effectively use them if APS chooses not to continue BOT within the NR Existing
program, and

of ) APS' Non-Residential Energy Information Services DSM program be approved.

17

18

19

20

21 1.

22 state ofAl'izona.

The Commission has jurisdiction over APS and of the subject matter in this

CONCLUSIONS OF LAW

APS is certificated to provide electric service as a public service corporation in the

23 2.

24 Application.

25 3. The Commission, having reviewed the application and Staffs Memorandum (with

26 attached Staff Report) dated November 12, 2008, concludes that it is in the public interest to

27 authorize certainchanges and enhancements to APS' Non-Residential DSM programs and to grant

28 final approval to five of the Company's six Non-Residential DSM programs.

Decision No .
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4

1 ORDER

2 IT IS THEREFORE ORDERED that:

1.3

4

APS shall continue to track DSM applications resulting from studies for which
incentives have been paid, and shall report the semi-annual and cumulative results
of its program-to-date tracking efforts in its DSM Semi-Annual Progress Reports,

5

6

2. APS' proposal, that all Non-Residential Existing program applications received for
approved DSM measures be paid an incentive with no annual budget ceiling
enforced on spending for this program, is hereby denied,

7

8

3. the existing 52 percent limitation on combined Rebates and Incentives as a
percentage of overall Non-Residential DSM spending in all existing Non-
Residential programs shall be removed beginning in the 2008 budget year,

9

10
4. the $1,000,000 limitation on APS recovery of Administration and Planning

expenses related to the Non-Residential DSM programs is hereby removed,

11

12
Planning and Administration costs for any given Non-Residential program, such as
NR New, shall not exceed 10 percent of the total program budget for the budgeting
period, such as 2005 through 2007 or 2008 through 2010,

13

14

15

6. if building owners install DSM energy-efficiency measures that would qualify for
APS incentives if made by the APS customer/tenant, the building owner shall be
eligible to qualify for the incentive, and APS shall be authorized to pay such
incentives to the building owner,

16

17

18

the cap on incentive payments for all technical assistance study incentives shall be
applied to all customers on a per-study basis, and no per-customer, per-facility, or
annual limit shall apply to these incentives other than the customer's overall annual
program cap for the program through which the study is undertaken,

19

20
8. the incentive maximum for a Retro-commissioning Study shall be 50 percent of the

cost of the study up to a maximum of $20,000, and the $20,000 cap shall be applied
on a per-study basis,

21

22

23

24

9. APS is hereby granted the authority to shift budgeted funds within a Commission-
approved DSM program either between budget categories within a DSM program
or between sub-programs, measures, or measure groups within a DSM program,
unless such funding shifts would violate another budget-shifting parameter or
limitation on budget flexibility ordered by the Commission,

25

26

27

10. in cases where an integrated building energy simulation identities energy savings
opportunities from both custom-efficiency and prescriptive measures, the
prescriptive measures shall be allowed to be combined into the custom-efficiency
application, the combination shall be treated as a single custom-efficiency measure,

28

5.

7.

Decision No.
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1 and a custom-efficiency incentive shall be paid based upon the combined energy
savings,

2

3

4

5

11. the Non-Residential Energy Information Services annual incentive cap of $1,000
per customer is hereby removed and is reset to 75 percent of incremental cost up to
a maximum of $12,000 per customer per year, that NR ElS incentives shall be paid
only on meters having a monthly billed demand over 100 kW in the past 12 months
of billing history, and that only meter costs and one-time set-up charges shall be
included in the incremental cost from which the incentive is calculated,

6

7

8

12. the custom-efficiency incentive of $0.11 per annual kph saved shall be reduced to
$0.105 per annual kph saved on July 1, 2009, and shall be further reduced to $0.10
per annual kph saved on January 1, 2011, such reduction to be applied in all APS
DSM programs to which the custom-efficiency incentive applies,

9

10

11

12

13. APS shall increase its efforts to work with other governmental and private entities
involved with energy efficiency, and find ways to work collaboratively with them
to evolve its DSM programs over time to complement their activities rather than to
duplicate or compete with those activities, with goals to maximize energy efficiency
while minimizing APS incentives to program participants and costs to all APS
ratepayers that fiend APS DSM programs,

13

14

15

16

17

14. APS shall continually research and monitor other energy-efficiency rebates and
incentives, including tax credits, that may be available to its Non-Residential DSM
program participants throughout its service territory, and that the Company shall
limit its incentive payments to program participants to ensure that the sum of all
known monetary incentives, either paid or available to APS program participants
from other entities for the same measure, is limited to APS' established measure
cap, such as 50 percent or 75 percent of incremental cost, unless a different cap is
ordered by the Commission,

18

19

20

21

15. the Decision No. 68488 requirement that APS provide copies of all Non-Residential
DSM program marketing materials for Staff review, within 30 days of the
development of each piece, is hereby removed, and instead, a sample of such
materials developed during each six-month period shall be included in APS' Semi-
Annual DSM Progress Reports instead,

22

23

24

16. within 90 days of a decision in this matter, APS shall submit a "Marketing Progress
Report" to the Commission in Docket Control comparing its actual Non-Residential
DSM program marketing activities and spending to the Marketing and
Communications Plan submitted to Staff on May 25, 2006, in compliance with
Decision No. 68488,

25

26

27

28

17. APS shall 1) determine if it might be able to raise customer energy-efficiency
awareness and further promote its Non-Residential DSM programs through the use
of additional marketing efforts and activities, 2) review its Non~Residential
programs to determine if there are areas where stepped-up marketing activities
might either fully or partially displace the use of rebates and incentives to persuade
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1

2

customers to participate in its Non-Residential DSM programs, and 3) consider if
changes and increases in its marketing or customer education activities might
increase customer awareness of incentive programs or loans for energy-efficiency
activities available from entities other than APS. The results of these three studies
shall be submitted to the ComMission as part of APS' Marketing Progress Report,3

4

5

6

7

8

9

10

11

18. APS shall provide a comprehensive description of its Program Marketing activity
and the dispersion of that activity over the time period 2005 through 2007 and its
relationship to Program Marketing expenditures 2005 through 2007, and include 1)
a thorough explanation of the time period of marketing services rendered for each
payment of Program Marketing expenses, 2) a thorough explanation of the
extraordinary expenditures for Program Marketing during November and December
of 2007, including what services were paid for, when such services were or will be
received, and to whom payment was made, and 3) a thorough explanation of the
extraordinary expenditures for Rebates and Incentives during November and
December of 2007, and what incentives were paid, when such incentives were
applied for, when they were installed, and other relevant details that might help
Staff understand these payments. The requested data and explanations shall be
submitted to the Commission as part of APS' Marketing Progress Report,

12

13

14

19. in its DSM Semi-Annual Progress Reports, APS shall continue to report its MWh
savings resulting from DSM measures installed during the reporting period in terms
of "lifetime" MWh savings over the expected life of the measures, and additionally,
it shall report MWh savings for the six-month reporting period, and it shall report
both lifetime and reporting period MWh savings by program not only for the
period, but year-to-date and DSM program-to-date,

15

16

17
20. in its DSM Semi-Annual Progress Reports, APS shall add program spending by

budget category, and peak load MW savings, both year-to-date and DSM program-
to-date, to supplement the 6-month reporting period data that the Company is
culTently filing,18

19

20

21

22

21. in its DSM Semi-Annual Progress Reports, APS shall report environmental savings
in terms of Sulfur Oxide (SOx), Nitrogen Oxides (NOt), Carbon Dioxide (CON),

Particulate Matter (PMIO), and Water (HZO), such savings shall be reported both
for measure lifetime savings from DSM measures installed during the reporting
period and for savings during the six-month reporting period only, and that such
savings shall be reported for the reporting period, year-to-date, and program-to-
date,23

24

25

26

22. the following Direct Install measures shall be made available to the NR Small and
Schools programs: 1) TG Lighting Retrofits, 2) Screw-in CFL Retrofits, 3) Hard-
wired CFL Retrofits, 4) Exit Sign Retrofits, 5) Occupancy Sensors on Lighting, 6)
De-Lamping, 7) Refrigerated Case Evaporator Fan Controls, 8) Refrigerated
Novelty Case Controls, 9) Anti~Sweat Heater ("ASH") Controls, lo) Refrigerated
Case Fan Motor Retrofits, ll) Occupancy Sensor Controls on Vending Machines,27

28
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1 23. the Direct Install "Integrated Refrigerated Case Controls and Motor Retrofits"
measure shall not be included in APS' Direct Install programs at this time,

2

3

4

5

6

24. the Direct Install approach shall be adopted for the NR Small program, and that
those APS-proposed Direct Install measures passing Staff's most recent Societal
Cost Test shall be included in the program, that the program shall be implemented
using premise size rather than customer size as the basis for eligibility, that
incentives for Direct Install measures may be paid directly to contractors, and that
APS-paid incentiveS for Direct Install measures shall be capped at 90 percent of
incremental cost, and APS per-kWh~saved incentive rates for each Direct Install
measure shall be re-calculated to conform to this restriction,

7

8

9

10

11

12

13

14

15

25. APS shall establish a separate reporting category in its DSM Semi-Annual Progress
Report within each program section to which Direct Install applies in which to
include enhanced reporting of Direct Install activities including but not limited to:
1) active number of contractors and contractor identification, 2) number of Direct
Install jobs completed, 3) dollar value of the Direct Install incentives paid to
contractors, 4) dollar value of Direct Install jobs paid by the customer, 5) number of
each Direct Install measure for which incentives were paid, 6) number of instances
when incentives were reduced because of eligibility for incentives paid by other
entities, 7) spending and savings numbers attributable to Direct Install for the
period and year-to-date and program-to-date, 8) descriptions of the types of
businesses participating in Direct Install with frequencies of participation for each
type, and 9) an estimation of the reduced marketing or other program or
administration costs compared to those that would have been expended if the
measures were implemented through a non-Direct Install program,

16

17

18

19

26. the Custom-Efficiency measures and Studies available to some other APS Non-
Residential programs shall be made available to the NR Small program, and that the
$150,000 per year annual program cap for the sum of all incentives paid to a single
customer in the NR Small program shall remain at $150,000 per customer per
budget year, that Custom-Efficiency and Study incentives shall be included in that
cap, and that the cap shall continue to be applied based on customer size,

20

21

22

23

27. APS shall redefine its Small Non-Residential program category to include non-
residential customer facilities with a maximum monthly peak demand of 100 kW or
less based on the past 12 months of billing history, and that the Company
correspondingly shall redefine its Non-Residential Existing category to include
APS non-residential customer facilities with a maximum monthly peak demand
greater than 100 kW based on the past 12 months of billing history,

24

25

26

28. APS shall redefine its Non-Residential New program category to include non-
residential customers of all sizes that are constructing new facilities or are planning
major renovation prob ects, and that annual per-customer per-program budget caps
shall break between 100 kW and below ($150,000 per year cap) and above 100 kW
($300,000 per year cap),27

28
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1

2

3

4

5

29. APS shall re-allocate its DSM program budget for the 2008 through 2010 planning
years to be consistent with re-definition(s) of the Small Non-Residential, Non-
Residential Existing, and Non-Residential New program customer size categories
ordered herein or any other changes ordered herein, and that APS shall either
inform Staff that no reallocation is necessary, or file an update to the budget portion
of its "Portfolio Plan Update 2008 - 2010," filed in Docket No. E-01345A-07-0712,
to reflect such re-definition(s) or other changes not later than 30 days after a
Decision in this matter,

6

7

8

9

30. the Direct Install approach shall be made available for schools of all sizes, and that
those APS-proposed Direct Install measures passing Staffs Societal Cost Test shall
be included in the program, that incentives for Direct Install measures may be paid
directly to contractors, and that APS-paid incentives for Direct Install measures
shall be capped at 90 percent of incremental cost,  and APS per-kWh-saved
incentive rates for these measures shall be re-calculated to conform to this
restriction,

10

11

12

13

31. seven of APS' nine proposed new prescriptive DSM measures identified as the 1)
Hard-wired CFL measure, 2) Fluorescent Induction Lighting measure, 3) Cold
Cathode Lighting measure, 4) Reduced Lighting Power Density measure, 5)
Package Terminal Air-Conditioners/Heat Pumps measure, 6) Economizers measure,
and 7) High-Perfonnance Glazing measure, are hereby adopted,

14

15

32. approval of the Water-Source Heat Pump measure that would provide incentives to
encourage customers to replace or retrofit heat pumps on existing WSHP systems
with high-efficiency water-source heat pumps is hereby denied,

16

17

18

33. no incentive shall be paid for the Cool Roofs measures for new or replacement
roofs at this time, but that APS should encourage its customers to install a highly-
reflective coated foam or membrane roof and include relevant cool roof information
in its DSM customer educational materials,

19

20

34. approval of the Cool Roof measure that would provide incentives to encourage
customers to apply a highly reflective elastomeric or similar coating to various
existing rooting materials is hereby denied,

21

22
35. APS' Non-Residential Schools DSM program is hereby approved,

23 36. APS' Non-Residential Existing Facilities DSM program is hereby approved,

24 37. APS' Non-Residential New Construction and Major Renovation DSM program is
hereby approved,

25

26
38. APS' Small Non-Residential DSM program is hereby approved,

27

28

39. the APS' Non-Residential Building Operator Training DSM program is hereby
denied, that the program shall be terminated as an APS Non-Residential DSM
program immediately or as soon as contractual obligations allow, that the building
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operator training class concept may be transferred to the NR Existing program at
APS' discretion, that APS provide an incentive of 50 percent of the cost of the class
if BOT is continued as a  class offer ing within the NR Existing program; that
budgeted NR BOT f8L1nds be re-allocated to the Training and Technical Assistance
budget category of the NR Existing program if BOT is continued as a class offering
within the NR Existing program, or that budgeted NR BOT funds be re-allocated to
other Non-Residential programs and budget categories that are believed by APS to
be most able to effectively use them if APS chooses not to continue BOT within the
NR Existing program, and

40. APS' Non-Residential Energy Information Services DSM program is hereby
approved.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

COMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2008.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 COMMISSIONER

17

18

19

20

21

22

23

24

25 DISSENT:

26

27 DISSENT:

28 EGJ:]DA:11un\JFW

BRIAN c. McNEIL
EXECUTIVE DIRECTOR
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SERVICE LIST FOR: Arizona Public Service Company
DOCKET no. E-01345A-05-0477

3

4

5

Ms. Deborah R. Scott
Pinnacle West Capital Corporation
Post Office Box 53999, MS 8695
Phoenix, Arizona 85072-3999

6

7

8

9

Mr. Daniel Pozefsky
Chief Counsel
Residential Utility Consumer Office
1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

10

11

Mr. Jeff Schlegel
SWEEP
1167 West Samalayuca Drive
Tucson, Arizona 85704-3224
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13

14

Mr. Ernest G. Johnson
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 8500715

16

17

18

Ms. Janice M. Alward
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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24

25
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27
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