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With this filing, Arizona Public Service Company (“APS” or “Company”) is
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supplementing its 2010 Implementation Plan (“2010 Plan”) in response to the Arizona
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Corporation Commission (“Commission”) Decision No. 71275, which was issued September
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17, 2009." In compliance with that Decision, APS is submitting proposals that expand and
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enhance the Company’s residential distributed energy (“DE”) program offerings and is
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providing a marketing plan designed to increase participation in the Company’s residential
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DE programs. The new programs include the establishment of a Qualified Contractor
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Program to facilitate the quality of customers’ renewable energy installations and improve
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Renewable Energy Standard (“RES”) program efficiencies. Additionally, APS is partnering

N
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with an experienced third party to develop an independent, Arizona based, non-profit
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marketing organization that would create a statewide customer education and outreach
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program, and the Company is proposing a “call to action” marketing initiative for residential
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customers that would offer promotional incentives for the installation of photovoltaic (“PV™)

[\
~

[\®]
o0

' APS’s original 2010 Plan was filed on July 1, 2009.
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systems or solar water heaters. The Company is also collaborating with banks and other
lending institutions to develop programs to incent lenders to offer financing for residential
reneWable energy projects. Due to time constraints, some of the details of the proposed
programs are still under development.

To assist schools, municipalities, and other governmental entities, APS has created a
separate Schools and Governmental Program, and proposed two approaches for these
projects, as ordered by the Commission in Decision No. 71275.

As part of this supplemental filing, APS is also introducing the AZ Sun Program, a
proposal that supports the Company’s renewable generation strategy, and will facilitate the
timely development of solar generation resources through utility ownership.

The Company is seeking additional funding of $1.2 million for 2010 to suppbrt the
execution of these new and expanded programs, for a total of $86.7 million. The additional
funding would add approximately $0.05 cents to the monthly caps for residential customers
proposed in the 2010 Plan.

APS submits the following for Commission approval: a Revised 2010 Plan (attached
as Exhibit A); a Revised Distributed Energy Administration Plan (“DEAP”) (attached as
Exhibit B); and a Revised Renewable Energy Adjustor Rate Schedule (attached as Exhibit
C).> The DEAP reflects modifications that were approved by the Commission in Decision
No. 71275, and includes the proposals made in this filing.

L. PROPOSALS THAT TARGET RESIDENTIAL RENEWABLE PROJECTS

APS has explored a number of approaches to educate customers regarding the benefits
of renewable energy, to motivate them to acquire these resources, and to assist customers in
financing those systems. APS believes its proposed programs, as described below, will

provide the support necessary to increase participation in residential DE programs.

2 For the convenience of the reader, the Company has attached redlined versions of the 2010 Plan, the DEAP,
and the Renewable Energy Adjustor Rate Schedule as Exhibit F.
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A. Statewide Marketing/Outreach Program

APS has long been a supporter of cooperative advertising with solar providers, and
believes that it is a constructive means to raise consumer awareness and increase the
production of renewable energy. In reviewing effective marketing initiatives in other states
that have targeted residential customers, APS became aware that multiple states have
employed customer education and marketing initiatives on a statewide basis, and that several
of the successful statewide initiatives were energized by third-party programs that partnered

with state agencies, non-profits, utilities and stakeholders.
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There is substantial research that documents the effectiveness of community-based
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marketing, and APS believes that a non-profit third party with the expertise to effectively
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target and educate specific communities about the benefits of DE projects within Arizona will

increase homeowners’ participation in these programs. To implement such an approach, APS
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will collaborate with SmartPower, a national award-winning, non-profit marketing
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organization that specializes in clean energy and energy efficiency. APS believes that
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SmartPower has the expertise to effectively move customers from awareness about renewable
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energy to taking action, by engaging residential customers in community-based participatory
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marketing. Together with SmartPower, APS intends to establish an Arizona-based non-profit
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organization in an effort to increase residential DE projects in Arizona. During 2010, APS
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will work to create programs with a focus on community outreach.
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B. Qualified Contractor Program
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Within the last few years, Arizona has experienced significant growth in the number of
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local contractors offering and installing renewable technologies. While this growth is a sign

[\o)
W

that the demand for renewable technologies is increasing, stakeholders and customers alike
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have concerns regarding the qualifications and expertise of these contractors. To address
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these issues, APS is developing a Qualified Contractors Program, which is planned to
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commence in the first quarter of 2010.
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The primary goals of this program are to assure the quality of the renewable
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installations, increase overall customer satisfaction, and improve program efficiencies. The
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program is currently designed to serve two technology segments: solar electric and solar
thermal system installations. Participants would be required to complete a training
curriculum (including technical, administrative, rates, customer service, and ethics courses),
meet inspection/commissioning standards, have adequate Better Business Bureau ratings and
customer satisfaction levels, and agree to a formal dispute resolution process. APS has been
collaborating with industry stakeholders as to the program concept/design, training
curriculum, and technical content. The Company’s efforts in the development of this new
program have included a broad range of stakeholders, both technical and programmatic. APS
will invite all installers currently working with its program to enroll in the certification
program.

Benefits for qualified contractors participating in this accreditation program include
increased overall training, a formal referral process, co-operative marketing/advertising, and
streamlined administrative processes. APS believes this program will play an important role
in encouraging customers to install DE systems, because in knowing that a contractor is
“qualified”, customers can be more comfortable in choosing an installer for their renewable
system, thus creating greater transparency within the process.

C. Promotional Incentives

APS is proposing a promotional incentive initiative for residential customers.
Designed to motivate customers to take action sooner rather than later, this program offers
residential customers a supplemental financial incentive, in addition to the standard incentive,
for the installation of PV systems or solar water heaters. These promotional incentives would

be offered on a first-come, first-served basis to a limited number of residential customers who

install qualifying facilities within the prescribed timeframe. The objective of this program is

to create increased urgency around the call to action. The Company would kick-off the
marketing initiative during the first quarter of 2010, and anticipates that by adding additional
promotional incentives, the Company can create momentum that will carry through the end of

2010 and beyond. Funding for these promotional incentives is included in the 2010 Plan

marketing budget.
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D. Financing Assistance for Residential Renewable Energy Projects

APS recognizes that a significant barrier for homeowners in the installation of
distributed renewable energy systems is the upfront costs of such a system. The Company is
committed to increasing the participation in the residential DE program, and is assessing
potential solutions to help reduce or eliminate financial barriers associated with the upfront
costs for residential customers. The Company is currently surveying lending institutions to
assess how best to model financial incentives to encourage loans for residential DE projects.
APS has also identified state and federal legal impediments that may hinder APS from
establishing consumer loans for customers. At the time of this filing, the details of APS’s
program to create financing incentives are not yet fully developed. APS is currently working
with banks, lending institutions, and other stakeholders to develop the program details.
Similar to the approach with homebuilders in the Company’s Solar Homes Program, APS
believes that increasing the kinds and numbers of entities vested in the installation of DE
systems will increase the long-term sustainability and success of the DE programs.

APS has assessed the potential for developing a revolving loan fund to assist
homeowners with these costs. From a general business perspective, consumer lending
involves default risks, finance challenges and administrative processes that the Company
currently does not have in place. From a legal perspective, there are significant statutory and
regulatory mandates that must be addressed. (There is further discussion of the legal
requirements for consumer lending in Section IV.) Because of these challenges, APS
believes that working with third parties to provide financing to residential customers for
renewable projects is a more feasible and cost-effective approach at this time. APS will
continue to evaluate financing options and pursue one or more options when an acceptable
solution is available.

E. Resiﬂential Feed-In Tariff and/or Production Based Incentives

A well-documented obstacle to the increased deployment of renewable energy is the
capital cost of a renewable energy system. APS is evaluating whether the option of a feed-in

tariff and/or a residential production based incentive (“PBI”) would increase the number of
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DE systems installed on residences. Generally, feed-in tariffs are incentive structures that
encourage the adoption of renewable energy because the utility will buy the renewable power
at above-market rates, which would be set by the Commission. The cost of acquiring power
through a feed-in tariff would then be collected from all APS customers through a specific
surcharge. Feed-in tariff programs are usually very similar to PBIs, which also provide
incentives over time, based on the production of a renewable system where the utility receives
the environmental attributes, including the Renewable Energy Credits (“RECs™) associated |

with the renewable energy produced by the system.
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In determining whether a feed-in tariff program or a residential PBI could be designed
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to complement APS’s current renewable program, the Company had discussions with
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stakeholders, including installers, solar developers, and renewable energy advocates. At this
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time, the consensus of those parties was that neither a feed-in tariff nor a residential PBI
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directly overcome residential customers’ biggest obstacle — the upfront costs to install a
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system. As a result, APS has deferred developing a residential feed-in tariff and a residential
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PBI, and has instead focused efforts on the development of the other programs proposed in
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this filing. The Company will participate in the proposed Commission workshop addressing
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feed-in tariffs,’ and will continue to work with stakeholders to determine when a feed-in tariff
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and/or a residential PBI offering might best serve to increase market participation, and the
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market segment for which such a tariff might be most effective.
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II. MARKETING PLAN TARGETING RESIDENTIAL CUSTOMERS

APS recognizes that while interest in APS’s residential DE program has increased over

NN
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the past year, despite a challenging economic climate, the participation in this program has

N
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not been sufficient to meet the residential DE targets. Therefore, the primary focus of APS’s
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2010 marketing efforts will be on the residential market.

N
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To explore effective marketing initiatives specifically targeted toward residential
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custdmers, the Company met with stakeholders to discuss outreach techniques, advertising

NN
®

3 See Chairman Kristin K. Mayes’ October 13, 2009 letter to the Commissioners proposing workshops to
address the implementation of a statewide feed-in tariff (Docket No. E-01345A-08-0172).

-6-

j




O 0 NN N N R W N =

N NN NN N NN e e e e e e e e
o < I B s N VS R =T T~ I e ) W ¥ B - IS B S =)

media options, and opportunities for collaboration. Taking into consideration those
discussions, APS has developed marketing initiatives and strategies focused on increasing
awareness of solar energy and APS’s solar incentive programs, and creating a “call to action”
for residential customers. APS is committed to improving its residential program
participation through the programs designed to increase market penetration described in this
filing, and with the enhancement of marketing, outreach and education efforts. In order to
meet the objectives, APS is proposing significant enhancements to its marketing plan in 2010.
APS’s 2010 Marketing Plan is attached as Exhibit D.

Through these efforts, APS will seek to address concerns to overcome key barriers that
prevent customers from installing renewable energy products. Based on APS’s recent market
research, consumers have concerns regarding the financial and economic considerations of
installing renewable systems, particularly the substantial upfront costs that still exist after tax
credits and incentives.

The 2010 Marketing Plan outlines five primary strategies to increase awareness within
the residential market and drive product adoption. First, APS will focus on introducing new
programs to address upfront costs and financing, seek new and innovative ways to motivate
consumers to consider solar, and help consumers identify a qualified installer. Second, APS
will refine its advertising to strengthen the call to action and motivate customers to conduct
further research at the Company’s website (aps.com), contact installers for project estimates,
and, ultimately, acquire a renewable energy system. Third, APS will work to create an
organization dedicated to raising awareness for distributed renewable energy within Arizona
and, specifically, within APS communities. Fourth, APS will continue to build on successful
strategies, such as building additional facets on APS’s website, in order to make the decision
and purchase process easier for customers. Fifth, APS will identify new ways to collaborate
with the installer community to increase knowledge, awareness and action. To support the
execution of new and expanded residential programs, APS’s broadened residential marketing

initiatives will increase the cost of the 2010 marketing by $1.2 million.
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III. SCHOOLS AND GOVERNMENTAL PROGRAM

In Decision No. 71275, the Commission directed APS to provide a proposal that would
create a separate DE category for schools, municipalities and other governmental entities to
ensure that these institutions were not “crowded out” of RES incentive funding by other
commercial projects, and to make certain that these entities would be able to take advantage
of federal stimulus funding. Additionally, the Company was required to address the potential
funding for this category in two different ways: 1) with funding coming from the commercial
(non-residential) portion of the Company’s DE program (“Commercial Proposal™); and 2)
with funding coming from the annual five percent incremental increase in the DE component
(“Overall DE Proposal™).*

The proposed Schools and Government Program offers schools and governmental

‘entities PBIs for the installation of qualifying non-residential technologies. Within this

program, PV systems would be capped at 300 kilowatts per meter, or a lifetime commitment
authorization of $1.5 million per interconnected meter for other qualifying technologies.
Larger systems would continue to be eligible under APS’s other programs for non-residential
installations. Under both funding proposals, the program was developed to produce over
4,500 megawatt hours annually.

Under the Commercial Proposal, the Schools and Government Program would be a
subset of the current non-residential DE category. As such, no additional funding above that
proposed in APS’s 2010 Plan, filed July 1, 2009 (“July Filing™), would be required. Rather,
the funding necessary to support this program would be drawn from an allocation within the
annually increasing lifetime PBI authorization of $100 million requested in the July Filing.
Based on the program requirements detailed above, the Commercial Proposal allocates
approximately $750,000 in annual PBI payments, and would require a lifetime commitment

authorization of $15 million for each year of its implementation. Because the Commercial

* See Decision No. 71725 (Sept. 17, 2009) at 14-15.
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Proposal is a subset of the existing non-residential DE program, and no additional funding is
required, it has been included in the Company’s Implementation Plan.

To achieve the same 4,500 annual megawatt hours described above, the Overall DE
Proposal would create a third category within the RES requirement for distributed generation
for schools and governmental entities. Creation of this new category would have the effect of
reducing both the residential and non-residential DE categories by 2,250 annual megawatt
hours. If this funding option is adopted by the Commission, APS will make conforming
changes to its Implementation Plan and DEAP.

Once the proposal and funding option is approved by the Commission, APS will work
with the Schools Facilities Board and through its customer representatives to inform schools
and state and local government agencies of this program.

Additionally, in Decision No. 71275, the Commission granted APS authority to
allocate up to $20 million of the 2009 residential DE budget to the funding of school projects,
and ordered that the RECs resulting from those school installations count towards the non-
residential DE requirements. This created a $20 million shortfall in the residential DE
budget. APS has not requested additional funding to meet this shortfall because the Company
believes the $44.1 million requested in the 2010 Plan is sufficient to meet residential demand
for incentives in 2010. Should customer demand exceed the funding available to support
residential DE incentive, APS will promptly notify the Commission and make
recommendations for additional funding needed to fully achieve the residential DE
requirement.

IV. LEGAL CHALLENGES FOR CONSUMER LENDING

At the September 9, 2009 Open Meeting, the Commission inquired of APS as to
whether the Company would be able to finance loans to residential customers as a means of
promoting the installation of solar panels and similar technology. In response, APS indicated
that it would research the legal requirements that would apply if the Company sought to do

so. The following provides an overview of those requirements.
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Although providing consumer loans to residential customers to provide the initial
investment for solar installations would not subject the Company to banking regulations,’
such practice could fall within the statutory definition of “consumer lending,” thus requiring
APS to abide by the consumer lending laws set forth in A.R.S. § 6-601 ef seq. To the extent
that the financing would be for $10,000 or less,® APS would be required to become a licensed
consumer lender.” To obtain this license, APS would have to apply with the Arizona
Department of Financial Institutions.® These consumer loans would be subject to statutory
requirements covering disclosures, finance charges, fees, scheduled terms and insurance.’
Because APS is not currently engaged in “consumer lending,” these obligations would
increase program costs.

Also, depending upon whether solar panels are a “fixture” or an “improvement,” APS
may be required to obtain a mortgage license for either residential or commercial property
before it could finance the installations.'’ If a solar panel is a fixture and, therefore, part of
the underlyihg real property, APS would likely need to apply for and receive a mortgage

license.!!

Although APS has not uncovered any case specifically dealing with solar panel
installations, the Arizona Court of Appeals has upheld that a solar water-heating system,
which is arguably a property feature analogous to solar panels, is a “fixture.” See Energy
Control Servs., Inc. v. Ariz. Dept. Econ. Sec., 135 Ariz. 20, 658 P.2d 820 (App. 1983). Were
this ruling fo extend to solar installations, APS would need a mortgage license to lien the
panels.

In addition, APS would likely have to comply with Regulation Z of the federal Truth

in Lending Act.? Regulation Z applies to regular offers of credit to consumers that are

5 See AR.S. § 6-201(B) (a person is not in the “banking business” unless it is “engaged in the business of
receiving money on deposit subject to payment by check or any other form of order or request or on
presentation of a certificate of deposit or any other evidence of debt™).

¢ Loans for $10,000 or less are considered “consumer loans.” A.R.S. § 6-601(7).

TARS. § 6-603.

SId.

* AR.S. § 6-631 et seq.

10 See AR.S. § 6-941 et seq.

1 See AR.S. § 47-9334,

215 U.S.C. § 1601 et seq.; 12 C.F.R. Part 226.
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subject to a finance charge, or payable over more than four installments, and that are used to

3 When a public utility finances “durable

purchase personal, family or household items.'
goods or home improvements,” the utility is not exempt from the applicable regulations."
The closed-end credit regulations cover, among other things, the content of disclosures, the
annual percentage rate and advertising.'’

While neither Arizona nor federal regulations likely prohibit APS from offering
financing for solar panels to its customers, to do so presents a number of significant legal
challenges, administrative difficulties, and additional costs. Also, it could require APS to
divert financial resources it needs for daily operations and to fund its capital program to
initiate these loans. Finally, were APS to offer financing to its customers directly rather than
through a third-party lender, any such program would have to be designed so that all costs of
operating the program (including financing, collection, and bad debt expenses) would be
recovered by the Cofnpany.

V. AZ SUN PROGRAM

The AZ Sun Program is a new and important component of APS’s overall renewable
strategy that will focus on accelerating the development and commercial operation of solar
generation resources through utility ownership. APS began its renewable program with
utility ownership, but in the last few years has relied upon Purchase Power Agreements
(“PPAs”) to acquire renewable resources. This is partially a function of the fact that utilities
were prohibited from taking the Investment Tax Credit on renewable generation investments,
making utility ownership less attractive from a ratepayer perspective. The federal tax laws
enacted on October 3, 2008 as a part of the Emergency Economic Stabilization Act of 2008
removed this prohibition. Combined with the fact that some developers are having difficulty
in the current markets arranging financing for their projects, even with an executed PPA, the

Company believes that adding utility-owned projects to create a more diversified approach to

1312 CF.R. § 226.1(c)(1).
412 C.FR. §226.3(c).
12 C.F.R. § 226.17 et seq.

-11-
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renewable energy acquisition is appropriate. The AZ Sun Program will expand APS’s
procurement approach by undertaking the development of utility-owned renewable projects in
order to finance these projects with its corporate balance sheet. Under this proposed program,
beginning in 2010 and continuing through 2014, the Company plans to invest the capital
needed to develop 100 megawatts of solar resources. APS expects to acquire these resources
through one or more competitive procurement processes beginning in 2010. The Company
has forecasted to develop 25 megawatts a year in each of 2011, 2012, 2013 and 2014. APS
may accelerate development of this capacity, if commercially reasonable, and if able to
achieve the desired diversification of both developer and system impact risks.

The AZ Sun Program, as proposed, stipulates a capital investment of approximately
$500 million from 2010 thru 2014, based on the installation of 100 megawatts and an average
solar PV capital cost of $5.00/watt. The revenue requirement that APS proposes to recover
through the RES adjustor for each 25 megawatt increment is forecasted to be $16.1 million in
the first year of operation, $5.2 million in the last year, and a total of $256 million over the
thirty-year life of the project. The cost of the actual systems deployed will be based on
competitive procurement processes, and will most likely vary with the size of the system, as
smaller size systems tend to be greater on a per watt basis, while larger sized systems cost less
due to economies of scale of the individual project.'

APS is proposing that the cost of ownership or revenue requirement for the AZ Sun
Program, including depreciation, property taxes, income taxes, operating and maintenance

expenses, and financing costs using the then-currently authorized cost of capital, would be

' This capital cost is consistent with the expected solar PV cost in other jurisdictions that have approved or are
reviewing programs that are similar to APS’s AZ Sun Program. For example, Pacific Gas and Electric’s
proposed PV Program, a 250-megawatt primarily ground-mounted solar photovoltaic utility ownership
program, is expected to have a capital cost of $4.28/watt. See Application of Pacific Gas and Electric
Company to Implement its Photovoltaic Program, filed February 24, 2009 in Docket No. A09-02-019.
Similarly, the capital cost of Duke Energy Carolinas’ approved 10 MW ground and rooftop mounted solar
photovoltaic utility ownership program is expected to be $5.00/watt. See North Carolina Utilities Commission
Order Granting Certificate of Public Convenience and Necessity with Conditions in Docket No. E-7, Sub 856,
dated December 31, 2008.

-12-
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recovered through the RES adjustor until the investment is included in base rates or other
recovery mechanism.

APS proposes that the Commission authorize APS to invest up to $500 million of
capital to develop 100 megawatts of solar PV between 2010 and 2014, with APS seeking to
develop the maximum amount of megawatts possible through competitive procurement
processes. Explicit support for the investment and assurance of cost recovery in this docket
will provide the commitment necessary for APS to attract viable projects and successfully
arrange the financing necessary for this program to be successful. A detailed discussion of
the proposed program is attached as Exhibit E.

VL. CONCLUSION

Based on the discussion above, APS requests that the Commission, in addition to
granting the specific approvals requested in the Company’s July Filing, determine that:

1.  The supplemental programs described in the APS Revised 2010 Plan are
approved;

2. APS’s Revised 2010 Distributed Energy Administration Plan is approved,

3. APS is authorized to invest up to $500 million of capital to develop 100
megawatts of solar PV generation capacity between 2010 and 2014, with the full cost of
ownership recovered through the RES adjustor until the cost is included in base rates or other
recovery mechanism; and

5. APS’s Revised Renewable Energy Standard Adjustor Rate Schedule is
approved.

RESPECTFULLY SUBMITTED this 16th day of October, 2009.

PINNACLE WEST CAPITAL CORPORATION
LAW DEPARTMENT

JeKorah R. Scott
Attorney for Arizona Public Service Company
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ORIGINAL and thirteen (13) copies
of the foregoing filed this 16th day of
October, 2009, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

COPY of the foregoing mailed/delivered this
16th day of October, 2009 to:

See attached list of parties.
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Steve Olea

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

Janice Alward

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

Lyn Farmer

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

C. Webb Crockett

Fennemore Craig

3003 North Central, Suite 2600
Phoenix, AZ 85012
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1. EXECUTIVE SUMMARY

|

} Arizona Public Service Company (“APS” or “Company”) has prepared this Implementation Plan

‘ (“Plan”) for the five-year period of 2010 to 2014 in compliance with the Renewable Energy
Standard and Tariff Rules (“RES™)’, which requires the filing of an annual plan describing how

l utilities intend to comply with the rule requirements for the next five years. This Plan describes

| the renewable energy resources that may be added during the next five years, the estimated

| customer funding and surcharge amounts required to acquire those resources, and a budget that
allocates specific funding. The current RES requirement is 2.50% of total retail sales in 2010,
and the rules prescribe that 20% of that requirement is to come from distributed energy solutions.
The Company’s Plan is also consistent with APS’s planning goals and resource acquisition plans
described in the Company’s Resource Plan Report (“RPR™) filed with the Commission on
January 29, 2009

This document revises the Implementation Plan originally filed by APS on July 1, 2009 (the
“July Filing”) and includes provisions incorporated in conformance with orders described by
Decision No. 71275°. This amendment also includes revisions to select strategies and programs
based upon developing market conditions.

Decision No. 71275 directed APS to review its residential offerings and propose programs in its
2010 Implementation Plan with a focus on increasing participation in residential distributed
energy (“DE”) programs. Decision No. 71275 also granted APS authority to allocate up to $20
million of its 2009 residential DE budget to the funding of school projects, with RECs counting
towards the non-residential DE target. To reach full residential DE compliance in the future,
~ additional funding may be required. If necessary, APS will file an application with the
Commission for additional funding at that time. This amended Implementation Plan does not
propose an increase to the incentive budget from that originally proposed in the July Filing.

As part of this plan, APS is proposing the AZ Sun program which is designed to increase APS’s
solar renewable generation portfolio, with the goal of developing 100 megawatts of utility scale
generating facilities.

In addition, in a letter dated September 29, 2009, Starwood Energy Group Global, LLC provided
notice to APS that it was terminating the long-term purchase power agreement for Starwood
Solar I, a 290 megawatt concentrating solar power plant.

As a separate document, the Company is filing its updated Distributed Energy Administration
| : Plan (“DEAP”). The DEAP describes the participation process for a wide range of customers,
presents incentive levels, and discusses eligible technologies and system requirements, all of
which together will provide a program that APS believes will encourage customer participation.

| | A.A.C.R14-2-1801, et. seq.
| 2 Docket No. E-01345A-09-0037.
3 Docket No. E-01345A-09-0263
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In this filing, APS has made only minor adjustments to the DEAP that was approved as part of
the 2009 Implementation Plan.’

| The Implementation Plan and the DEAP are similar to the plans filed for 2009.° A few key
| program elements reflected in this Plan are provided below:

| e To assist APS in achieving its renewable energy goals, the Company has developed the
AZ Sun program which will result in the installation of 100 megawatts of utility-scale
ground-mounted solar photovoltaic resources, in increments, at targeted locations in its
service territory over the Implementation Plan timeframe.

e APS will launch a Qualified Contractors Program in 2010. The primary goal of this
program is to increase overall customer satisfaction, improve program efficiencies, and
work to ensure the consistent quality of end-use customers’ installations.

e To enhance interest and awareness in residential DE by working within communities and
extending the reach of APS’s marketing efforts, APS is working to establish an Arizona
based non-profit organization focused on driving increased participation in APS’s
distributed renewable energy programs. '

e APS will introduce a program designed to encourage lending institutions to create
programs that will help customers overcome the obstacles with up-front financing.

e To help assume an equitable distribution of RES funds aimed at incenting distributed
energy installations, and in order to assist schools and governmental (state and local)
entities that are at an economic disadvantage, APS proposes a separate Schools and
Governmental Program.

e To drive a deliberate call to action and to increase the momentum in APS’s residential
programs, APS will offer promotional incentives/rebates to residential customers for the
installation of photovoltaic (“PV”) systems or Solar Water Heaters (“SWH?”), in addition
to the up-front incentives collected through the RES.

e APS’s successful Distributed Public Assistance Program (“DPAP”) will be expanded to
meet the needs of limited income, school, non-profit, and governmental customers.

e APS anticipates project selection for its Small Generation Pilot Program, with some
projects expected to come on line as early as the fourth quarter of 2010. The Small
Generation Pilot Program aims to simplify the Request for Proposal (“RFP”) and
contracting processes for small renewable generators and provide APS with valuable
small renewable generation through the Plan period.

‘ * Decision No. 70654 (December 12, 2008).
‘ 5 Docket No. E-01345A-08-0331, filed July 1, 2008 and supplemented October 10, 2008.
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e APS also anticipates selection and implementation of projects resulting from the DE

RFP. The DE RFP was designed to increase the number of distributed installations, and

will do so at a substantial cost savings over normal DE incentives. With the addition of

projects selected from the DE RFP, APS will exceed the non-residential RES DE targets
for each year described in this Plan.

e APS will move forward with the execution of its Solar Homes program for homebuilders
to promote the development of communities that incorporate energy efficient and solar
technologies in home design and construction.

e APS will continue to procure a mix of solar, wind, geothermal, and biomass/biogas
renewable resources seeking to exceed compliance with the RES requirements through
the Plan period.

¢ Upon Commission approval, APS will implement the Company’s proposed Community
Power Project — Flagstaff Pilot. The program application is currently pending at the
Commission.® The Pilot would provide Flagstaff-area customers with DE systems
including photovoltaic (“PV”) arrays, solar water heaters, and small scale wind turbines.

e In order to expand the non-residential DE program beyond near-term RES compliance,
APS proposes annual increases in the lifetime contract authorization for Performance
Based Incentive (“PBI”) commitments to support customer installations under the
program on an annual basis and for projects proposed as part of the Company’s DE RFP.’
In addition, APS proposes additional modifications to its non-residential distributed
program to increase program efficiency. The proposed changes include updates to
project eligibility and program administration.

e APS will enhance its research, development, commercialization and integration program,
including the acceleration of the development and deployment of renewable resources for
the benefit of APS customers.

APS currently estimates the cost of its RES related projects and programs to be $86.7 million in
2010 and increasing to an annual cost of $217.9 million by 2014, with a five year total of $778.9
million. The peak annual cost in this five-year planning window is 2014 at $217.9 million, due
primarily to the expanded DE program and the new large renewable generation project®

S Docket No. E-01345A-09-0227 (May 11, 2009).

7 In a separate application (Docket No. E-01345A-09-0263), APS filed for approval of a $220 million authorization
in lifetime Performanced Based Incentive contract commitments through 2009. On September 3, 2009, the
Commission granted APS this authorization in Decision No. 71254. The proposed budget in this Plan includes the
$220 million.

¥ Solana and Starwood are concentrating solar power (“CSP”) projects and were both included in APS’s July Filing.
The Solana project was approved in Decision No. 70531. On September 30, 2009, APS announced it had received
notice from Starwood Energy Group Global, LLC that it was terminating the long-term purchase power agreement
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generating approximately 280 MW during its first full year in 2014, and the introduction of, and
full deployment of, the AZ Sun program.

RES funding is intended to cover the cost of utility scale renewable generation in excess of the
cost of conventional resource alternatives, incentive payments for DE resources, marketing
expenses, and program implementation and administration costs. The costs for renewable
generation collected through the RES adjustor during 2010 are partly based on APS’s existing
contracts and APS’s small generation RFP. These contracts, if brought to fruition, will enable
APS to meet and exceed renewable generation and total RES energy targets in 2010. Additional
projects will be required for APS compliance with RES targets in the four subsequent years of
this planning period. The costs for DE incentives and the program budget are based on
incentives developed as part of the Commission Staff’s Uniform Credit Purchase Program
(“UCPP”) working group, preliminary results from APS’s DE RFP and APS’s best estimations
of market penetration for the various technologies available to consumers.

At this time, APS is requesting adjustor funding of $80.7 million for 2010 (the adjustor is
currently designed to collect approximately $72.4 million annually). The requested adjustor
amount, along with the $6 million collected in base rates, would total the $86.7 million of
funding needed to meet the requirement.

for Starwood Solar I, the 290-megawatt CSP.  On October 6, 2009 APS filed to withdraw the Starwood application
in Docket No. E-01345A-09-0261.
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2. INTRODUCTION

A. Renewable Energy Requirements

APS has prepared this Implementation Plan for the five year period 2010-2014 in compliance
with the RES Rules. The RES requires that affected utilities satisfy an annual renewable energy
requirement by providing a percentage of their electric retail sales from renewable resources.
The required percentage for the current implementation period begins at 2.50% in 2010 and
increases to 4.50% in 2014.° That minimum percentage increases to 15% of the utility’s retail
sales by the year 2025."

This rule defines renewable resources as: 1) “renewable generation” projects that are constructed
solely to export their energy production to the utility; and 2) DE that is a renewable resource
application installed at the customer premises and used to displace customer energy
consumption.! As part of the RES, the energy generated or displaced by DE is applied towards
the percentage of the utility’s distributed renewable energy requirement.'” For both Renewable
Generation and DE, the unit used to track kilowatt-hours (“kWh”) derived from renewable
resources for purposes of compliance with the RES is the Renewable Energy Credit (“REC”),
where one kWh equals one REC."

' The RES requires regulated utilities to file an Implementation Plan each year for review and

approval by the Arizona Corporation Commission (“ACC” or “Commission”)."* The Plan must
describe the procurement of renewable energy resources for the next five calendar years that will
meet the requirements of the RES."® This description must identify the considered technologies,
the expected schedule for the resource incorporation on a year-by-year basis, and a description of

- the kilowatts (“kW”) and kWh that are expected to be added to the APS portfolio by the

incorporation of those resources.'® The RES provides that reasonable and prudent costs incurred
to comply with the RES Rules are recoverable.!” Further, the RES provides that implementation
of the approved Plan by the utility shall serve to measure the utility’s compliance with the RES.'®
With Commission approval of APS’s Plan; APS anticipates exceeding compliance with the RES

° A.A.C.R14-2-1804(B).

10 I d

1 A.A.C. R14-2-1802(B).

2 A.A.C.R14-2-1805(B).

13 «Renewable Energy Credit” means the unit created to track kWh derived from an Eligible Renewable Resource
of kWh equivalent of Conventional Energy Resource displaced by Distributed Renewable Resources. A.A.C. R14-
2-1801(N).

* A.A.C.R14-2-1813(A).

* A.A.C.R14-2-1813(B).

16 I d

"7 See, A.A.C. R14-2-1808.

¥ A.A.C.R14-2-1815(C).
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renewable energy requirement in each year of the Plan period. Attached as Exhibit 1B is a
summary of the APS targets, energy requirements, and program budget.

B. Renewable Generation Challenges and Risks

In developing this Plan, APS evaluated renewable resources available for procurement in the
next one to two years (“the near-term”), as well as those anticipated to become available over the
remainder of the five-year period covered by this Plan and beyond (“the longer-term”).
Although there exists uncertainty in the specific details of many of those renewable resources,
APS believes it has chosen a strategy that will meet or exceed the renewable generation and total
RES energy targets, assuming all existing and planned facilities come to fruition.

APS’s implementation strategy for achieving compliance with RES targets for the years 2010-
2014 are detailed in this Plan. The Plan and the resulting renewable energy goals do not come
without some risk related to meeting the renewable resource targets. Inasmuch as those risks are
currently definable and quantifiable, they are identified and discussed in this Plan. Those risks
include issues such as: the availability, level and consistency of federal, state and local
incentives; availability of renewable energy projects executed by financially and technically
sound developers; adequate transmission resources to deliver new resources to APS load;
renewable energy projects matching APS’s anticipated cost profiles; and the timing of new
resource availability.

The timely delivery of energy from renewable resources is critical to APS’s compliance with the
RES energy targets, and development of these types of projects typically requires between one to
three years. Experience across the nation indicates renewable generation projects suffer from
high levels of project failure, broadly summarized as the inability to meet contract energy
delivery dates. These failures and delays can be attributed to a broad range of issues, but are
generally due to the relatively emergent nature of renewable resource markets and the current
national and global economic climate. APS’s experience, both with renewable energy projects
and with conventional energy technologies, suggests that careful project screening can reduce,
but not eliminate, some of the risk associated with project failures.

C. Distributed Energy Targets

The RES requires that affected utilities satisfy a percentage of the annual renewable energy
requirement through the addition of DE resources. The required percentage for the current
implementation period is 20% of the total requirement in 2010 and increases to 30% by 2012."
That percentage remains at 30% of the total renewable energy requirement through 2025.

In the time since approval of APS’s first RES Implementation Plan in 2008, the Company has
gained considerable experience with and understanding of the opportunities and challenges
associated with deployment of DE at the scale required under the RES. Through this Plan, APS
is initiating the opportunity to exceed the non-residential DE target described in the RES.

¥ A.A.C.R14-2-1805(B).
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Further, APS believes it has identified a means by which to provide non-residential customers
continued opportunity to receive incentives for the installation of DE systems while also
benefitting from program cost reduction over the period described in this Plan. As part of APS’s
ongoing efforts to increase the penetration of DE to meet the RES DE targets at a lower cost than
APS’s current Implementation Plan, the Company issued its DE RFP in August 2008.

APS recognizes that DE is an important component of the RES requirement. Therefore, as part
of this Plan, APS proposes a funding level believed necessary for compliance with the residential
DE target and sufficient to exceed the non-residential target in each year of this Plan. APS
continues to work toward meeting the residential DE target and has developed programs and
strategies for increasing residential system installation. APS has also continued to aggressively
market the residential DE programs. However, to date, residential customer participation in the
program is not sufficient to meet the residential DE target. Even with availability of significant
incentives, customers must still provide significant personal funding to install DE systems on
their homes. Today, the typical 3 kW residential distributed PV system costs more than $23,000
to install, attracts about $15,000 in government and utility incentives, and requires a customer
investment of about $8,000. While residential DE programs have grown dramatically in the
months since Commission approval of APS’s first Implementation Plan, further increasing
customer participation will prove challenging in the current economic climate. Nevertheless,
APS is dedicated to increasing participation in the residential DE program and is determined to
provide solutions that will work to reduce or eliminate the financial barriers associated with the
up-front costs for residential customers.

During the second quarter of 2009, APS became aware that a number of reservation requests
from schools were expected in the coming months and that those requests would likely not be
funded, due in part to the overwhelming interest in the PBI program. At the same time, APS’s
residential DE program was not receiving requests for incentives at a sufficient pace to commit
all funds that have been allocated for that purpose in 2009. In Decision No. 71275, the
Commission granted APS authority to allocate up to $20 million of the 2009 residential DE
budget to the funding of school projects. The RECs resulting from those school installations will
count towards the non-residential DE target.

APS’s RES Implementation Plan forecasts the number of kWs of customer installed capacity
needed to meet the residential DE RES requirement and, in turn, APS calculates the level of
incentive dollars required to support that amount of capacity. Since a portion of the funds
collected to fulfill the residential DE requirement was used for installations at schools, and since
the RECs are applied towards the non-residential target, residential funds may need to be
increased above that originally forecasted as of part the 2009 Implementation Plan filed on July
1, 2008, to achieve full residential distributed energy compliance in the future. Specifically,
should customer demand for incentives increase to support reaching APS’s compliance target,
APS may require an increase in the RES surcharge. Additionally, a reduction in incentive
amounts over time may decrease the amount needed to achieve full compliance. To date,
residential customer participation in the program has not been sufficient to meet the residential
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distributed energy target. If necessary, APS will file an application with the Commission for
additional funding at that time.

Assumptions used to build the DE program budget are based on incentives developed as part of
Commission Staff’s UCPP working group, previous year program installations and reservations
under APS’s Renewable Energy Incentive program (“REIP”), project sales and development
time frames, variations in the levels of technology maturity, and availability of equipment for
installation. The proposed DE incentive budget and the incentive budget allocation are designed
to achieve the residential DE target and provides for exceeding the non-residential DE target for
the full five years described in the Plan. If the DE program assumptions prove to be correct, the
2010 cost for this component of the Plan is estimated to be approximately $73.0 million. This
amount escalates to approximately $117.0 million in 2012. It is expected that 2012 will be the
peak cost year in this five-year planning window because that is the last year the DE requirement
ramps up relative to the total RES requirement. After 2012, the increases to the requxrement are
based on the growth of the overall RES requirement and retail sales increases.

D. Required Program Funding

The Plan proposed by the Company is estimated to cost a total of $778.9 million over the five-
year Plan period. The budget summary can be found in Exhibit 2A. This Plan is anticipated to
result in APS exceeding compliance with the overall RES requirements in each year. The cost
for 2010 is estimated to be approximately $86.7 million and increases to $217.9 million in 2014.
The increase in costs is mainly driven by increasing energy targets, large solar generating
projects becoming operational, and DE program expansion. In this Plan, APS is requesting an
adjustor to recover only the estimated 2010 costs of approximately $80.7 million, resulting in an
$8.3 million increase over the $72.4 million currently collected on an annualized basis. The
requested adjustor amount, along with the $6 million collected in base rates, would total the
$86.7 million of funding needed to meet the requirement. In each succeeding year, as part of its
Implementation Plan, APS will continue to request a reset of the adjustor to collect the estimated
costs for the following calendar year. Current estimates for each of those years can be seen in
Exhibit 2A.

Certain exhibits contained in this Plan include pricing estimates made by APS in development of
the program costs. Some of the pricing included in this Plan is from existing competitively
confidential contracts. The price estimates are necessary to allow APS to provide the
information sought by the Commission as part of the Implementation Plan. APS believes it is in
the best interest of customers and the Company to ensure that future suppliers of renewable
resources compete for the right to supply renewable energy without a pre-conceived notion of the
pricing assumptions or competitively confidential pricing in this plan. Therefore, APS has
submitted a redacted version of that confidential information in Exhibit 3C and 3D and will
provide Staff the competitively confidential information pursuant to an executed Protective
Agreement.
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This Plan makes reasonable assumptions concerning renewable energy resources, and as APS

gains more experience with renewable resources, future Plans will account for the realities APS
encounters in the actual implementation of the RES.
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3. APS 2010 IMPLEMENTATION PLAN

A. Energy

The RES identifies the minimum annual percentage of a utility’s retail sales that must be
obtained from renewable resources. The 2010 target is 2.50% of retail sales. The renewable
resource targets required to meet APS’s targets for each year are detailed in Exhibit 1B. The
targets detailed by the RES are described in two categories, renewable generation and DE
resources. '

Renewable generation is represented by projects that export their energy production to the utility.
These projects are typically large-scale facilities that use renewable resources such as wind,
solar, geothermal, biomass, and biogas to generate electricity. Energy produced from those
resources is delivered through the transmission and distribution systems and, ultimately, to the
utility’s customers.

DE resources are represented by technology applications that are physically installed on the
customer’s property. Those applications are typically specifically designed for the distributed
setting. Distributed applications under the RES include a wide range of technologies; today
those technologies are most frequently represented by PV and solar water heating systems. DE
resources can be tied to the existing APS distribution system or can be installed as a remote
application, independent of the APS distribution system.

B. Capacity

The RES targets are energy based (kWh), with no capacity (kW) requirements. However, the
Plan utilizes generation capacity assumptions to forecast compliance with the energy targets.
When equating energy targets to planned capacity levels, it is important to recognize that the
capacity factors? for various renewable generation technologies vary significantly. Some
technologies, such as geothermal and biomass, are very predictable and can produce at capacity
factors near 80-90%, similar to conventional base load generation. Some renewable generation
technologies, such as solar, are predictable, but have inherently low capacity factors of 15-30%,
driven by the daily availability of solar radiation. Other renewable generation technologies, such
as wind, are less predictable on a real-time basis. However, wind will generally produce
capacity factors in the range of 25-40% annually, depending on the characteristics of the wind
resource in a given location.

2 Capacity factor is a value used to express the average production level of a generating unit over a given period of
time. Capacity factor is expressed as a percentage of the maximum possible production if the generating unit had
operated at its maximum capacity rating for all hours during the period. For example, a generating facility which
operates at an average of 60% of its maximum capacity over a measured period has a capacity factor of 60% for that
period.
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The balance of the technologies employed is critical and the ultimate balance of the technology
portfolio will dictate the additional capacity required to achieve the energy targets. Exhibit 3B
provides the level of capacity for the specific mixture of technologies assumed in this Plan for
the coming five years. Targeted additions described in Exhibit 3B are not intended to be an
exact representation of the resources APS intends to acquire, but merely an example of a
potential resource mix based on APS’s current resource strategy. The economics of a particular
resource or technology will ultimately determine the extent to which any one technology is
employed as part of the overall portfolio.

C. Renewable Generation

The Plan was designed with sufficient flexibility to provide the best opportunity to meet or
exceed RES targets in a cost effective manner. The Plan provides descriptions of the current
projects under contract, as well as the expected resource additions over the next five years. The
renewable resources contemplated under this Plan are consistent with APS’s short and long-term
planning goals and resource acquisition plans described in the Company’s RPR.?!

I Existing Renewable Generation

As shown in Exhibit 3B, APS is anticipating renewable generation capacity of 244 MW by the
end of 2010. Of that capacity, 218 MW are from Purchased Power Agreements (“PPA”) for
projects currently operating or anticipated to be completed in 2010, 6 MW are from APS-owned
solar facilities, and 20 MW are estimated from the APS proposed Small Generation Program
discussed later in this Plan.

il. Renewable Generation Procurement Plan and Process

The energy required to meet the APS targets and the allocation established to support anticipated
demand for the Green Power rates™ in each of the next five years is outlined in Exhibit 1B. In
general, two to five years is required from the initiation of an RFP to the point at which energy
can flow into the APS system from a new renewable generation project. The majority of that
time is required for development and construction.

APS has anticipated the need for additional energy output from renewable resources in 2010 and
beyond. Accordingly, APS implemented two separate competitive procurement processes in
2008, seeking additional renewable energy including distributed resources with commercial
operation dates ranging from 2010 to 2014. In 2009, APS issued its renewable small generation
RFP with a commercial operation date of 2011. The competitive procurement processes will
continue to consist of, but not be limited to, the issuance of RFPs, negotiated bilateral supply

2! Docket No. E-01345A-09-0037 (January 29, 2009).

2 Current Green Power rate schedules GPS-1 and GPS-2 were approved by the Commission in Decision No.
69663. They were created to allow customers to purchase a portion of their energy usage from renewable resources.
These purchases do not count toward RES targets. Revisions to GPS-1 and GPS-2 and the new Green Power rate
schedule GPS-3 were approved by the Commission on September 17, 2009 in Decision No. 71276.
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contracts, and other strategies for obtaining long-term renewable resources. Implementing an
effective competitive procurement process will ensure a fair and unbiased procedure that will
efficiently incorporate a full range of renewable resource alternatives from the marketplace.
APS expects to continue engaging the market and seeking cost effective projects over the next
few years.

In the evaluation of bids submitted during the competitive procurement process, analysis of
proposals will include an evaluation of: energy production; capacity value; deliverability;
technical characteristics; operational performance; reliability; efficiency; credit; and respondent
experience. The procurement and project selection procedure employed by APS has been
documented and certified by an independent auditor as required by the RES.Z

The AZ Sun program is a new component of the Company’s RES Implementation Plan, in which
APS will invest $500 million of capital to develop 100 MWs of utility-owned solar generation
facilities beginning in 2010 through 2014. APS anticipates the solar facilities will take the form
of ground mounted solar photovoltaic (“PV™) systems. The AZ Sun program, if approved, will
provide diversification of APS’s renewable portfolio that today consists primarily of Power
Purchase Agreements (“PPAs”) to include more utility-owned renewable resources. Acquisition
of solar resources through the AZ Sun program is consistent with the Company’s resource plan®*
and will play an important part in the ability of APS to meet its Renewable Energy Standard
(“RES”) requirements of 15% of retail sales from renewable resources by 2025.

This Plan attempts to fully acknowledge the reality that PPAs and project development methods
will not necessarily conform to required delivery schedules and planned quantities. Renewable
generation projects, like other generation projects, may be delayed or fail to achieve scheduled
commercial operation.”> APS also expects output from existing renewable projects to fluctuate
from year to year. The tool used to manage these planning and output variances will be the
banking of RECs. APS’s initial renewable generation bank was established using RES-eligible
energy procured prior to the effective dates of the RES rules, or August 14, 2007. After that
date, changes to the REC bank are only expected to come from withdrawals to meet compliance
or deposits from excess generation in any given year. APS uses a first-in, first-out approach to
track the REC bank balance. In other words, withdrawals will be made from the oldest vintages
first and will move to the next year after the oldest year has been exhausted.

iii.  Identifying Renewable Generation Requirements

During the five years covered by this Plan, the renewable resource targets increase from 2.50%
in 2010 to 4.50% in 2014. In the near-term, this Plan focuses on existing and planned renewable

2 A.A.C. R14-2-1812(B)(6) requires “A description of the procedures for choosing Eligible Renewable Energy
Resources and a certification from an independent auditor that those procedures are fair and unbiased and have been
appropriately applied.” Certification letters were filed as part of the RES Annual Compliance Report filed in Docket
No. E-01345A-95-0491, on February 29, 2008, and in Docket No. E-01345A-07-0468 on April 1, 2009.

24 Filed in Docket No. E-01345A-09-0037, January 20, 2009.

 For example, the commercial operation date for the Solana CSP project is now expected to be April 2013.
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resource projects to meet those targets. This Plan also contemplates that new renewable
generation will be contracted and developed during the five-year period covered by this Plan.
APS has based its program budget and energy procurement on several assumptions, which are
discussed below. Details are competitively confidential and have been redacted. Those details
will be provided to Staff pursuant to an executed Confidentiality Agreement.

1. Costs of Renewable Generation

For purposes of resource and budget planning, the costs of renewable generation are based on the
portion of the renewable energy cost in a Power Purchase Agreement (“PPA”) that is above the
market cost of comparable conventional generation.”® For existing contracts, the percentage
above APS’s cost for comparable generation was established at the time the contract was signed
and the percentage is applied to the total contract cost for the planning year. For targeted future
contracts, the price is estimated based on existing renewable generation contracts, recent market
experience, and general trends observed in renewable generation project development. These
percentages for future contracts will be re-evaluated during subsequent five-year planning
periods. All renewable resource costs are described in terms of dollars per MWh above APS’s
comparable conventional generation. For utility owned assets, APS is proposing to collect the
revenue requirement associated with these assets through the RES adjustor until such time as it
can be incorporated into traditional ratemaking methods.

The detailed cost assumptions used to develop the budget for procurement of these resources are
included in Exhibits 3C and 3D. Because this information is competitively confidential, it will
be provided to Staff pursuant to an executed Protective Agreement. It should also be noted that
the existing contracts referenced in Exhibits 3C and 3D are long-term commitments that are
either already in place or nearly finalized at the date of this Plan.

. AZ Sun Program

The AZ Sun program is a new component of the Company’s RES Implementation Plan, in which
APS will invest $500 million of capital to develop 100 MWs of utility-owned solar generation
facilities beginning in 2010 through 2014. APS anticipates the solar facilities will take the form
of ground mounted solar PV systems.

If approved, the AZ Sun program will provide diversification of APS’s renewable portfolio that
today consists primarily of Power Purchase Agreements (“PPAs”) to include more utility-owned
renewable resources. While both the Community Power Project (see section D.vii) and the AZ
Sun program are focused on utility ownership, when combined with the Company’s overall Plan,
APS will solicit and consider proposals that may result in either PPAs, as the Company has done
historically, or utility ownership.

Through the AZ Sun program, beginning in 2010 and continuing through 2014, the Company
plans to invest $500 million of capital to develop 100 MWs of solar resources. APS expects to

% A.A.C.R14-2-1801(K) defines Market Cost of Comparable Conventional Generation.
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acquire these resources through competitive procurement processes beginning in 2010. The
Company has forecasted to develop 25 MWs a year in each of 2011, 2012, 2013 and 2014. APS
may accelerate development of this capacity if commercially reasonable to do so and if able to
achieve desired diversification of both developer and system impact risks.

APS expects to procure primarily solar PV resources through the AZ Sun program; however, all
PV technology types will be evaluated through the procurement processes, with consideration
being given to cost, reliability and performance. The most beneficial technology for each
individual location will be chosen.

The AZ Sun program may also include utility scale systems located on a customer’s premise,
thereby qualifying as a distributed energy project as discussed in the 2010 Implementation Plan.

As proposed, the AZ Sun program stipulates a capital investment of approximately $500 million
to be made beginning in 2010 through 2014 to develop 100 MW of solar generation capacity.
This is based on an average solar PV capital cost of $5.00/watt. The cost of the actual systems
deployed will be based on competitive procurement processes, and will most likely vary with the
size of the system, as smaller size systems tend to be greater on a per watt basis, while larger
sized systems cost less due to economies of scale of the individual project. Approval of this
Program will allow the Company to install these resources quickly and efficiently without
additional regulatory approvals. The Company will report on the results of the AZ Sun program
through its annual RES Compliance Report.

The revenue requirement that APS proposes to recover through the RES for each 25 MW
increment is estimated to be $16.1 million in the first year of operation, $5.2 million in the last
year, and $256 million over the 30 year life of the project, based on an average capital cost of
$5.00/watt and other finance, tax and operating cost assumptions.

APS is proposing that revenue requirements for the AZ Sun program, including depreciation
property taxes, income taxes, operating and maintenance expenses and a return using the then
currently authorized cost of capital, would be recovered through the RES adjustor until the
investment is included in base rates or other recovery mechanism. It is important to note that
resources under this program are not likely to commence commercial operation until 2011. As
such, the requested 2010 RES adjustor does not include any recovery for revenue requirements
under the AZ Sun program. APS will include an updated budget for this program in its 2011
Implementation Plan as specific resources are identified.

V. Small Generation Pilot Program

Traditionally, a small renewable generation project developer’s best opportunity to execute an
agreement with APS was by bidding into an RFP. While this process works well for large
projects, APS recognizes that this process may seem onerous for a small system developer. In
the Company’s 2009 RES Implementation Plan, APS received approval for a one-year Small
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Generation Pilot Program®’ for projects that produce less than 35,000 MWh per year. The
program is available to all RES eligible technologies, but is limited to a total of 45,000 MWh per
year. The 45,000 MWh maximum is further segregated into 10,000 MWh for solar and 35,000
MWh for all other RES eligible projects, although the exact mix of prOJects will depend on the
response to the program.

APS began implementation of the Program in early 2009 and issued an RFP on March 25, 2009.
In addition to the criteria mentioned above, APS also developed “Threshold Criteria” designed to
provide local benefits similar to large scale renewable projects. To pass the initial screening,
bidders were required to meet at least three of the following five criteria:

1. Community i Community groups and Letter of interest from the community

Partnerships residents to participate and | partner submitted with the RFP
benefit from a small response.
renewable energy
generation plant in their
community.

2. School/Educational Partnerships | Encourage renewable This could be accomplished with
energy educational renewable energy curriculum,
opportunities for educators | internships, physical location, or other
and students. respondent proposals. Letter of

interest from the school or educational
institution should be submitted with
the RFP response.

3. Geographic Diversity - Projects in diverse areas of | Include site zip code in the RFP

Defined as zip codes outside of the | APS service territory. response.

Metro Phoenix area.

4. Job Creation Support the creation of at Include number of construction and
least 2 renewable energy operating jobs in the RFP response.
jobs.

5. Leverage Federal, State, or Local | Encourage participation of | Letter of support or commitment from

grants, contributions, or funding research or other public funding source.

sources (other than Investment Tax | partners.

Credit or Production Tax Credit).

A bidder’s conference was held on April 16, 2009 to provide additional information and answer
questions related to the RFP. More than one hundred people attended by phone or in person. A
total of 30 bids were received on June 4, 2009, representing an array of renewable technologies
including biogas, wind, and several solar technologies. APS has developed a short-list of
finalists and plans to complete PPAs with the successful bidders by the end of 2009. The RFP
requires the projects to be commercially operable no later than year-end 2011.

77 Decision No. 70654 (December 18, 2008).
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Based on the current responses, APS believes the results of the RFP are promising, and will
promote the development of small generation systems. While the selection process is not
complete, initial results appear promising and APS anticipates issuing a second Small Generation
RFP in 2011. APS will report additional results from the pilot in its 2009 RES Compliance
Report. Initial assessment of the Small Generation Pilot suggests the approach will have a
favorable impact on this market segment and should result in valuable project additions. APS
believes a second Small Generation RFP may be appropriate as part of its 2011 Implementation
Plan strategy.

D. Distributed Energy

APS recognizes the importance of DE resources as part of the Commission’s comprehensive
renewable energy objectives. Distributed resources have become an increasingly important part
of APS’s renewable energy strategy. APS has successfully implemented its REIP for nearly two
years and overall APS has more than eight years of experience in implementing DE programs.
As part of this Plan, APS seeks to implement new strategies to increase the penetration of DE
within its service territory and to reduce the cost of achieving residential RES targets, and
exceeding the non-residential RES targets.

As part of this Plan, APS proposes a funding level it believes necessary to meet the expected
level of customer demand in the residential DE program. However, APS recognizes that should
the residential DE program become fully subscribed in 2010, the Company may require
additional funding as a result of the $20 million reallocation from the residential program to the
funding of school projects.”® A reduction in incentive amounts over time may decrease the
amount needed to achieve full compliance, and specifically will depend on the point in time
when customer demand exceeds the currently available incentives. APS also proposes
authorization for the lifetime of the contracts and the associated annual funding level that the
Company believes will be sufficient to exceed the non-residential DE targets in each year of this
Plan.

Interest in APS’s residential DE program has increased over the past year, even with a
challenging economic climate. Continued improvements in residential program implementation,
successful marketing, outreach and education efforts, and further incorporation of the REIP into
APS’s broad-based technology infrastructure are working to manage more customer transactions
more efficiently. As part of this plan, APS developed or expanded two key components of its
residential programs: 1) the continued implementation of APS’s residential DE incentive
program; and 2) refinement and continuation of the Solar Homes Program, which is designed to
drive energy efficient and solar home construction. In Decision No. 71275, APS was ordered to
create proposals to increase participation in the residential DE program. APS is accelerating the
deployment of, or developing, the following initiatives as part of this plan:

2 Decision No. 71275
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e APS will launch a Qualified Contractors Program in 2010. The primary goal of this
program is to increase overall customer satisfaction, improve program efficiencies, and
work to ensure the consistent quality of end-use customers’ installations.

e To enhance interest and awareness in residential DE by working within communities and
extending the reach of APS’s marketing efforts, APS will work to establish an Arizona
based non-profit organization focused on driving increased participation in APS’s
distributed renewable energy programs.

e APS will introduce a program designed to encourage lending institutions to create
programs that will help customers overcome the obstacles with up-front financing.

e To drive a deliberate call to action and to increase the momentum already present in
APS’s residential programs, APS will offer promotional incentives/rebates to residential
customers for the installation of PV systems or SWH in addition to the up-front
incentives collected through the RES.

APS views these programs as valuable components of the long-term success of a broadly
successful residential program. '

APS’s non-residential DE program includes four components: 1) annual increases in the amount
of $100 million per year to the lifetime PBI commitment authorization with associated annual
funding to allow customers the opportunity to install DE systems above and beyond what would
be required for APS compliance with the RES targets; 2) the implementation of DE projects
identified through the Company’s 2008 DE RFP; 3) the continued support of agreements entered
into through year-end 2009;*° and 4) the continued funding of projects eligible as wholesale DE.

APS is also introducing a DE program for schools, municipalities and other government entities
as part of its DE program expansion.”® APS’s Plan offers these entities PBIs for the installation
of all RES qualifying non-residential technologies. APS’s proposed program allocates $15
million of the $100 million annual growth in the lifetime PBI authorization described as part of
APS’s distributed program expansion. This program will not require additional funding above
what APS proposed in its July Filing.

APS also plans expansion of the DPAP designed to provide additional financial support for
residential customers who would not otherwise be able to afford residential DE systems.

As part of a separate application before the Commission, APS proposed the Community Power
Project - Flagstaff Pilot.*! The Community Power Project represents an important step forward

¥ The Commission authorized approval on September 3, 2009 of a $220 million authorization in lifetime
Performance Based Incentive contract commitments through 2009 in Decision No. 71254.

*® Decision No. 71275 required APS to propose a DE program designed to increase the participation at schools and
government buildings.

*! Docket No. E-01345A-09-0227 (May 11, 2009).
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as both an opportunity for technical learning related to DE system interaction with APS’s electric
distribution system, and an outstanding opportunity to gain further insight into consumer interest
in and interactions with DE technologies. The Community Power Project is included as part of
this Plan.

Planning models, implementation strategies, and budgeting for the DE programs were all
designed with specific consideration for the insight from the UCPP working group. In addition,
APS relied on several years of experience with the REIP and ongoing dialogue with many
industry stakeholders.

i Enhancement of DE Programs

The following sections describe APS programs designed to increase market penetration within
the residential sector. APS continues to develop and refine these strategies based on insight
gained from program execution and with stakeholder input.

1. Solar Homes Program

In review of the DE program activity to date, nearly all participants are customers who have
incorporated renewable technologies on existing facilities. From an end-user perspective, the
most cost effective and convenient way of incorporating energy efficiency and renewable energy
technology is at the time of initial design and construction.

As a result of today’s economy, the local building market is depressed when compared to the
explosive growth seen in the recent past. Potential homebuyers are becoming more informed,
selective, and demanding in order to stretch their limited purchasing power. Homebuilders are
looking for ways to differentiate their product, not only from their competition, but from the
quality home that they had previously sold.

In response to this opportunity, APS launched the APS Energy Star and Solar Homes Program in
April of 2009. The goal of the program is to increase the overall number of energy efficient
homes being built that include renewable technologies in the most cost-effective way for end-use
customers. The program will reward homebuilders for their commitment to developing
communities with renewable technologies. In exchange for this commitment (homebuilders
must offer renewable technologies as a standard feature across the community), the builder will
receive a supplemental incentive and non-monetary benefits such as cooperative marketing,
training, and technology assistance.

As part of this Plan, APS has included continued expansion of this effort with interested
homebuilders. By 2013, based on current economic forecasts, APS anticipates that over 2,700
solar-equipped and solar-ready homes will be built as a result of this program. A recovery in the
Arizona housing market could dramatically increase the number of solar homes resulting from
this program. APS may offer promotional incentives in order to increase market share
depending on results throughout the year.
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2. Qualified Contractors Program”

Within the last few years, Arizona has experienced significant growth in the number of
contractors offering and installing renewable technologies. While this growth is a sign that the
demand for renewable technologies is increasing, stakeholders and customers have concerns
regarding the qualifications and expertise of these contractors.

APS recognizes this issue and is therefore launching a Qualified Contractors Program in 2010.
The primary goals of this program are to increase overall customer satisfaction with the DE
purchase process, improve program operating and marketing efficiencies, and to ensure a
consistent high quality installation.

The first phase of the program will be designed to serve two technology segments; solar electric
and solar thermal system installations. Participating contractors will be required to complete a
training curriculum including technical, administrative, utility rates, customer service, and ethics
courses; meet inspection/commissioning standards; maintain Better Business Bureau ratings and
customer satisfaction levels; and commit to formal dispute resolution services.

Participating qualified contractors will benefit from this program by receiving accreditations, a
formal referral process, cooperative marketing/advertising, streamlined administrative processes,
and increased overall training of staff.

APS believes this program will play a key role in its marketing strategy to transition from
creating market awareness to enabling customers to take action. Upon completion of the
qualified contractors list, APS’s customers will have increased clarity and direction in choosing
an installer for their renewable system. While not proposed as part of this Implementation Plan,
it is APS’s intention to ultimately require customers to use an APS qualified contractor to be
eligible for renewable energy incentives.

3. Financing Incentive for Residential Renewable Energy

APS is dedicated to finding solutions that will help reduce or eliminate the financial barriers
associated with the up-front costs of installing residential DE systems. It is apparent that
innovative financing is becoming more readily available as renewable programs mature across
the country. In 2008, APS partnered with the non-profit Electric & Gas Industries Association
(“EGIA”) to provide financing options for customers to install residential DE systems. The
program was positively received by APS’s customers; however, GE Money, the funding source
of the GEOSmart program, discontinued their unsecured instaliment loan (APS’s program) due
to economic conditions in October 2008. APS is actively pursuing other mechanisms to offer
residential customers additional financing options. The Company is collaborating with banks and
other lending institutions to create options that will help customers overcome the obstacle of up-
front installation costs. APS believes that, like home builders within the Solar Homes program,

*2 The Qualified Contractors Program will also impact and benefit non-residential installations.
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incentive mechanisms designed to encourage lending institutions to make funds available and
create programs for DE installations will have a broad and long lasting effect.

Once fully developed, this program will be available to all lending institutions. As in its other
cooperative marketing efforts, APS believes this approach will vest additional entities in the
promotion of distributed renewable energy that will extend the reach of APS’s own marketing
and outreach efforts. This effort will also raise awareness of the availability of DE financing
options.

4. Promotional Incentives/Rebates

APS is preparing a marketing initiative with a specific call to action. The initiative will offer
promotional incentives to residential customers for the installation of PV systems or SWH in
addition to the already available up-front incentives (“UFI”). APS anticipates that by
temporarily adding limited additional incentives, the Company can create momentum that will
carry through the end of 2010 and beyond. APS believes that the promotional incentives will not
only affect purchase decisions, but will also serve to increase understanding of APS’s standard
incentive offerings.

To preserve the effectiveness of the promotion and minimize adverse market behavior, the
details of the promotional incentives and their specific timing are not included in this plan.

ii Expansion of the DE Program Beyond Compliance

The combination of the success of APS’s non-residential DE program in 2009 and the
success of the DE RFP have resulted in commitments for non-residential DE resources to comply
with the RES target for each year of this Plan. APS recognizes our customers’ interest in
continuing to install increasing amounts of DE technologies. APS also recognizes the
Commission’s continued support for developing renewable energy strategies that exceed the
targets established in the RES. Therefore, as part of this Plan, APS proposes an expansion of the
non-residential DE program that will result in energy beyond that required for near-term
compliance. In addition, the expansion is designed to continue development of customer-sited
DE projects.

The expanded program includes two fundamental pieces: 1) annual increases to the lifetime PBI
authorization to continue to facilitate large, medium, and schools and governmental customer
installations; and 2) an annual budget for non-residential Up Front Incentives (“UFI”) to
continue to facilitate smaller or generally lower cost customer installations. The increased
lifetime PBI commitment authorization is accompanied by a forecast of the annual funding
requirement necessary to meet incentive payments resulting from the energy produced in each
budget year. The annual funding required for DE Incentives are included in Exhibit 4A. In
addition, the detailed interaction between annual funding and the lifetime PBI commitment
authorization is included in Exhibit 4C.
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 With specific experience from APS’s REIP and based upon dialogue with customers and other

stakeholders,”® the expanded non-residential program will allocate the annual $100 million
increase in the lifetime PBI to three areas: $65 million for large projects, and $20 million for
medium projects, and $15 million for schools and governmental program as defined below.

Large Project: any electricity producing project whose inverter(s) or generator(s) is rated
greater than 100 kWac or any project whose lifetime incentive commitment is greater
than $2.5 million. Incentives will be capped for electric producing systems at a capacity
size of 2,000 kWac per interconnection point; actual system size is not limited under this
program although all other interconnection and program requirements remain applicable.

Medium Project: any electricity producing project whose inverter(s) or generator(s) is
rated 100 kWac** or less, or any project whose lifetime incentive commitment is less than
$2.5 million, and does not qualify for an up-front incentive.

Schools and Governmental Program: designed to assist publicly funded (K-12) schools
and state/local governmental facilities. Projects are open to all RES qualifying
technologies, however, are limited to 300 kWac per interconnected meter for generating
technologies or Lifetime Project Commitment of $1.5 million, per interconnected meter
for other qualifying technologies. Projects that qualify as a Small Project do not qualify
under this program. Projects larger than the above mentioned limits will be required to
participate in the standard program as a Large Project.

All eligible projects will be required to conform to the provisions of the APS DEAP. A limited
number of modifications have been made to accommodate to the goal of increasing competition
among Large and Medium projects’ incentive funding and thereby reducing incentive costs. A
description of the DEAP and a summary of included enhancements are provided in Section
3.D(vi).

iii Distributed Energy RFP

On August 14, 2008, APS issued an RFP for DE Resources (“DE RFP”). Through the DE RFP,
APS sought to increase the quantity of DE resources to assist in compliance with the RES Rules
and to lower costs of DE resources relative to that forecast through continued implementation of
the current incentive programs. To facilitate this goal, APS considered offers that phase-in over
several years and introduce alternative and potentially cost-saving methods for providing

%3 On June 2, 2009, APS held a 2010 Renewable Energy Standard Implementation Plan stakeholder meeting
focused on the status of the non-residential DE program. APS informed stakeholders that participation in the non-
residential program had exceeded expectations, which presented challenges for the Company in the acceptance of
PBI reservation under the existing Commission approved lifetime PBI commitment authorization of $77 million.
Options to reduce costs without diluting the amount of distributed renewable energy generated were discussed with
stakeholders. APS is using stakeholder input to further refine its DE program.

3* Solar nameplate capacity is commonly designated in dc (direct current), while utility operations and services are
provided in ac (alternating current).

Page 21 of 36




EXHIBIT A

APS RES Implementation Plan 2010 to 2014
October 16, 2009

custorsr}ers choices related to DE. Bids submitted under the DE RFP were due on October 17,
2008.

APS received submittals from 12 separate entities, representing 22 distinct proposals. The
proposals submitted were principally focused on PV installations for non-residential customers.
After performing the initial screening process to determine bid conformance, APS was presented
with 12 projects for consideration that aggregated to more than 400 MWdc*® and 400,000
MWh/yr of DE projects. From these projects, the Company reviewed the details of each
proposal and the economics relative to the REIP. All proposals that represented a reduced cost
compared to funding the same projects through the REIP were short-listed for further
discussions. These short-listed projects were subjected to a more thorough economic evaluation.
APS selected only a portion of the proposed projects, first in an effort to gain additional and
specific experience with these types of DE transactions and second in an effort to preserve
opportunities for customer projects under other DE programs. In addition, APS began a direct
dialogue with the customers identified by the bidders to determine the extent of their interest in
installed DE systems as described in bids submitted to the DE RFP.*’ APS has entered into
contract negotiations with several counterparties that will provide over 130,000 MWh/yr of DE
projects (when fully deployed) at a significantly reduced cost when compared to the REIP. This
total quantity represents a little more than one-quarter of APS’s 2014 DE requirement. Two new
DE transaction types were proposed among the bids under negotiation. APS believes that each
DE transaction type results in customer-sited projects that are qualified to meet the RES DE
targets. Those transaction types are described below.

1. Customer Aggregation Model A
This model would produce a negotiated arrangement between APS and a third-party developer
for a specified amount of DE. The developer will have the ability to phase in projects over
several years and will have the ability to determine the optimal mix of customer installations and
technologies needed to meet their fixed REC price to APS in accordance with the contract. This
contract type leverages a third party’s expertise in partnership development and site selection to
derive DE outcomes at a predetermined price. Benefits to the APS program include:
dramatically reduced REC costs; contractual controls over system and installation performance;
and increased implementation efficiency.

2. REC and Energy Contract Model
In the REC and Energy Contract Model, APS and the DE developer enter into an agreement to
meet the specific needs of large customers. Under this model, the developer would site the PV
system at a customer’s facility. APS would purchase all of the energy and the associated RECs
generated by the system, then APS and the customer would enter into a separate agreement for
the customer to purchase all of the energy from the DE system. Those contractual rate

> APS engaged Merrimack Energy Group, Inc., to act as Independent Auditor for this RFP.

3 Solar nameplate capacity is commonly designated in dc (direct current), while utility operations and services are
provided in ac (alternating current).

*7 The vast majority of conforming bids where submitted by project developers who identified either specific
customer sites or potential market segments. '
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agreements will require separate approval from the ACC. This model provides a more economic
way to integrate solar power for very large energy users. APS believes that this model, while
different from the standard approach where APS purchases only the RECs, qualifies in
contributing to the DE target under the RES.

In aggregate, when compared to the current cost of the non-residential DE program, the results of
the DE RFP are projected to reduce program costs for RECs by approximately 50 percent

iv. Distributed Public Assistance Program

As part of its 2009 Implementation Plan, APS began working to deploy DPAP funds in support
of DE installations for limited income customers. APS proposes an increase in the budget by
$200,000 resulting in an overall proposed budget of $500,000 to continue the development of the
DPAP to meet the unique needs of our limited income, school, non-profit, and governmental
customers. Because these customers may have limited financial means and relatively low or
non-existent taxable income to be offset by tax credits, the standard REIP is not likely to meet
the needs of these customers. Where available, APS will use other customer and non-customer
funds to leverage overall program results and reach additional customer segments.

There are a number of concepts APS intends to expand upon, to help increase the utilization of
DE with feedback from stakeholders, community leaders, and organizations including:

e Larger incentives. Because many of these customers have little or no tax liability, a
standard incentive leaves them paying a larger portion of the total cost to install
renewable systems than someone who could take advantage of tax credits. Larger
than standard incentives and increased incentive authorizations may be an appropriate
way to level the playing field.

e Contributions. In limited instances, APS may provide for the complete installation of
systems including PV, solar water heating, and daylighting.

¢ Administrative and_technical requirements. To address the unique and lengthy
approval processes most schools and governmental agencies use, APS may be able to
extend the reservation timelines to meet the needs of those groups. APS will also
determine if there are contracting terms and conditions that could be modified to
assist all limited income, school, non-profit, and governmental customers.

V. Anticipated Distributed Energy Program QOutcomes

In developing the anticipated program outcomes, a number of assumptions about technologies
and customer preferences were required. The assumptions included the anticipated number of
projects by technology and the anticipated energy contribution from each DE project.
Anticipated energy contribution was described by assumptions about average project size and
average project production. The detailed assumptions were required for purposes of budget and
planning; they are not intended to reflect allocations, funding authorization, or preference for any
one technology. The assumptions are detailed in Exhibit SA.
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Incentives were drawn from the draft UCPP working group efforts and are included in the APS
DEAP. The DEAP, generally described below, details different incentive types for use in the DE
program. For planning purposes, assumptions about customer preference for the variety of
incentive alternative were required.

APS’s proposed DE budget and anticipated resulting energy are described in Exhibits 4A and
4B. The lifetime authorization for commitments under the non-residential program is described
in Exhibit 4C. The actual results of program implementation are likely to differ from those
anticipated by APS’s planning efforts as customers learn more about the variety of technologies
and applications available as a result of APS’s program marketing, advertising, and partnership
development efforts.

Planning assumptions for the residential DE program are described in Exhibit 5A. Projections
for the resulting installations under the residential DE program are described in Exhibit 5C.

Vi. Key Tenets of the Proposed Distributed Energy Administration Plan

APS’s DE program is detailed in the DEAP. While the DEAP is substantially the same as the
version approved in Decision No. 70654, there have been some enhancements designed to
improve clarity and customer service. In addition, the DEAP has been updated to reflect APS’s
approach for the implementation of a non-residential program that exceeds RES compliance
targets. Those enhancements are discussed in a following section. Below are several key tenets
of APS’s program as described in the proposed DEAP:

I. Administration
Project funding is not guaranteed until the customer receives a reservation confirmation from
APS for each project. To receive a reservation and an incentive, applicants must follow the
established reservation, installation, and inspection procedures.

2. Equipment and Installation Requirements
Systems will be required to adhere to generally accepted industry standards, federal, state and

local codes, all applicable regulatory requirements, and manufacturer recommendations for
installation and operation. Systems must be installed by an Arizona-licensed contractor with an
active certification for the technology being installed, and must conform to APS interconnection
requirements, if applicable.

3. Incentives
In the development of APS’s distributed incentives, APS used the approach developed by the
UCPP working group. Incentives are designed to defray some of the costs of a system designed
to offset a typical load of a customer. Systems qualifying for DE incentives cannot qualify for
other utility incentives.
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Residential — Customers for residential incentives can apply for a one-time
payment based on the DE system’s capacity or based on the first year estimated
savings provided by the DE system, dependent on the technology application.
This type of incentive is referred to as an Up-Front Incentive (“UFI™).

Non-Residential — Non-residential customers will either receive a UFI or a PBI,
an incentive based on system production, which is paid over time. Projects
receiving PBI are paid based on system energy output rather than on system
capacity. Projects with a total incentive value of $75,000 or less (calculated as the
present value of the total of incentive payments) will receive a one-time capacity
based incentive; all others will receive incentives based on production.

For installations receiving a UFI, the incentive amount is predetermined by the capacity or
energy savings of the system. Customers who request a PBI for a DE system have the latitude to
propose an incentive appropriate for their project; the PBI incentive matrix describes the
maximum available incentive level. The non-residential program expansion described in this
Plan is designed to better leverage that flexibility in hopes of driving down project incentive
levels.

4. Market-Driven Projects
Projects that fall outside of the standard administrative, equipment, or incentive requirements for
DEAP projects or projects that are solicited by APS to achieve specific program goals may be
eligible for incentives as market-driven projects. These projects must be comparable to
conforming projects in financial efficiency to be considered for incentives.

5. Customer Self-Direct
As set forth in APS’s approved Adjustment Schedule SDR,* eligible customers are required to
declare the amount of the self-directed funding requested by March 31% each year. These
projects must be comparable to conforming projects in financial efficiency to be considered for
incentives. The amount of funds allocated to customer self-directed projects will be disclosed in
this Plan for the next program year. As noted in Exhibit 2A to this Plan, APS has not received
any requests for self-direction to date.

6. DEAP Enhancements
After beginning the process of implementing the DE incentive program that was approved by the
Commission in Decision No. 70654 (December 18, 2008), APS discovered a number of minor
issues that require a modification to the DEAP. These modifications are designed to improve
customer service and eliminate any issues that might limit customer participation or satisfaction.
In addition, modifications have been made to accommodate APS’s proposed non-residential
program expansion.

%% Adjustment Schedule SDR, Self-Directed Renewable Resources, was approved by the Commission in Decision
No. 70313.
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* APS simplified the methodology for calculating the UFI for small wind generators.
The change eliminates the compounding effect of applying inverter efficiency more
than once in the calculation. By making this change, the calculation more accurately
reflects the true output of the system.

* APS has seen increased customer interest in geothermal applications. APS included
equipment qualifications and installation guidelines to better assist interested parties
in the proper design and installation of geothermal heating and cooling systems. By
using equipment standards consistent with the federal tax credit requirements, along
with an incentive based on annual energy savings, the program more accurately
reflects industry standards in the design, and installation of systems, as well as
ensuring that customers receive system appropriate incentives.

* In expanding the Non-Residential DE Program, APS described projects in four
different categories: Large Projects, Medium Projects, Small, and School and
Governmental Projects. Large Projects will be eligible for PBI, with semi-annual
nomination periods. Medium Projects will be eligible for PBI, with six, bi-monthly
nomination periods. Small Projects will be eligible for UFI, and School and
Governmental Projects will be eligible for a PBI on a first-come, first reserved basis.

* Increased requests for non-residential incentives have placed demands on incentive
funds in excess of total availability. The need to qualify and contractually bind
applicants in a timely manner has become critical, such that, timely execution of a
Credit Purchase Agreement (“CPA”) has become important to the effective
administration of incentive funds and the PBI authorization. To improve equitability
of incentive fund implementation, APS has reduced the time allowed for a customer
to execute a CPA from 60 days to 30 days from notification of funding. APS will
also require an executed contract between the customer and the developer to be
submitted within 30 days of notification of funding to retain the funding reservation.

vii. ~ Community Power Project — Flagstaff Pilot

The Community Power Project - Flagstaff Pilot (“Community Power Project”)*® will provide
renewable energy from APS-owned DE systems to customers in a limited geographical area
located in Flagstaff, Arizona. This pilot program will help APS gain valuable experience
regarding the impact of DE systems on the distribution grid, and has the potential to increase DE
deployment in APS’s service territory. As such, the Community Power Project will help
facilitate the Company’s compliance with the distributed renewable energy requirements of the
RES Rules. As part of the Community Power Project, APS proposes placing distributed
renewable energy resources, including PV arrays, solar water heaters, and small-scale wind
turbines, on approximately 250 homes and businesses in a limited distribution area. The
Community Power Project will provide customers with a convenient solar opportunity: the
benefits of a DE system, without the economic obligations of capital investments, or the cost and
inconvenience of operating and maintaining the system.

% Filed for Commission approval in Docket No. E-01345A-09-0227 (May 11, 2009).
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As part of the Community Power Project, APS will also study significant information regarding
distributed renewable energy systems. By utilizing smart grid technologies also being installed
by APS in the area, the Company will study the impact of renewable energy systems on the
distribution feeder, the energy and capacity impact of distributed PV deployments, the impacts of
system availability, and the impact of environmental factors (such as weather) on the aggregated
PV systems and the connected energy delivery system. Additionally, APS believes the
Community Power Project will provide a better understanding of the reliability of renewable
energy systems, as well as the life cycle costs for both residential and commercial applications.
The information obtained from the Community Power Project should enable APS to deploy
distributed renewable energy more effectively in the future.

If the Community Power Project is approved, deployment, carrying, and ongoing costs for the
project through 2012 will be paid using funds that rolled over from the 2008 RES budget, as
illustrated in Exhibit 2B.

viii. — Distributed Energy Incentive Budgets

The proposed DE incentive budget for the five-year planning window is described in Exhibit 4A.
The incentive budget is designed to result in sufficient residential DE installations to achieve the
RES target. The incentive budget for the non-residential program is sufficient to exceed the
RES target. Annual changes in program budget are designed to accommodate an increase in the
DE energy target, both as an increasing fraction of the total RES requirement and as the
requirement itself increases. The incentive matrices incorporated as part of the DEAP describe
incentive reductions every two years of the program. Those planned reductions were designed
by the UCPP working group in an attempt to reflect the anticipation that DE technologies will
decline in cost as market penetration and product availability increase. In 2010, the allocation
for residential DE incentives is $44.1 million.

The incentive budget for the non-residential DE program is expected to result in sufficient DE
installations to exceed the RES targets in each year of this Plan. The budget can generally be
divided into three areas 1) funds necessary to meet PBI obligation entered into through year-end
2009,*! 2) funds necessary to meet contract obligations for contracts entered into as part of the
DE RFP, and 3) funds for expanding the non-residential program beyond that required strictly
for near-term compliance. In sum, these commitments to customers’ incentives are $18.2 million
in 2010.

1. Performance-Based Incentives - Lifetime Contract Commitment Authorization
In Commission Decision No. 70654, the Commission approved APS’s 2009 RES
Implementation Plan.* In that Decision, the Commission approved recovery of the cost of
incentive payments to meet APS’s contractual obligation for PBI paid to customers for non-

“ A.A.C.R14-2-1805(D).

1" APS filed for approval of authorizations for lifetime PBI contract commitments through 2009 in Docket No.
E-01345A-09-09-0263 (May 26, 2009).

“2 Docket No. E-01345A-08-0331 (December 18, 2008).
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residential distributed renewable energy projects up to $77 million over the lifetime of the
contracts. During 2009, APS experienced an unexpectedly large number of reservations for
distributed projects under the program. As a result of the surge in customer requests for PBI
reservations, APS requested and received approval to increase the lifetime authorization for PBI
commitments to $220 million.*

As part of this Plan, APS has developed its expansion of the non-residential DE program around
an annually increasing lifetime PBI authorization. Specifically, in each year of the Plan, APS
proposes increasing the lifetime PBI authorization by $100 million. APS anticipates that the
increased funding under the lifetime PBI commitment will result in a growing number of
increasingly cost-effective customer DE installations.

APS’s proposed schools and governmental program will be a separate allocation within the
requested annually increasing lifetime PBI authorization of $100 million. The schools and
governmental program does not increase the lifetime authorization above that originally
proposed as part of the July Filing.

APS views projects resulting from the DE RFP as substantially the same as commitments under
the PBI program. As a result, the Company has included those commitments in its calculation of
lifetime PBI authorization. In 2010, the lifetime PBI authorization necessary to implement those
projects and program described by this Plan is $570 million, with $250 million required for the
DE RFP. Details of the requested PBI commitment authorization for all of the years described in
this Plan are included in Exhibit 4C.

2. Customer Self-directed Funding
The DEAP describes potential funding for customer self-directed projects. As part of the DEAP,

a budgetary earmark is required to fund projects meeting the criteria of customer self-directed
projects. As of the March 31, 2009 deadline, APS had not received any requests for self-
direction; therefore, no allocation was established.

3. Budgeting Assumptions and Flexibility

As previously described in this Plan, the annual funding level for DE incentives was established

“based on the estimates of the energy needed for compliance, anticipated consumer demand,
project sales and development time frames, variations in the levels of technology maturity, and
availability of equipment for installation. In the event that funds collected for use in the DE
incentive program are not fully subscribed in a program year, those funds will be applied to the
next program year. To continue to adapt to customer demand and market changes, APS will
continue to implement the incentive budget flexibility granted in Decision No. 70313. In that
Decision, APS was granted the ability to reallocate up to 20 percent of the incentive budget to
match customer demand.

* See Decision No. 71254
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Decision No. 71275 directed APS to review its residential offerings and propose programs in its
2010 Implementation Plan with a focus on increasing participation in residential DE programs.
Decision No. 71275 also granted APS authority to allocate up to $20 million of its 2009
residential DE budget to the funding of school projects, with RECs counting towards non-
residential DE targets. To reach full residential DE compliance in the future, additional funding
may be required. If necessary, APS will file an application with the Commission for additional
funding at that time. This amended Implementation Plan does not propose an increase the
incentive budget from that originally proposed in the July Filing.

ix. Marketing, Advertising and Partnership Development

APS’s marketing effort for 2010 will build on the marketing activities of 2009 to continue
advancing the primary goals including:

1. Creating an increased awareness of the APS Renewable Energy programs available to
customers;

2. Promoting and developing educational curriculum and consumer education pieces about

DE through specific written materials, events, and APS’s website;

Increasing the understanding and participation among vendors and other stakeholders;

4. Deliver messages that will motivate APS customers to adopt renewable energy
technologies;

5. Positioning the APS REIP as a beneficial choice customers can make to address the
growing energy needs and environmental concerns that face Arizona;

6. Increase awareness and create a call to action to the residential customers regarding
APS’s distributed generation program.

W

The key objectives of the marketing plan are 1) to motivate APS customers to become more
aware of, and build a comfort level with, distributed renewable energy technology; 2) to help
customers recognize the ability DE has to meet their individual energy goals as well as those of
Arizona; and 3) to help move them to action through taking advantage of available renewable
energy incentives. To accomplish these objectives, the marketing plan incorporates a
combination of compelling messages, critical program partners, community outreach, and an
effective and convincing use of media, both placed and earned.

The marketing plan includes a variety of important strategies and tactics to accomplish the
program goals including the following:

e Identify, evaluate and refine messages to address adoption barriers for
residential customers, builders, and commercial customers.

¢ Continue a media relations plan that includes mass media to raise visibility of
renewable DE alternatives and motivate APS customers to move along the
path of adopting those technologies.

e Continue to use and refine direct marketing to motivate APS customers.
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Continue to cultivate contractor alliances via co-op advertising programs.

e Continue to educate customers about DE through events, seminars,
workshops, and the APS website.

e Continue to create strategic alliances to increase exposure of APS DE
messages to various targeted audiences.

e Optimize the APS website as an information resource for customers, installers
and other stakeholders. Leverage ongoing opportunities to enhance the
website based on customer and stakeholder feedback. '

e Leverage online advertising and communications. Look for opportunities to
incorporate social media tactics into the marketing mix.

e Create sales tools and marketing materials to support both residential and non-
residential customer acquisition (e.g. as installers and home builders). ,

e Launch a Qualified Contractors Program in 2010. The primary goal of this
program is to increase overall customer satisfaction, improve program
efficiencies, and work to ensure the consistent quality of end-use customers’
installations.

e Enhance interest and awareness in residential DE by working within
communities and extending the reach of APS’s marketing efforts, APS will
work to establish an Arizona based non-profit organization focused on driving
increased participation in APS’s DE programs.

e Introduce a program designed to encourage lending institutions to create
programs that will help customers overcome obstacles with up-front
financing.

e Drive a deliberate call to action to increase the momentum already present in
APS’s residential programs by offering a promotional incentive/rebate to
residential customers for the installation of PV systems or SWH in addition to
the up-front incentives collected through the RES.

e Promote APS’s Schools and Governmental Program.

Modifications to our communication strategies will be made to address changing market
conditions and key learnings throughout the marketing process.

Each year of experience informs our market preparation for the coming year. APS will continue
to review available data for customer program marketing budgets among other states and
utilities, and consider the level of anticipated effort to create consumer demand based on the
breadth of available technologies and the proposed DE incentive budget. The proposed annual
budget for 2010 to 2014 is detailed in Exhibit 2A.

E. Implementation and Administration

In developing both a strategy and a budget for implementation of the RES, a logical separation
was created between those elements required to support renewable generation and those elements
required to support DE. Renewable generation involves expertise in utility scale renewable
generation technologies, competitive procurement and evaluation processes, project siting, utility
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integration, and transmission and distribution related issues. The DE program is a mass market
program that involves thousands of individual interactions requiring customer communication,
interconnections, inspections, customer billing, and a sophisticated system to monitor REC
production. Of course, certain resources are used to support both portions of the RES and they
are characterized as such in the descriptions that follow.

I Resources Required for the Renewable Generation Program

The renewable generation program requires subject-matter experts to identify those aspects of

renewable generation procurement, engineering, and market analysis that are unique from those

same areas in conventional energy operation, and to coordinate with the impacted operational
areas of APS to seamlessly integrate renewable resource management into APS’s standard
business practices.  The knowledge-area experts comprising the renewable generation
administrative team include the personnel necessary to manage the program. Program
management includes establishing policies and procedures, procuring renewable generation,
handling contract administration and construction management, managing benchmarking and
resource integration studies, and performing program monitoring and compliance reporting.

There are many APS personnel who support the program but are not part of the administrative
team. Those employees are not included in the program costs; they are considered “non-
incremental” because they are necessary to support the general operations of the Company and
have responsibilities that are not directly related to the renewable generation program. This
includes, but is not limited to, regulation and pricing, accounting, legal, contract administration,
contract settlement, transmission planning, power and gas marketing, and resource planning.

ii. Resources Required for the DE Program
The implementation strategy for the DE program was developed with the following targets:

Developing an accurate, efficient, and customer friendly process.
Integrating the program processes into the general business operations.
Creating a scalable process that responds to adjustments in the volume of
program participation.

e Supporting the strategic marketing efforts of the program.

Accomplishing these objectives requires a considerable investment in program implementation.
The DE program requires a substantial number of individual transactions and each transaction
impacts numerous parts of APS’s business infrastructure. As such, implementation costs for the
DE programs are significant. Incorporation of projects from the DE RFP may provide
opportunities to reduce the number of individual transactions APS is required to manage and the
DE RFP can work to leverage APS’s strengths in management of complex contract negotiations
and contract management.
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1. Program Resources

The implementation team is comprised of the personnel necessary to execute the DE incentive
program. This includes the fixed payroll personnel who are required to administer the
reservation and interconnection applications and agreements, review system design for
conformance with DEAP and interconnection requirements, process incentive payments, answer
customer and installer questions about the program, and perform field inspections. Also
included are the variable payroll personnel required to tag utility equipment to identify potential
backfeed sources, and provide billing support to partial-requirements customers, as well as the
personnel required to manage the execution of the program, develop and execute the marketing
and advertising programs, and provide ongoing program monitoring and compliance reporting.
The number of implementation team members required is directly related to the number of
program participants.

There are also resources supporting the program that are neither part of the administrative nor the
implementation teams. These personnel are considered “non-incremental” and are required to
support the general operations of the utility and have responsibilities that are not directly related
to the distributed program. This includes, but is not limited to, regulation and pricing,
accounting, legal, contract administration, and meter reading.

2. Material Costs
Measuring the actual number of kWh returned to the grid by DE resources requires the use of a
bi-directional meter rather than a standard utility meter. The incremental cost charged to the
RES is the difference in cost between the bi-directional meter and the standard utility meter.

For compliance verification and program evaluation purposes, the DEAP proposes to capture
monthly meter reads for DE systems generating electricity. APS believes that customers will
also be interested in the ability to track total kWh generated by their system. To facilitate both
the meter read capture requirement and to help customers track the kWh production by the DE
system, APS may install and read the system meter for participants in the program. The only
costs charged to the RES are those costs associated with providing the second meter to record
system production.

There are also incidental material costs associated with the program, including, but not limited
to, system locks, tags, inspection tools, and transportation for inspection personnel.

APS may also install an interval recording meter on a sampling of sites. That data will be used
to conduct studies on the coincidence of solar output vs. APS system load. The only material
cost charged to the Program will be the incremental costs of the interval recording meter.

3. Technological Improvements Required
APS continues to review the existing process flows in order to ensure the effective and efficient

use of resources required to cost-effectively implement the DE incentive program. These
processes require integration with existing systems, including customer billing, APS’s website,
program and operations databases, accounting systems, and dispatch and scheduling tools.
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APS’s 2009 RES Implementation Plan advanced several such projects that will facilitate
additional efforts to further integrate RES programs and expand opportunities to offer
streamlined interfaces for customers and stakeholders.

APS also continues the development of cost effective user-friendly tools for customers to
determine the opportunity and benefits presented by solar systems. Based on the Company’s
experience to-date, a customer who is considering investing in a renewable energy system for a
home or business wants to know the financial benefits of such an investment, including both
potential systems costs and impacts on monthly bills.

To address that threshold question, APS has contracted for the development of a Solar
Calculator, an electronic tool for customers to utilize. The tool will help customers learn about
typical systems installed on different home sizes. The Solar Calculator will compare the
customer’s individual usage, based on their actual APS bills, and provide analyses regarding
benefits for the individual customer. APS believes that availability of this type of information
will be a fundamental component in a customer’s decision-making regarding solar resources.
The development of the Solar Calculator is in its initial stages and is expected to operational in
2010.

In addition, APS continues work in the following areas:

= Database Integration: APS implemented IS projects that combine a number of
individual databases into one centralized system. The consolidation helps ensure data
accuracy, security, and consistency, as well as increasing overall processing and
reporting efficiencies. This consolidation is designed to facilitate program customer
support throughout APS’s operation, including options for reservation status reporting
(see below) and DE system reporting integration with customer billing.

= Interactive Web-based Project Tracking Application: Database integration will
facilitate web-based project tracking milestones for both contractors and customers
and automated correspondence/payment processing feature. Both of these elements
will improve processing time, ensure consistency and completeness of information,
and reduce reservation coordinator processing time.

= Renewable Website: APS is launching its newly redesigned Renewable website.
The updated website is designed to cater to four different customer sectors:
residential, businesses, contractors, and builders. The site will include an increased
use of video, customer testimonials, and sector-specific information with the aim of
providing information necessary to drive customer participation in renewable energy
programs.

APS will continue to make incremental improvements to its program. This should limit the
impact to customers, while still enabling APS to continue its progress in the implementation of
technology improvements.
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F. Renewable Research, Development, Commercialization, & Integration

APS proposes a budget allocation for research, development, commercialization, and integration
(“RDCI”) of renewable resources in its Plan. The purpose of this budget allocation is to enhance
and accelerate the development, deployment, commercialization, and utilization of renewable
resources for the benefit of APS customers. For 2010, APS proposes to specifically allocate a
minimum of $750,000 of the total RDCI budget of $2.0 million for research and development
aimed at advancing the role of renewable energy in APS’s resource mix.

APS will prioritize projects and project funding to maximize the benefit to meet RES goals for
renewable resources. Activities undertaken as part of this program are supported either by APS
solely, or in partnership with other organizations and entities including private industry, public
research institutions, and government laboratories. Demonstration and research related to energy
storage and storage applications, such as vehicle energy storage, will rely on funds collected as
part of the RES in 2008, which were rolled into 2009, as shown in Exhibit 2B.

i Research and Development
APS’s commitments for Research and Development include:

o AzSMART (Arizona State University)
AzSMART is an analysis system tailored to examine the successful roll-out of a solar-
energy infrastructure in Arizona and to develop the required electric grid technologies to
enable such a solar infrastructure.

e Compressed Air Energy Storage and Battery Storage :
Research and development, potentially including field deployment, of an electric
distribution system storage demonstration project. The objective of the study will be to
identify commercially viable battery storage systems and above ground compressed air
energy storage technologies that could be integrated with renewable resources to shift the
production curve of distributed resources and provide value to the energy delivery
system.

e Grid to Vehicle / Vehicle to Grid Study
APS plans to continue to support a study commenced in 2009 to address the potential for
“vehicle to grid” and “grid to vehicle” technologies. In part, this work will provide an
assessment for the development of a demonstration project for available technologies.

il Commercialization & Integration

APS has completed several compelling commercialization and integration studies. Some of
those studies have identified opportunities for additional investigation while others have
provided direct benefit for the effective integration of renewable resources. In determining
whether to fund new RDCI projects, APS will consider three key functional areas:
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Renewable technologies and available resources

This includes studies of the attributes, characteristics, and costs of renewable energy
technologies and the availability and viability of renewable energy resources in the
state of Arizona and the western United States. Specifically, APS believes it is
valuable to explore renewable storage technologies, the forecasting of solar resources,
methods for reducing water use for solar thermal generating stations and exploring
geothermal resource opportunities. Research and development into new renewable
technologies and improvements on existing technologies would also be included in
this functional area.

Roof-top Solar Potential Survey

To assist in the strategic deployment of distributed solar systems, APS has engaged
Navigant Consulting to identify the rooftop photovoltaic potential throughout the
Company’s service territory. The study inventories building types on a zip-code basis
to provide the number of each type of building and identifies the typical size solar
unit for each type of facility, based on a number of factors, including square footage,
roof-type, and building height. This study is currently underway and should be
completed by year end. APS has begun exploring potential partnerships with in both
the public and private sectors, to determine the potential for a cost-effect second
phase that may further customize this information in a format that allows for mapping
and integration with the Solar Calculator (see 3.E.ii.3 Technology Improvements
Required).

Transmission and System Integration
These studies would be designed to provide APS with a better understanding of the

operational impacts, costs of integration, and identify opportunities with renewable
energy resources in the APS generation, transmission, and distribution systems. APS
recognizes the critical importance of transmission in the success of the expansion of
renewable generation. Any significant increase in renewable generation must be
integrated into the long-term planning for transmission to be successful.

High Penetrations of Distributed Resources and Impacts on the Distribution Systems
These studies would seek to develop a better understanding of the operational

impacts, integration and interconnection issues, and strategic opportunities for
distributed resources. Specific areas could include investigation of attributes of
distributed resources including DE performance, reliability, monitoring, energy and
storage dispatch, weather forecasting, and smart grid interface with DE. APS
advances these areas with recognition of the importance of maintaining a reliable
energy delivery system that includes increasing deployment of distributed resources.
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4. COSTS OF PROGRAM IMPLEMENTATION

The cost of the APS Plan is comprised of three key cost segments: renewable generation, DE,
and RDCI. A summary of the costs of those segments and the major components for each
segment is included in Exhibit 2A. APS currently estimates the cost to comply with the RES to
range between $85.5 million in 2010 to $208.1 million in 2014, the peak year, with a five-year
total of $729.6 million. The annual increases are driven mainly by the annually increasing
energy targets. As noted in Exhibit 2A, APS would anticipate that some funds collected in 2009
may not be spent or committed and will be available in 2010. At the time of this filing, APS
cannot accurately predict that amount. The Company will provide an estimate of that
information by November 1, 2009, or before the date of the Open Meeting to adopt this Plan,
whichever is earlier.

RES funding is intended to cover the cost of utility-scale renewable generation in excess of the

cost of conventional resource alternatives, incentive payments for DE resources, marketing
expenses, and program implementation and administration costs. The costs for renewable
generation are based on APS’s most current insights into that market. The costs for DE
incentives and the program budget are based on incentives developed as part of the Commission
Staff’s working group and APS’s best estimations of market uptake for the various technologies
available to consumers.

At this time, APS is requesting adjustor funding of $79.5 million for 2010 (the current RES
adjustor would generate approximately $72.4 million on an annualized basis). The requested
adjustor amount, along with the $6 million already included in base rates, would total the $85.5
million of funding needed to meet the requirement. APS intends to request additional funding in
each successive year for the following calendar year’s estimated cost. In other words, in 2010
APS will request funding for the 2011 calendar year and so on. The estimates for years 2010 to
2014, contained in Exhibit 2A, would be updated each year to determine the necessary level of
funding from customers.
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Exhibit 1 - RES Program Summary

Exhibit 1A summarizes the RES implementation plan’s objectives and outcomes.

Exhibit 1B outlines the annual APS renewable energy targets by renewable
generation and distributed energy, anticipated needs, and summarizes the
proposed budget.
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APS Renewable Energy Standard
Revised Implementation Plan for 2010-2014
October 16, 2009

Exhibit 2 - RES Budget Detail

Exhibit 2A details the RES program’s proposed budget for 2010 through 2014 by
line item for both Renewable Generation and for Distributed Energy.

Exhibit 2B details the funds collected in 2008 but which were not committed.
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APS Renewable Energy Standard
Revised Implementation Plan for 2010-2014
October 16, 2009

Exhibit 3 — Renewable Generation

Exhibit 3A details the expected energy contribution from existing and planned
renewable generation projects.

Exhibit 3B details the expected capacity contribution from existing and planned
renewable generation projects.

Exhibit 3C details the estimated RES cost for each existing and planned
renewable generation project.

Exhibit 3D details the estimated cost per MWh for each existing and planned
renewable generation project.

Exhibit 3E details the AZ Sun program sample revenue requirements
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APS Renewable Energy Standard
Revised Implementation Plan for 2010-2014
October 16, 2009

Exhibit 4 — Distributed Energy Annual Budget Detail

Exhibit 4A details the annual incentive budget by residential and non-residential
classification.

Exhibit 4B details the estimated energy contribution from existing and planned
distributed generation projects.

Exhibit 4C details the estimated total cost of APS’ production-based incentive
program, including the requested lifetime authorization increases.
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Exhibit 5 — Distributed Energy Assumptions and Projected Program Outcomes

Exhibit 5A details resource and customer participation assumptions used to
develop the distributed energy budget.

Exhibit 5B summarizes the expected distributed energy program outcomes by
dollars, energy, and capacity.

Exhibit 5C details the expected distributed energy program outcomes by
technology.
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Exhibit §B: APS Distributed Ehergy Projected Program Outcomes

2010 2011 2012 2013 2014
Annual Program Cost {$000s)
Residential UF| 64,095 51,829 64,058 31,065 34,603
Residential PBI - - - - -
Sub-Total Residential 64,095 51,829 64,058 31,065 34,603
Non-Residential UF] - - - - -
Non-Residential PBI - - - - .
Sub-Total Non-Residential - - - - -
Total i ial and Non-Resi i 64,095 51,829 64,058 31,065 34,603
UFI 64,095 51,829 64,058 31,065 34,603
PBI - - - . -
Existing PBI Commitments 12,043 15,370 15,370 15,370 15,370
Total UF! & PBI 76,138 67,199 79,428 46,435 49,973
Total Wholesale 363 564 822 945 1,129
Annual En Production (MWHS'
Residential 73,440 110,626 156,586 182,758 211,912
Non-Residential 125,310 229,551 289,308 363,298 386,930
Wholesaie 14,688 22,125 31,317 36,552 42,382
Total i ial and Non-Residenti: 213,438 362,302 477,212 572,608 641,225
UFI 75,451 114,873 163,069 191,873 223,657
PBI 123,299 225304 282,825 344,184 375,185
Total UFI & PBI 198,750 340,177 445,894 536,056 598,842
Incremental installed Capacity (kWs!
Residential UFI 13,396 16,810 20,776 11,831 13,178
Residential PBI - - - - -
Sub-Total Residential . 13,396 16,810 20,776 11,831 13,178
Non-Residential UFI 1,208 967 667 785 785
Non-Residential PBI 51,575 56,850 68,850 81,850 81,850
Sub-Total Non-Residential 52,783 57,817 69,517 82,635 82,635
Total Resi ial and N i i 66,179 74,627 90,293 94,466 95,813
Cumulative Total
Residential 13,396 30,206 50,982 62,813 75,991
Non-Residential 52,783 110,600 180,117 262,752 345,387
Total i ial and N i i 66,179 140,806 231,099 325,565 421,378
Cumulative instatled Capacity (kWs
Residential UFI 13,396 30,206 50,982 62,813 75,991
Residential PBI - - - - -
Sub-Total Residential 13,396 30,206 50,982 62,813 75,991
Non-Residential UFI 1,208 2,175 2,842 3,627 4,412
Non-Residential PBI 51,575 108,425 177,275 258,125 340,975
Sub-Total Non-Residential 52,783 110,600 180,117 262,752 345,387
Total idential and Non-Residenti 66,179 140,806 231,099 325,565 421,378
UF! 14,604 32,381 53,824 66,440 80,403
PBI 51,575 108,425 177,275 258,125 340,875
Total UFI & PBI 66,179 140,806 231,099 325,565 421,378
Incremental Number of Instailation:
Residential UFI 5312 6676 8,251 4,699 5,234
Residential PBI - - - - .
Sub-Total Residential 5,312 6,676 8,251 4,699 5,234
Non-Residential UFI 50 42 41 48 48
Nen-Residential PBI 39 43 47 47 32
Sub-Total Non-Residential 89 85 88 95 80
Total Resi ial and Non-Residential 5,401 6,761 8,339 4,794 5,314
Cumulative Number of Installation:
Residential UF| 5,312 11,988 20,240 24,939 30,173
Residential PB! - - - - -
Sub-Total Residential 5312 11,988 20,240 24,939 30,173
Non-Residential UFI 50 92 133 181 229
Non-Residential PB} 39 82 129 176 208
Sub-Total Non-Residential &9 174 262 357 437
‘Fotal Resi ial and Ni i 5,401 12,162 20,502 25,296 30,610
UFI ‘ 5,362 12,080 20,373 25,120 30,402
PBI 39 82 128 176 208
Total UFI & PBI 5,401 12,162 20,502 25,296 30,610

Revised 2010 RES Imiplementation Plan Exhibit 5B



06 HAIXT UBjd uopejusuIRldul} ST 0102 PosIneY

“gu0jesoua §2oLI0Ne JoU GIB SWeY PSOLE SB UAN] L) pejoidep ) 0218 pue Aredes wesis (1)

$18's8 (11508 ris's 0¥'vs ris'szh "'y 8208 yeo'zcl [53] Lze'vl 289091 'y 2er'iL 18Z'9ct alg'L [ErUsWRIOU) JEO L
ey z95'98 ne's [1% ] we'r sfessiom [MoL

§£9'28 £88'ee L[] 5£9'28 068'c9 58 1)5'89 26288 1] L8t Lzl 58 [1Ye1]) 00208 o IUILIBIOL JERUBPISIY-UON {630
- . - . - . - - - - - - - - - |E4UOpISOX-UON (1) SNILY3H 100d WILNICISTE-NON|

- £sp') 6 - £5¥'L [ - >4 8 - S€T'L 8 - W 1 19puepeart-uoN| (1) NILYIH FOVASIONILYIH MALYM ¥V10S|

. - . . . . . - - - - - - - - (eRuapmap-Lion| ONIT00D 30VdS ¥V10S|

- - - - - - - - - - - - - - - teguepmay-LaN| (pub-yo) fequePLOH-UON ONIM TIVINS|

- - - - - - - - - - - - g a9t [4 1eguepReN-uON| (peg-pub) jsauepieay-uoN NIV TIVINS|

. . . . . . - - - - - - - - - {EquepteytuoN| (PB-40) TV LNIQISTU-NON Ad
SE9'Z8 ogh'ze 7] 569'Z8 18528 o3 21688 s'es 08 11828 800'€01 i S48 020'6, 8L {enuepisoy-uoN {pap-puB) TILNIQISIHNON Ad
N N - N N . s N - N - B - - - |equep(sexruoNy (28 - WALNIAISTHNON Ad

. - - - . . - - - - - - - - - 18guepsax-uaN| (1) (teuniang) - TYWHAHLOAD)

- - - . - . N - - - - - - - - |BquUepisaY-UoN (a1300{0) - IYWHIHLOID|

- - . R . . - - - - - - - - - |BIOPISOX-UON (1) ONILHOIIAYA VILNIAISTU-NON

. . - - - - - - - - - - - . . (oRUepES-UON| (Buyocs) SYBOIB/SSVWOIG

. - - - - - - - - - - - - - - 1eRUOPIBOY-UON| (Isusiap) SYOOIRISSVNOIG

- - - - - - - - - - - - - - - (nueprsoy-uoN| {suwueig) gHO - SSYWOIS/SYOOIR

epeY-UON (oUR90} dHI - SSYWOIS/SVOOIG|

- - - - - - - - - - - - - - - (euopBRR-UON (319299} SYOOIF/FSVNOIG
ICRUSPSIY-UaN
[T} 5162 ¥ETS 1S TLI9T (X3 (7Y 096'sY 1578 018%91 [TV UvY 601781 LETLY [ 1NUAURIOY [ERUIP|SIY [Ej0L
- [N LT - 990L e - BOVTH (43 - [ BPHE B SITHE IE6€ IequepEey (Z'1) ONILVIH VI LVWIVIWYIHL ¥V10S
16 orl o 4] 1313 Iy i 08T 72 9l 9%l [ =4} 14 s9 isuoptsey {puB-4o) IVIINICISIN Ad
S5L21 20v'02 61€2 osK'L} 1ZE'8H 4744 801'0C [ 775 959 69794 ago'sT 8S6C ol 18'8 z62'E (pet-puiB) TVIINICISIY Ad|
992 €85 el [ €5 0z} 44 616 oz ot voL aLl 8 a8 681 (Poi-pub) jeguspsey ONINA TIVINS
28 B €€ 09 184 [ S04 0ET [+ s8 981 v ¥8 w® r 19quepisey (pub-yo) [aguepiser ONIV TIVIS|
JERUSP|SALH-UON JO RpUID|SY|

_y@ SHAN SEEsUTH *rzﬂx SHMA SAosul g _H__. SHAR LI N _H THR L F ] X AN amra

vioz Ti0Z Tz e Broz

ojouyda] Aq sauioang uwiBoid pajosloid ABieug peIngiiisia SdV 139 NAWUXI




EXHIBIT B




EXHIBIT B

Arizona Public Service Company

Arizona Public Service
Distributed Energy
Administration Plan

 October 16, 2009




EXHIBIT B

TABLE OF CONTENTS
OVETVIEW ..ottt ettt eee e e et eceee st e ss e s e e st e e e st e b e b e s e e s e e aseese e et e sesseesnaantentesaanees 1
Project Categories ......cueeeeuereereereeneereercreseeneeerarseseeseesesnesnes Leeeeeeeane e ae e et s aeearanesetneas 2
2.1 Standardized PrOJECES........cccevueeeercerirreereirieeee ettt seseesseses et seesessee st esnesessssnasenes 2
2.2 Market-Based Projects........ccccoimrrricnnnircircrteeesreseeenesseenestsesssnsssesssssesssessssnns 3
2.3 Customer Self-Directed .........cocemmrmmrrrreerircrercntetreneeesesteeesesnestseessenesssssessessesenes 3
2.4 GENETAL...uiiiiiieee e ettt b e s e b s e e nas 4
INCENTIVE TYPES ..viviiiiiiciiictiiniiriti ettt s s s s eesae s s e ssesassenes 4
Program REQUITEMENLS.........c.coveeirminniirirreieetece st see e se s e e e ssesesssannes 4
4.1 GENEIAL.... ottt et re e st s nessn s e e see e s e e b anes 5
4.1.1 Reservations for New Generations .........ccocceceeerverveerereernrererersssessvesssesensnnens 5
4.2  Installation and Equipment Specifications.......c..coevueevrrereeriroenereeerenernenensesseseseenes 5
4.2.1 Biomass/Biogas and CHP (Electric and Thermal) and Biomass/Biogas
COOLIMNE .ttt ee s e e s sa s a e s sna s s anens 7
4.2.2 Non-residential Solar Daylighting ......ccccoccvievimnirveenvinenieeiceeceeree s 8
4.2.3  Small Wind Generator ........cc.ceceeveerereeeeriiierreeesisesereeeessessesssssessesssessens 8
4.2.4 PhOtOVOIAIC SYSLEMS ...covvrreeriiieeeeeeerretcere s ee s 9
4.2.5 Solar Space COoOlNG......coccerrreceniniriceiiieieteeeeie et eae e se st et e esessasseens 10
4.2.6 Non-residential Solar Water Heating and Space Heating.........ccceceecverennnnen. 10
4.2.7 Small Domestic Solar Water Heating ..........cccceeevveveecererieceereeeeceeeeesaesvennens 11
4.2.8 Small Domestic Solar Space Heating ...........ccoeeeererenienceecrenecsieceneeecseennns 11
4.2.9 Residential Solar Thermal (Heating and Domestic Hot Water) .................... 13
4.2.10 Non-residential Pool Heating.........cccceveviiiirininiininieieneneeissecseeveseesseennas 14
4.2.11 Geothermal Space/Process Heating & Cooling...........c..c...... erreeeeeetne e e 14
4.3 JNSPECHIONS ..ueeuireienieeenteteieieteete et st s e ste st st ste e s e e ssesse e sessesessassssensarsasaesessesaens 14
4.4 Metering and Meter Reading ..o 15
4.5  REC OWNEISNIP ..ccieiiiiiiceerieiinieinince ittt sttt s seeese st e saesansenenses 16
4.6 SysStem MaiNeNance .........cccoceverririecenienceseetetee st e tesveste s e sssesaeseassasssessassnsssansaneen 16
Installer and Dealer QUAlifiCations ........cccceeviieienuiiiieeiieneecee et cteeeeeeessseere e e esseenseenes 16
INCENTIVES .ttt ettt st ts et et sttt e st e s te st et e sa e ae st s nnnesansans 17
6.1  Funding AlIOCALION .....ccccccieiivieeiienieneete et stete et e e e se s ae b eese e e e s eseesesseernenns 17
i



EXHIBIT B

TABLE OF CONTENTS

6.2  Incentive Principles........cccceeeeernencnncnee. s 18

6.2.1 Reservations for New Residential Construction ...........eeeeeeceererrenecsrersennnenns 19
6.3 Standardized INCENLIVES ........cccerirueriercririerirceerereeee s eseeres e ssessese et essessesse e sneseene 19
6.4 INCENLIVE CaAPS..utiiiririiiiieeeeeeeeeeee e ettt s st s e et e ae e e sne s s aenans 19
6.5  De-Rating of Photovoltaic System INCENtiVES .......cccveevreeeeeerienercicieeneeeeeeseseenes 20
6.6  Payment Of PBIS ......cuoiiieeeee ettt e s sa e saas e s sra s ens 20
0.7  TAXES cuiiiiiiiitteteeeteee et ettt ettt st s s et n e s s s b e e e e s e e s s e s aannnans 20
6.8  ASSIgNMENt Of PAYMENT .......ucovorvererreneeeesesseeensesassases e ssessessessssesssessasssesraeesssssens 21
6.9 DETaULL ..ottt a e e 21
Reservation Process OVETVIEW .......ccccevuirierienininieninicneieieseteeesesessessessesessessessessessesteensens 21
Extensions and Cancellation PoliCy ........cco.coceeeeernneniiieiceneeiceeetestesteeneesiesse s esvessenens 22
Energy Reporting Program MONItOTING ......c.coceueerrueentneirererenenrereeereeensescsseesesesseessennesnens 23

ii




Exhibit 1
Exhibit 2
Exhibit 3
Exhibit 4

EXHIBIT B

ATTACHED EXHIBITS

Distributed Energy Incentives

Solar Space Heating Incentive Calculator
Standard Project PBI Ranking Calculator

PV Off-Angle and Shading Adjustment Table

iii




EXHIBIT B

ARIZONA PUBLIC SERVICE CORPORATION
2009 DISTRIBUTED ENERGY ADMINISTRATION PLAN

1. OVERVIEW

APS is submitting this updated Distributed Energy Administration Plan (“DEAP” or “Plan”) for
Commission approval as part of its 2010 Implementation Plan. APS has made only minor
adjustments to the DEAP that was approved as part of the Company’s 2009 RES Implementation
Plan.!

The RES requires that a portion of the renewable energy requirements be obtained from
distributed energy (“DE”), and that the installed resources result from residential systems and
non-residential systems in equal proportions. As part of its RES Implementation Plan, APS
describes the installation of DE systems as facilitated by providing customers with financial
incentives for the installation of those resources through APS’s Renewable Energy Incentive
Program (“REIP”).

Arizona Corporation Commission (“Commission” or “ACC”) Staff initiated the Uniform Credit
Purchase Program (“UCPP”) working group in June 2006, and APS participated in all of the
working group efforts. The working group made significant progress towards the development
of recommendations to Commission Staff, but a final report has not yet been completed. The
working group made considerable progress towards identifying program workflows, technology
sensitive incentive structures and levels, and technology specific requirements and limitations.
APS will use the approach and technology requirements developed by the UCPP working group
for this Plan. If, in the future, the Commission adopts UCPP requirements differing from those
implemented as part of this Plan, this Plan may require amendment. -

The efforts of the working group also provided APS with insight on the anticipated potential
contributions from technologies not previously included in APS’s DE programs. This Plan and
the associated planning models, implementation strategies, and budgeting for the DE program
were all designed with specific consideration of the insights provided by the UCPP working
group. In addition, in developing the DEAP, APS relied on over five years experience with the
Solar Partners Incentive program, ongoing dialogue with many industry stakeholders, and more
recently its experience with the REIP.

This Plan details the process by which customers will obtain incentives; the requirements
associated with the selection, installation, and operation of the DE system; and the measurement
of DE performance for compliance reporting and program evaluation. This Plan is designed to
provide uniformity and consistency in the administration of APS’s DE program.

As part of the RES, the energy generated or displaced by the DE system is applied towards the
DE percentage of the utility’s renewable energy requirement.” The unit used to track kilowatt
hours (“kWh”) derived from renewable resources for purposes of compliance with the RES is the

! Decision No. 70654 (December 12, 2008).
2 A.A.C.R14-2-1805(B).

1 of 23




EXHIBIT B

Renewable Energy Credit (“REC”).> One REC equals one kWh or kWh equivalent for systems
that do net generate electricity.

This Plan will ensure that each customer with eligible technology will be afforded the
opportunity to obtain a reservation. The processes described herein are based on technologies
and systems with which APS has considerable experience; technologies, incentive
configurations, and development models which are newly incorporated may require special
consideration until new implementation strategies and methods can be defined.

The following DE technologies are eligible for incentives:.

Biogas Electricity Generator, Biomass Electricity Generator
Grid-tied and Off-grid Solar Photovoltaic Generators (“PV”)
Biomass Thermal Systems and Biogas Thermal Systems
Non-residential Solar Pool Heating Systems

Geothermal Space Heating and Process Heating Systems
Geothermal Electricity Generator

Renewable Combined Heat and Power System (“CHP”)
Non-residential Solar Daylighting

Solar Heating, Ventilation, and Air Conditioning (“Solar HVAC”)
Solar Industrial Process Heating and Cooling

Solar Space Cooling

Solar Space Heating

Solar Water Heater

Grid-tied and Off-grid Wind Generators of 1 megawatt (“MW™) or less
Fuel Cells that use only renewable fuels

New Hydropower Generators of 10 MW or less

2. PROJECT CATEGORIES

There are three project categories described by this Plan: Standardized projects, Market-Based
projects, and Customer Self-Directed projects.

2.1 Standardized Projects

Unless noted otherwise in this Plan, all information contained herein applies to the
administration of standardized projects. By definition, standardized projects follow the
procedures and incentives described in this Plan. Incentives available for these projects are
described in Exhibit 1. APS anticipates that the vast majority of projects facilitated by this Plan
will be standardized projects. The processes described for the standard projects are based on
technologies and systems with which APS has considerable experience; technologies and
incentive configurations which are newly incorporated may require special consideration until
new implementation strategies and methods can be developed.

3 A.A.C.R14-2-1801(N) — “ “Renewable Energy Credit” means the unit created to track kWh derived from an
Eligible Renewable Resource of kWh equivalent of Conventional Energy Resource displaced by Distributed
Renewable Resources.”
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2.2 Market-Based Projects

Since considerable uncertainty exists with respect to this Plan’s ability to meet all expected
project variations with standardized incentive offerings, APS believes it is appropriate to fund
market-based projects during each program year. That funding will be applied to projects which,
for one reason or another, cannot comply with the requirements of the standardized incentive
offerings. APS may also solicit market-based projects to meet specific program goals. For
example, although the DEAP attempts to identify and accommodate a large range of potential
DE project types, financing options, and system host alternatives, specific shortcomings were
identified in the proposed approach. Those shortcomings include concerns for increasing cost
effectiveness of residential incentives, facilitating installations for multi-tenant residential
developments, and challenging DE developers to look at creative mechanisms by which to
address the residential DE market.

Projects with staged completion dates, multi-participant or multi-system projects, projects
involving more than one technology where an interrelated incentive was not developed, projects
requiring new or unique agreement terms, or projects requiring timelines differing from those
detailed in this Plan may be eligible for incentives as part of the DEAP. In addition, this Plan
does not identify incentives for fuel cells and small hydroelectric facilities; those technologies
may also be eligible for incentives as market-based projects.

Market-based projects must achieve similar financial efficiency as the standardized projects
detailed in this Plan to be eligible for incentives. Incentives applied for market-based projects
must meet the lower of: 1) the maximum allowable incentive for the proposed technology as
described in the applicable incentive matrix attached as Exhibit 1; or 2) the average incentive of
projects accepted by APS for disbursement for the proposed technology in the previous year.
Some qualifying technologies will not have either of the previously described financial
efficiency measures. Participants seeking to employ those technologies will work with APS to
develop an appropriate incentive.

2.3 Customer Self-Directed

The Customer Self-Directed project funding option is available to eligible customers.* The
eligible customer must declare that it will self-direct on or before March 31 of the year prior to
the year for self-direction. Customer Self-Directed funds can only be requested for prospective
years, they cannot include prior year payments, and they cannot exceed the level of funding paid
by the eligible customer towards the RES in the year prior to the requested allocation.

In order to be eligible for the incentives detailed in this Plan (Exhibit 1), Customer Self-Directed
projects must achieve similar financial efficiency as the standardized and market-based projects
discussed above. If the eligible customer wishes to apply Customer Self-Directed funds to a DE
system or another application not described in the applicable Incentive Matrix, the customer
must submit documentation describing the project economics and the requested incentive level.
All projects5 proposed for Customer Self-Directed funding must meet the requirements described
in the RES.

4 A.A.C.R14-2-1801(H). — “ “Eligible Customer” means an entity that pays Tariff funds of at least $25,000
annually for any number of related accounts or services within an Affected Utility’s service area.”
> A.A.C.R14-2-1809(B).
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Eligible customers who have facilities in the service territories of more than one affected utility
can only apply for funds from APS that were collected by APS. The funds obtained from APS
can only be used for projects in APS’s service territory. Customer Self-Directed projects are also
subject to the general requirements set forth in this Plan including installation, operation, REC
exchange, and system performance reporting.

For purposes of financing DE projects, funds for Customer Self-Directed projects may be
assigned to third parties. Such assignment remains the sole right of the customer.

2.4 General

Under some circumstances, such as for new residential or non-residential construction, a project
may not identify the Participant at project initiation. Regardless of the project design,
implementation, or timeline, a Participant must have installed a system that is ready for
commissioning and, if grid-tied, have established an account to receive electrical service from
APS before the incentive will be paid.

3. INCENTIVE TYPES

The DE Program offers two standard incentive options: Up-front Incentives (“UFI”) and
Production-Based Incentives (“PBI”).

UFIs are those incentives where the Participant receives a one time payment based on the DE
system’s designed capacity, or a one time payment based on the first-year energy savings
provided by the DE system. This type of incentive is applied to smaller non-residential
installations and for all standard residential installations. PBIs allow the Participant to collect
incentive payments in direct relation to the actual system production. Those payments are
received by the Participant over time and are based on an agreed upon contract term.

Incentive levels for both UFIs and PBIs are detailed in three incentive matrices included in
Exhibit 1. Each incentive matrix prescribes a decline from the incentive levels detailed for the
preceding period of the program. Those declines were discussed in detail as part of Commission

- Staff’s UCPP Working Group. In general, the declining incentive levels are designed to reflect

several key expectations of the DE markets, which include: declining costs of DE technologies;
economic efficiency resulting from increased demand on the DE technologies; and increased
availability of equipment required in the development of DE systems.

4. PROGRAM REQUIREMENTS

Requirements detailed in this Plan are designed to provide clarity for program Participants and
DE developers; increase the certainty of energy generation and as a result, production of the
RECs for APS’s compliance with the RES; and to ultimately drive cost-effectiveness for the DE
requirement in the RES.
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4.1 General

This program is designed to facilitate Participant installation of DE resources to displace
Conventional Energy Resource® usage. REIP incentives are designed to defray a portion of the
costs associated with the installation of DE resources for the program “Participant.” The
Participant is either the account holder for the APS billing meter at the project site or the party
holding legal right to the property in APS territory where the DE system will be located.
Systems must be located on the Participant’s property. All systems must be in APS territory. A
project developer that builds an eligible DE system that provides a portion of the system’s
energy output to a non-Participant must provide metering to document the energy produced by
the DE system that is received specifically by the program Participant.

Funding is not guaranteed without written confirmation of a reservation from APS. The
Participant must follow the reservation procedure outlined in this Plan for APS to set allocated
incentive dollars for the specific DE system proposed. If a Participant is receiving electrical
service from APS, the Participant must not be delinquent in payments to the Company before an
incentive payment can be issued.

Specific funding allocations are used to implement the DE incentive program. Once funds have
been exhausted in any one category of this program, a Participant applying for funding within
that category may be placed on a waiting list.

4.1.1 Reservations for New Construction

Reservations can be made for systems that will be installed as part of new residential or non-
residential construction. Prior to receipt of a program incentive, a Participant must have installed
a system that is ready for commissioning and, if grid-tied, have established an account to receive
electrical service from APS before the incentive will be paid.

4.2 Installation and Equipment Specifications

Systems receiving incentives under this program must be installed according to manufacturers’
recommendations and generally accepted industry standards. Installation of the system must be
completed by an installer meeting the requirements described in Section 5.1 “Installer
Qualifications.” The dealer for the system must meet the requirements described in Section 5.2
“Dealer Qualifications.” Other requirements which are applicable under this Plan include, but
are not limited to, the following:

e The project must comply with all applicable local, state, and federal
regulations. ‘

o Installations must meet applicable governmental statutes, codes, ordinances,
and accepted engineering and installation practices.

e Systems must be permitted with and pass inspection by the Authority Having
Jurisdiction (AHJ) over construction projects in the Participant’s locale, or, if

¢ A.A.C. R14-2-1801(C) — “ “Conventional Energy Resource” means an energy resource that is non-renewable in
nature, such as natural gas, coal, oil, and uranium, or electricity that is produced with energy resources that are not
Renewable Energy Resources.”
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‘ the site is not governed by an AHJ, the Participant must provide a certification
| in lieu of AHIJ clearance.
! e [f the inverter of the DE system is interconnected or in any way connected to
| the APS grid — a “Grid-Tied System” — the system must meet all applicable
APS Interconnection Requirements.
e APS may request copies of any documents to assure compliance with
government, institutional, or DE program requirements that are either
explicitly or implicitly described by this Plan.

If any of the requirements described in this Plan conflict with APS approved rate schedules, or
government or other institutional requirements listed above, the conflicting requirements in this
Plan may not be imposed.

All major components of the DE system must be new and must not have been previously placed
in service in any other location or for any other application. A DE system purchased more than
180 days before the date that APS receives the reservation request will not be considered “new”
under this Plan. APS may consider exceptions to this timeframe when justified by the
Participant in writing. The DE system must also comply with the technology specific criteria
detailed below. When technology-specific criteria reference third party standards, the
requirements of those standards are fully applicable when referenced as part of technology
specific criteria.

The rapid growth in national and international renewable energy programs is resulting in greater
need for the development of standardization in design, performance measurement, system
integrity/longevity/maintenance, and installation techniques. New standards are likely to
develop in the near future for technologies included in the DE program, and APS reserves the
right to incorporate new standards into plan requirements as necessary and appropriate. The
following standards or standard development bodies are referenced as part of the technology
specific criteria.

e The Active Solar Heating Systems Design Manual developed by the American
Society of Heating, Refrigerating, and Air Conditioning Engineers, Inc.
(“ASHRAE”) in cooperation with the Solar Energy Industries Association
(“SEIA”) and the ACES Research and Management Foundation (the “Design
Manual™).

Arizona state boiler regulations (A.A.C. R20-5-401 to R20-5-420).

e Select technology specific qualification requirements developed by the
California Energy Commission (“CEC”).

e Solar Rating and Certification Corporation (“SRCC”). The SRCC criteria and
ratings can be viewed at www.solar-rating.org.

e The Underwriters Laboratory (“UL”).

The technology standards are relied upon, in part, to develop a clear understanding of the DE

system capacity or the expected energy production. Incentives offered under this program are

based on system capacity and energy production. Therefore, to encourage transparency in

program transaction and clarity for Participants, current and accurate technology standards are
| fundamental to the program’s success.
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Some technologies included as DE under the RES tend to be designed as custom applications
and vary from installation to installation. In other cases, technologies are generally standardized
for all installations. In these situations, installation standards have been published under the end-
use application. If no technology specific standard is referenced, at a minimum, to qualify for
DE incentives, an Energy Savings and Designed Output (“ES&D™) report shall be provided as
part of the reservation process.

The ES&D report must include either a testing certification for a substantially similar system
prepared by a publicly funded laboratory, or an engineering report stamped by a registered
professional engineer. The ES&D report shall provide a description of the system and major
components, designed performance, system output, and a brief history of the components used in
similar applications. If the system design differs from the recognized industry best practices, as
described in the equipment qualifications listed in the Plan for the qualifying technology, the
ES&D report must contain a certification that the system design is at least as effective as the
specified requirements.

Where the equipment qualifications detailed below are required for program participation, the
technology specific installation guidance is provided to program participants to convey
information on installation and operation practices that are most likely to achieve the DE
system’s designed output. The requirements described herein are not intended as engineering
recommendations, services, or technical advice. Engineering recommendations, design, and
performance data will be provided to the Participant by their supplier, installer, or professional
advisor. Although installation guidance is not currently mandated for a project to receive an
incentive, it does reflect both industry and utility concurrence on those practices that are
important for a technology to best achieve the designed output. APS reserves the right to modify

equipment qualifications and/or installation guidance if APS becomes aware that such

qualifications or guidance results in unsafe conditions, provides inappropriate results for our
customer, or is inconsistent with program objectives.

4.2.1 Biomass/Biogas and CHP (Electric and Thermal) and Biomass/Biogas Cooling

Equipment Qualifications

e Systems must include a dedicated performance meter to allow for monitoring
of the number of RECs produced.

e A complete ES&D report must be submitted. Biomass system installations
involving a regulated boiler or pressure vessel are required to include in the
ES&D report confirmation of conformance with all Arizona state boiler
regulations; provide a qualifying boiler inspection identification number; and
keep all applicable permits in good standing.

Installation Guidance

Because of the individual nature of biomass systems, care should be taken to make sure the
system complies with all applicable permitting and regulatory requirements, including but not
limited to, air emission standards and air permit regulations.
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4.2.2 Non-residential Solar Daylighting

Equipment Qualifications

Energy savings and designed output for the system will be verified by submitting either a testing
certification for a substantially similar system prepared by a publicly funded laboratory, or by
submitting an engineering reporting stamped by a registered professional engineer or accredited
AEE Measurement and Verification professional. The report shall include such items as
installed cost, energy savings (lighting savings only — no associated HVAC savings), lighting
levels (artificial and daylighting), and control scheme methodology (lighting levels, savings, and
control mechanism), as well as the inclusion the following components as part of the overall
daylighting system design:

e A roof mounted skylight assembly with a dome having a minimum 70% solar
transmittance.

e A reflective light well to the interior ceiling or a minimum 12” below roof
deck in open bay areas.

e An interior diffusion lens.

¢ A minimum of one thermal break/dead air space in the system between the
skylight dome and the interior diffuser.

o If artificial lighting systems remain a part of the installation, the system shall
include automated lighting control(s) that are programmed to keep electric
lights off during daylight hours.

e The system must provide a minimum of 70% of the light output of the
artificial lighting system that would otherwise be used for all of the claimed
period of energy savings, as measured in foot-candles.

Installation Guidance

All systems should be installed such that the skylight dome is substantially unshaded and have
substantially unobstructed exposure to direct sunlight between the hours of 9 a.m. and 3 p.m.

4.2.3 Small Wind Generator

A small wind generator is a system with a nameplate rating of 1 (one) MW or less. The
technology criteria described below are intended for small wind generators with a nameplate
rating of 100kW or less. Systems larger than 100 kW will be required to submit a detailed
package describing site selection, expected energy production, and an engineered system design
and installation as part of an ES&D report.

Equipment Qualifications

The technology criteria described below are intended for wind generators with a nameplate

- rating of 100kW or less.
e Eligible small wind systems must be certified and nameplate rated by the CEC or
other qualified third party selected by APS to provide certification and a nameplate

rating. See www.consumerenergycenter.org/erprebate/equipment.html for a list of
certified generators. For grid-tied or off-grid wind generators where an inverter is

8 of 23

—



EXHIBIT B

used, APS will use the lesser of the CEC Wind Turbine Power Output Rating or
Inverter Power Rating as the basis for calculating the UFI payment.

e Grid-tied inverters used as part of the system shall be listed to Underwriters
Laboratory standard UL 1741.

e The tower used in the installation must be designed by a registered professional
engineer.

e The wind generator and system must include a five year warranty and an operation
and maintenance plan for the full operational life of the system.

In addition to the requirements for small wind generators outlined above, systems nameplate
rating larger than 100 kW will be required to submit an ES&D Report.

Installation Guidance

Location: a wind turbine hub should be at least 20 feet above any surrounding object and at least
28 feet above the ground within a 250-foot radius. Wind generators should be installed in
locations with an elevation at or above the general elevation of the surrounding terrain.

Lot size: should be at minimum one-half acre. Municipalities and public facilities, such as
schools and libraries, may not need to meet the minimum lot size requirements.

The installed system should be demonstrated to obtain at least a 15% annual capacity factor. The
following are readily available methods for helping to demonstrate the potential for a 15%
capacity factor, but other methods may be used. The installation location should have a
demonstrated average annual wind speed of at least 9 MPH as measured at a height of no more
than 50 feet above the ground. Average annual wind speed can be demonstrated by wind speed
records from an airport, weather station or university within 20 miles of the proposed wind
generator location, or by a 50 meter wind power density classification of Class 2 “Marginal” or
higher on the “State of Arizona Average Annual Wind Resource” map, dated July 16, 2005 or
later, as published by Sustainable Energy Solutions of Northern Arizona University. Northern
Arizona University provides detailed wind resource maps as well as other resource services. For
more information contact Northern Arizona University at http://wind.nau.edu/maps/.

4.2.4 Photovoltaic Systems

e All systems shall be installed with a horizontal tilt angle between 0 degrees
and 60 degrees, and azimuth angle of +/- 110 degrees of due south. Since
some installation alternates are less than ideal for energy production, some
installation configurations for some systems receiving a UFI will not be
eligible for the full incentive applicable to that system. APS will apply the PV
off-angle and shading factor adjustment for the PV installation (Section 6.5).

e Photovoltaic modules must be covered by a manufacturer’s warranty of at
least 20 years.

e Inverters must be covered by a manufacturer’s warranty of at least five years.
The remaining operational life must be supported by a planned maintenance
or equipment replacement schedule.
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Grid-Tied Systems Equipment Qualifications

The minimum PV array size shall be 1,000 W-DC.

All photovoltaic modules must be certified by a nationally recognized testing
laboratory as meeting the requirements of UL Standard 1703.

All other electrical components used in the installation must be UL listed.

The inverter must be listed to Underwriters Laboratories UL 1741

Off-Grid Systems Equipment Qualifications

¢ The minimum, single-system PV array size shall be 200 W-DC.

e All photovoltaic modules must be certified by a nationally recognized testing
laboratory as meeting the requirements of the UL Standard 1703.
All other electrical components used in the installation must be UL listed.
If the installation is an AC application, the inverter must be listed to
Underwriters Laboratories UL 1741

e “As-built” drawings shall be submitted to APS upon completion of the project
and shall include a plant location map.

4.2.5 Solar Space Cooling

Equipment Qualifications

¢ Submittal of a complete ES&D Report certifying:
= The minimum cooling capacity of the system will be 120,000 BTU per
hour (10 tons).
= Solar collector panels used will have a SRCC OG-100 rating or
laboratory documentation showing the panel energy output under
controlled and replicable test conditions.

Installation Guidance

e The horizontal tilt angle of the collector panels should be between 20 and 60
degrees and the panel orientation should be between +/- 45 degrees of south.

e All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 a.m. and 3 p.m.

4.2.6 Non-residential Solar Water Heating and Space Heating

Equipment Qualifications

Submittal of a complete ES&D Report that includes certification that solar collector panels used
shall have a SRCC OG-100 certification or laboratory documentation showing the panel energy
output under controlled and replicable test conditions.
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Installation Guidance

e The horizontal tilt angle of the collector panels should be between 20 and 60
degrees and the panel orientation should be between +/- 45 degrees of south.

e All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 am and 3 pm.

4.2.7 Small Domestic Solar Water Heating

Equipment Qualifications

e Domestic Solar Water Heating systems must be rated by the SRCC and meet
the OG-300 system standard.

The ‘high’ limit shall be set at a maximum of 160 degrees Fahrenheit.
Contractors must provide minimum of a five year equipment warranty as
provided by the system manufacturer, including a minimum warranty period
of two years for repair/replacement service to the Participant. The remaining
operational life must be supported by a planned maintenance or equipment
replacement schedule.

e Systems shall be selected and sized according to the geographlc location and
hot water needs of the specific application.

e Active, open-loop systems are not eligible for incentives except for active,
open-loop systems that have a proven technology or design that limits scaling
and internal corrosion of system piping, and includes appropriate automatic
methods for freeze protection. Details disclosing conformance with this
exception shall be submitted as part of the manufacturer’s verification
documentation.

e ICS systems shall have a minimum collector piping wall thickness of 0.058
inches. Details disclosing conformance with this requirement shall be
submitted as part of the manufacturer’s verification documentation.

Installation Guidance

e All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 am and 3 pm.

4.2.8 Small Domestic Solar Space Heating

Equipment Qualifications

e The system must be supported by a five year equipment warranty including a
minimum warranty period of two years for repair/replacement service to the
Participant. The remaining operational life must be supported by a planned
maintenance or equipment replacement schedule.

e Submittal of a report verifying that:
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» The system will be incented based on a Solar Space Heating Incentive
Calculation Procedure. The input sheet and description calculation
procedure is attached as Exhibit 2 (APS will make the calculation
procedure publicly available upon program implementation).

= The system will utilize OG-100 certified collectors.

The solar space heating incentive calculation does not suggest or imply that a
full energy audit is required to qualify for the solar space heating incentive.
The intent is that industry professionals can utilize the calculation tool to aid
in facilitating sound system design.

Installation Guidance

The system should be installed with a horizontal tilt angle between 20 degrees
and 60 degrees, and azimuth angle of +/- 60 degrees of due south. It is
recommended that collectors be positioned for optimum winter heating
conditions at a minimum tilt angle of 45 degrees above horizontal, or as
recommended by the manufacturer for the specific collector type and
geographic location of installation.

All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 a.m. and 3 p.m.

Heat exchange fluid in glycol systems should be tested and flushed and
refilled with new fluid as necessary, every five years, or per the
manufacturer’s recommendations.

It is recommended that the anode rod be checked and replaced per
manufacturer’s recommendations, but no less frequently than every five years.
It is recommended that the system design include a timer, switch, or other
control device on the backup element of the storage tank.

The collectors and storage tank should be in close proximity to the backup
system and house distribution system to avoid excessive pressure or
temperature losses.

It is recommended that in areas where water quality problems are reported to
have reduced expected life of a solar water heater, that a water quality test is
performed for each residence to screen for materials that, through interaction
with the materials of the proposed system, may reduce the expected
operational life of the system components. The Participant should consider
contacting the manufacturer to determine if warranty or operational life will
be affected.

In areas subject to snow accumulation, sufficient clearance should be provided
to allow a 12” snowfall to be shed from a solar collector without shadowing
any part of the collector.

Each system should have an operation and maintenance manual at the
Participant’s site, and each Participant must complete an initial start up and
operation training review with the contractor at the time of system start up.
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4.2.9 Residential Solar Thermal (Heating and Domestic Hot Water)

Residential Solar Thermal is a single system design that produces both space heating and
water heating for residential use. An ES&D Report must be submitted that includes
certification that solar collector panels used shall have a SRCC OG-100 certification or
laboratory documentation showing the panel energy output under controlled and
replicable test conditions. Report details should broken out on a month-by-month basis,
and should include -the following: total solar production based on installation and
location, total building BTU requirements, BTU space heating requirements, domestic
hot water BTU requirements, and any other hot water BTU requirements.

Equipment Oualiﬁcations

The system will utilize OG-100 certified collectors _

The system must be supported by a five year equipment warranty including a
minimum warranty period of two years for repair/replacement service to the
Participant. The remaining operational life must be supported by a planned
maintenance or equipment replacement schedule.

Installation Guidance

e The system should be installed with a horizontal tilt angle between 20 degrees
and 60 degrees, and azimuth angle of +/- 60 degrees of due south. It is
recommended that collectors be positioned for optimum winter heating
conditions at a minimum tilt angle of 45 degrees above horizontal, or as
recommended by the manufacturer for the specific collector type and
geographic location of installation.

e All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 a.m. and 3 p.m.

e Heat exchange fluid in glycol systems should be tested and flushed and
refilled with new fluid as necessary, every five years, or per the
manufacturer’s recommendations.

e It is recommended that the anode rod be checked and replaced per
manufacturer’s recommendations, but no less frequently than every five years.

e [t is recommended that the system design include a timer, switch, or other
control device on the backup element of the storage tank.

e The collectors and storage tank should be in close proximity to the backup
system and house distribution system to avoid excessive pressure or
temperature losses. .

e It is recommended that in areas where water quality problems are reported to
have reduced expected life of a solar water heater, that a water quality test is
performed for each residence to screen for materials that, through interaction
with the materials of the proposed system, may reduce the expected
operational life of the system components. The Participant should consider

contacting the manufacturer to determine if warranty or operational life will
be affected.
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e In areas subject to snow accumulation, sufficient clearance should be provided
to allow a 12” snowfall to be shed from a solar collector without shadowing
any part of the collector.

e Each system should have an operation and maintenance manual at the
Participant’s site, and each Participant must complete an initial start up and
operation training review with the contractor at the time of system start up.

4.2.10 Non-Residential Pool Heating

Equipment Qualifications

e Submittal of a complete ES&D Report.

4.2.11 Geothermal Space/Process Heating & Cooling

Equipment Qualifications

e A complete ES&D report must be submitted by the contractor and approved
by APS prior to the installation.
e Equipment must be UL approved and meet the applicable Air Conditioning
and Refrigeration Institute (ARI) Performance Certifications.
e Equipment must meet the following minimum efficiency requirements:
* Closed Loop: 14.1 EER 3.3 COP
* OpenlLoop: 16.2EER 3.6 COP

Installation Guidance

e Ground loop systems must be installed by a contractor who holds a current
International Ground Source Heat Pump Association (IGSHPA) certification.

e Wells must be permitted and drilled by a State of Arizona certified contractor.

e Contractors must hold a valid National Balancing Institute (NBI) or Building
Performance Institute (BPI) certification.

e All systems should be designed (sized) and installed in accordance to the Air
Conditioning Contractors of America (ACCA) Quality Installation
Specifications and Standards.

e The operational life must be supported by a planned maintenance or
equipment replacement schedule.

4.3 Inspections

DE systems must be permitted with and inspected by the Authority Having Jurisdiction (“AHJ”)
over construction projects in the Participant’s locale or the Participant must provide to APS a
Letter in Lieu of Electrical Clearance’ or other waiver acceptable to APS. Any inspections
conducted by APS are in addition to, not in lieu of, these building and construction related
inspections. Access to the system shall be made available to APS during normal business hours

7 Available on APS’s website.
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for the purpose of conducting the applicable APS inspection. Note that APS will at times be
inspecting system components on the Participant side of the meter.

All grid-tied systems will be inspected by APS to ensure the system is connected to the grid in

conformance with APS Interconnection Requirements.® Under no circumstances is any grid-tied

system to be installed in parallel or otherwise connected with the APS system until such time that
the system has been inspected by APS and written authorization is received from APS. APS will
normally conduct the interconnection inspection only after the system has been inspected by the
AHJ.

APS will select a subset of DE program reservations for an APS DE Program conformance
inspection. The selected systems will be required to pass the conformance inspection before the
Participant is eligible to receive an incentive payment. The purpose of the conformance
inspection is to ensure that the system has been installed in accordance with the terms,
conditions, and specifications provided on the Reservation Application and Credit Purchase
Agreement and with the requirements outlined in this DEAP. The conformance inspections for
photovoltaic systems will normally also include verification of the PV off-angle and shading
factor reported for the PV installation in the reservation.

APS will randomly select some DE Program installations whose systems will receive a
maintenance inspection to field verify that the system is being operated in compliance with the
terms and conditions agreed to in the Reservation Request and Credit Purchase Agreement and
the requirements outlined in this Plan. The purpose of the maintenance inspection is to gather
information that will assist APS in its evaluation of the effectiveness of the DEAP.

4.4 Metering and Meter Reading

All DE systems must include a system dedicated kWh meter, or meters, which allows for
measurement of system energy production (the “Performance Meter”). The Performance Meter
must be installed in compliance with the APS Electric Service Requirements Manual (ESRM)
Section 300, which is available on APS’s website, and must be installed so as to record the
renewable energy A/C power output produced by the inverter or generator. If Performance
Meter output data is used to calculate a PBI, other metering arrangements may be required
depending on the configuration of the system. These arrangements may include wireless or
telephone line telemetry at the customer’s expense. The Performance Meters are in addition to
the APS billing meter and must be appropriately identified as the “Photovoltaic, Wind, etc.,
Performance Meter.” The Performance Meter must be calibrated to meet industry standards and
must provide either direct kWh readings or readings which can readily be converted to kWh
(RECs) using standard engineering conversions. The Performance Meter is required to be
located adjacent to the APS billing meter unless otherwise approved by APS.

In those circumstances where the DE system is a hybrid system (i.e., uses more than one
technology), APS requires that a Performance Meter be in place to measure the RECs (kWh)
produced from each renewable resource so that the information can be accurately recorded.
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APS may, at its discretion, install APS-owned Performance Meters for system monitoring
purposes. A Performance Meter owned and read by APS may facilitate APS’s ability to gather
performance data and to report system performance to the Participant on their standard APS bill.

System generation (REC production) must be reported annually to APS for UFI Participants,
unless other arrangements have been approved by APS. Participants utilizing PBIs will be
provided with monthly system production on a quarterly basis. The reported production is to be
verified by the participant or authorized representative and returned to APS along with the
Renewable Energy Credit documentation. Payment for system production will be made on a
quarterly basis following APS’s receipt of the REC documentation and production verification.

4.5 REC Ownership

As part of APS’s payment of a UFI, the utility will be given complete and irrevocable ownership
of all RECs expected from system production for 20 years, the expected or planned effective life
of the DE system. APS’s payment of a PBI will assure APS complete and irrevocable ownership
of the REC for the full duration of the PBI agreement. Renewable Energy Credits provided to
APS as aresult of a DE system installation will be applied towards APS’ RES targets.

4.6 System Maintenance

To ensure a system benefit received by the REC purchase, APS requires that the Participant
maintain and operate the DE system in APS territory for the specific duration detailed in the
Reservation Request and Credit Purchase Agreement. If the DE system either needs to be
removed from the Participant property or if it is no longer operational, the Participant must notify
APS within five business days after the DE system is either removed from the property or is no
longer operational. Short (those lasting less than one month) system “outages™ as part of system
repair or planned maintenance are anticipated as part of this program and need not be reported in
accordance with the above requirement.

5. INSTALLER AND DEALER QUALIFICATIONS

The installer must possess a valid license on file with the Arizona Registrar of Contractors
(“AZROC”), with a license classification appropriate for the technology being installed, or the
installer must identify use of a contractor holding an appropriate license on file with the AZROC
for the technology being installed. With APS’s implementation of its Qualified Contractor
Program, it is APS’s intention to rely on training and certification to ensure the consistent quality
of installations at customer sites. With the maturation of our Qualified Contractor Program over
time, APS will ultimately require a customer to use a contractor qualified under this program in
order to be eligible for a renewable energy incentives.

If the equipment dealer is party to the reservation request, the dealer must provide proof of
possession of a business license that is in good standing with the appropriate agency (ies) and
must also provide proof of liability insurance if the business license provided does not require
liability insurance.
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6. INCENTIVES

6.1 Funding Allocation

As described in APS’s 2010 RES Implementation Plan, the annual funding level for DE
incentives was established primarily. based on previous year program installations and
reservations with consideration for estimates of anticipated consumer demand for the various
technologies, project sales and development time frames, variations in the levels of technology
maturity, and availability of equipment for installation. The proposed DE incentive budget and
the incentive budget allocation are designed to achieve the residential distributed energy target
and provides for exceeding the non-residential distributed energy target for the full five years
described in the current Implementation Plan.’

The incentive matrices in Exhibit 1 describe incentive reductions every two years of the
program. Those planned reductions are designed to reflect the anticipation that DE technologies
will decline in cost as market penetration and product availability increase. Eight specific DE
budget allocations are described in the APS RES Implementation Plan: residential up-front
incentives, existing production-based contracts, contracts resulting from the 2009 DE request for
proposals, wholesale contracts, customer self-direct, new non-residential production-based
incentives, and non-residential up-front incentives. Budget allocations for market-based projects
are derived as a portion of the respective DE budget allocation which they support.

In the event that funds collected for use in the DE incentive program are not fully subscribed in a
program year, those funds will be applied towards the next program year and allocated to achieve
the required energy outcome between residential and non-residential projects.

Funds are made available for project reservations on the first working day after January 1% of
each program year. Funds for residential projects will be made available for reservations on a
first-come, first-reserved basis.

Funds offered under APS’s expanded new non-residential program will be divided into four
categories; Large Projects (PBI), Medium Projects (PBI), Small Projects (UFI), and qualifying
projects under the Schools and Governmental Program (PBI).

For purposes of APS expanded non-residential program, a Large Project is defined as any
electricity producing project whose inverter(s) or generator(s) is rated greater than 100 kWac or
any project whose lifetime incentive commitment is greater than $2.5 million dollars. Incentives
will be capped for electric producing systems at a capacity size of 2,000 kWac per
interconnection point; actual system size is not limited under this program, although all other
interconnection and program requirements remain applicable.

A Medium Project is defined as any electricity producing project whose inverter(s) or
generator(s) is rated 100 kWac or less, or any project whose lifetime incentive commitment is

less than $2.5 million dollars, and does not qualify for an up-front incentive.

A Small Project is defined as any project that qualifies for an up-front incentive.

°® A.A.C.R14-2-1805(D).
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The Schools and Governmental Program is designed to assist publicly funded (K-12) schools and
state/local governmental facilities. Projects are open to all RES qualifying technologies,
however, are limited to 300 kWac per interconnected meter for generating technologies or
Lifetime Project Commitment of $1.5 million, per interconnected meter for other qualifying
technologies. Projects that qualify as a Small Project do not qualify for this program. Projects
larger than the above mentioned limits will be required to participate in the standard program as
a Large Project.

Large Project funding described in APS’s Implementation Plan will be divided equally into two
semi-annual nomination periods; March 1% (reservations received through the end of February)
and September 1% (reservations received from March through the end of August). Medium
Project funding as described in APS’s Implementation Plan will be allocated equally over six
nomination periods (January-February, March-April, May-June, July-August, September-
October, and November-December) with each equaling two full calendar months. Small Project
and the Schools and Governmental Program funding will be allocated annually on a first come,
first reserved basis.

Non-residential reservation requests are submitted as a bid expressed in $/REC (or $/kWh) and,
if a PBI, the preferred REC and payment terms. Each bid is evaluated by a project ranking
“calculator.” A sample ranking calculator was prepared as part of the Commission Staff UCPP
working group; APS’s ranking calculator will be designed to function in substantially the same
manner as the sample calculator. The input sheet and description for the sample calculator is
attached provided as Exhibit 3. APS will make the ranking calculator publicly available on
APS’s website.

In the event that the budgeted funds available for that nomination period exceed the total amount
of incentives requested, all qualifying reservations requested will be approved. Remaining
budgeted funds for that nomination period will be equally divided among the remaining
nomination periods within that category. If the reservation request is approved, APS will send a
written confirmation to the applicant.

In the event that the demand for incentives exceeds the budgeted funds available for a
nomination period in any one project category, APS will use the ranking calculator to select the
projects with the highest ranking, which is the lowest Conforming Project Rank value, matching
requested incentives with the available budgeted funds. If the reservation request is denied
because funding is not available, APS will send written notification to the applicant. In the event
that requests are denied due to funding, Conforming Project Rank values will be posted, along
with their approval status. No specific project information (custometr/contractor names, locations
or non-energy/cost details) will be listed to ensure that confidentiality is maintained.

6.2 Incentive Principles

As part of this Plan, residential systems are eligible only for UFIs. Non-residential systems may
receive either a UFI or a PBI, depending on the technology and the installation size. UFIs were
developed for technologies where the average project size results in a total incentive less than or
equal to $75,000. PBIs were developed for technologies where the average project size results in
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a total incentive totaling more than $75,000, based on the net-present value of the total of
incentive payments or the otherwise applicable UFI.

Incentive funds can be applied to a “project,” which is the sum of all DE systems installed at a
Participant site that are eligible for program incentives in a single calendar year. A Participant
site can obtain a UFI for multiple projects, under separate reservations, up to $75,000 at each
Participant site per calendar year. Once the sum of incentives for all project(s) exceeds the
$75,000 limit, incentives for additional projects will take the form of a PBI.

6.2.1 Reservations for New Residential Construction

Incorporation of DE systems into the development of new residential construction requires the
reservation of funds in a manner other than that described in the standard UFI process.
Approved reservations for incentive funds for new construction will conform to the following
provisions:

a. Funds may be reserved for up to three years for a single development or sub-
division. A single reservation may request incentive funding for multiple
systems.

b. All funds within a reservation must be allocated to specific lots within the
development or sub-division.

c. The reservation must specifically indicate the development schedule for the

identified lots and the year when the incentive payment is expected. Once a
project is initiated, funding “adjustments” can not exceed 10 percent of the
requested annual funding.

d. Funds reserved but uncollected as completed projects in one year will be
forfeited.
e. Once funds have been reserved for a lot, no future reservation may be applied to

that lot or the same technology until the original reservation has expired.

6.3 Standardized Incentives

Incentives levels provided as part of this Plan were collaboratively developed, and, in part, were
created to help or expand incipient markets for DE, taking into account each technology’s specific
market conditions, and placing a portion of the cost on the Participant. Incentive levels are
provided in accordance with the applicable year project incentive matrix included as Exhibit 1.

6.4 Incentive Caps

DE incentives can be applied to systems designed to serve only the typical load of the
Participant. Typical load is defined as the total annual kWhs used by that customer at the
metered point of interconnection. The assessment of that typical load does not preclude the
periodic production of electricity in excess of the Participant’s demand. Under some
circumstances it is understood that select Participant installations will be designed to serve loads
greater than that of the Participant. Under those circumstances, the incentive will be applied
only to the fraction of the generation that is used to serve the typical Participant load. The DE
incentives were developed separate and apart from other utility program incentives, such as those
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for demand side management projects. Systems are not eligible to receive DE incentives if
incentives from other APS programs are received. ‘

A PBI cannot exceed 60% of the “total project cost” for the DE system. Total project costs are
defined as the undiscounted total system cost plus “acceptable financing” charges, if disclosed by
the participant. Acceptable finance charges are finance charges used for the PBI incentive cap
calculation and cannot exceed the current prime interest rate plus 5%. Financing charges may be
disclosed as part of the commissioning package, if not disclosed before. The PBI incentive cap
will decline in the third year of the program (2011) to 55% of the real project cost, and the cap
will decline further to 50% of the real project cost in the fifth (2013) year of the program and
beyond. Both residential and non-residential UFIs cannot exceed 50% of the system cost.
Financing costs are not considered as part of the total system cost for these projects.

Dealer’s and manufacturer’s incentives are capped at 50% of the system cost basis. Dealers
cannot include retail installation costs in the cost basis calculation. Dealers must provide
verification for the cost paid for each system component. Manufacturers cannot include their
own technology in the cost basis.

For residential solar hot water heating systems, Participants are required to contribute a
minimum of 15% of the “actual system cost.” The actual system cost will be calculated by
assuming the full application of all available federal and state incentives, regardless of the
Participant’s ability to realize any particular incentive; adding the Participant contribution (15%)),
and finally adding the program incentive. If the incentive can be fully applied without exceeding
the actual system cost, the Participant will receive the full incentive amount. If the incentive
cannot be fully applied without exceeding the actual system cost, the incentive will be capped so
as not to exceed the system cost.

6.5 De-Rating of Photovoltaic System Incentives

The productivity of photovoltaic systems is sensitive to the specifics of the installation method
and location. In particular, these systems are impacted by shading and photovoltaic panel tilt
angle and azimuth. This variability in system performance is taken into account when adjusting
the available UFI level and determining the actual amount of incentive received by the
Participant. Incentives for photovoltaic systems will be adjusted in accordance with the PV Off-
Angle and Shading Adjustment Table attached as Exhibit 4.

6.6 Payment of PBIs

Participants receiving PBI funds will be provided with monthly system production on a quarterly
basis. The reported production is to be verified by the participant or authorized representative
and returned to APS along with the Renewable Energy Credit documentation. Payment for
system production will be made on a quarterly basis following APS’s receipt of the REC
documentation and production verification.

6.7 Taxes

Program participants are solely responsible for the payment of any and all taxes applicable to the
DE resource and/or the incentive payment(s).
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6.8 Assignment of Payment

Systems may be owned by third parties, and APS may make payments to such third parties upon
the written consent of the Participant. Participants may assign payments to an installer, dealer, or
developer. APS will consider assignment to other parties upon request by the Participant.

6.9 Default

If the Participant fails to maintain and operate the DE system in APS territory for the period
detailed in the Credit Purchase Agreement, which is never less than ten (10) years, the
Participant shall be considered in default of the terms and conditions of the incentive payment
agreement. Participants in default will be subject to damages and must reimburse the Program
for all or a portion of the incentive(s) received to that point, subject to the terms of the Credit
Purchase Agreement. The default terms in the Credit Purchase Agreement will vary slightly
depending on whether the incentive is a UFI or PBI, but are designed to reimburse the Program
for environmental credits that were paid and/or accounted for through the full incentive term, but
not received. This is especially important for UFIs where APS is entitled to 20 years of credits
through the payment of one up-front incentive.

7. RESERVATION PROCESS OVERVIEW

Participant submits a reservation request to APS: The Participant must submit a signed
reservation request supplied by APS.

Participant receives reservation confirmation: After reviewing the reservation request, APS will
assign a reservation status. If the reservation request is approved, APS will send a written
confirmation to the applicant. Approved reservations will be logged in the order received.

~ If the reservation request is deficient in meeting one or more of the program requirements, APS
will inform the Participant of the nature of the deficiency and will allow the Participant to correct
the deficiency. If the reservation request is denied because funding is not available, the request
will be placed on a waiting list and APS will send written notification to the applicant.

Credit Purchase Agreement: PBI participants must execute a-Credit Purchase Agreement within
30 days of the date of the reservation confirmation from APS. At such time, the customer must
also provide proof of an executed contract between themselves and the developer/contractor for
the installation of the proposed renewable technology.

Proof of Advancement: The Participant may be required to submit Proof of Advancement
(written progress report) to APS within 60 days of reservation approval for UFIs, and within 120
days of reservation approval for PBIs to retain an active reservation. The purpose of the Proof of
Advancement requirement is to ensure that reservation dollars are allocated to projects that will
advance to the installation stage. Reservations requiring Proof of Advancement will be notified
at the time of reservation approval.
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Interconnection Application: The interconnection application and site plan diagram is submitted
to APS. APS will provide preliminary approval that the system meets interconnection standards
(grid-tied). Final approval will not be issued until the interconnection inspection is completed.

Participant Proceeds with Installation: Obtain all required permits and proceed with system
installation.

Grid-tied_systems: Systems are required to pass an interconnection inspection that will be
conducted by APS before the system can be authorized to operate in parallel to the APS grid.
APS will conduct the interconnection inspection only after the system has been inspected by the
AHJ or if APS has received a Letter in Lieu of Electrical Inspection. If the DE system passes the
interconnection inspection, APS will provide the Participant with a written document that
provides “Permission to Operate.” If the DE system fails the interconnection inspection, the
reservation can remain active, as long as the deficiency is remedied within the defined
reservation timeframe.

Commissioning Packet: Participant must submit a signed Commissioning Packet supplied by
APS. At a minimum, the Commissioning Packet will include certification from the
installer/dealer and Participant that the system installed was consistent with the terms and
conditions of the Reservation Packet and this Plan. If a material change was made between the
time APS approved the reservation and the date APS received the Commissioning Packet, the
Participant must complete an Amended Application. If the change increases the incentive
amount the system is eligible to receive, APS will confirm that DE program funding is available.
If funding is not available, APS will only provide an incentive in the amount requested in the
Reservation Packet. Changes in the project plan that result in increased system output will only
result in additional incentives beyond the original reservation amount if RES funding is
sufficient/available.

If the system is a photovoltaic system that has been selected to receive a conformance inspection,
the incentive may be adjusted in accordance with the provision set out in Section 6.5 of this Plan.

If the system has been selected to receive a conformance inspection, as detailed in Section 4.3,
the incentive payment will not be processed until after the system has passed the conformance
inspection.

APS sends incentive payment: For UFIs, APS will send the incentive payment or initiate
incentive payments in accordance with the instructions provided by the Participant in the signed
Commissioning Packet. For participants under a PBI, the payment process in Section 6.6 above
will be followed.

8. EXTENSIONS AND CANCELLATION POLICY

A Participant will receive a written notice of pending cancellation if all program requirements
have not been met within the reservation timeframe. The reservation timeframe for UFIs is 180
days from the reservation confirmation date. For PBISs, the reservation timeframe is 365 days
from the reservation confirmation. APS may grant an extension for up to 90 days following
timely receipt of a Participant’s request for extension and may approve written extension
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requests beyond 90 days under extenuating circumstances. APS may request additional support
for the Proof of Advancement to be considered the extension.

9. ENERGY REPORTING PROGRAM MONITORING

APS will track progress toward program goals on an ongoing basis to monitor program
effectiveness and sufficiency of the funding allocation. APS will compile data received from
conducting the conformance and maintenance inspections, meter readings, and analyze trends in
Participant participation and technology installation. The data will be evaluated on an ongoing
basis to better understand critical factors impacting the incentive structures and the overall
effectiveness of this Plan. If the DEAP need to be adjusted to reflect new information, changing
market conditions, incorrect initial assumptions, or technological innovations, APS will bring
those issues to the attention of the Commission in a timely manner.

APS will report on the productivity of all distributed resource on an annual basis. For PBI
systems, APS will report on the actual metered production of each system as reported by the
Participant and confirmed by APS. For systems receiving a UFI, APS will report on the total
installed capacity and projected productivity. APS will develop a method by which to calibrate
the reported productivity and shall monitor that method for long-term accuracy.

On occasion, a DE system, which received a UFI, will be removed from the Participant property
prior to the end of its agreement term without the permission of the utility. Also, on occasion, a
DE system, which had received a UFI, will be in need of a repair which the Participant does not
plan to complete. If either situation occurs, and if despite reasonable efforts on the part of the
APS the Participant will not reinstall or repair the DE system, then APS will continue to reflect
in its annual compliance reporting the annual historic energy production for the system until the
agreement term for the system has been completed.

In addition, APS will monitor that specific Participant and Property to ensure that an additional
incentive is not provided for any new DE system on that property until the operational life of the

incented system has been completed. APS will attempt to monitor the number of missing and
unrepaired DE systems and shall summarize its observations in its annual compliance report.
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Exhibit 2

Solar Space Heating Incentive Calculator




Solar Space Heating Incentive Calculation Procedure.

In Advance, please perform the Design Review and Utility Bill Review (if Applicable) for numbers to enter in Steps #1, #2 and #5.

|
|
|
|
|
\
Data From 0G-100 Sheet

Elevation Zone Table: Collector Thermal Performance Rating

Min Elevation = Max Elevation  Heating Season Days Daily Panel Heat Output Category: Delta T __ Clear Day

-1000 1000 105 0 A -9 Deg. F. -

1001 3000 © 140 0 B +9 Deg. F.

3001 5000 175 0 C +36 Deg. F.

5001 7000 210 0 D +90 Deg. F.

7001 9000 245 0 E +144 Deg. F.

9001 11000 280 0

Enter Solar Panel Make and Model Number Selected for Project:

Enter the result of the Design Review of the Design Annual Building

Step #1: Loss = BTU/Year
Enter the result of the Utility Bill Review of the Actual Annual
Step #2: Building Loss: BTU/Year
{if not Electric, Natural Gas or Propane Heat, enter 0) =
. Calculate the Lesser of the Result in Step #1 & Step #2 =
Step #3: This is the Annual Building Heat Requirement. 0 BTUIYear
Step #4: Enter Elevation of the Solar Space Heated Building: Feet AMSL
Step #4 cont: Number of Heating Days per Heatln-g Season from Elevation Zone Days per
Table: Year
Step #4 cont: Calculate Average Daily Building Heat Requirement = 0 BTU/Day
. Enter Passive Heat Storage Specific Heat Capacity from Building ]
Step #5: Design Review: ] BTUDeg. F.
. Enter Maximum Daily Room Temperature Variation Allowed by
Step #5 cont: Building Occupants: (Max of 10 Degrees F.) Degrees F.
Step #5 cont: Calculate Maximum Passive Heat Storage Capacity = BTU
Step #5 cont; Enter Total Active Heat Storag; H?at .Capacity from Building Design BTU
eview:
Step #5 cont: Calculate Maximum Total Heat Storage Capacity = BTU

Calculate the Lesser of the Average Daily Building Heat
Step #6: Requirement in Step #4 and the Maximum Total Storage Capacity in 0 BTU/Day
Step #5. This is the Maximum Useful Daily Solar Heat Input.

Size the Solar Panels based on a total daily solar heat input no

greater than the Maximum Useful Daily Solar Heat input. Enter the BTU/Day per

Step #7: single panel SRCC 0G-100 Coliector Thermal Performance Rating 0 Panel
data in the Table Above.
Step #7cont: Enter the Total number of solar panels to be installed: # of Panels
Step #7cont: Calculate the Average Expected Daily Solar Heat input: 0 BTU/Day

Calculate the Expected Annual Useful Solar KWH Heat Input using
Step #8: the Number of Heating Days times the Average Expected Daily Solar 0 KWH/Year
Heat Input / 3415 BTU/KWH:

Step #9: Enter the UF! per first year KWH UCPP Incentive Rate: $/KWH

Calculate the Total Maximum UFI Payment Subject to Possible
Step #9 cont:  Limitation by the 50% of Initial Cost Cap & 15% Minimum Customer $0.00 $
Contribution:

Enter the Total Solar Space Heating System Initial Cost: This

Step #10: should not include costs for Passive Heat Storage or Building $
Heating System.
| F . . .
Step #10 cont: Calculate the Total Expected edgral .and Arizona Incentives for this $0.00 $
Project:
Calculate the 15% minimum of the Total Solar Space Heating $0.00 $
System Initital Cost to be paid by Customer )
Step #10 cont: Calculate the Total Actual UFI Payment: $0.00 . $

2010 RES DEAP Exhibit 2
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- Exhibit 3

Stahdard Project PBI Ranking Calculator
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Exhibit 4

PV Off-Angle and Sharding Adjustment Table
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ADJUSTMENT SCHEDULE RES
RENEWABLE ENERGY STANDARD

APPLICATION

The Renewable Energy Standard (“RES”) Adjustor shall apply to all retail Standard Offer or Direct Access service,
excluding kWhs served in accordance with rate schedules SP-1 (Solar Partners), Solar-2, Solar-3, and Adjustment
Schedules GPS-1 and GPS-2. ‘All provisions of the customer's current applicable rate schedule will apply in
addition to the RES Adjustor. From time to time, the RES program spending requirements will be evaluated and if
necessary the charge and/or caps may be modified by the Commission. Any new charges/caps will be applied in
billing cycle 1 beginning in the month following Commission approval in A.C.C. Decision No. XXXXX and will
not be prorated. Details regarding the administration of this Adjustor can be found in A.A.C. R14-2-1808. The
RES Adjustor and the Demand Side Management Adjustor may be combined on the customer’s bill and shown on
the “Environmental Benefits Surcharge” line.

RATES

The bill shall be calculated at the following rates:
Ali kWh $0. 008662 per kWh

SURCHARGE LIMITS

The monthly total of the Renewable Energy Standard Adjustment Charge shall not exceed the following limits:
Residential Customers $3.46 per service per month
Non-residential Customers $128.70 per service per month

Non-residential Customers
with demand of 3,000 kW or higher per month

for three consecutive months $386.10 per service per month
ARIZONA PUBLIC SERVICE COMPANY - A.C.C. No. XXXX
Phoenix, Arizona Canceling A.C.C. No. 5718
Filed by: David J. Rumolo Adjustment Schedule RES
Title: Manager, Regulation and Pricing Revision No. 2
Original Effective Date: May 1, 2008 Effective: XXXX
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Arizona Public Service Company

Arizona Public Service
Renewable Energy Standard
2010 Marketing Plan

October 16, 2009




Arizona Public Service Company
Renewable Energy
2010 Marketing Plan

I. Executive Summary

APS implemented an aggressive multi-faceted marketing plan in 2009 to fuel
renewable energy growth, with the objective of meeting the Renewable Energy
Standard (“RES™) target. The 2009 renewable energy target required that two
percent of APS’s retail sales must be from renewable energy resources and fifteen
percent of the renewable energy requirement must be distributed energy.
Additionally, one half of the distributed energy requirement must be met through
residential - applications and one half from non-residential applications. The
marketing plan included awareness building through multiple advertising channels
such as TV, print, radio, bill messaging, e-mails, earned media placements as well
as targeted direct mail. It also included participation in more than one hundred
community events and implementation of a cooperative advertising program with
installers, who play a critical role in customers’ product purchase process and
decision.

APS’s 2009 marketing initiatives significantly heightened consumer awareness.
While interest in APS’s residential distributed energy program has increased over
the past year, despite a challenging economic climate, APS recognizes the pressing
need to develop programs and strategies to further increase residential system
installations.

Achieving the 2010 distributed energy targets may be challenging given that
consumers still face the same economic conditions that they faced in 2009,
however, APS is committed to improving its residential program participation
through the enhancement of marketing, outreach and education efforts. This
marketing plan outlines APS’s plans to aggressively increase awareness and
participation through the transition to a “call to action” strategy.

APS recognizes that it must continue to have a close partnership with the installer
community to assist in creating this call to action. APS can help create awareness
of the category and general product benefits, but APS customers continue to rely on
installers to present the product-specific details, recommend a product solution
based on household specifics (e.g., size of home, energy use, savings potentials,
etc.), and ultimately to install the system.
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II. APS’s 2010 Marketing Strategy

Under the 2010 RES rules, APS must acquire two and one-half percent of its total
retail sales from renewable energy resources, and 20 percent of the renewable
energy requirement must be met from distributed energy resources. One-half of the
distributed energy requirement must be met by residential applications, and the
other half must be met by non-residential applications. Pursuant to Arizona
Corporation Commission (“ACC”) Decision No. 71275 APS created proposals to
increase participation in the residential distributed energy program. Therefore, the
most fundamental change between APS’s 2009 and 2010 RES Implementation
Plans is the expansion of the Company’s programs for residential distributed
energy. This marketing plan details APS’s 2010 marketing initiatives and strategies
focused on supporting those objectives by continuing efforts to increase customer
awareness of APS’s incentive programs and by transitioning key messages to drive
a call to action for the installation of renewable energy systems.

In order to meet these objectives, APS is including significant enhancements to its
marketing plan in 2010. Given interest levels and participation of commercial
entities, APS expects to meet and possibly exceed its non-residential distributed
energy target. While interest in APS’s residential distributed energy program has
increased dramatically over the past year, the participation in this program has not
been sufficient to meet the residential distributed energy targets. Therefore, the
focus of APS’s 2010 marketing efforts continues to be on the residential market.

The over-arching strategy will be to continue awareness building of solar energy
and APS’s solar incentive programs, and to create a call to action to increase the
momentum already present in APS’s distributed energy programs.

Through these efforts, APS will seek to overcome consumers’ key barriers to
purchase and address common concerns. Based on APS’s recent market research,
these include:

e Perceived value of photovoltaic systems;
e A wide array of questions about solar and the purchase process; and
¢ Financial/economic considerations & upfront cost of the systems.

This marketing plan outlines five primary strategies to increase awareness within
the residential market and drive product adoption. First, APS will focus on
introducing new programs to address upfront costs and increase the availability of
financing. Second, APS will seek new and innovative ways to motivate consumers
to consider solar, and help consumers identify a qualified installer. Third, APS will
refine its advertising to strengthen the call to action and drive customers to use
resources at aps.com, contact installers for project estimates, and ultimately
purchase a renewable energy system. Fourth, APS will work to create an
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organization dedicated to raising awareness, driving to a “call to action” for
distributed renewable energy within Arizona and specifically within APS
communities. Next, APS will continue to build on successful strategies, such as
building additional facets on APS’s website, to make the decision and purchase
process easier for customers. Finally, APS will identify new ways to partner with
the installer community to help customers use their increased knowledge and
awareness to take the next steps.

A. New Programs to Drive Growth

The following section describes APS programs designed to increase market
penetration within the residential sector. APS will continue to develop and
refine these strategies based on insight gained from program execution with
input from program stakeholders, including customers and installers.

i.  Solar Homes Program

APS launched the APS Energy Star and Solar Homes Program in April
2009. The goal of the program is to increase the overall number of energy
efficient homes being built that include renewable technologies in the
most cost-effective way for end-use customers. The program rewards
homebuilders for their commitment to developing communities with
renewable technologies (homebuilders must offer renewable technologies
as a standard feature across the community). In exchange for this
commitment, the builder receives a supplemental incentive and non-
monetary benefits such as co-operative marketing, training, and
technology assistance.

APS will continue to expand this effort with interested homebuilders. By
2013, based on current economic forecasts, APS anticipates that over
2,700 solar-equipped and solar-ready homes will be built as a result of this
program. A recovery in the Arizona housing market could dramatically
increase the number of solar homes resulting from this program. APS
may offer promotional incentives in order to increase market share
depending on results throughout the year.

To increase participation in this program, APS will aggressively target
both homebuilders and homebuyers. Efforts will leverage APS’s existing
Energy Star relationship with builders, as well as participation in industry
forums (e.g., Greenbuild, Southwest Builder Show). In addition, APS will
integrate the builder and consumer programs on the APS website and will
grow the program through cooperative advertising with builders.

ii.  Qualified Contractors Program

APS is launching a Qualified Contractors Program in 2010. The primary
objectives of this program are to increase overall customer satisfaction
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with the distributed energy purchase process, improve program operating
and marketing efficiencies, and to ensure a consistent high quality
installation.

APS believes this program will play a key role in its marketing strategy to
transition from creating market awareness to enabling customers to take
action. Upon creation of a list of qualified contractors, APS’s customers
will have increased clarity, confidence and direction in choosing an
installer for their renewable system. While proposed as part of APS’s
Implementation Plan, it is APS’s intention to ultimately require customers
to use an APS qualified contractor to be eligible for renewable energy
incentives.

To accelerate the adoption of solar products, APS will integrate the list of
Qualified Contractors across its marketing efforts. This includes
prominent placement on the APS website, as well as including the name
and contact information of the qualified contractors in APS advertising
efforts. Additionally, APS will provide cooperative advertising assistance
to the Qualified Contractors to expand their supplemental marketing
efforts.

ili. = Community Based Marketing/Outreach

APS is a strong supporter of cooperative advertising and statewide
programs targeted at increasing the production of renewable energy, both
through renewable generation and distributed energy. Experience in other
jurisdictions has proven that statewide collaborative initiatives are
effective in increasing participation in renewable energy programs,
through partnerships with state agencies, non-profits, utilities and
stakeholders. There is also substantial research  that documents the
effectiveness of community based marketing, especially when there is a

“social benefit involved. APS will work with SmartPower' to establish a
non-profit Arizona entity to increase residential solar installations through
a community participatory engagement. This Arizona non-profit will be
launched in 2010 and will work to introduce these programs into Arizona
with a focus on community outreach.

APS will work closely with the newly created non-profit to ensure
alignment with APS’s customer offerings and to ensure the organization’s
efforts are focused on creating program participation. APS will partner
with SmartPower on the development of new approaches to drive
consumer distributed energy growth and will help them in their outreach
efforts. In addition, as the SmartPower tools and resources are developed,

! SmartPower is a national award-winning, non-profit marketing organization that specializes in clean
energy and energy efficiency.
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APS will provide links to the APS website and may include them in some
of its advertising.

1)  Schools and Governmental Program

In Decision No. 71275, APS was ordered to propose a separate
distributed energy program for schools, municipalities and
other government entities, which has been included in its 2010
RES Implementation Plan.

APS’s proposed program offers schools and governmental
entities production based incentives (“PBI”) for the installation
of all RES qualified non-residential technologies. The Schools
and Governmental Program will be implemented once APS
receives approval from the Commission. APS anticipates that
this program will be further promoted and developed in large
part through community based outreach and marketing.

Through the installation of distributed generation systems on
school buildings, thousands of students, teachers and parents
are exposed to this technology. Additionally, by
supplementing these systems with educational displays, the
program will increase awareness and knowledge. Therefore, as
a part of this proposed program, participants will be required to
install kiosks, monitoring displays, and other appropriate
signage as part of a student, employee, and/or general public
awareness and educational campaign. These displays will be
installed at the customer’s expense, but will be included in the
total program cost and eligible for incentive funding.

Once this program is approved by the Commission, APS will
work with the Schools Facilities Board and its Customer
Representatives to inform schools and state and local
government agencies of this program. APS will also sponsor
and participate in forums to help create awareness of this
program.

iv.  Financing Incentive for Residential Renewable Energy

APS is dedicated to finding solutions that will help reduce or eliminate the
financial barriers associated with the up-front costs of installing residential
distributed energy systems. It is apparent that innovative financing is
becoming more readily available as renewable programs mature across the
country. APS is actively pursuing other mechanisms to offer residential
customers additional financing options. The Company is collaborating

with banks and other lending institutions to create options that will help
‘ customers overcome the obstacle of up-front installation costs. APS
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believes that, like home builders within the Solar Homes program,
incentive mechanisms designed to encourage lending institutions to make
funds available and create programs for DE installations will have a broad
and long lasting effect.

Once fully developed, this program will be available to all lending
institutions. As in its other cooperative marketing efforts, APS believes
this approach will vest additional entities in the promotion of distributed
renewable energy that will extend the reach of APS’s own marketing and
outreach efforts. This effort will also raise awareness of the availability of
distributed energy financing options.

The APS Web site will include details and links to financial resources that
become available through these efforts. In addition, APS will inform
customers that financing options exist though the Company’s advertising.

v. Promotional Incentives/Rebates

This call to action initiative will offer promotional incentives to residential
customers for the installation of photovoltaic systems or solar water
heaters in addition to the already available up-front incentives up-front
incentives. APS anticipates that by temporarily adding limited additional
incentives, the Company can create momentum that will carry through the
end of 2010 and beyond. APS believes that the promotional incentives
will not only affect purchase decisions, but will also serve to increase
understanding of APS’s standard incentive offerings.

To preserve the effectiveness of the promotion and minimize adverse
market behavior, the details of the promotional incentives and their
specific timing are not included in this plan.

B. Refinements to Current Marketing Efforts

The marketing tactics listed below describe the programs that APS is currently
executing that will be refined and/or expanded to continue to drive awareness of
the benefits of renewable energy and the availability of incentives and motivate
customers to take action.

i.  Advertising

Television

Television will be used to continue to build awareness of renewable
energy. APS’s key messaging will be to present the Company as a
“trusted advisor” and direct customers to www.aps.com/GoSolar to find
more information about current incentives, how solar can work for them,
and the next steps in the purchase process.
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APS

Existing ads, which featured children in one set and Steve Nash in another,
have proven effective in heightening awareness and driving people to
APS’s website for additional information. APS will continue to look at
opportunities to refresh existing advertising with a stronger call to action.
In addition, APS continues to evaluate new advertising options to
supplement existing ads based on feedback received from stakeholder
input.

As the Qualified Contractor program is rolled out, APS will explore the
opportunity to tag its TV spots with qualified contractor’s information
(e.g., find out more about solar for your home, contact 444 Solar at 602

555-XXXX).

Direct Mail
APS is currently working on two direct mail campaigns. These campaigns
will test and refine messaging.

Because APS’s goal is to drive customers to its website, to measure the
effectiveness of the direct mail campaign, APS will track both reservations
and inquiries. APS will also work to track Web page views by registered
users (i.e. — how many registered APS customers receiving the mail piece
logged in and visited a solar page).

Print

Given that the print media allows APS to provide more detail on its
products, benefits, and next steps, APS will pursue additional print
advertising opportunities, including but not limited to:

¢ Local newspapers;
e Local green publications or green issues of local magazines; and
e National magazines targeting messages to the APS service area.

Outdoor
APS will explore billboard advertising and the opportunity to create
succinct messaging to drive customers to the website.

Theatre Screen Ads

On screen ads at movie theaters may be used to build general awareness
for the program. APS may use key messaging with a call to action to visit
aps.com/GoSolar to find out more.

Radio Ads
Radio will be used to build awareness of solar and the Company’s
incentive  program. The «call to action will be to visit

www.aps.com/GoSolar to find out what solar can do for the customer and




how affordable it can be when combined with incentives and tax credits.
| (Ad tagging opportunities may also exist for qualified contractors.)

Radio Remotes

APS is exploring the opportunity to do radio remotes from new homes in
Phoenix that incorporate solar as a standard or optional feature in the
subdivision development. The remotes will serve two purposes: first, to
build awareness of solar and second, to build awareness of APS’s
incentive program to attract new installations. It will also help to create
more demand for solar installations by new home builders as customers
begin to request a solar option.

ii. APS.com/GoSolar Web Site

The APS website plays a critical role in educating customers on their
options and can be an excellent tool to drive them to take action. While
APS has thirty to sixty seconds in most other advertising media (radio,
TV), the Web offers a wide array of opportunities.  Significant
improvements were made to the website in 2009:
e A new solar website that is more user friendly and informative
than previous versions;
e The addition of an easy step-by-step guide to installing
photovoltaic panels or a solar water heater;
e Videos with background information on installing solar and
customer testimonials from recent buyers;
e The addition of extensive Frequently Asked Questions to answer
common questions; and
e The addition of a variety of educational links and resources.

Additional improvements that are planned or being considered for 2010
include:
e Add new solar calculator tied to the customer’s particular usage to
help model the financial benefits of solar;
e Create an easy-to-use qualified installer list so that customers can
move to the next step in the purchase process;
Simplify the presentation of the reservation/installation process;
Automation of the reservation process;
Exploring the possibility of creating a map of solar installations to
allow customers to see how many homes in Phoenix already have
solar installed and providing some level of project detail (e.g.,
photovoltaic or solar water heater, installer, system size).

ili. = Marketing Collateral

APS will continued development of brochures and additional pieces of
collateral for distribution at events and for other applications. A
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iv.

Vi.

messaging audit of the collateral will be done and pieces will be refreshed
if needed. These documents include:

Photovoltaic brochure;

Solar water heater brochure;

“Sales Packet” for home builders;

Presentation packet for Home Owner Associations; and
Case study sheets.

Events/Customer Training

APS will continue to participate in various events within the Company’s
service territory that provide an opportunity to showcase renewable energy
and present details on the current APS incentives. APS will work with the
events staff, the Arizona non-profit aimed at community outreach and
marketing discussed earlier in this plan, and other groups such as Energy
Efficiency and Demand Side Management groups to identify events that
have a good tie-in to renewable energy. Some currently identified events
are:

Solar Home Tour — Phoenix area;

Flagstaff Home Show; and

Develop “Solar Seminars” to talk about the technology, showcase
equipment, have vendors on hand for Q&A

APS Bill Messaging

Bill inserts are a highly cost effective way to communicate with APS’s
customers. Bill inserts will be used throughout the year to create
awareness of solar options. They offer the benefit of being able to
communicate more detail than other bill messaging, are more likely to be
noticed by customers given that they are a separate piece in the envelope,
and they are relatively inexpensive to produce. :

APS will also include key messaging on customer bills to build awareness
of the program and direct customers to its website for more detailed
information.

Information on solar systems will be included in APS newsletters. This
medium allows for some level of detail about the benefits of solar, but
again the call to action will be to visit APS.com/GoSolar for more detailed
information.

E-marketing to APS Customers

There are two avenues to communicate with customers through email:

D-9

.APS



vii.

viii.

ix.

e An awareness building email push to existing customers for whom
APS has an address. Customers will be given information about
solar technology and our incentive program with links to the APS
site to find out more; and

e APS will use e-newsletters to heighten awareness of solar options.
Aggressively promote cooperative program for Qualified Contractors

APS will support a robust cooperative advertising program for the
enrollees in its Qualified Contractor Program. This will include co-
funding for their marketing efforts, such as direct mail, local print
advertising, door hangers, targeted TV or radio, and event participation,
etc. In addition, APS will look for opportunities to integrate the Qualified
Contractors into its advertising efforts.

Media Relations

APS will leverage Arizona-based media to help tell the renewable
incentive story. It will both use a proactive and reactive approach to
garnering media coverage of the program’s availability to customers. First,
subject-area experts will be made available for both on and off camera
interviews about the program. Second, when appropriate, APS will work
with customers who engage in “newsworthy” installations to garner media
attention for their installation. Lastly, as new programs and initiatives’ are
undertaken, each will be evaluated for appropriateness for proactive media
outreach.

Customer Service Center/Green Team Training

APS currently has a group of customer representatives in its call center
that fields questions from customers on the renewable energy incentive
program. Continued training will be provided to keep them current on
changes to APS’s programs and marketing efforts, especially because
customers will want to speak to an APS employee, rather than using the
website.
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C. Budget

Below is the proposed budget. As the program progresses, changes to the strategy

may be made based on results.

Outreach and Participation Initiatives $2,100,000
Awareness Building $1,500,000
Customer Conversion Efforts $600,000
Contractor/Installer Effort $225,000
Market Research $75,000
Marketing Administration and Implementation Costs $300,000
Total $4,800,000
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AZ Sun Program

The AZ Sun program is a new component of the Company’s RES Implementation Plan
(“Plan”), in which APS will invest $500 million of capital to develop 100 MWs of utility-
owned solar generation facilities beginning in 2010 through 2014. APS anticipates the
solar facilities will take the form of ground mounted solar photovoltaic (“PV”) systems.

The AZ Sun p rogram, if approved, will provide diversification of APS’s renewable
portfolio that today consists primarily of Power Purchase Agreements (“PPAs”) to
tnclude more utility-owned renewable resources. APS’s customers will benefit from
utility ownership as the Company will have more control over construction, operation,
maintenance and financing of these projects ultimately allowing APS to increase the
certainty of these projects being developed in a timely fashion, among the other benefits
discussed below. While both the Community Power Project (see section D.vii) and the
AZ Sun program are focused on utility ownership, when combined with the Company’s
overall Plan, APS will solicit and consider proposals that may result in either PPAs, as
the Company has done historically, or utility ownership.

Acquisition of solar resources through the AZ Sun program is consistent with the
Company’s resource plan] and will play an important part in the ability of APS to meet
its Renewable Energy Standard (“RES”) requirements of 15% of retail sales from
renewable resources by 2025.

Program Goals and Procurement Strategy

Through the AZ Sun program, beginning in 2010 and continuing through 2014, the
Company plans to invest $500 million of capital to develop 100 MWs of solar resources.
APS expects to acquire these resources through competitive procurement processes
beginning in 2010. The Company has forecasted to develop 25 MWs a year in each of
2011, 2012, 2013 and 2014. APS may accelerate development of this capacity if
commercially reasonable to do so and if able to achieve desired diversification of both
developer and system impact risks.

APS expects to procure primarily solar PV resources through the AZ Sun program. Solar
PV is now more suitable for ownership because these systems can be installed quickly as
compared to other types of generation resources, generally speaking the various solar PV
technologies themselves are more mature and costs have come down making solar
systems more economically attractive. These systems are the most versatile of the utility
scale generation technologies as they can be designed to consider various shapes and
sizes of available land, can be located in the Company’s distribution system where
feeders are close to capacity or where transmission congestion may be an issue, and can
also be scaled to meet the resource needs of the areca in which they are situated.

! Filed in Docket No. E-01345A-09-0037, January 20, 2009.
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Additionally, ground-mounted PV systems can be properly aligned with the available
sunlight in order to maximize system production.

All PV technology types will be evaluated through the procurement processes, with
consideration being given to cost, reliability and performance. T he most beneficial
technology for each individual location will be chosen.

The AZ Sun program may also include utility scale systems located on a customer’s
premise, thereby qualifying as a distributed energy project as discussed in the 2010

Implementation Plan.

Program Costs and Funding

The AZ Sun program, as proposed, stipulates a capital investment of approximately $500
million to be made beginning in 2010 through 2014 to develop 100 MW of solar
generation capacity. This is based on an average solar PV capital cost of $5.00/watt. The
cost of the actual systems deployed will be based on competitive procurement processes,
and will most likely vary with the size of the system, as smaller size systems tend to be
greater on a per watt basis, while larger sized systems cost less due to economies of scale
of the individual project.> Approval of this Program will allow the Company to install
these resources quickly and efficiently without additional regulatory filings.

The revenue requirement that APS proposes to recover through the RES for each 25 MW
increment is estimated to be $16.1 million in the first year of operation, $5.2 million in
the last year, and $256 million over the 30 year life of the project, based on an average
capital cost of $5.00/watt and other finance, tax and operating cost assumptions. Full
development of the 100 MW through the AZ Sun program will require a cumulative
revenue requirement over 30 years of approximately $1,024 million.

APS is proposing that revenue requirements for the AZ Sun program, including
depreciation property taxes, income taxes, operating and maintenance expenses and
financing costs using the then currently authorized cost of capital, would be recovered
through the RES adjustor until the investment is included in base rates or other recovery
mechanism.

Although individual resource sizes and the timing of these resources are not yet known,
Exhibit 3E of APS 2010 Implementation Plan (revised October 16, 2010) illustrates
expected revenue requirements for a sample 25 MW PV system added to the Company’s

? This capital cost is consistent with the expected solar PV cost in other jurisdictions that have approved or
are reviewing programs similar to APS’s AZ Sun program. For example, Pacific Gas and Electric’s
proposed PV Program, a 250 MW primarily ground mounted solar photovoltaic utility ownership program,
is expected to have a capital cost of $4.28/watt. See Application of Pacific Gas and Electric Company to
Implement its Photovoltaic Program, filed February 24, 2009 in Docket No. A09-02-019. Similarly, the
capital cost of Duke Energy Carolinas’ approved 10 MW ground and rooftop mounted solar photovoltaic
utility ownership program is expected to be $5.00/watt. See North Carolina Utilities Commission Order
Granting Certificate of Public Convenience and Necessity with Conditions in Docket No. E-7, Sub 856,

dated December 31, 2008.




resources each year for the four year life of the Plan. While this exhibit shows that
revenue requirement for the first several years of each project is higher than a similar
resource acquired through a PPA, in most cases the cost to customers is less when
calculated over the life of the resource.

It is important to emphasize that, resources under this program are not likely to
commence commercial operation until 2011. As such, the requested 2010 RES adjustor
does not include any recovery for revenue requirements under the AZ Sun program. APS
will include an updated budget for this program in its 2011 Implementation Plan as
specific resources are identified.

Rationale for Utility Ownership

Utility ownership of PV systems provides many benefits to APS customers and the
Company, including among others, APS’s ability to:

1) Move quickly and increase the certainty of solar projects being developed,

2) Exercise greater control over construction, operation, and maintenance of
solar projects, ‘

3) Leverage existing relationships and procurement expertise with potential
suppliers to obtain volume discounts which in turn helps lower customer
rates,

4) Utilize the Company’s experience in owning existing solar generation
assets for the benefit of new solar projects,

5) Gain even further experience with solar assets that will become an
increasingly important resource for the Company going forward,

6) Manage an increasingly complex distribution system to deliver safe,
reliable power to APS customers,

7) Increase the certainty of the financial impact to the Company of
developing solar projects,

8) Eliminate the need for developers to arrange “tax equity” financing as

APS is able to utilize the tax credits and accelerated tax depreciation
associated with making investments in solar projects, and

9) Facilitate financing of solar projects from the Company’s corporate
balance sheet; through access APS has to both debt and equity capital
markets assuming the Company is able to maintain at a minimum its
investment grade rating.

Developments in Tax, Accounting, Rating Agency Treatment and Finance

A key development that makes utility ownership appropriate to consider from a customer
economics perspective, is the recent change in federal tax laws that allows utilities to
claim a 30 percent Investment Tax Credit (“ITC”) for certain renewable technologies
such as solar. This was enacted through the Emergency Economic Stabilization Act of
2008, and ultimately provides for a reduction in a utility’s overall tax liability for
investments in solar technology that was not available to utilities prior to that time. Any
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ITC value that APS receives from its investment in solar properties will benefit
customers by reducing the revenue requirement over the regulatory life of the solar
property in accordance with federal tax laws.

Utility ownership also increases the certainty of the financial impact to the Company of
developing these resources. Accounting firms are reviewing the interpretation of existing
accounting guidance as it relates to their policies on renewable power purchase
agreements and whether they should be accounted for as traditional PPAs or perhaps as
leases. Simultaneously, the Financial Accounting Standards Board, which governs US
Generally Accepted Accounting Principles (“US GAAP”), has an active project
underway to re-evaluate lease accounting. The International Accounting Standards
Board (“IASB”), which governs International Financial Reporting Standards (“IFRS”),
already has different lease accounting standards than US GAAP. The Securities and
Exchange Commission has a proposal that will likely require US based companies to
convert to IFRS for annual financial statements filed for the fiscal year end 2014. The
[IASB also has an active project underway to re-evaluate lease accounting. No
grandfathering of existing contracts is expected, as one of the general principles of
accounting standards is to ensure that all Company financials are prepared on a consistent
and comparable basis. Ownership of solar generation assets through the AZ Sun program
will help the Company manage these uncertainties related to PPA and lease accounting.

Additionally, as has been discussed before the Arizona Corporation Commission in prior
proceedings, rating agencies currently impute debt related to PPAs. With no
corresponding equity, the mere signing of a PPA weakens the Company’s credit profile.
Conversely, ownership of renewable assets such as proposed in the AZ Sun program will
allow APS to finance the program with a mixture of both debt and equity, which will
maintain the Company’s financial health.

Conclusion
For these reasons APS believes that pursuing utility ownership of solar resources is in the

best interest of its customers and the Company and is requesting approval of the proposed
AZ Sun program.
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1. EXECUTIVE SUMMARY

Arizona Public Service Company (“APS” or “Company”) has prepared this Implementation Plan
(“Plan”) for the five-year period of 2010 to 2014 in compliance with the Renewable Energy
Standard and Tariff Rules (“RES™)!, which requires the filing of an annual plan describing how
utilities intend to comply with the rule requirements for the next five years. This Plan describes
the renewable energy resources that may be added during the next five years, the estimated
customer funding and surcharge amounts required to acquire those resources, and a budget that
allocates specific funding. The current RES requirement is 2.50% of total retail sales in 2010,
and the rules prescribe that 20% of that requirement is to come from distributed energy solutions.
The Company’s Plan is also consistent with APS’s planning goals and resource acquisition plans
described in the Company’s Resource Plan Report (“RPR”) filed with the Commission on
January 29, 2009.2

This document revises the Implementation Plan originally filed by APS on Julv 1, 2009 (the

“July Filing™) and includes provisions incorporated in conformance with orders described by

Decision No. 71275, This amendment also includes revisions to select strategies and programs
based upon developing market conditions.

Decision No. 71275 directed APS to review its residential offerings' and propose programs in its

2010 Implementation Plan with a focus on increasing participation in residential distributed
enerev (“DE™ programs. Decision No. 71275 also granted APS authority to allocate up to $20

million of its 2009 residential DE budget to the funding of school projects. with RECs counting
towards the non-residential DE target. To reach full residential DE compliance in the future.
additional funding may be required. If necessary. APS will file an application with the

Commission for additional funding at that time. This amended Implementation Plan does not
propose an increase to the incentive budget from that originally proposed in the July Filing.

As part of this plan, APS is proposing the AZ Sun program which is designed to increase APS’s
solar renewable generation portfolio, with the goal of developing 100 megawatts of utility scale

generating facilities.

In addition. in a letter dated September 29. 2009, Starwood Energy Group Global. LLC provided

notice to APS that it was terminating the long-term purchase power agreement for Starwood
Solar 1. a 290 megawatt concentrating solar power plant.

As a separate document, the Company is filing its updated Distributed Energy Administration
Plan (“DEAP”). The DEAP describes the participation process for a wide range of customers,
presents incentive levels, and discusses eligible technologies and system requirements, all of
which together will provide a program that APS believes will encourage customer participation.

! A.A.C.R14-2-1801, et. seq.
2 Docket No. E-01345A-09-0037.

| 2 Docket No. E-01345A-09-0263
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In this filing, APS has made only minor adjustments to the DEAP that was approved as part of
the 2009 Implementation Plan.*

The Implementation Plan and the DEAP are similar to the plans filed for 2009.° A few key
program elements reflected in this Plan are provided below:

e To assist APS in achieving its renewable energyv goals. the Company has developed the
AZ Sun program which will result in the installation of 100 megawatts of utility-scale

ground-mounted solar photovoltaic resources. in increments. at targeted locations in its
service territory over the Implementation Plan timeframe.

e APS will launch a Qualified Contractors Program in 20]10. The primary goal of this

program is to increase overall customer satisfaction, improve program efficiencies, and
work to ensure the consistent quality of end-use customers’ installations. ”

e To enhance interest and awareness in residential DE by working within communities and
extending the reach of APS’s marketing efforts. APS is working to establish an Arizona

based non-profit organization focused on driving increased participation in APS’s
distributed renewable energy programs.

e APS will introduce a program designed to encourage lending institutions to create
programs that will help customers overcome the obstacles with up-front financing.

e  To help assume an equitable distribution of RES funds aimed at incenting distributed
energy installations, and in order to assist schools and governmental (state and local)
entities that are at an economic disadvantage, APS proposes a separate Schools and
Governmental Program.

e To drive a deliberate call to action and to increase the momentum in APS’s residential
programs. APS will offer promotional incentives/rebates to residential customers for the
installation of photovoltaic (“PV™) systems or Solar Water Heaters (“SWH™). in addition
to the up-front incentives collected through the RES.

e APS’s successful Distributed Public Assistance Program (“DPAP”) will be expanded to
meet the needs of limited income, school, non-profit, and governmental customers.

e APS anticipates project selection for its Small Generation Pilot Program, with some
projects expected to come on line as early as the fourth quarter of 2010. The Small
Generation Pilot Program aims to simplify the Request for Proposal (“RFP”) and
contracting processes for small renewable generators and provide APS with valuable
small renewable generation through the Plan period.

} * Decision No. 70654 (December 12, 2008).
> Docket No. E-01345A-08-0331, filed July 1, 2008 and supplemented October 10, 2008.
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e APS also anticipates selection and implementation of projects resulting from the
Distributed-Energy(“DEZ) RFP. The DE RFP was designed to increase the number of
distributed installations, and will do so at a substantial cost savings over normal DE
incentives. With the addition of projects selected from the DE RFP, APS will exceed the
non-residential RES DE targets for each year described in this Plan.

e APS will move forward with the execution of its Solar Homes program for homebuilders
to promote the development of communities that incorporate energy efficient and solar
technologies in home design and construction.

e APS will continue to procure a mix of solar, wind, geothermal, and biomass/biogass
renewable resources seeking to exceed compliance with the RES requirements through
the Plan period.

e Upon Commission approval, APS will implement the Company’s proposed Community
Power Project — Flagstaff Pilot. The program application is currently pending at the
Commission.® The Pilot would provide Flagstaff-area customers with DE systems
including photovoltaic (“PV™) arrays, solar water heaters, and small scale wind turbines.

e In order to expand the non-residential DE program beyond near-term RES compliance,
APS proposes annual increases in the lifetime contract authorization for Performance
Based Incentive (“PBI”) commitments to support customer installations under the
program on an annual basis and for projects proposed as part of the Company’s DE RFP.’
In addition, APS proposes additional modifications to its non-residential distributed
program to increase program efficiency. The proposed changes include updates to
project eligibility and program administration.

e APS will enhance its research, development, commercialization and integration program,
including the acceleration of the development and deployment of renewable resources for
the benefit of APS customers.

APS currently estimates the cost of its RES related projects and programs to be $86.75-5-million
in 2010 and increasing to an annual cost of $208-4217.9 million by 2014, with a five year total of
$729.6778.9 million. The peak annual cost in this five-year planning window is 2014 at
$208-1217.9 million, due primarily to the expanded DE program and twethe new large

¢ Docket No. E-01345A-09-0227 (May 11, 2009).

7 In a separate application (Docket No. E-01345A-09-0263), APS filed for approval of a $220 million authorization
l in lifetime Performanced Based Incentive contract commitments through 2009. On September 3. 2009, the

Commission granted APS this authorization in Decision No, 71254. The proposed budget in this Plan includes the

$220 million.
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renewable generation projects8 generating approximately 570280 MW during theirits first full
year in 2014, and the introduction of, and full deployment of. the AZ Sun program.

RES funding is intended to cover the cost of utility scale renewable generation in excess of the
cost of conventional resource alternatives, incentive payments for DE resources, marketing
expenses, and program implementation and administration costs. The costs for renewable
generation collected through the RES adjustor during 2010 are partly based on APS’s existing
contracts and APS’s small generation RFP. These contracts, if brought to fruition, will enable
APS to meet and exceed renewable generation and total RES energy targets in 2010. Additional
projects will be required for APS compliance with RES targets in the four subsequent years of
this planning period. The costs for DE incentives and the program budget are based on
incentives developed as part of the Commission Staff’s Uniform Credit Purchase Program
(“UCPP”) working group, preliminary results from APS’s DE RFP and APS’s best estimations
of market penetration for the various technologies available to consumers.

At this time, APS is requesting adjustor funding of $80.779:5- million for 2010 (the adjustor is
currently designed to collect approximately $72.4 million annually). The requested adjustor
amount, along with the $6 million collected in base rates, would total the $86.75-5- million of
funding needed to meet the requirement.

® Solana and Starwood are concentrating solar power (“CSP”) pI'Q]eCtS and were both mcluded in APS s Julv Fllmg.
The Solana project was approved in Decision No. 70531. Fh Bp en approvalin
BeecketNe-On September 30, 2009, APS announced it had recelved notice from Starwood Energv Groun Global

LLC that it was terminating the long-term purchase power agreement for Starwood Solar I. the 290-megawatt CSP,
On October 6, 2009 APS filed to withdraw the Starwood application in Docket No. E-01345A-09-0261.
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2. INTRODUCTION

A. Renewable Energy Requirements

APS has prepared this Implementation Plan for the five year period 2010-2014 in compliance
with the RES Rules. The RES requires that affected utilities satisfy an annual renewable energy
requirement by providing a percentage of their electric retail sales from renewable resources.
The required percentage for the current implementation period begins at 2.50% in 2010 and
increases to 4.50% in 2014.° That minimum percentage increases to 15% of the utility’s retail
sales by the year 2025.!°

This rule defines renewable resources as: 1) “renewable generation” projects that are constructed
solely to export their energy production to the utility; and 2) DE that is a renewable resource
application 1nstalled at the customer premises and used to displace customer energy
consumption.'! As part of the RES, the energy generated or displaced by DE is applied towards
the percentage of the utility’s distributed renewable energy requlrement For both Renewable
Generation and DE, the unit used to track kilowatt-hours (“kWh”) derived from renewable
resources for purposes of comphance with the RES is the Renewable Energy Credit (“REC”),
where one kWh equals one REC."

The RES requires regulated utilities to file an Implementation Plan each year for review and
approval by the Arizona Corporation Commission (“ACC” or “Commission”).!* The Plan must
describe the procurement of renewable energy resources for the next five calendar years that will
meet the requirements of the RES." This description must identify the considered technologies,

the expected schedule for the resource incorporation on a year-by-year basis, and a description of
the kilowatts (“kW”) and kWh that are expected to be added to the APS portfolio by the
incorporation of those resources.'® The RES prov1des that reasonable and prudent costs incurred
to comply with the RES Rules are recoverable.!” Further, the RES provides that implementation
of the approved Plan by the utility shall serve to measure the utility’s compliance with the RES.'®
With Commission approval of APS’s Plan;; APS anticipates exceeding compliance with the RES

® A.A.C.R14-2-1804(B).

10 Id

' A.A.C. R14-2-1802(B).

2 A.A.C. R14-2-1805(B).

1 “Renewable Energy Credit” means the unit created to track kWh derived from an Eligible Renewable Resource
of kWh equivalent of Conventional Energy Resource displaced by Distributed Renewable Resources. A.A.C. R14-
2-1801(N).

* A.A.C.R14-2-1813(A).

' A.A.C.R14-2-1813(B).

16 Id

' See, A.A.C.R14-2-1808.

' A.A.C.R14-2-1815(C).
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renewable energy requirement in each year of the Plan period. Attached as Exhibit 1B is a
summary of the APS targets, energy requirements, and program budget.

B. Renewable Generation Challenges and Risks

In developing this Plan, APS evaluated renewable resources available for procurement in the
next one to two years (“the near-term”), as well as those anticipated to become available over the
remainder of the five-year period covered by this Plan and beyond (“the longer-term™).
Although there exists uncertainty in the specific details of many of those renewable resources,
APS believes it has chosen a strategy that will meet or exceed the renewable generation and total
RES energy targets, assuming all existing and planned facilities come to fruition.

APS’s implementation strategy for achieving compliance with RES targets for the years 2010-
2014 are detailed in this Plan. The Plan and the resulting renewable energy goals do not come
without some risk related to meeting the renewable resource targets. Inasmuch as those risks are
currently definable and quantifiable, they are identified and discussed in this Plan. Those risks
include issues such as: the availability, level and consistency -of federal, state and local
incentives; availability of renewable energy projects executed by financially and technically
sound developers; adequate transmission resources to deliver new resources to APS load;
renewable energy projects matching APS’s anticipated cost profiles; and the timing of new
resource availability.

The timely delivery of energy from renewable resources is critical to APS’s compliance with the
RES energy targets, and development of these types of projects typically requires between twe-te
fiveone to three years. Experience across the nation indicates renewable generation projects
suffer from high levels of project failure, broadly summarized as the inability to meet contract
energy delivery dates. These failures and delays can be attributed to a broad range of issues, but
are generally due to the relatively emergent nature of renewable resource markets and the current
national and global economic climate. APS’s experience, both with renewable energy projects
and with conventional energy technologies, suggests that careful project screening can reduce,
but not eliminate, some of the risk associated with project failures.

C. Distributed Energy Targets

The RES requires that affected utilities satisfy a percentage of the annual renewable energy
requirement through the addition of DE resources. The required percentage for the current
implementation period is 20% of the total requirement in 2010 and increases to 30% by 2012."
That percentage remains at 30% of the total renewable energy requirement through 2025.

In the time since approval of APS’s first RES Implementation Plan in 2008, the Company has
gained considerable experience with and understanding of the opportunities and challenges
associated with deployment of DE at the scale required under the RES. Through this Plan, APS
is initiating the opportunity to exceed the non-residential DE target described in the RES.

19 A.A.C.R14-2-1805(B).
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Further, APS believes it has identified a means by which to provide non-residential customers
continued opportunity to receive incentives for the installation of DE systems while also
benefitting from program cost reduction over the period described in this Plan. As part of APS’s
ongoing efforts to increase the penetration of DE to meet the RES DE targets at a lower cost than
APS’s current Implementation Plan, the Company issued its DE RFP in August 2008.

APS recognizes that DE is an important component of the RES requirement. Therefore, as part
of this Plan, APS proposes a funding level believed necessary for compliance with the residential
DE target and sufficient to exceed the non-residential target in each year of this Plan. APS
continues to work toward meeting the residential DE target and has developed programs and
strategies for increasing residential system installation. APS has also continued to aggressively
market the residential DE programs. However, to date, residential customer participation in the
program is not sufficient to meet the residential DE target. Even with availability of significant
incentives, customers must still provide significant personal funding to install DE systems on
their homes. Today, the typical 3 kW residential distributed PV system costs more than $23,000
to install, attracts about $15,000 in government and utility incentives, and requires a customer
investment of about $8,000. While residential DE programs have grown dramatically in the
months since Commission approval of APS’s first Implementation Plan, further increasing
customer participation will prove challenging in the current economic climate._ Nevertheless.
APS is dedicated to increasing participation in the residential DE program and is determined to
provide solutions that will work to reduce or eliminate the financial barriers associated with the
up-front costs for residential customers.

During the second quarter of 2009, APS became aware that a number of reservation requests
from schools were expected in the coming months and that those requests would likely not be
funded. due in part to the overwhelming interest in the PBI program. At the same time. APS’s
residential DE program was not receiving requests for incentives at a sufficient pace to commit
all funds that have been allocated for that purpose in 2009. In Decision No. 71275, the |
Commission granted APS authority to allocate up to $20 million of the 2009 residential DE |
budget to the funding of school projects. The RECs resulting from those school installations will

count towards the non-residential DE target.

APS’s RES Implementation Plan forecasts the number of kWs of customer installed capacity
needed to meet the residential DE RES requirement and. in turn, APS calculates the level of
incentive dollars required to support that amount of capacity. Since a portion of the funds
collected to fulfill the residential DE requirement was used for installations at schools, and since
the RECs are applied towards the non-residential target. residential funds may need to be |
increased above that originally forecasted as of part the 2009 Implementation Plan filed on July
1. 2008, to achieve full residential distributed energy compliance in the future. Specifically,
should customer demand for incentives increase to support reaching APS’s compliance target,
APS may require_an increase in the RES surcharge. Additionally. a reduction in incentive
amounts over time may decrease the amount needed to achieve full compliance. To date.
residential customer participation in the program has not been sufficient to meet the residential

| Page 7 of 363737
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distributed energy target. If necessary, APS will file an application with the Commission for
additional funding at that time.

Assumptions used to build the DE program budget are based on incentives developed as part of
Commission Staff’s UCPP working group, previous year program installations and reservations
under APS’s Renewable Energy Incentive program (“REIP”), project sales and development
time frames, variations in the levels of technology maturity, and availability of equipment for
installation. The proposed DE incentive budget and the incentive budget allocation are designed
to achieve the residential distributed—enerey—DE target and provides for exceeding the non-
residential distributed-energyDE target for the full five years described in the Plan. If the DE
program assumptions prove to be correct, the 2010 cost for this component of the Plan is
estimated to be approximately $73.0 million. This amount escalates to approximately $117.0
million in 2012. It is expected that 2012 will be the peak cost year in this five-year planning
window because that is the last year the DE requirement ramps up relative to the total RES
requirement. After 2012, the increases to the requirement are based on the growth of the overall
RES requirement and retail sales increases.

D. Required Program Funding

The Plan proposed by the Company is estimated to cost a total of $729-6778.9 -million over the
five-year Plan period. The budget summary can be found in Exhibit 2A. This Plan is anticipated
to result in APS exceeding compliance with the overall RES requirements in each year. The cost
for 2010 is estimated to be approximately $86.75-5- million and increases to $268-+217.9 million
in 2014. The increase in costs is mainly driven by increasing energy targets, large solar
generating projects becoming operational, and DE program expansion. In this Plan, APS is
requesting an adjustor to recover only the estimated 2010 costs of approximately $80.779-5
million, resulting in aan $7-18.3 million increase over the $72.4 million currently collected on an
annualized basis. The requested adjustor amount, along with the $6 million collected in base
rates, would total the $86.75-5 million of funding needed to meet the requirement. In each
succeeding year, as part of its Implementation Plan, APS will continue to request a reset of the
adjustor to collect the estimated costs for the following calendar year. Current estimates for each
of those years can be seen in Exhibit 2A.

Certain exhibits contained in this Plan include pricing estimates made by APS in development of
the program costs. Some of the pricing included in this Plan is from existing competitively
confidential contracts. The price estimates are necessary to allow APS to provide the
information sought by the Commission as part of the Implementation Plan. APS believes it is in
the best interest of customers and the Company to ensure that future suppliers of renewable
resources compete for the right to supply renewable energy without a pre-conceived notion of the
pricing assumptions or competitively confidential pricing in this plan. Therefore, APS has
submitted a redacted version of that confidential information in Exhibit 3C and 3D and will
provide Staff the competitively confidential information pursuant to an executed Protective
Agreement.
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This Plan makes reasonable assumptions concerning renewable energy resources, and as APS

gains more experience with renewable resources, future Plans will account for the realities APS
encounters in the actual implementation of the RES.
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3. APS 2010 IMPLEMENTATION PLAN

A. Energy

The RES identifies the minimum annual percentage of a utility’s retail sales that must be
obtained from renewable resources. The 2010 target is 2.50% of retail sales. The renewable
resource targets required to meet APS’s targets for each year are detailed in Exhibit 1B. The
targets detailed by the RES are described in two categories, renewable generation and DE
resources.

Renewable generation is represented by projects that export their energy production to the utility.
These projects are typically large-scale facilities that use renewable resources such as wind,
solar, geothermal, biomass, and biogas to generate electricity. Energy produced from those
resources is delivered through the transmission and distribution systems and, ultimately, to the
utility’s customers.

DE resources are represented by technology applications that are physically installed on the
customer’s property. Those applications are typically specifically designed for the distributed
setting. Distributed applications under the RES include a wide range of technologies; today
those technologies are most frequently represented by PV and solar water heating systems. DE
resources can be tied to the existing APS distribution system or can be installed as a remote
application, independent of the APS distribution system.

B. Cépacigv_

The RES targets are energy based (kWh), with no capacity (kW) requirements. However, the
Plan utilizes generation capacity assumptions to forecast compliance with the energy targets.
When equating energy targets to planned capacity levels, it is important to recognize that the
capacity factors™ for various renewable generation technologies vary significantly. Some
technologies, such as geothermal and biomass, are very predictable and can produce at capacity
factors near 80-90%, similar to conventional base load generation. Some renewable generation
technologies, such as solar, are predictable, but have inherently low capacity factors of 15-30%,
driven by the daily availability of solar radiation. Other renewable generation technologies, such
as wind, are less predictable on a real-time basis. However, wind will generally produce
capacity factors in the range of 25-40% annually, depending on the characteristics of the wind
resource in a given location.

%0 Capacity factor is a value used to express the average production level of a generating unit over a given period of
time. Capacity factor is expressed as a percentage of the maximum possible production if the generating unit had
operated at its maximum capacity rating for all hours during the period. For example, a generating facility which
operates at an average of 60% of its maximum capacity over a measured period has a capacity factor of 60% for that
period.
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The balance of the technologies employed is critical and the ultimate balance of the technology
portfolio will dictate the additional capacity required to achieve the energy targets. Exhibit 3B
provides the level of capacity for the specific mixture of technologies assumed in this Plan for
the coming five years. Targeted additions described in Exhibit 3B are not intended to be an
exact representation of the resources APS intends to acquire, but merely an example of a
potential resource mix based on APS’s current resource strategy. The economics of a particular
resource or technology will ultimately determine the extent to which any one technology is
employed as part of the overall portfolio.

C. Renewable Generation

The Plan was designed with sufficient flexibility to provide the best opportunity to meet or
exceed RES targets in a cost effective manner. The Plan provides descriptions of the current
projects under contract, as well as the expected resource additions over the next five years. The
renewable resources contemplated under this Plan are consistent with APS’s short and long-term
planning goals and resource acquisition plans described in the Company’s RPR.?

I Existing Renewable Generation

As shown in Exhibit 3B, APS is anticipating renewable generation capacity of 244 MW by the
end of 2010. Of that capacity, 218 MW are from Purchased Power Agreements (“PPA”) for
projects currently operating or anticipated to be completed in 2010, 6 MW are from APS-owned
solar facilities, and 20 MW are estimated from the APS proposed Small Generation Program
discussed later in this Plan.

il. Renewable Generation Procurement Plan and Process

The energy required to meet the APS targets and the allocation established to support anticipated
demand for the Green Power rates™ in each of the next five years is outlined in Exhibit 1B. In
general, two to five years is required from the initiation of an RFP to the point at which energy
can flow into the APS system from a new renewable generation project. The majority of that
time is required for development and construction.

APS has anticipated the need for additional energy output from renewable resources in 2010 and
beyond. Accordingly, APS implemented two separate competitive procurement processes in
2008, seeking additional renewable energy including distributed resources with commercial
operation dates ranging from 2010 to 2014. In 2009, APS issued its renewable small generation
RFP with a commercial operation date of 264062011. The competitive procurement processes

I Docket No. E-01345A-09-0037 (January 29, 2009).

2 Current Green Power rate schedules GPS-1 and GPS-2 were approved by the Commission in Decision No.
69663. They were created to allow customers to purchase a portion of their energy usage from renewable resources.
These purchases do not count toward RES targets. Revisions to GPS-1 and GPS-2 and the new Green Power rate
schedule GPS-3 are-eurrently-awaitingwere approved by the Commission apprevalon September 17. 2009 in
DecketDecision No. E-04345A-08-0614-71276.
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will continue to consist of, but not be limited to, the issuance of RFPs, negotiated bilateral supply
contracts, and other strategies for obtaining long-term renewable resources. - Implementing an
effective competitive procurement process will ensure a fair and unbiased procedure that will
efficiently incorporate a full range of renewable resource alternatives from the marketplace.
APS expects to continue engaging the market and seeking cost effective projects over the next
few years.

In the evaluation of bids submitted during the competitive procurement process, analysis of
proposals will include an evaluation of: energy production; capacity value; deliverability;
technical characteristics; operational performance; reliability; efficiency; credit; and respondent
experience. The procurement and project selection procedure employed by APS has been
documented and certified by an independent auditor as required by the RES.?

The AZ Sun program is a new component of the Company’s RES Implementation Plan. in which
APS will invest $500 million of capital to develop 100 MWs of utility-owned solar generation
facilities beginning in 2010 through 2014. APS anticipates the solar facilities will take the form

of ground mounted solar photovoltaic (*PV™) systems. The AZ Sun program. if approved. will

provide diversification of APS’s renewable portfolio that today consists primarily of Power
Purchase Agreements to include more utility-owned renewable resources. Acquisition

of solar resources through the AZ Sun program is consistent with the Company’s resource plan®*
and will play an important part in the ability of APS to meet its Renewable Energy Standard
(“RES”) requirements of 15% of retail sales from renewable resources by 2025,

This Plan attempts to fully acknowledge the reality that PPAs and project development methods
will not necessarily conform to required delivery schedules and planned quantities. Renewable
generation projects, like other generation projects, may be delayed or fail to achieve scheduled
commercial operation.”> APS also expects output from existing renewable projects to fluctuate
from year to year. The tool used to manage these planning and output variances will be the
banking of RECs. APS’s initial renewable generation bank was established using RES-eligible
energy procured prior to the effective dates of the RES rules, or August 14, 2007. After that
date, changes to the REC bank are only expected to come from withdrawals to meet compliance
or deposits from excess generation in any given year. APS uses a first-in, first-out approach to
track the REC bank balance. In other words, withdrawals will be made from the oldest vintages
first and will move to the next year after the oldest year has been exhausted.

iii.  Identifying Renewable Generation Requirements

B A.A.C.R14-2-1812(B)(6) requires “A description of the procedures for choosing Eligible Renewable Energy
Resources and a certification from an independent auditor that those procedures are fair and unbiased and have been
appropriately applied.” Certification letters were filed as part of the RES Annual Compliance Report filed in Docket
No. E-01345A-95-0491, on February 29, 2008, and in Docket No. E-01345A-07-0468 on April 1, 2009.

2 Filed in Docket No. E-01345A-09-0037, January 20, 2009.

¥ For example, the commercial operation date for the Solana CSP project is now expected to be April 2013.
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During the five years covered by this Plan, the renewable resource targets increase from 2.50%
in 2010 to 4.50% in 2014. In the near-term, this Plan focuses on existing and planned renewable
resource projects to meet those targets. This Plan also contemplates that new renewable
generation will be contracted and developed during the five-year period covered by this Plan.
APS has based its program budget and energy procurement on several assumptions, which are
discussed below. Details are competitively confidential and have been redacted. Those details
will be provided to Staff pursuant to an executed Confidentiality Agreement.

1. Costs of Renewable Generation
For purposes of resource and budget planning, the costs of renewable generation are based on the
portion of the renewable energy cost_in a Power Purchase Agreement (“PPA”) that is above the
market cost of comparable conventional generation.”® —For existing contracts, the percentage
above APS’s cost for comparable generation was established at the time the contract was signed
and the percentage is applied to the total contract cost for the planning year. For targeted future
contracts, the price is estimated based on existing renewable generation contracts, recent market
experience, and general trends observed in renewable generation project development. These
percentages for future contracts will be re-evaluated during subsequent five-year planning
periods. All renewable resource costs are described in terms of dollars per MWh above APS’s
comparable conventional generation. For utility owned assets. APS is proposing to collect the

revenue requirement associated with these assets through the RES adjustor until such time as it
can be incorporated into traditional ratemaking methods.

The detailed cost assumptions used to develop the budget for procurement of these resources are
included in Exhibits 3C and 3D. Because this information is competitively confidential, it will
be provided to Staff pursuant to an executed Protective Agreement. It should also be noted that
the existing contracts referenced in Exhibits 3C and 3D are long-term commitments that are
either already in place or nearly finalized at the date of this Plan.**

v AZ Sun Program

The AZ Sun program is a new component of the Company’s RES Implementation Plan. in which
APS will invest $500 million of capital to develop 100 MWs of utility-owned solar generation
facilities beginning in 2010 through 2014. APS anticipates the solar facilities will take the form
of ground mounted solar PV systems.

If approved. the AZ Sun program will provide diversification of APS’s renewable portfolio that
today consists primarily of Power Purchase Agreements (‘PPAs™) to include more utility-owned
renewable resources. While both the Community Power Project (see section D.vii) and the AZ
Sun program are focused on utility ownership, when combined with the Company’s overall Plan,

APS will solicit and consider proposals that may result in either PPAs. as the Company has done
historically. or utility ownership.

Conventional Generation.

% A.A.C.R14-2-1801(K) defines Market Cost of Comparable
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Through the AZ Sun program. beginning in 2010 and continuing through 2014. the Company
plans to invest $500 million of capital to develop 100 MWSs of solar resources. APS expects to

acquire these resources through competitive procurement processes beginning in 2010. The
Company has forecasted to develop 25 MWs a vear in each 0of 2011. 2012. 2013 and 2014. APS
may accelerate development of this capacity if commercially reasonable to do so and if able to
achieve desired diversification of both developer and svstem impact risks.

APS expects to procure primarily solar PV resources through the AZ Sun program: however. all
PV technologv types will be evaluated through the procurement processes, with consideration

being given to cost. reliability and performance. The most beneficial technology for each

individual location will be chosen.

The AZ Sun program may also include utility scale systems located on a customer’s premise.
thereby qualifying as a distributed energy project as discussed in the 2010 Implementation Plan.

As proposed. the AZ Sun program stipulates a capital investment of approximately $500 million

to be made beginning in 2010 through 2014 to develop 100 MW of solar generation capacity.
This is based on an average solar PV capital cost of $5.00/watt. The cost of the actual systems

deploved will be based on competitive procurement processes. and will most likely vary with the
size of the system, as smaller size systems tend to be greater on a per watt basis, while larger
sized systems cost less due to economies of scale of the individual project. Approval of this
Program will allow the Company to install these resources quickly and efficiently without
additional regulatory approvals. The Company will report on the results of the AZ Sun program
through its annual RES Compliance Report.

The revenue requirement that APS proposes to recover through the RES for each 25 MW
increment is estimated to be $16.1 million in the first vear of operation, $5.2 million in the last

year. and $256 million over the 30 vear life of the project. based on an average capital cost of

$5.00/watt and other finance. tax and operating cost assumptions.

APS is proposing that revenue requirements for the AZ Sun program. including depreciation
property taxes. income taxes, operating and maintenance expenses and a return using the then
currently authorized cost of capital. would be recovered through the RES adjustor until the
investment is included in base rates or other recovery mechanism. It is important to note that
resources under this program are not likely to commence commercial operation until 2011. As
such. the requested 2010 RES adjustor does not include any recovery for revenue requirements

under the AZ Sun program. APS will include an updated budget for this program in its 2011
Implementation Plan as specific resources are identified.

V. Small Generation Pilot Program

Traditionally, a small renewable generation project developer’s best opportunity to execute an
agreement with APS was by bidding into an RFP. While this process works well for large
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the Company’s 2009 RES Implementation Plan, APS received approval for a one-year Small
Generation Pilot Program® for projects that produce less than 35,000 MWh per year. The
program is available to all RES eligible technologies, but is limited to a total of 45,000 MWh per
year. The 45,000 MWh maximum is further segregated into 10,000 MWh for solar and 35,000
MWh for all other RES eligible projects, although the exact mix of projects will depend on the
response to the program.

|

|

|

1 | | |

| projects, APS recognizes that this process may seem onerous for a small system developer. In
|

|

|

|

|

APS began implementation of the Program in early 2009 and issued an RFP on March 25, 2009.
In addition to the criteria mentioned above, APS also developed “Threshold Criteria” designed to
provide local benefits similar to large scale renewable projects. To pass the initial screening,
bidders were required to meet at least three of the following five criteria:

o s

1. Community Participation
Partnerships

Community groups and
residents to participate and
benefit from a small
renewable energy
generation plant in their
community.

Lettér of interest from th
partner submitted with the RFP
response.

2. School/Educational Partnerships

Encourage renewable
energy educational
opportunities for educators
and students.

This could be accomplished with
renewable energy curriculum,
internships, physical location, or other
respondent proposals. Letter of
interest from the school or educational
institution should be submitted with
the RFP response.

3. Geographic Diversity ~
Defined as zip codes outside of the
Metro Phoenix area.

Projects in diverse areas of
APS service territory.

Include site zip code in the RFP
response.

4. Job Creation

Support the creation of at
least 2 renewable energy
jobs.

| Include number of construction and

operating jobs in the RFP response.

5. Leverage Federal, State, or Local
grants, contributions, or funding
sources (other than Investment Tax
Credit or Production Tax Credit).

Encourage participation of
research or other public
partners.

Letter of support or commitment from
funding source.

| A bidder’s conference was held on April 16, 2009 to provide additional information and answer
questions related to the RFP. More than one hundred people attended by phone or in person. A
total of 30 bids were received on June 4, 2009, representing an array of renewable technologies
| including biogas, wind, and several solar technologies. APS plans-te-develephas developed a

* Decision No. 70654 (December 18, 2008).
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short-list of finalists +-the-third-quarter-6f2009-and plans to complete PPAs with the successful
bidders inby the fourth-quarterend of 2009. The RFP requires the projects to be commercially

operable no later than year-end 2011.

Based on the current responses, APS believes the results of the RFP are promising, and will
promote the development of small generation systems. While the selection process is not
complete, initial results appear promising and APS anticipates issuing a second Small Generation
RFP in 2011. APS will report additional results from the pilot in its 2009 RES Compliance
Report. Initial assessment of the Small Generation Pilot suggests the approach will have a
favorable impact on this market segment and should result in valuable project additions. APS
believes a second Small Generation RFP may be appropriate as part of its 2011 Implementation
Plan strategy.

D. Distributed Energy

APS recognizes the importance of DE resources as part of the Commission’s comprehensive
renewable energy objectives. Distributed resources have become an increasingly important part
of APS’s renewable energy strategy. APS has successfully implemented its REIP for nearly two
years and overall APS has more than eight years of experience in implementing DE programs.
As part of this Plan, APS seeks to implement new strategies to increase the penetration of DE
within its service territory and to reduce the cost of achieving residential RES targets, and
exceeding the non-residential RES targets.

As part of this Plan, APS proposes a funding level it believes necessary for-complianee-withto
meet the expected level of customer demand in the residential DE program.—_However. APS
recognizes that should the residential DE program become fully subscribed in 2010, the
Company may require additional funding as a result of the $20 million reallocation from the
residential program to the funding of school projects.”’ A reduction in incentive amounts over
time may decrease the amount needed to achieve full compliance. and specifically will depend
on the point in time when customer demand exceeds the currently available incentives. APS also
proposes authorization for the lifetime of the contracts and the associated annual funding level
that the Company believes will be sufficient to exceed the non-residential DE targets in each
year of this Plan.

Interest in APS’s residential DE program has increased over the past year, even with a
challenging economic climate. Continued improvements in residential program implementation,
successful marketing, outreach and education efforts, and further incorporation of the REIP into
APS’s broad-based technology infrastructure are working to manage more customer transactions
more efficiently. As part of this plan, APS developed or expanded two key components of its
residential programs: 1) the continued implementation of APS’s residential DE incentive
program; and 2) refinement and continuation of the Solar Homes Program, which is designed to
drive energy efficient and solar home construction. In Decision No. 71275, APS was ordered to

» Decision No. 71275
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create proposals to increase participation in the residential DE program. APS is accelerating the
deployment of, or developing. the following initiatives as part of this plan:

e APS will launch a Qualified Contractors Program in 2010. The primary goal of this
program is to increase overall customer satisfaction. improve program efficiencies. and
work to ensure the consistent quality of end-use customers’ installations.

e To enhance interest and awareness in residential DE by working within communities and
extending the reach of APS’s marketing efforts, APS will work to establish an Arizona

based non-profit organization focused on driving increased participation in APS’s
distributed renewable energy programs.

o APS will introduce a program designed to encourage lending institutions to create
programs that will help customers overcome the obstacles with up-front financing.

e To drive a deliberate call to action and to increase the momentum already present in
APS’s residential programs, APS will offer promotional incentives/rebates to residential
customers for the installation of PV _systems or SWH in addition to the up-front
incentives collected through the RES.

APS views thisthese programs as a-valuable eempenrentcomponents of the long-term success of a
broadly successful residential program.

APS’s non-residential DE program includes four components: 1) annual increases in the amount
of $100 million per year to the lifetime PRerfermance-BasedIncentive—(“PBI®) commitment
authorization with associated annual funding to allow customers the opportunity to install DE
systems above and beyond what would be required for APS compliance with the RES targets; 2)
the implementation of DE projects identified through the Company’s 2008 DE RFP; 3) the
continued support of agreements entered into through year-end 2009;* and 4) the continued
funding of projects eligible as wholesale DE.

APS is also introducing a DE program for schools. municipalities and other government entities

as part of its DE program ex,tgansion.3 ' APS’s Plan offers these entities PBIs for the installation
of all RES qualifying non-residential technologies. APS’s proposed program allocates $13

million of the $100 million annual erowth in the lifetime PBI authorization described as part of
APS’s distributed program expansion. This program will not require additional funding above
what APS proposed in its July Filing.

30 APS-filed-forThe Commission authorized approval on September 3. 2009 of a $220 million authorization in
lifetime Performance Based Incentive contract commitments through 2009 in BeeketDecision No. E-4345A-09-

2 5 71254,
*' Decision No. 71275 required APS to propose a DE program designed to increase the participation at schools and
government buildings.
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APS also plans expansion of the DPAP designed to provide additional financial support for
residential customers who would not otherwise be able to afford residential DE systems.

As part of a separate application before the Commission, APS proposed the Community Power
Project - Flagstaff Pilot.*> The Community Power Project represents an important step forward
as both an opportunity for technical learning related to DE system interaction with APS’s electric
distribution system, and an outstanding opportunity to gain further insight into consumer interest
in and interactions with DE technologies. The Community Power Project is included as part of
this Plan.

Planning models, implementation strategies, and budgeting for the DE programs were all
designed with specific consideration for the insight from the UCPP working group. In addition,
APS relied on several years of experience with the REIP and ongoing dialogue with many
industry stakeholders.

Fnhancement of DE

Programs

The following sections describe APS programs designed to increase market penetration within

the residential sector. APS continues to develop and refine these strategies based on insight
gained from program execution and with stakeholder input.

1. Solar Homes Program

In review of the DE program activity to date, nearly all participants are customers who have
incorporated renewable technologies on existing facilities. From an end-user perspective. the
most cost effective and convenient wav of incorporating energy efficiency and renewable energy
technology is at the time of initial design and construction.

As a result of today’s economy. the local building market is depressed when compared to the

explosive growth seen in the recent past. Potential homebuyers are becoming more informed.
selective, and demanding in order to stretch their limited purchasing power. Homebuilders are
looking for ways to differentiate their product. not only from their competition, but from the
quality home that they had previously sold.

In response to this opportunity. APS launched the APS Energy Star and Solar Homes Program in
April of 2009. The goal of the program is to increase the overall number of energy efficient
homes being built that include renewable technologies in the most cost-effective way for end-use
customers. The program will reward homebuilders for their commitment to developing
communities with renewable technologies. In exchange for this commitment (homebuilders
must offer renewable technologies as a standard feature across the community). the builder will
receive a supplemental incentive and non-monetary benefits such as cooperative marketing.
training, and technology assistance.

*2 Docket No. E-01345A-09-0227 (May 11, 2009).
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As part of this Plan. APS has included continued expansion of this effort with interested
homebuilders. By 2013, based on current economic forecasts. APS anticipates that over 2.700
solar-equipped and solar-ready homes will be built as a result of this program. A recoverv in the

Arizona housing market could dramatically increase the number of solar homes resulting from

this program. APS may offer promotional incentives in order to increase market share
depending on results throughout the year,

2. Qualified Contractors Progranm’

Within the last few vears. Arizona has experienced significant growth in the number of

contractors offering and installing renewable technologies., While this growth is a sign that the
demand for renewable technologies is increasing, stakeholders and customers have concerns

regarding the qualifications and expertise of these contractors.

APS recognizes this issue and is therefore launching a Qualified Contractors Program in 2010.
The primary goals of this program are to increase overall customer satisfaction with the DE
purchase process. improve program operating and marketing efficiencies. and to ensure a
consistent high qualitv installation. '

The first phase of the program will be designed to serve two technologv segments; solar electric
and solar thermal system installations. Participating contractors will be required to complete a

training curriculum including technical. administrative, utility rates. customer service, and ethics
courses; meet inspection/commissioning standards: maintain Better Business Bureau ratings and
customer satisfaction levels; and commit to formal dispute resolution services.

Participating qualified contractors will benefit from this program by receiving accreditations. a

formal referral process. cooperative marketing/advertising, streamlined administrative processes,
and increased overall training of staff.

APS believes this program will play a key role in its marketing strategy to transition from
creating market awareness to enabling customers to take action. Upon completion of the
qualified contractors list. APS’s customers will have increased clarity and direction in choosing
an installer for their renewable system. While not proposed as part of this Implementation Plan,

it is APS’s intention to ultimately require customers to use an APS qualified contractor to be

eligible for renewable energy incentives.

3. Financing Incentive for Residential Renewable Energy

APS is dedicated to finding solutions that will help reduce or eliminate the financial barriers

associated with the up-front costs of installing residential DE systems. It is apparent that
innovative financing is becoming more readily available as renewable programs mature across

the country. In 2008. APS partnered with the non-profit Electric & Gas Industries Association

*3 The Qualified Contractors Program will also impact and benefit non-residential installations,
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(“EGIA™™) to provide financing options for customers to install residential DE systems. The
program was positively received by APS’s customers; however. GE Money. the funding source
of the GEOSmart program. discontinued their unsecured installment loan (APS’s program) due
to_economic conditions in October 2008. APS is actively pursuing other mechanisms to offer
residential customers additional financing options. The Company is collaborating with banks and
other lending institutions to create options that will help customers overcome the obstacle of up-
front installation costs. APS believes that. like home builders within the Solar Homes program.
incentive mechanisms designed to encourage lending institutions to make funds available and

create programs for DE installations will have a broad and long lasting effect.

Once fully developed, this program will be available to all lending institutions. As in its other
cooperative marketing efforts, APS believes this approach will vest additional entities in the
promotion of distributed renewable energy that will extend the reach of APS’s own marketing

and outreach efforts. This effort will also raise awareness of the availability of DE financing
options.

4. Promotional Incentives/Rebates

APS is preparing a marketing initiative with a specific call to action. The initiative will offer
promotional incentives to residential customers for the installation of PV systems or SWH in
addition to the already available up-front incentives (“UFI”). APS anticipates that by

temporarily adding limited additional incentives. the Company can create momentum that will
carry through the end of 2010 and beyond. APS believes that the promotional incentives will not

only affect purchase decisions, but will also serve to increase understanding of APS’s standard
incentive offerings.

To preserve the effectiveness of the promotion and minimize adverse market behavior. the
details of the promotional incentives and their specific timing are not included in this plan.

il Expansion of the DE Program Beyond Compliance

The combination of the success of APS’s non-residential DE program in 2009 and the
success of the DE RFP have resulted in commitments for non-residential DE resources to comply
with the RES target for each year of this Plan. APS recognizes our customers’ interest in
continuing to install increasing amounts of DE technologies. APS also recognizes the
Commission’s continued support for developing renewable energy strategies that exceed the
targets established in the RES. Therefore, as part of this Plan, APS proposes an expansion of the
non-residential DE program that will result in energy beyond that required for near-term
compliance. In addition, the expansion is designed to continue development of customer-sited
DE projects. ‘

The expanded program includes two fundamental pieces: 1) annual increases to the lifetime PBI
authorization to continue to facilitate large, medium, and largeschools and governmental
customer installations; and 2) an annual budget for non-residential Up Front Incentives (“UFI”)
to continue to facilitate smaller or generally lower cost customer installations. The increased
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lifetime PBI commitment authorization is accompanied by a forecast of the annual funding
requirement necessary to meet incentive payments resulting from the energy produced in each
budget year. The annual funding required for Bistributed-Energy-DE Incentives are included in
Exhibit 4A. In addition, the detailed interaction between annual funding and the lifetime PBI
commitment authorization is included in Exhibit 4C.

With spec1ﬁc experlence from APS’s REIP and based upon dialogue with customers and other
stakeholders,* the expanded non-residential program will allocate the annual $100 million
increase in the lifetime PBI to #wethree areas: $8065 million for large projects, and $20 million
for medium projects, and $15 million for schools and governmental program as defined below.

Large Project: any electricity producing project whose inverter(s) or generator(s) is rated
greater than 100 kWac or any project whose lifetime incentive commitment is greater
than $2.5 million. Incentives will be capped for electric producing systems at a capacity
size of 2,000 kWac per interconnection point; actual system size is not limited under this
program although all other interconnection and program requirements remain applicable.

Medium Project: any electricity producing project whose inverter(s) or generator(s) is

rated 100 kWac®® or less, or any project whose lifetime incentive commitment is less than
$2.5 million, and does not qualify for an up-front incentive.:

deseﬁbed—lﬁdei—Seeﬁei%e%A:P—S—DEAMejeets—Schools and Governmental Program

designed to assist publicly funded (K-12) schools and state/local governmental facilities.
Projects are open to all RES gualifying technologies, however, are limited to 300 kWac
per_interconnected meter for generating technologies or Lifetime Project Commitment of
$1.5 million. per interconnected meter for other qualifving technologies. Projects that
qualify as a Small Project do not qualify under this program. Projects larger than the
above mentioned limits will be required to participate in the standard program as a Large

Project.

All eligible as—Eargeprojects will alse~be required to conform to the provisions of the APS
DEAP. A limited number of modifications have been made to accommodate to the goal of
increasing competition among Large and Medlum prOJects incentive fundmg and thereby
reducmg incentive costs. : v

** On June 2, 2009, APS held a 2010 Renewable Energy Standard Implementation Plan stakeholder meeting
focused on the stausstatus of the non-residential DE program. APS informed stakeholders that participation in the
non-residential program had exceeded expectations, which presented challenges for the Company in the acceptance
of PBI reservation under the existing Commission approved lifetime PBI commitment authorization of $77 million.
Options to reduce costs without diluting the amount of distributed renewable energy generated were discussed with
stakeholders. APS is using stakeholder input to further refine its DE program.

%% Solar nameplate capacity is commonly designated in dc (direct current), while utility operations and services are
provided in ac (alternating current).
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A description of the DEAP and a summary of included enhancements are provided in Section
3.D(vi).

ii=i Distributed Energy RFP
On August 14, 2008, APS issued an RFP for DE Resources (“DE RFP”). Through the DE RFP,
APS sought to increase the quantity of DE resources to assist in compliance with the RES Rules
and to lower costs of DE resources relative to that forecast through continued implementation of
the current incentive programs. To facilitate this goal, APS considered offers that phase-in over
several years and introduce alternative and potentially cost-saving methods for providing
custorsréers choices related to DE. Bids submitted under the DE RFP were due on October 17,
2008.

APS received submittals from 12 separate entities, representing 22 distinct proposals. The
proposals submitted were principally focused on PV installations for non-residential customers.
After performing the initial screening process to determine bid conformance, APS was presented
with 12 projects for consideration that aggregated to more than 400 MWdc®” and 400,000
MWh/yr of DE projects. From these projects, the Company reviewed the details of each
proposal and the economics relative to the REIP. All proposals that represented a reduced cost
compared to funding the same projects through the REIP were short-listed for further
discussions. These short-listed projects were subjected to a more thorough economic evaluation.
APS selected only a portion of the proposed projects, first in an effort to gain additional and
specific experience with these types of DE transactions and second in an effort to preserve
opportunities for customer projects under other DE programs. In addition, APS began a direct
dialogue with the customers identified by the bidders to determine the extent of their interest in
installed DE systems as described in bids submitted to the DE RFP.>®® APS has entered into
contract negotiations with several counterparties that will provide over 130,000 MWh/yr of DE
projects (when fully deployed) at a significantly reduced cost when compared to the REIP. This
total quantity represents a little more than one-quarter of APS’s 2014 DE requirement. Two new
DE transaction types -were proposed among the bids under negotiation. APS believes that each
DE transaction type results in customer-sited projects that are qualified to meet the RES DE
targets. Those transaction types are described below.

1. Customer Aggregation Model :
This model would produce a negotiated arrangement between APS and a third-party developer

for a specified amount of DE. The developer will have the ability to phase in projects over
several years and will have the ability to determine the optimal mix of customer installations and
technologies needed to meet their fixed REC price to APS in accordance with the contract. This
contract type leverages a third party’s expertise in partnership development and site selection to

3¢ APS engaged Merrimack Energy Group, Inc., to act as Independent Auditor for this RFP.

37 Solar nameplate capacity is commonly designated in dc (direct current), while utility operations and services are
provided in ac (alternating current).

** The vast majority of conforming bids where submitted by project developers who identified either specific
customer sites or potential market segments.
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derive DE outcomes at a predetermined price. Benefits to the APS program include:
dramatically reduced REC costs; contractual controls over system and installation performance;
and increased implementation efficiency.

2. REC and Energy Contract Model

In the REC and Energy Contract Model, APS and the DE developer enter into an agreement to
meet the specific needs of large customers. Under this model, the developer would site the PV
system at a customer’s facility. APS would purchase all of the energy and the associated RECs
generated by the system, then APS and the customer would enter into a separate agreement for
the customer to purchase all of the energy from the DE system. Those contractual rate
agreements will require separate approval from the ACC. This model provides a more economic
way to integrate solar power for very large energy users. APS believes that this model, while
different from the standard approach where APS purchases only the RECs, qualifies in
contributing to the DE target under the RES.

In aggregate, when compared to the current cost of the non-residential DE program, the results of
the DE RFP are projected to reduce program costs for RECs by approximately 50 percent:

iv. Distributed Public Assistance Program

As part of its 2009 Implementation Plan, APS began working to deploy DPAP funds in support
of DE installations for limited income customers. APS proposes an increase in the budget by
$200,000 resulting in an overall proposed budget of $500,000 to continue the development of the
DPAP to meet the unique needs of our limited income, school, non-profit, and governmental
customers. Because these customers may have limited financial means and relatively low or
non-existent taxable income to be offset by tax credits, the standard REIP is not likely to meet
the needs of these customers. Where available, APS will use other customer and non-customer
funds to leverage overall program results and reach additional customer segments.

There are a number of concepts APS intends to expand upon, to help increase the utilization of
DE with feedback from stakeholders, community leaders, and organizations including:

e Larger incentives. Because many of these customers have little or no tax liability, a
standard incentive leaves them paying a larger portion of the total cost to install
renewable systems than someone who could take advantage of tax credits. Larger
than standard incentives and increased incentive authorizations may be an appropriate
way to level the playing field.

e Contributions. In limited instances, APS may provide for the complete installation of
systems including PV, solar water heating, and daylighting.

e Administrative and technical requirements. To address the unique and lengthy

approval processes most schools and governmental agencies use, APS may be able to

extend the reservation timelines to meet the needs of those groups. APS will also
determine if there are contracting terms and conditions that could be modified to
assist all limited income, school, non-profit, and governmental customers.
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V. Anticipated Distributed Energy Program Outcomes

In developing the anticipated program outcomes, a number of assumptions about technologies
and customer preferences were required. The assumptions included the anticipated number of
projects by technology and the anticipated energy contribution from each DE project.
Anticipated energy contribution was described by assumptions about average project size and
average project production. The detailed assumptions were required for purposes of budget and
planning; they are not intended to reflect allocations, funding authorization, or preference for any
one technology. The assumptions are detailed in Exhibit SA.

Incentives were drawn from the draft UCPP working group efforts and are included in the APS
DEAP. The DEAP, generally described below, details different incentive types for use in the DE
program. For planning purposes, assumptions about customer preference for the variety of
incentive alternative were required.

APS’s proposed DE budget and anticipated resulting energy are described in Exhibits 4A and
4B. The lifetime authorization for commitments under the non-residential program is described
in Exhibit 4C. The actual results of program implementation are likely to differ from those
anticipated by APS’s planning efforts as customers learn more about the variety of technologies
and applications available as a result of APS’s program marketing, advertising, and partnership
development efforts.

Planning assumptions for the residential DE program are described in Exhibit SA. Projections
for the resulting installations under the residential DE program are described in Exhibit 5C.

Vi. Key Tenets of the Proposed Distributed Energy Administration Plan

APS’s DE program is detailed in the DEAP. While the DEAP is substantially the sameas the
version approved in Decision No. 70654, there have been some miner-enhancements designed to
improve clarity and customer service. In addition, the DEAP has been updated to reflect APS’s
approach for the implementation of a non-residential program that exceeds RES compliance
targets. Those enhancements are discussed in a following section. Below are several key tenets
of APS’s program as described in the proposed DEAP:

1. Administration
Project funding is not guaranteed until the customer receives a reservation confirmation from
APS for each project. To receive a reservation and an incentive, applicants must follow the
established reservation, installation, and inspection procedures.

2. Equipment and Installation Requirements
Systems will be required to adhere to generally accepted industry standards, federal, state and

local codes, all applicable regulatory requirements, and manufacturer recommendations for
installation and operation. Systems must be installed by an Arizona-licensed contractor with an
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active certification for the technology being installed, and must conform to APS interconnection
requirements, if applicable.

3. Incentives
In the development of APS’s distributed ineentives, APS used the approach developed by the
UCPP working group. Incentives are designed to defray some of the costs of a system designed
to offset a typical load of a customer. Systems qualifying for DE incentives cannot qualify for
other utility incentives.

Residential — Customers for residential incentives can apply for a one-time
payment based on the DE system’s capacity or based on the first year estimated
savings provided by the DE system, dependent on the technology application.
This type of incentive is referred to as an Up-Front Incentive (“UFI”).

Non-Residential — Non-residential customers will either receive a UFI or a PBI,
an incentive based on system production, which is paid over time. Projects
receiving PBI are paid based on system energy output rather than on system
capacity. Projects with a total incentive value of $75,000 or less (calculated as the
present value of the total of incentive payments) will receive a one-time capacity
based incentive; all others will receive incentives based on production.

For installations receiving a UFI, the incentive amount is predetermined by the capacity or
energy savings of the system. Customers who request a PBI for a DE system have the latitude to
propose an incentive appropriate for their project; the PBI incentive matrix describes the
maximum available incentive level. The non-residential program expansion described in this
Plan is designed to better leverage that flexibility in hopes of driving down project incentive
levels.

4. Market-Driven Projects
Projects that fall outside of the standard administrative, equipment, or incentive requirements for
DEAP projects or projects that are solicited by APS to achieve specific program goals may be
eligible for incentives as market-driven projects. These projects must be comparable to
conforming projects in financial efficiency to be considered for incentives.

5. Customer Self-Direct
As set forth in APS’s approved Adjustment Schedule SDR,* eligible customers are required to
declare the amount of the self-directed funding requested by March 31% each year. These
projects must be comparable to conforming projects in financial efficiency to be considered for
incentives. The amount of funds allocated to customer self-directed projects will be disclosed in
this Plan for the next program year. As noted in Exhibit 2A to this Plan, APS has not received
any requests for self-direction to date.

i Adjustment Schedule SDR, Self-Directed Renewable Resources, was approved by the Commission in Decision
No. 70313.
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6. DEAP Enhancements
After beginning the process of implementing the DE incentive program that was approved by the
Commission in Decision No. 70654 (December 18, 2008), APS discovered a number of minor
issues that require a modification to the DEAP. These modifications are designed to improve
customer service and eliminate any issues that might limit customer participation or satisfaction.
In addition, modifications have been made to accommodate APS’s proposed non-residential
program expansion.

= APS simplified the methodology for calculating the UFI for small wind generators.
The change eliminates the compounding effect of applying inverter efficiency more
than once in the calculation. By making this change, the calculation more accurately
reflects the true output of the system.

= APS has seen increased customer interest in geothermal applications. APS included
equipment qualifications and installation guidelines to better assist interested parties
in the proper design and installation of geothermal heating and cooling systems. By
using equipment standards consistent with the federal tax credit requirements, along
with an incentive based on annual energy savings, the program more accurately
reflects industry standards in the design, and installation of systems, as well as
ensuring that customers receive system appropriate incentives.

= In expanding the Non-Residential DE Program, APS described projects in threefour
different categories: Large Projects, Medium Projects, and-Small, and School and
Governmental Projects. Large Projects will be eligible for PBI, with semi-annual
nomination periods. Medium Projects will be eligible for PBI, with six, bi-monthly
nomination periods. Small Projects will be eligible for UFI,_and School and
Governmental Projects will be eligible for a PBI on a first-come. first reserved basis.

* Increased requests for non-residential incentives have placed demands on incentive
funds in excess of total availability. The need to qualify and contractually bind
applicants in a timely manner has become critical, such that, timely execution of a
Credit Purchase Agreement (“CPA”) has become important to the effective
administration of incentive funds and the PBI authorization. To improve equitability
of incentive fund implementation, APS has reduced the time allowed for a customer

to execute a CPA from 60 days to 30 days_-before-the-reserved-funds—are-released:

from notification of funding. APS will also require an executed contract between the
customer and the developer to be submitted within 30 davs of notification of funding

to retain the funding reservation.

Vii. Community Power Project — Flagstaff Pilot

The Community Power Project - Flagstaff Pilot (“Community Power Project”)* will provide
renewable energy from APS-owned DE systems to customers in a limited geographical area
located in Flagstaff, Arizona. This pilot program will help APS gain valuable experience

. regarding the impact of DE systems on the distribution grid, and has the potential to increase DE

“ Filed for Commission approval in Docket No. E-01345A-09-0227 (May 11, 2009).
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deployment in APS’s service territory. As such, the Community Power Project will help
facilitate the Company’s compliance with the distributed renewable energy requirements of the
RES Rules. As part of the Community Power Project, APS proposes placing distributed
renewable energy resources, including PV arrays, solar water heaters, and small-scale wind
turbines, on approximately 250 homes and businesses in a limited distribution area. The
Community Power Project will provide customers with a convenient solar opportunity: the
benefits of a DE system, without the economic obligations of capital investments, or the cost and
inconvenience of operating and maintaining the system.

As part of the Community Power Project, APS will also study significant information regarding
distributed renewable energy systems. By utilizing smart grid technologies also being installed
by APS in the area, the Company will study the impact of renewable energy systems on the
distribution feeder, the energy and capacity impact of distributed PV deployments, the impacts of
system availability, and the impact of environmental factors (such as weather) on the aggregated
PV systems and the connected energy delivery system. Additionally, APS believes the
Community Power Project will provide a better understanding of the reliability of renewable
energy systems, as well as the life cycle costs for both residential and commercial applications.
The information obtained from the Community Power Project should enable APS to deploy
distributed renewable energy more effectively in the future.

If the Community Power Project is approved, deployment, carrying, and ongoing costs for the
project through 2012 will be paid using funds that rolled over from the 2008 RES budget, as
illustrated in Exhibit 2B.

viii. ~ Distributed Energy Incentive Budgets

The proposed DE incentive budget for the five-year planning window is described in Exhibit 4A.
The incentive budget is designed to result in sufficient residential DE installations to achieve the
RES target.*' The incentive budget for the non-residential program is sufficient to exceed the
RES target. Annual changes in program budget are designed to accommodate an increase in the
DE energy target, both as an increasing fraction of the total RES requirement and as the
requirement itself increases. The incentive matrices incorporated as part of the DEAP describe
incentive reductions every two years of the program. Those planned reductions were designed
by the UCPP working group in an attempt to reflect the anticipation that DE technologies will
decline in cost as market penetration and product availability increase. In 2010, the allocation
for residential DE incentives is $44.1 million.

The incentive budget for the non-residential DE program is expected to result in sufficient DE
installations to exceed the RES targets in each year of this Plan. The budget can generally be
divided into three areas 1) funds necessary to meet PBI obligation entered into through year-end
2009, 2) funds necessary to meet contract obligations for contracts entered into as part of the

' A.A.C. R14-2-1805(D).
2 APS filed for approval of authorizations for lifetime PBI contract commitments through 2009 in Docket No.
| E-01345A-09-09-0263 (May 26, 2009). .
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DE RFP, and 3) funds for expanding the non-residential program beyond that required strictly
for near-term compliance. In sum, these commitments to customers’ incentives are $18.2 million
in 2010.

1. Performance-Based Incentives - Lifetime Contract Commitment Authorization
In Commission Decision No. 70654, the Commission approved APS’s 2009 RES
Implementation Plan.*® In that Decision, the Commission approved recovery of the cost of

incentive payments to meet APS’s contractual obligation for PBI paid to customers for non-
residential distributed renewable energy projects up to $77 million over the lifetime of the
contracts. During 2009, APS experienced an unexpectedly large number of reservations for
dlstrlbuted prO_]eCtS under the program As a result of the surge m customer requests for PBI

I 2 O o
whreh—-xs—eurrer&t—ly—peﬁd-mg—and recelved approval to increase the hfetlme authorlzatlon on
h-fet-}me—for for PBI p&meats——#em—%#—m-t&eﬂ—commltments to $220 mllllon—-te—aeeemmedate

As part of this Plan, APS has developed its expansion of the non-residential DE program around
an annually increasing lifetime PBI authorization. Specifically, in each year of the Plan, APS
proposes increasing the lifetime PBI authorization by $100 million. APS anticipates that the
increased funding under the lifetime PBI commitment will result in a growing number of
increasingly cost-effective customer DE installations.

APS’s proposed schools and governmental program will be a separate allocation within the
requested annually increasing lifetime PBI authorization of $100 million. The schools and

governmental program does not increase the lifetime authorization above that originally
proposed as part of the July Filing.

APS views projects resulting from the DE RFP as substantially the same as commitments under
the PBI program. As a result, the Company has included those commitments in its calculation of
lifetime PBI authorization. In 2010, the lifetime PBI authorization necessary to implement those
projects and program described by this Plan is $570 million, with $250 million required for the
DE RFP. Details of the requested PBI commitment authorization for all of the years described in
this Plan are included in Exhibit 4C.

2. Customer Self-directed Funding
The DEAP describes potential funding for customer self-directed projects. As part of the DEAP,
a budgetary earmark is required to fund projects meeting the criteria of customer self-directed

* Docket No. E- 01345A 08-0331 (December 18, 2008)

44

* See Decxsron No. 71254

=
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projects. As of the March 31, 2009 deadline, APS had not received any requests for self-
direction; therefore, no allocation was established.

3. Budgeting Assumptions and Flexibility

As previously described in this Plan, the annual funding level for DE incentives was established
based on the estimates of the energy needed for compliance, anticipated consumer demand,
project sales and development time frames, variations in the levels of technology maturity, and
availability of equipment for installation. In the event that funds collected for use in the DE
incentive program are not fully subscribed in a program year, those funds will be applied to the
next program year. To continue to adapt to customer demand and market changes, APS will
continue to implement the incentive budget flexibility granted in Decision No. 70313. In that
Decision, APS was granted the ability to reallocate up to 20 percent of the incentive budget to
match customer demand.

Decision No. 71275 directed APS to review its residential offerings and propose programs in its
2010 Implementation Plan with a focus on increasing participation in residential DE programs.
Decision No. 71275 also granted APS authority to allocate up to $20 million of its 2009
residential DE budget to the funding of school projects. with RECs counting towards non-
residential DFE targets. To reach full residential DE compliance in the future, additional funding
may be required. If necessary, APS will file an application with the Commission for additional
funding at that time. This amended Implementation Plan does not propose an increase the
incentive budget from that originally proposed in the July Filing.

ix. Marketing, Advertising and Partnership Development

APS’s marketing effort for 2010 will build on the marketing activities of 2009 to continue
advancing the primary goals including:

1. Creating an increased awareness of the APS Renewable Energy programs available to
customers;

2. Promoting and developing educational curriculum and consumer education pieces about
DE through specific written materials, events, and APS’s website;

3. Increasing the understanding and participation among vendors and other stakeholders;

4. Deliver messages that will motivate APS customers to adopt renewable energy
technologies; ‘

5. Positioning the APS REIP as a beneficial choice customers can make to address the
growing energy needs and environmental concerns that face Arizonas; ’

6. Increase awareness and create a call to action to the residential customers regarding

APS’s distributed generation program.

The key objectives of the marketing plan are 1) to motivate APS customers to become more
aware of, and build a comfort level with, distributed renewable energy technology; 2) to help
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customers recognize the ability DE has to meet their individual energy goals as well as those of
Arizona; and 3) to help move them to action through taking advantage of available renewable
energy incentives. To accomplish these objectives, the marketing plan will
ineerperateincorporates a combination of compelling messages, critical program partners,
community outreach, and an effective and convincing use of media, both placed and earned.

The marketing plan will—neludeincludes a variety of important strategies and tactics to
accomplish the program goals including the following:

o Identify, evaluate and refine messages to address adoption barriers for
residential customers, builders, and commercial customers.

e Continue a media relations plan that includes mass media to raise visibility of
renewable DE alternatives and motivate APS customers to move along the
path of adopting those technologies.

e Continue to use and refine direct marketing to motivate APS customers.
Continue to cultivate contractor alliances via co-op advertising programs.
Continue to educate customers about DE through events, seminars,
workshops, and the APS website. '

e Continue to create strategic alliances to increase exposure of APS DE
messages to various targeted audiences.

e Optimize the APS website as an information resource for customers, installers
and other stakeholders. Leverage ongoing opportunities to enhance the
website based on customer and stakeholder feedback.

e Leverage online advertising and communications. Look for opportunities to
incorporate social media tactics into the marketing mix.

e Create sales tools and marketing materials to support both residential and non-
residential customer acquisition (e.g. as installers and home builders).

e Launch a Qualified Contractors Program in 2010. The primary goal of this
program is to increase overall customer satisfaction. improve program
efficiencies, and work to ensure the consistent quality of end-use customers’
installations.

e Enhance interest and awareness in residential DE by working within
communities and extending the reach of APS’s marketing efforts. APS will
work to establish an Arizona based non-profit organization focused on driving
increased participation in APS’s DE programs.

e Introduce a program designed to encourage lending institutions to create
programs _that will help customers overcome obstacles with up-front

e Drive a deliberate call to action to increase the momentum alreadv present in

APS’s residential programs by offering a promotional incentive/rebate to
residential customers for the installation of PV systems or SWH in addition to
the up-front incentives collected through the RES.

o Promote APS’s Schools and Governmental Program.
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Modifications to our communication strategies will be made to address changing market
conditions and key learnings throughout the marketing process.

Each year of experience informs our market preparation for the coming year. APS will continue
to review available data for customer program marketing budgets among other states and
utilities, and consider the level of anticipated effort to create consumer demand based on the
breadth of available technologies and the proposed DE incentive budget. The proposed annual
budget for 2010 to 2014 is detailed in Exhibit 2A.

E. Implementation and Administration

In developing both a strategy and a budget for implementation of the RES, a logical separation
was created between those elements required to support renewable generation and those elements
required to support DE. Renewable generation involves expertise in utility scale renewable
generation technologies, competitive procurement and evaluation processes, project siting, utility
integration, and transmission and distribution related issues. The DE program is a mass market
program that involves thousands of individual interactions requiring customer communication,
interconnections, inspections, customer billing, and a sophisticated system to monitor REC
production. Of course, certain resources are used to support both portions of the RES and they
are characterized as such in the descriptions that follow.

i Resources Required for the Renewable Generation Program

The renewable generation program requires subject-matter experts to identify those aspects of
renewable generation procurement, engineering, and market analysis that are unique from those
same areas in conventional energy operation, and to coordinate with the impacted operational
areas of APS to seamlessly integrate renewable resource management into APS’s standard
business practices. The knowledge-area experts comprising the renewable generation
administrative team include the personnel necessary to manage the program. Program
management includes establishing policies and procedures, procuring renewable generation,
handling contract administration and construction management, managing benchmarking and
resource integration studies, and performing program monitoring and compliance reporting.

There are many APS personnel who support the program but are not part of the administrative
team. Those employees are not included in the program costs; they are considered “non-
incremental” because they are necessary to support the general operations of the Company and
have responsibilities that are not directly related to the renewable generation program. This
includes, but is not limited to, regulation and pricing, accounting, legal, contract administration,
contract settlement, transmission planning, power and gas marketing, and resource planning.

ii. Resources Required for the Distributed-EnergyDE Program

The implementation strategy for the DE program was developed with the following targets:
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Developing an accurate, efficient, and customer friendly process.
Integrating the program processes into the general business operations.
Creating a scalable process that responds to adjustments in the volume of
program participation.

e Supporting the strategic marketing efforts of the program.

Accomplishing these objectives requires a considerable investment in program implementation.
The DE program requires a substantial number of individual transactions and each transaction
impacts numerous parts of APS’s business infrastructure. As such, implementation costs for the
DE programs are significant. Incorporation of projects from the DE RFP may provide
opportunities to reduce the number of individual transactions APS is required to manage and the
DE RFP can work to leverage APS’s strengths in management of complex contract negotiations
and contract management.

1. Program Resources

The implementation team is comprised of the personnel necessary to execute the DE incentive
program. This includes the fixed payroll personnel who are required to administer the
reservation and interconnection applications and agreements, review system design for
conformance with DEAP and interconnection requirements, process incentive payments, answer
customer and installer questions about the program, and perform field inspections. Also
included are the variable payroll personnel required to tag utility equipment to identify potential
backfeed sources, and provide billing support to partial-requirements customers, as well as the
personnel required to manage the execution of the program, develop and execute the marketing
and advertising programs, and provide ongoing program monitoring and compliance reporting.
The number of implementation team members required is directly related to the number of
program participants.

There are also resources supporting the program that are neither part of the administrative nor the
implementation teams. These personnel are considered “non-incremental” and are required to
support the general operations of the utility and have responsibilities that are not directly related
to the distributed program. This includes, but is not limited to, regulation and pricing,
accounting, legal, contract administration, and meter reading.

2. Material Costs
Measuring the actual number of kWh returned to the grid by DE resources requires the use of a
bi-directional meter rather than a standard utility meter. The incremental cost charged to the
RES is the difference in cost between the bi-directional meter and the standard utility meter.

For compliance verification and program evaluation purposes, the DEAP proposes to capture
monthly meter reads for DE systems generating electricity. APS believes that customers will
also be interested in the ability to track total kWh generated by their system. To facilitate both
the meter read capture requirement and to help customers track the kWh production by the DE
system, APS may install and read the system meter for participants in the program. The only
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costs charged to the RES are those costs associated with providing the second meter to record
system production.

There are also incidental material costs associated with the program, including, but not limited
to, system locks, tags, inspection tools, and transportation for inspection personnel.

APS may also install an interval recording meter on a sampling of sites. That data will be used
to conduct studies on the coincidence of solar output vs. APS system load. The only material
cost charged to the Program will be the incremental costs of the interval recording meter.

3. Technological Improvements Required

APS continues to review the existing process flows in order to ensure the effective and efficient
use of resources required to cost-effectively implement the DE incentive program. These
processes require integration with existing systems, including customer billing, APS’s website,
program and operations databases, accounting systems, and dispatch and scheduling tools.
APS’s 2009 RES Implementation Plan advanced several such projects that will facilitate
additional efforts to further integrate RES programs and expand opportunities to offer
streamlined interfaces for customers and stakeholders.

APS also continues the development of cost effective user-friendly tools for customers to
determine the opportunity and benefits presented by solar systems. Based on the Company’s
experience to-date, a customer who is considering investing in a renewable energy system for a
home or business wants to know the financial benefits of such an investment, including both
potential systems costs and impacts on monthly bills. -

To address that threshold question, APS has contracted for the development of a Solar
Calculator, an electronic tool for customers to utilize. The tool will help customers learn about
typical systems installed on different home sizes. The Solar Calculator will compare the
customer’s individual usage, based on their actual APS bills, and provide analyses regarding
benefits for the individual customer. APS believes that availability of this type of information
will be a fundamental component in a customer’s decision-making regarding solar resources.
The development of the Solar Calculator is in its initial stages and is expected to operational in
2010.

In addition, APS continues work in the following areas:

» Database Integration: APS implemented IS projects that combine a number of
individual databases into one centralized system. The consolidation helps ensure data
accuracy, security, and consistency, as well as increasing overall processing and
reporting efficiencies. This consolidation is designed to facilitate program customer
support throughout APS’s operation, including options for reservation status reporting
(see below) and DE system reporting integration with customer billing.

» Interactive_Web-based Project Tracking Application: Database integration will
facilitate web-based project tracking milestones for both contractors and customers
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and automated correspondence/payment processing feature. Both of these elements
| will improve processing time, ensure consistency and completeness of information,
E and reduce reservation coordinator processing time.
| : = Renewable Website: APS is launching its newly redesigned Renewable website.
| The updated website is designed to cater to four different customer sectors:
| residential, businesses, contractors, and builders. The site will include an increased
\ . . - . . . . .
| use of video, customer testimonials, and sector-specific information with the aim of
| providing information necessary to drive customer participation in renewable energy

programs.

APS will continue to make incremental improvements to its program. This should limit the
impact to customers, while still enabling APS to continue its progress in the implementation of
technology improvements.

F. Renewable Research, Development, Commercialization, & Integration

APS proposes a budget allocation for research, development, commercialization, and integration
(“RDCT”) of renewable resources in its Plan. The purpose of this budget allocation is to enhance
and accelerate the development, deployment, commercialization, and utilization of renewable
resources for the benefit of APS customers. For 2010, APS proposes to specifically allocate a
minimum of $750,000 of the total RDCI budget of $2.0 million for research and development
aimed at advancing the role of renewable energy in APS’s resource mix.

APS will prioritize projects and project funding to maximize the benefit to meet RES goals for
renewable resources. Activities undertaken as part of this program are supported either by APS
solely, or in partnership with other organizations and entities including private industry, public
research institutions, and government laboratories. Demonstration and research related to energy
storage and storage applications, such as vehicle energy storage, will rely on funds collected as
part of the RES in 2008, which were rolled into 2009, as shown in Exhibit 2B.

I Research and Development
APS’s commitments for Research and Development include:

e AzSMART (Arizona State University)
AzSMART is an analysis system tailored to examine the successful roll-out of a solar-
energy infrastructure in Arizona and to develop the required electric grid technologies to
enable such a solar infrastructure.

e Compressed Air Energy Storage and Battery Storage
Research and development, potentially including field deployment, of an electric

distribution system storage demonstration project. The objective of the study will be to
identify commercially viable battery storage systems and above ground compressed air
energy storage technologies that could be integrated with renewable resources to shift the
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APS RES Implementation Plan 2010 to 2014
production curve of distributed resources and provide value to the energy delivery
system.
e Grid to Vehicle / Vehicle to Grid Study
APS plans to continue to support a study commenced in 2009 to address the potential for
“vehicle to grid” and “grid to vehicle” technologies. In part, this work will provide an
assessment for the development of a demonstration project for available technologies.

ii. Commercialization & Integration

APS has completed several compelling commercialization and integration studies. Some of
those studies have identified opportunities for additional investigation while others have
provided direct benefit for the effective integration of renewable resources. In determining
whether to fund new RDCI projects, APS will consider three key functional areas:

¢ Renewable technologies and available resources

This includes studies of the attributes, characteristics, and costs of renewable energy
technologies and the availability and viability of renewable energy resources in the
state of Arizona and the western United States. Specifically, APS believes it is
valuable to explore renewable storage technologies, the forecasting of solar resources,
methods for reducing water use for solar thermal generating stations and exploring
geothermal resource opportunities. Research and development into new renewable
technologies and improvements on existing technologies would also be included in
this functional area.

e Roof-top Solar Potential Survey
To assist in the strategic deployment of distributed solar systems, APS has engaged

Navigant Consulting to identify the rooftop photovoltaic potential throughout the
Company’s service territory. The study inventories building types on a zip-code basis
to provide the number of each type of building and identifies the typical size solar
unit for each type of facility, based on a number of factors, including square footage,
roof-type, and building height. This study is currently underway and should be
completed by year end. APS has begun exploring potential partnerships with in both
the public and private sectors, to determine the potential for a cost-effect second
phase that may further customize this information in a format that allows for mapping
and integration with the Solar Calculator (see 3.E.ii.3 Technology Improvements
Required).

\

| e Transmission and System Integration

These studies would be designed to provide APS with a better understanding of the
operational impacts, costs of integration, and identify opportunities with renewable

| energy resources in the APS generation, transmission, and distribution systems. APS

recognizes the critical importance of transmission in the success of the expansion of

Page 35 of 303737




ATFFACHMENTEXHIBIT-A

APS RES Implementation Plan 2010 to 2014
July-1October 16, 2009

renewable generation. Any significant increase in renewable generation must be
integrated into the long-term planning for transmission to be successful.

High Penetrations of Distributed Resources and Impacts on the Distribution Systems
These studies would seek to develop a better understanding of the operational

impacts, integration and interconnection issues, and strategic opportunities for
distributed resources. Specific areas could include investigation of attributes of
distributed resources including distributed—energyDE performance, reliability,
monitoring, energy and storage dispatch, weather forecasting, and smart grid interface
with distributed—energy-DE. APS advances these areas with recognition of the
importance of maintaining a reliable energy delivery system that includes increasing
deployment of distributed resources.
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4. COSTS OF PROGRAM IMPLEMENTATION

The cost of the APS Plan is comprised of three key cost segments: renewable generation,
distributed-energyDE, and RDCIL. A summary of the costs of those segments and the major
components for each segment is included in Exhibit 2A. APS currently estimates the cost to
comply with the RES to range between $85.5 million in 2010 to $208.1 million in 2014, the peak -
year, with a five-year total of $729.6 million. The annual increases are driven mainly by the
annually increasing energy targets. As noted in Exhibit 2A, APS would anticipate that some
funds collected in 2009 may not be spent or committed and will be available in 2010. At the
time of this filing, APS cannot accurately predict that amount. The Company will provide an
estimate of that information by November 1, 2009, or before the date of the Open Meeting to
adopt this Plan, whichever is earlier.

RES funding is intended to cover the cost of utility-scale renewable generation in excess of the
cost of conventional resource alternatives, incentive payments for distribited—enersyDE
resources, marketing expenses, and program implementation and administration costs. The costs
for renewable generation are based on APS’s most current insights into that market. The costs
for DE incentives and the program budget are based on incentives developed as part of the
Commission Staff’s working group and APS’s best estimations of market uptake for the various
technologies available to consumers.

At this time, APS is requesting adjustor funding of $79.5 million for 2010 (the current RES
adjustor would generate approximately $72.4 million on an annualized basis). The requested
adjustor amount, along with the $6 million already included in base rates, would total the $85.5
million of funding needed to meet the requirement. APS intends to request additional funding in
each successive year for the following calendar year’s estimated cost. In other words, in 2010
APS will request funding for the 2011 calendar year and so on. The estimates for years 2010 to
2014, contained in Exhibit 2A, would be updated each year to determine the necessary level of
funding from customers.
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ARIZONA PUBLIC SERVICE CORPORATION
2009 DISTRIBUTED ENERGY ADMINISTRATION PLAN

1. OVERVIEW

APS is submitting this updated Distributed Energy Administration Plan (“DEAP” or “Plan”) for
.Commission approval as part of its 2010 Implementation Plan. APS has made only minor
adjustments to the DEAP that was approved as part of the Company’s 2009 RES Implementation
Plan.'

The RES requires that a portion of the renewable energy requirements be obtained from
distributed energy (“DE”), and that the installed resources result from residential systems and
non-residential systems in equal proportions. As part of its RES Implementation Plan, APS
describes the installation of DE systems as facilitated by providing customers with financial
incentives for the installation of those resources through APS’s Renewable Energy Incentive
Program (“REIP”).

Arizona Corporation Commission (“Commission” or “ACC”) Staff initiated the Uniform Credit
Purchase Program (“UCPP”) working group in June 2006, and APS participated in all of the
working group efforts. The working group made significant progress towards the development
of recommendations to Commission Staff, but a final report has not yet been completed. The
working group made considerable progress towards identifying program workflows, technology
sensitive incentive structures and levels, and technology specific requirements and limitations.
APS will use the approach and technology requirements developed by the UCPP working group
for this Plan. If, in the future, the Commission adopts UCPP requirements differing from those
implemented as part of this Plan, this Plan may require amendment.

The efforts of the working group also provided APS with insight on the anticipated potential
contributions from technologies not previously included in APS’s DE programs. This Plan and
the associated planning models, implementation strategies, and budgeting for the DE program
were all designed with specific consideration of the insights provided by the UCPP working
group. In addition, in developing the DEAP, APS relied on over five years experience with the
Solar Partners Incentive program, ongoing dialogue with many industry stakeholders, and more
recently its experience with the REIP.

This Plan details the process by which customers will obtain incentives; the requirements
associated with the selection, installation, and operation of the DE system; and the measurement
of DE performance for compliance reporting and program evaluation. This Plan is designed to
provide uniformity and consistency in the administration of APS’s DE program.

As part of the RES, the energy generated or displaced by the DE system is applied towards the
'DE percentage of the utility’s renewable energy requirement.” The unit used to track kilowatt
hours (“kWh”) derived from renewable resources for purposes of compliance with the RES is the

! Decision No. 70654 (December 12, 2008).
2 A.A.C. R14-2-1805(B).
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Renewable Energy Credit (“REC”).> One REC equals one kWh or kWh equivalent for systems
that do net generate electricity.

This Plan will ensure that each customer with eligible technology will be afforded the
opportunity to obtain a reservation. The processes described herein are based on technologies
and systems with which APS has considerable experience; technologies, incentive
configurations, and development models which are newly incorporated may require special
consideration until new implementation strategies and methods can be defined.

The following DE technologies are eligible for incentives:

Grid-tied and Off-grid Wind Generators of 1 megawatt (“MW™) or less
Fuel Cells that use only renewable fuels
New Hydropower Generators of 10 MW or less

e Biogas Electricity Generator, Biomass Electricity Generator
e Grid-tied and Off-grid Solar Photovoltaic Generators (“PV™)
e Biomass Thermal Systems and Biogas Thermal Systems

¢ Non-residential Solar Pool Heating Systems

e Geothermal Space Heating and Process Heating Systems

e Geothermal Electricity Generator

¢ Renewable Combined Heat and Power System (“CHP”)

e Non-residential Solar Daylighting

e Solar Heating, Ventilation, and Air Conditioning (‘“Solar HVAC”)
e Solar Industrial Process Heating and Cooling

e Solar Space Cooling

e Solar Space Heating

e Solar Water Heater

®

®

[ ]

2. PROJECT CATEGORIES

There are three project categories described by this Plan: Standardized projects, Market-Based
projects, and Customer Self-Directed projects.

2.1 Standardized Projects

Unless noted otherwise in this Plan, all information contained herein applies to the
administration of standardized projects. By definition, standardized projects follow the
procedures and incentives described in this Plan. Incentives available for these projects are
described in Exhibit 1. APS anticipates that the vast majority of projects facilitated by this Plan
will be standardized projects. The processes described for the standard projects are based on
technologies and systems with which APS has considerable experience; technologies and
incentive configurations which are newly incorporated may require special consideration until
new implementation strategies and methods can be developed.

Eligible Renewable Resource of kWh equivalent of Conventional Energy Resource displaced by Distributed

| 3 A.A.C.R14-2-1801(N) — “ “Renewable Energy Credit” means the unit created to track kWh derived from an
Renewable Resources.”
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2.2 Market-Based Projects

Since considerable uncertainty exists with respect to this Plan’s ability to meet all expected
project variations with standardized incentive offerings, APS believes it is appropriate to fund
market-based projects during each program year. That funding will be applied to projects which,
for one reason or another, cannot comply with the requirements of the standardized incentive
offerings. APS may also solicit market-based projects to meet specific program goals. For
example, although the DEAP attempts to identify and accommodate a large range of potential
DE project types, financing options, and system host alternatives, specific shortcomings were
identified in the proposed approach. Those shortcomings include concerns for increasing cost
effectiveness of residential incentives, facilitating installations for multi-tenant residential
developments, and challenging DE developers to look at creative mechanisms by which to
address the residential DE market.

Projects with staged completion dates, multi-participant or multi-system projects, projects
involving more than one technology where an interrelated incentive was not developed, projects
requiring new or unique agreement terms, or projects requiring timelines differing from those
detailed in this Plan may be eligible for incentives as part of the DEAP. In addition, this Plan
does not identify incentives for fuel cells and small hydroelectric facilities; those technologies
may also be eligible for incentives as market-based projects.

Market-based projects must achieve similar financial efficiency as the standardized projects
detailed in this Plan to be eligible for incentives. Incentives applied for market-based projects
must meet the lower of: 1) the maximum allowable incentive for the proposed technology as
described in the applicable incentive matrix attached as Exhibit 1; or 2) the average incentive of
projects accepted by APS for disbursement for the proposed technology in the previous year.
Some qualifying technologies will not have either of the previously described financial
efficiency measures. Participants seeking to employ those technologies will work with APS to
develop an appropriate incentive.

2.3 Customer Self-Directed

The Customer Self-Directed project funding option is available to eligible customers.® The
eligible customer must declare that it will self-direct on or before March 31 of the year prior to
the year for self-direction. Customer Self-Directed funds can only be requested for prospective
years, they cannot include prior year payments, and they cannot exceed the level of funding paid
by the eligible customer towards the RES in the year prior to the requested allocation.

In order to be eligible for the incentives detailed in this Plan (Exhibit 1), Customer Self-Directed
projects must achieve similar financial efficiency as the standardized and market-based projects
discussed above. If the eligible customer wishes to apply Customer Self-Directed funds to a DE
system or another application not described in the applicable Incentive Matrix, the customer
must submit documentation describing the project economics and the requested incentive level.
All projects5 proposed for Customer Self-Directed funding must meet the requirements described
in the RES.” .

* A.A.C. R14-2-1801(H). — “ “Eligible Customer” means an entity that pays Tariff funds of at least $25,000
annually for any number of related accounts or services within an Affected Utility’s service area.”
> A.A.C.R14-2-1809(B).
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Eligible customers who have facilities in the service territories of more than one affected utility
can only apply for funds from APS that were collected by APS. The funds obtained from APS
can only be used for projects in APS’s service territory. Customer Self-Directed projects are also
subject to the general requirements set forth in this Plan including installation, operation, REC
exchange, and system performance reporting.

For purposes of financing DE projects, funds for Customer Self-Directed projects may be
assigned to third parties. Such assignment remains the sole right of the customer.

2.4 General

Under some circumstances, such as for new residential or non-residential construction, a project
may not identify the Participant at project initiation. Regardless of the project design,
implementation, or timeline, a Participant must have installed a system that is ready for
commissioning and, if grid-tied, have established an account to receive electrical service from
APS before the incentive will be paid.

3. INCENTIVE TYPES

The DE Program offers two standard incentive options: Up-front Incentives (“UFI”) and
Production-Based Incentives (“PBI”).

UFIs are those incentives where the Participant receives a one time payment based on the DE
system’s designed capacity, or a one time payment based on the first-year energy savings
provided by the DE system. This type of incentive is applied to smaller non-residential
installations and for all standard residential installations. PBIs allow the Participant to collect
incentive payments in direct relation to the actual system production. Those payments are
received by the Participant over time and are based on an agreed upon contract term.

Incentive levels for both UFIs and PBIs are detailed in three incentive matrices included in
Exhibit 1. Each incentive matrix prescribes a decline from the incentive levels detailed for the
preceding period of the program. Those declines were discussed in detail as part of Commission
Staff’s UCPP Working Group. In general, the declining incentive levels are designed to reflect
several key expectations of the DE markets, which include: declining costs of DE technologies;
economic efficiency resulting from increased demand on the DE technologies; and increased
availability of equipment required in the development of DE systems.

4. PROGRAM REQUIREMENTS

Requirements detailed in this Plan are designed to provide clarity for program Participants and
DE developers; increase the certainty of energy generation and as a result, production of the
RECs for APS’s compliance with the RES; and to ultimately drive cost-effectiveness for the DE
requirement in the RES.

4 of 23




ATFACHMENTEXHIBIT -B

4.1 General

This program is designed to facilitate Participant installation of DE resources to displace
Conventional Energy Resource’® usage. REIP incentives are designed to defray a portion of the
costs associated with the installation of DE resources for the program “Participant.” The
Participant is either the account holder for the APS billing meter at the project site or the party
holding legal right to the property in APS territory where the DE system will be located.
Systems must be located on the Participant’s property. All systems must be in APS territory. A
project developer that builds an eligible DE system that provides a portion of the system’s
energy output to a non-Participant must provide metering to document the energy produced by
the DE system that is received specifically by the program Participant.

Funding is not guaranteed without written confirmation of a reservation from APS. The
Participant must follow the reservation procedure outlined in this Plan for APS to set allocated
incentive dollars for the specific DE system proposed. If a Participant is receiving electrical
service from APS, the Participant must not be delinquent in payments to the Company before an
incentive payment can be issued.

Specific funding allocations are used to implement the DE incentive program. Once funds have
been exhausted in any one category of this program, a Participant applying for funding within
that category may be placed on a waiting list.

4.1.1 Reservations for New Construction

Reservations can be made for systems that will be installed as part of new residential or non-
residential construction. Prior to receipt of a program incentive, a Participant must have installed
a system that is ready for commissioning and, if grid-tied, have established an account to receive
electrical service from APS before the incentive will be paid.

4.2 Installation and Equipment Specifications

Systems receiving incentives under this program must be installed according to manufacturers’
recommendations and generally accepted industry standards. Installation of the system must be
completed by an installer meeting the requirements described in Section 5.1 “Installer
Qualifications.” The dealer for the system must meet the requirements described in Section 5.2
“Dealer Qualifications.” Other requirements which are applicable under this Plan include, but
are not limited to, the following:

e The project must comply with all applicable local, state, and federal
regulations. :

e Installations must meet applicable governmental statutes, codes, ordinances,
and accepted engineering and installation practices. _

e Systems must be permitted with and pass inspection by the Authority Having
Jurisdiction (AHJ) over construction projects in the Participant’s locale, or, if

¢ A.A.C. R14-2-1801(C) — “ “Conventional Energy Resource” means an energy resource that is non-renewable in
nature, such as natural gas, coal, oil, and uranium, or electricity that is produced with energy resources that are not
Renewable Energy Resources.”
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the site is not governed by an AHJ, the Participant must provide a certification
in lieu of AHJ clearance.

e If the inverter of the DE system is interconnected or in any way connected to
the APS grid — a “Grid-Tied System” — the system must meet all applicable
APS Interconnection Requirements.

e APS may request copies of any documents to assure compliance with
government, institutional, or DE program requirements that are either
explicitly or implicitly described by this Plan.

If any of the requirements described in this Plan conflict with APS approved rate schedules, or
government or other institutional requirements listed above, the conflicting requirements in this
Plan may not be imposed.

All major components of the DE system must be new and must not have been previously placed
in service in any other location or for any other application. A DE system purchased more than
180 days before the date that APS receives the reservation request will not be considered “new”
under this Plan. APS may consider exceptions to this timeframe when justified by the
Participant in writing. The DE system must also comply with the technology specific criteria
detailed below. When technology-specific criteria reference third party standards, the
requirements of those standards are fully applicable when referenced as part of technology
specific criteria.

The rapid growth in national and international renewable energy programs is resulting in greater
need for the development of standardization in design, performance measurement, system
integrity/longevity/maintenance, and installation techniques. New standards are likely to
develop in the near future for technologies included in the DE program, and APS reserves the
right to incorporate new standards into plan requirements as necessary and appropriate. The
following standards or standard development bodies are referenced as part of the technology
specific criteria.

e The Active Solar Heating Systems Design Manual developed by the American
Society of Heating, Refrigerating, and Air Conditioning Engineers, Inc.
(“ASHRAE”) in cooperation with the Solar Energy Industries Association
(“SEIA™) and the ACES Research and Management Foundation (the “Design
Manual”).

Arizona state boiler regulations (A.A.C. R20-5-401 to R20-5-420).
Select technology specific qualification requirements developed by the
California Energy Commission (“CEC”).

e Solar Rating and Certification Corporation (“SRCC”). The SRCC criteria and
ratings can be viewed at www.solar-rating.org.

e The Underwriters Laboratory (“UL”).

The technology standards are relied upon, in part, to develop a clear understanding of the DE
system capacity or the expected energy production. Incentives offered under this program are
based on system capacity and energy production. Therefore, to encourage transparency in
program transaction and clarity for Participants, current and accurate technology standards are
fundamental to the program’s success.
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Some technologies included as DE under the RES tend to be designed as custom applications
and vary from installation to installation. In other cases, technologies are generally standardized
for all installations. In these situations, installation standards have been published under the end-
use application. If no technology specific standard is referenced, at a minimum, to qualify for
DE incentives, an Energy Savings and Designed Output (“ES&D”) report shall be prov1ded as
part of the reservation process.

The ES&D report must include either a testing certification for a substantially similar system
prepared by a publicly funded laboratory, or an engineering report stamped by a registered
professional engineer. The ES&D report shall provide a description of the system and major
components, designed performance, system output, and a brief history of the components used in
similar applications. If the system design differs from the recognized industry best practices, as
described in the equipment qualifications listed in the Plan for the qualifying technology, the
ES&D report must contain a certification that the system design is at least as effective as the
specified requirements.

Where the equipment qualifications detailed below are required for program participation, the
technology specific installation guidance is provided to program participants to convey
information on installation and operation practices that are most likely to achieve the DE
system’s designed output. The requirements described herein are not intended as engineering
recommendations, services, or technical advice. Engineering recommendations, design, and
performance data will be provided to the Participant by their supplier, installer, or professional
advisor. Although installation guidance is not currently mandated for a project to receive an
incentive, it does reflect both industry and utility concurrence on those practices that are
important for a technology to best achieve the designed output. APS reserves the right to modify
equipment qualifications and/or installation guidance if APS becomes aware that such
qualifications or guidance results in unsafe conditions, provides inappropriate results for our
customer, or is inconsistent with program objectives.

4.2.1 Biomass/Biogas and CHP (Electric and Thermal) and Biomass/Biogas CQoIing

Equipment Qualifications

e Systems must include a dedicated performance meter to allow for monitoring
of the number of RECs produced.

e A complete ES&D report must be submitted. Biomass system installations
involving a regulated boiler or pressure vessel are required to include in the
ES&D report confirmation of conformance with all Arizona state boiler
regulations; provide a qualifying boiler inspection identification number; and
keep all applicable permits in good standing.

Installation Guidance

Because of the individual nature of biomass systems, care should be taken to make sure the
system complies with all applicable permitting and regulatory requirements, including but not
limited to, air emission standards and air permit regulations.

7 0f23
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4.2.2 Non-residential Solar Daylighting

Equipment Qualifications

| Energy savings and designed output for the system will be verified by submitting either a testing

certification for a substantially similar system prepared by a publicly funded laboratory, or by

| submitting an engineering reporting stamped by a registered professional engineer or accredited

| AEE Measurement and Verification professional. The report shall include such items as

| ‘ installed cost, energy savings (lighting savings only — no associated HVAC savings), lighting
levels (artificial and daylighting), and control scheme methodology (lighting levels, savings, and
control mechanism), as well as the inclusion the following components as part of the overall
daylighting system design:

e A roof mounted skylight assembly with a dome having a minimum 70% solar
transmittance.

e A reflective light well to the interior ceiling or a minimum 12” below roof
deck in open bay areas. '
An interior diffusion lens.

A minimum of one thermal break/dead air space in the system between the
skylight dome and the interior diffuser.

e [f artificial lighting systems remain a part of the installation, the system shall
include automated lighting control(s) that are programmed to keep electric
lights off during daylight hours.

e The system must provide a minimum of 70% of the light output of the
artificial lighting system that would otherwise be used for all of the claimed
period of energy savings, as measured in foot-candles.

Installation Guidance

All systems should be installed such that the skylight dome is substantially unshaded and have
substantially unobstructed exposure to direct sunlight between the hours of 9 a.m. and 3 p.m.

4.2.3 Small Wind Generator

A small wind generator is a system with a nameplate rating of 1 (one) MW or less. The
technology criteria described below are intended for small wind generators with a nameplate
rating of 100kW or less. Systems larger than 100 kW will be required to submit a detailed |
package describing site selection, expected energy production, and an engineered system design |
and installation as part of an ES&D report. |

Equipment Qualifications

The technology criteria described below are intended for wind generators with a nameplate
rating of 100kW or less.

e Eligible small wind systems must be certified and nameplate rated by the CEC or |
other qualified third party selected by APS to provide certification and a nameplate |
rating. See www.consumerenergycenter.org/erprebate/equipment.html for a list of
certified generators. For grid-tied or off-grid wind generators where an inverter is

8 of 23




ATFTACHMENTEXHIBIT -B

used, APS will use the lesser of the CEC Wind Turbine Power Output Rating or
Inverter Power Rating as the basis for calculating the UFI payment.

e Grid-tied inverters used as part of the system shall be listed to Underwriters
Laboratory standard UL 1741.

e The tower used in the installation must be designed by a registered professional
engineer.

e The wind generator and system must include a five year warranty and an operation
and maintenance plan for the full operational life of the system.

In addition to the requirements for small wind generators outlined above, systems nameplate
rating larger than 100 kW will be required to submit an ES&D Report.

Installation Guidance

Location: a wind turbine hub should be at least 20 feet above any surrounding object and at least
28 feet above the ground within a 250-foot radius. Wind generators should be installed in
locations with an elevation at or above the general elevation of the surrounding terrain.

Lot size: should be at minimum one-half acre. Municipalities and public facilities, such as
schools and libraries, may not need to meet the minimum lot size requirements.

The installed system should be demonstrated to obtain at least a 15% annual capacity factor. The
following are readily available methods for helping to demonstrate the potential for a 15%
capacity factor, but other methods may be used. The installation location should have a
demonstrated average annual wind speed of at least 9 MPH as measured at a height of no more
than 50 feet above the ground. Average annual wind speed can be demonstrated by wind speed
records from an airport, weather station or university within 20 miles of the proposed wind
generator location, or by a 50 meter wind power density classification of Class 2 “Marginal” or
higher on the “State of Arizona Average Annual Wind Resource™ map, dated July 16, 2005 or
later, as published by Sustainable Energy Solutions of Northern Arizona University. Northern
Arizona University provides detailed wind resource maps as well as other resource services. For
more information contact Northern Arizona University at http://wind.nau.edu/maps/.

4.2.4 Photovoltaic Systems

e All systems shall be installed with a horizontal tilt angle between 0 degrees
and 60 degrees, and azimuth angle of +/- 110 degrees of due south. Since
some installation alternates are less than ideal for energy production, some
installation configurations for some systems receiving a UFI will not be
eligible for the full incentive applicable to that system. APS will apply the PV
off-angle and shading factor adjustment for the PV installation (Section 6.5).

e Photovoltaic modules must be covered by a manufacturer’s warranty of at
least 20 years.

e Inverters must be covered by a manufacturer’s warranty of at least five years.
The remaining operational life must be supported by a planned maintenance
or equipment replacement schedule.
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Grid-Tied Systems Equipment Qualifications

e The minimum PV array size shall be 1,000 W-DC.
All photovoltaic modules must be certified by a nationally recognized testing
laboratory as meeting the requirements of UL Standard 1703.
All other electrical components used in the installation must be UL listed.
The inverter must be listed to Underwriters Laboratories UL 1741

Off-Grid Systems Equipment Qualifications

The minimum, single-system PV array size shall be 200 W-DC.
All photovoltaic modules must be certified by a nationally recognized testing
laboratory as meeting the requirements of the UL Standard 1703.

e All other electrical components used in the installation must be UL listed.

e If the installation is an AC application, the inverter must be listed to
Underwriters Laboratories UL 1741

e “As-built” drawings shall be submitted to APS upon completion of the project
and shall include a plant location map. '

4.2.5 Solar Space Cooling

Equipment Qualifications

e Submittal of a complete ES&D Report certifying:
® The minimum cooling capacity of the system will be 120,000 BTU per
hour (10 tons).
= Solar collector panels used will have a SRCC OG-100 rating or
laboratory documentation showing the panel energy output under
controlled and replicable test conditions.

Installation Guidance

e The horizontal tilt angle of the collector panels should be between 20 and 60
degrees and the panel orientation should be between +/- 45 degrees of south.

e All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 a.m. and 3 p.m.

4.2.6 - Non-residential Solar Water Heating and Space Heating

Equipment Qualifications

Submittal of a complete ES&D Report that includes certification that solar collector panels used
shall have a SRCC OG-100 certification or laboratory documentation showing the panel energy
output under controlled-and replicable test conditions.
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Installation Guidance

The horizontal tilt angle of the collector panels should be between 20 and 60
degrees and the panel orientation should be between +/- 45 degrees of south.
All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 am and 3 pm.

4.2.7 Small Domestic Solar Water Heating

Equipment Qualifications

Domestic Solar Water Heating systems must be rated by the SRCC and meet
the OG-300 system standard.

The ‘high’ limit shall be set at a maximum of 160 degrees Fahrenheit.
Contractors must provide minimum of a five year equipment warranty as
provided by the system manufacturer, including a minimum warranty period
of two years for repair/replacement service to the Participant. The remaining
operational life must be supported by a planned maintenance or equipment
replacement schedule.

Systems shall be selected and sized according to the geographic location and
hot water needs of the specific application.

Active, open-loop systems are not eligible for incentives except for active,
open-loop systems that have a proven technology or design that limits scaling
and internal corrosion of system piping, and includes appropriate automatic
methods for freeze protection. Details disclosing conformance with this
exception shall be submitted as part of the manufacturer’s verification
documentation.

ICS systems shall have a minimum collector piping wall thickness of 0.058
inches. Details disclosing conformance with this requirement shall be
submitted as part of the manufacturer’s verification documentation.

Installation Guidance

All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 am and 3 pm.

4.2.8 Small Domestic Solar Space Heating

Equipment Qualifications

The system must be supported by a five year equipment warranty including a
minimum warranty period of two years for repair/replacement service to the
Participant. The remaining operational life must be supported by a planned
maintenance or equipment replacement schedule.

Submittal of a report verifying that:
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» The system will be incented based on a Solar Space Heating Incentive
Calculation Procedure. The input sheet and description calculation
procedure is attached as Exhibit 2 (APS will make the calculation
procedure publicly available upon program implementation).

= The system will utilize OG-100 certified collectors.

The solar space heating incentive calculation does not suggest or imply that a
full energy audit is required to qualify for the solar space heating incentive.
The intent is that industry professionals can utilize the calculation tool to aid
in facilitating sound system design.

Installation Guidance

The system should be installed with a horizontal tilt angle between 20 degrees
and 60 degrees, and azimuth angle of +/- 60 degrees of due south. It is
recommended that collectors be positioned for optimum winter heating
conditions at a minimum tilt angle of 45 degrees above horizontal, or as
recommended by the manufacturer for the specific collector type and
geographic location of installation.

All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 a.m. and 3 p.m.

Heat exchange fluid in glycol systems should be tested and flushed and
refilled with new fluid as necessary, every five years, or per the
manufacturer’s recommendations.

It is recommended that the anode rod be checked and replaced per
manufacturer’s recommendations, but no less frequently than every five years.
It is recommended that the system design include a timer, switch, or other
control device on the backup element of the storage tank.

The collectors and storage tank should be in close proximity to the backup
system and house distribution system to avoid excessive pressure or
temperature losses.

It is recommended that in areas where water quality problems are reported to
have reduced expected life of a solar water heater, that a water quality test is
performed for each residence to screen for materials that, through interaction
with the materials of the proposed system, may reduce the expected
operational life of the system components. The Participant should consider
contacting the manufacturer to determine if warranty or operational life will
be affected.

In areas subject to snow accumulation, sufficient clearance should be provided
to allow a 12” snowfall to be shed from a solar collector without shadowing
any part of the collector.

Each system should have an operation and maintenance manual at the
Participant’s site, and each Participant must complete an initial start up and
operation training review with the contractor at the time of system start up.
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4.2.9 Residential Solar Thermal (Heating and Domestic Hot Water)

Residential Solar Thermal is a single system design that produces both space heating and
water heating for residential use. An ES&D Report must be submitted that includes
certification that solar collector panels used shall have a SRCC OG-100 certification or
laboratory documentation showing the panel energy output under controlled and
replicable test conditions. Report details should broken out on a month-by-month basis,
and should include the following: total solar production based on installation and
location, total building BTU requirements, BTU space heating requirements, domestic
hot water BTU requirements, and any other hot water BTU requirements.

Equipment Qualifications

The system will utilize OG-100 certified collectors

The system must be supported by a five year equipment warranty including a
minimum warranty period of two years for repair/replacement service to the
Participant. The remaining operational life must be supported by a planned
maintenance or equipment replacement schedule.

Installation Guidance

e The system should be installed with a horizontal tilt angle between 20 degrees
and 60 degrees, and azimuth angle of +/- 60 degrees of due south. It is
recommended that collectors be positioned for optimum winter heating
conditions at a minimum tilt angle of 45 degrees above horizontal, or as
recommended by the manufacturer for the specific collector type and
geographic location of installation.

e All systems should be installed such that the energy collection system is
substantially unshaded and should have substantially unobstructed exposure to
direct sunlight between the hours of 9 a.m. and 3 p.m.

e Heat exchange fluid in glycol systems should be tested and flushed and
refilled with new fluid as necessary, every five years, or per the
manufacturer’s recommendations. »

e It is recommended that the anode rod be checked and replaced per
manufacturer’s recommendations, but no less frequently than every five years.

e [t is recommended that the system design include a timer, switch, or other

. control device on the backup element of the storage tank.

e The collectors and storage tank should be in close proximity to the backup
system and house distribution system to avoid excessive pressure or
temperature losses.

e [t is recommended that in areas where water quality problems are reported to
have reduced expected life of a solar water heater, that a water quality test is
performed for each residence to screen for materials that, through interaction
with the materials of the proposed system, may reduce the expected
operational life of the system components. The Participant should consider
contacting the manufacturer to determine if warranty or operational life will
be affected.
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e In areas subject to snow accumulation, sufficient clearance should be provided
to allow a 12” snowfall to be shed from a solar collector without shadowing
any part of the collector.

e FEach system should have an operation and maintenance manual at the
Participant’s site, and each Participant must complete an initial start up and
operation training review with the contractor at the time of system start up.

4.2.10 Non-Residential Pool Heating

Equipment Qualifications

e Submittal of a complete ES&D Report.

4.2.11 Geothermal Space/Process Heating & Cooling

Equipment Qualifications

e A complete ES&D report must be submitted by the contractor and approved
by APS prior to the installation.
e Equipment must be UL approved and meet the applicable Air Conditioning
and Refrigeration Institute (ARI) Performance Certifications.
e Equipment must meet the following minimum efficiency requirements:
» Closed Loop: 14.1 EER 3.3 COP
=  OpenLoop: 16.2 EER 3.6 COP

Installation Guidance

e Ground loop systems must be installed by a contractor who holds a current
International Ground Source Heat Pump Association (IGSHPA) certification.
Wells must be permitted and drilled by a State of Arizona certified contractor.
Contractors must hold a valid National Balancing Institute (NBI) or Building
Performance Institute (BPI) certification.

e All systems should be designed (sized) and installed in accordance to the Air
Conditioning Contractors of America (ACCA) Quality Installation
Specifications and Standards.

e The operational life must be supported by a planned maintenance or
equipment replacement schedule.

4.3 Inspections

DE systems must be permitted with and inspected by the Authority Having Jurisdiction (“AHJ”)
over construction projects in the Participant’s locale or the Participant must provide to APS a
Letter in Lieu of Electrical Clearance’ or other waiver acceptable to APS. Any inspections
conducted by APS are in addition to, not in lieu of, these building and construction related
inspections. Access to the system shall be made available to APS during normal business hours

7 Available on APS’s website.
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for the purpose of conducting the applicable APS inspection. Note that APS will at times be
inspecting system components on the Participant side of the meter.

All grid-tied systems will be inspected by APS to ensure the system is connected to the grid in
conformance with APS Interconnection Requirements.® Under no circumstances is any grid-tied
system to be installed in parallel or otherwise connected with the APS system until such time that
the system has been inspected by APS and written authorization is received from APS. APS will
normally conduct the interconnection inspection only after the system has been inspected by the
AHIJ.

APS will select a subset of DE program reservations for an APS DE Program conformance
inspection. The selected systems will be required to pass the conformance inspection before the
Participant is eligible to receive an incentive payment. The purpose of the conformance
inspection is to ensure that the system has been installed in accordance with the terms,
conditions, and specifications provided on the Reservation Application and Credit Purchase
Agreement and with the requirements outlined in this DEAP. The conformance inspections for
photovoltaic systems will normally also include verification of the PV off-angle and shading
factor reported for the PV installation in the reservation.

APS will randomly select some DE Program installations whose systems will receive a
maintenance inspection to field verify that the system is being operated in compliance with the
terms and conditions agreed to in the Reservation Request and Credit Purchase Agreement and
the requirements outlined in this Plan. The purpose of the maintenance inspection is to gather
information that will assist APS in its evaluation of the effectiveness of the DEAP.

4.4 Metering and Meter Reading

All DE systems must include a system dedicated kWh meter, or meters, which allows for
measurement of system energy production (the “Performance Meter”). The Performance Meter
must be installed in compliance with the APS Electric Service Requirements Manual (ESRM)
Section 300, which is available on APS’s website, and must be installed so as to record the
renewable energy A/C power output produced by the inverter or generator. If Performance
Meter output data is used to calculate a PBI, other metering arrangements may be required
depending on the configuration of the system. These arrangements may include wireless or
telephone line telemetry at the customer’s expense. The Performance Meters are in addition to
the APS billing meter and must be appropriately identified as the “Photovoltaic, Wind, etc.,
Performance Meter.” The Performance Meter must be calibrated to meet industry standards and
must provide either direct kWh readings or readings which can readily be converted to kWh
(RECs) using standard engineering conversions. The Performance Meter is required to be
located adjacent to the APS billing meter unless otherwise approved by APS.

In those circumstances where the DE system is a hybrid system (i.e., uses more than one
technology), APS requires that a Performance Meter be in place to measure the RECs (kWh)
produced from each renewable resource so that the information can be accurately recorded.

8 Id
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APS may, at its discretion, install APS-owned Performance Meters for system monitoring
purposes. A Performance Meter owned and read by APS may facilitate APS’s ability to gather
performance data and to report system performance to the Participant on their standard APS bill.

System generation (REC production) must be reported annually to APS for UFI Participants,
unless other arrangements have been approved by APS. Participants utilizing PBIs will be
provided with monthly system production on a quarterly basis. The reported production is to be
verified by the participant or authorized representative and returned to APS along with the
Renewable Energy Credit documentation. Payment for system production will be made on a
quarterly basis following APS’s receipt of the REC documentation and production verification.

4.5 REC Ownership

As part of APS’s payment of a UF]I, the utility will be given complete and irrevocable ownership
of all RECs expected from system production for 20 years, the expected or planned effective life
of the DE system. APS’s payment of a PBI will assure APS complete and irrevocable ownership
of the REC for the full duration of the PBI agreement. Renewable Energy Credits provided to
APS as a result of a DE system installation will be applied towards APS’ RES targets.

4.6 System Maintenance

To ensure a system benefit received by the REC purchase, APS requires that the Participant
maintain and operate the DE system in APS territory for the specific duration detailed in the
Reservation Request and Credit Purchase Agreement. If the DE system either needs to be
removed from the Participant property or if it is no longer operational, the Participant must notify
APS within five business days after the DE system is either removed from the property or is no
longer operational. Short (those lasting less than one month) system “outages” as part of system
repair or planned maintenance are anticipated as part of this program and need not be reported in
accordance with the above requirement.

S. INSTALLER AND DEALER QUALIFICATIONS

The installer must possess a valid license on file with the Arizona Registrar of Contractors
(*AZROC”), with a license classification appropriate for the technology being installed, or the
installer must identify use of a contractor holding an appropriate license on file with the AZROC
for the technology being installed._ With APS’s implementation of its Qualified Contractor
Program, it is APS’s intention to rely on training and eertification to ensure the consistent quality
of installations at customer sites. With the maturation of our Qualified Contractor Program over
time. APS will ultimately require a customer to use a contractor qualified under this program in
order to be eligible for a renewable energy incentives.

If the equipment dealer is party to the reservation request, the dealer must provide proof of
possession of a business license that is in good standing with the appropriate agency_(ies) and
must also provide proof of liability insurance if the business license provided does not require
liability insurance.
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6. INCENTIVES

6.1 Funding Allocation

As described in APS’s 2010 RES Implementation Plan, the annual funding level for DE
incentives was established primarily based on previous year program installations and
reservations with consideration for estimates of anticipated consumer demand for the various
technologies, project sales and development time frames, variations in the levels of technology
maturity, and availability of equipment for installation. The proposed DE incentive budget and
the incentive budget allocation are designed to achieve the residential distributed energy target
and provides for exceeding the non-residential distributed energy target for the full five years
described in the current Implementation Plan.’

The incentive matrices in Exhibit 1 describe incentive reductions every two years of the
program. Those planned reductions are designed to reflect the anticipation that DE technologies
will decline in cost as market penetration and product availability increase. Eight specific DE

" budget allocations are described in the APS RES Implementation Plan: residential up-front

incentives, existing production-based contracts, contracts resulting from the 2009 DE request for
proposals, wholesale contracts, customer self-direct, new non-residential production-based
incentives, and- non-residential up-front incentives. Budget allocations for market-based
projects are derived as a portion of the respective DE budget allocation which they support.

In the event that funds collected for use in the DE incentive program are not fully subscribed in a
program year, those funds will be applied towards the next program year and allocated to achieve
the required energy outcome between residential and non-residential projects.

Funds are made available for project reservations on the first working day after January 1% of
each program year. Funds for residential projects will be made available for reservations on a
first~come, first-reserved basis.

Funds offered under APS’s new—expanded new non-residential program will be divided into
threefour categories; Large Projects (PBI), Medium Projects (PBI), and-Small Projects (UFI).
and qualifying projects under the Schools and Governmental Program (PBI).

For purposes of APS expanded non-residential program, a Large Project is defined as any
electricity producing project whose inverter(s) or generator(s) is rated greater than 100 kWac or
any project whose lifetime incentive commitment is greater than $2.5 million dollars. Incentives
will be capped for electric producing systems at a capacity size of 2,000 kWac per
interconnection point; actual system size is not limited under this program, although all other
interconnection and program requirements remain applicable.

A Medium Project is defined as any electricity producing project whose inverter(s) or
generator(s) is rated 100 kWac or less, or any project whose lifetime incentive commitment is

less than $2.5 million dollars, and does not qualify for an up-front incentive.

A Small Project is defined as any project that qualifies for an up-front incentive.

® A.A.C.R14-2-1805(D).
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The Schools and Governmental Program is designed to assist publicly funded (K-12) schools and

state/local governmental facilities. Projects are open to all RES gualifving technologies.
however. are limited to 300 kWac per interconnected meter for generating technologies or
Lifetime Project Commitment of $1.5 million. per interconnected meter for other gualifving
technologies. Projects that qualify as a Small Project do not gualify for this program. Projects

larger than the above mentioned limits will be required to participate in the standard program as
a Large Project.

Large Project funding described in APS’s Implementation Plan will be divided equally into two
semi-annual nomination periods; March 1* (reservations received through the end of February)
and September 1% (reservations received from March through the end of August). Medium
Project funding as described in APS’s Implementation Plan will be allocated equally over six
nomination periods (January-February, March-April, May-June, July-August, September-
October, and November-December) with each equaling two full calendar months. Small Project
and the Schools and Governmental Program funding will be allocated annually on a first come,
first reserved basis.

Non-residential reservation requests are submitted as a bid expressed in $/REC (or $/kWh) and,
if a PBI, the preferred REC and payment terms. Each bid is evaluated by a project ranking
“calculator.” A sample ranking calculator was prepared as part of the Commission Staff UCPP
working group; APS’s ranking calculator will be designed to function in substantially the same
manner as the sample calculator. The input sheet and description for the sample calculator is
attached provided as Exhibit 3. APS will make the ranking calculator publicly available on
APS’s website.

In the event that the budgeted funds available for that nomination period exceed the total amount
of incentives requested, all qualifying reservations requested will be approved. Remaining
budgeted funds for that nomination period will be equally divided among the remaining
nomination periods within that category. If the reservation request is approved, APS will send a -
written confirmation to the applicant.

In the event that the demand for incentives exceeds the budgeted funds available for a
nomination period in any one project category, APS will use the ranking calculator to select the
projects with the highest ranking, which is the lowest Conforming Project Rank value, matching
requested incentives with the available budgeted funds. If the reservation request is denied
because funding is not available, APS will send written notification to the applicant. In the event
that requests are denied due to funding, Conforming Project Rank values will be posted, along
with their approval status. No specific project information (customer/contractor names, locations
or non-energy/cost details) will be listed to ensure that confidentiality is maintained.

6.2 Incentive Principles

As part of this Plan, residential systems are eligible only for UFIs. Non-residential systems may
receive either a UFI or a PBI, depending on the technology and the installation size. UFIs were
developed for technologies where the average project size results in a total incentive less than or
equal to $75,000. PBIs were developed for technologies where the average project size results in
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a total incentive totaling more than $75,000, based on the net-present value of the total of
incentive payments or the otherwise applicable UFL.

Incentive funds can be applied to a “project,” which is the sum of all DE systems installed at a
Participant site that are eligible for program incentives in a single calendar year. A Participant
site can obtain a UFI for multiple projects, under separate reservations, up to-$75,000 at each
Participant site per calendar year. Once the sum of incentives for all project(s) exceeds the
$75,000 limit, incentives for additional projects will take the form of a PBI.

6.2.1 Reservations for New Residential Construction

Incorporation of DE systems into the development of new residential construction requires the
reservation of funds in a manner other than that described in the standard UFI process.
Approved reservations for incentive funds for new construction will conform to the following
provisions:

a. Funds may be reserved for up to three years for a single development or sub-
division. A single reservation may request incentive funding for multiple
systems.

b. All funds within a reservation must be allocated to specific lots within the
development or sub-division.

c. The reservation must specifically indicate the development schedule for the

identified lots and the year when the incentive payment is expected. Once a
project is initiated, funding “adjustments” can not exceed 10 percent of the
requested annual funding.

d. Funds reserved but uncollected as completed projects in one year will be
forfeited.
e. Once funds have been reserved for a lot, no future reservation may be applied to

that lot or the same technology until the original reservation has expired.

6.3 Standardized Incentives

Incentives levels provided as part of this Plan were collaboratively developed, and, in part, were
created to help or expand incipient markets for DE, taking into account each technology’s specific
market conditions, and placing a portion of the cost on the Participant. Incentive levels are
provided in accordance with the applicable year project incentive matrix included as Exhibit 1.

6.4 Incentive Caps

DE incentives can be applied to systems designed to serve only the typical load of the
Participant. Typical load is defined as the total annual kWhs used by that customer at the
metered point of interconnection. The assessment of that typical load does not preclude the
periodic production of electricity in excess of the Participant’s demand. Under some
circumstances it is understood that select Participant installations will be designed to serve loads
greater than that of the Participant. Under those circumstances, the incentive will be applied
only to the fraction of the generation that is used to serve the typical Participant load. The DE
incentives were developed separate and apart from other utility program incentives, such as those
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for demand side management projects. Systems are not eligible to receive DE incentives if
incentives from other APS programs are received.

A PBI cannot exceed 60% of the “total project cost” for the DE system. Total project costs are
defined as the undiscounted total system cost plus “acceptable financing” charges, if disclosed by
the participant. Acceptable finance charges are finance charges used for the PBI incentive cap
calculation and cannot exceed the current prime interest rate plus 5%. Financing charges may be
disclosed as part of the commissioning package, if not disclosed before. The PBI incentive cap
will decline in the third year of the program (2011) to 55% of the real project cost, and the cap
will decline further to 50% of the real project cost in the fifth (2013) year of the program and
beyond. Both residential and non-residential UFIs cannot exceed 50% of the system cost.
Financing costs are not considered as part of the total system cost for these projects.

Dealer’s and manufacturer’s incentives are capped at 50% of the system cost basis. Dealers
cannot include retail installation costs in the cost basis calculation. Dealers must provide
verification for the cost paid for each system component. Manufacturers cannot include their
own technology in the cost basis.

For residential solar hot water heating systems, Participants are required to contribute a
minimum of 15% of the “actual system cost.” The actual system cost will be calculated by
assuming the full application of all available federal and state incentives, regardless of the
Participant’s ability to realize any particular incentive; adding the Participant contribution (15%),
and finally adding the program incentive. If the incentive can be fully applied without exceeding
the actual system cost, the Participant will receive the full incentive amount. If the incentive
cannot be fully applied without exceeding the actual system cost, the incentive will be capped so
as not to exceed the system cost.

6.5 De-Rating of Photovoltaic System Incentives

The productivity of photovoltaic systems is sensitive to the specifics of the installation method
and location. In particular, these systems are impacted by shading and photovoltaic panel tilt
angle and azimuth. This variability in system performance is taken into account when adjusting
the available UFI level and determining the actual amount of incentive received by the
Participant. Incentives for photovoltaic systems will be adjusted in accordance with the PV Off-
Angle and Shading Adjustment Table attached as Exhibit 4.

6.6 Payment of PBIs

Participants receiving PBI funds will be provided with monthly system production on a quarterly
basis. The reported production is to be verified by the participant or authorized representative
and returned to APS along with the Renewable Energy Credit documentation. Payment for
system production will be made on a quarterly basis following APS’s receipt of the REC
documentation and production verification. ’

6.7 Taxes

Program participants are solely responsible for the payment of any and all taxes applicable to the
DE resource and/or the incentive payment(s).
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6.8 Assignment of Payment

Systems may be owned by third parties, and APS may make payments to such third parties upon
the written consent of the Participant. Participants may assign payments to an installer, dealer, or
developer. APS will consider assignment to other parties upon request by the Participant.

6.9 Default

If the Participant fails to maintain and operate the DE system in APS territory for the period
detailed in the Credit Purchase Agreement, which is never less than ten (10) years, the
Participant shall be considered in default of the terms and conditions of the incentive payment
agreement. Participants in default will be subject to damages and must reimburse the Program
for all or a portion of the incentive(s) received to that point, subject to the terms of the Credit
Purchase Agreement. The default terms in the Credit Purchase Agreement will vary slightly
depending on whether the incentive is a UFI or PBI, but are designed to reimburse the Program
for environmental credits that were paid and/or accounted for through the full incentive term, but
not received. This is especially important for UFIs where APS is entitled to 20 years of credits
through the payment of one up-front incentive.

7. RESERVATION PROCESS OVERVIEW

Participant submits a reservation request to APS: The Participant must submit a signed
reservation request supplied by APS.

Participant receives reservation confirmation: After reviewing the reservation request, APS will
assign a reservation status. If the reservation request is approved, APS will send a written
confirmation to the applicant. Approved reservations will be logged in the order received.

If the reservation request is deficient in meeting one or more of the program requirements, APS
will inform the Participant of the nature of the deficiency and will allow the Participant to correct
the deficiency. If the reservation request is denied because funding is not available, the request
will be placed on a waiting list and APS will send written notification to the applicant.

Credit Purchase Agreement: PBI participants must execute a Credit Purchase Agreement within
30 days of the date of the reservation confirmation from APS._At such time, the customer must
also provide proof of an executed contract between themselves and the developer/contractor for

the installation of the proposed renewable technology.

Proof of Advancement: The Participant may be required to submit Proof of Advancement
(written progress report) to APS within 60 days of reservation approval for UFIs, and within 120
days of reservation approval for PBIs to retain an active reservation. The purpose of the Proof of
Advancement requirement is to ensure that reservation dollars are allocated to projects that will
advance to the installation stage. Reservations requiring Proof of Advancement will be notified
at the time of reservation approval.
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Interconnection Application: The interconnection application and site plan diagram is submitted
to APS. APS will provide preliminary approval that the system meets interconnection standards
(grid-tied). Final approval will not be issued until the interconnection inspection is completed.

Participant Proceeds with Installation: Obtain all required permits and proceed with system
installation. v

Grid-tied systems: Systems are required to pass an interconnection inspection that will be
conducted by APS before the system can be authorized to operate in parallel to the APS grid.
APS will conduct the interconnection inspection only after the system has been inspected by the
AH]J or if APS has received a Letter in Lieu of Electrical Inspection. If the DE system passes the
interconnection inspection, APS will provide the Participant with a written document that
provides “Permission to Operate.” If the DE system fails the interconnection inspection, the
reservation can remain active, as long as the deficiency is remedied within the defined
reservation timeframe.

Commissioning Packet: Participant must submit a signed Commissioning Packet supplied by
APS. At a minimum, the Commissioning Packet will include certification from the
installer/dealer and Participant that the system installed was consistent with the terms and
conditions of the Reservation Packet and this Plan. If a material change was made between the
time APS approved the reservation and the date APS received the Commissioning Packet, the
Participant must complete an Amended Application. If the change increases the incentive
amount the system is eligible to receive, APS will confirm that DE program funding is available.
If funding is not available, APS will only provide an incentive in the amount requested in the
Reservation Packet. Changes in the project plan that result in increased system output will only
result in additional incentives beyond the original reservation amount if RES funding is
sufficient/available.

If the system is a photovoltaic system that has been selected to receive a conformance inspection,
the incentive may be adjusted in accordance with the provision set out in Section 6.5 of this Plan.

If the system has been selected to receive a conformance inspection, as detailed in Section 4.3,
the incentive payment will not be processed until after the system has passed the conformance
inspection.

APS sends incentive payment: For UFIs, APS will send the incentive payment or initiate
incentive payments in accordance with the instructions provided by the Participant in the signed
Commissioning Packet. For participants under a PBI, the payment process in Section 6.6 above
will be followed.

8. EXTENSIONS AND CANCELLATION POLICY

A Participant will receive a written notice of pending cancellation if all program requirements
have not been met within the reservation timeframe. The reservation timeframe for UFIs is 180
days from the reservation confirmation date. For PBIs, the reservation timeframe is 365 days
from the reservation confirmation. APS may grant an extension for up to 90 days following
timely receipt of a Participant’s request for extension and may approve written extension
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requests beyond 90 days under extenuating circumstances. APS may request additional support
for the Proof of Advancement to be considered the extension.

9. ENERGY REPORTING PROGRAM MONITORING

APS will track progress toward program goals on an ongoing basis to monitor program
effectiveness and sufficiency of the funding allocation. APS will compile data received from
conducting the conformance and maintenance inspections, meter readings, and analyze trends in
Participant participation and technology installation. The data will be evaluated on an ongoing
basis to better understand critical factors impacting the incentive structures and the overall
effectiveness of this Plan. If the DEAP need to be adjusted to reflect new information, changing
market conditions, incorrect initial assumptions, or technological innovations, APS will bring
those issues to the attention of the Commission in a timely manner. -

APS will report on the productivity of all distributed resource on an annual basis. For PBI
systems, APS will report on the actual metered production of each system as reported by the
Participant and confirmed by APS. For systems receiving a UFI, APS will report on the total
installed capacity and projected productivity. APS will develop a method by which to calibrate
the reported productivity and shall monitor that method for long-term accuracy.

On occasion, a DE system, which received a UF], will be removed from the Participant property
prior to the end of its agreement term without the permission of the utility. Also, on occasion, a
DE system, which had received a UFI, will be in need of a repair which the Participant does not
plan to complete. If either situation occurs, and if despite reasonable efforts on the part of the
APS the Participant will not reinstall or repair the DE system, then APS will continue to reflect
in its annual compliance reporting the annual historic energy production for the system until the
agreement term for the system has been completed.

In addition, APS will monitor that specific Participant and Property to ensure that an additional
incentive is not provided for any new DE system on that property until the operational life of the
incented system has been completed. APS will attempt to monitor the number of missing and
unrepaired DE systems and shall summarize its observations in its annual compliance report.
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ADJUSTMENT SCHEDULE RES
RENEWABLE ENERGY STANDARD

APPLICATION

The Renewable Energy Standard (“RES™) Adjustor shall apply to all retail Standard Offer or Direct Access service,
excluding kWhs served in accordance with rate schedules SP-1 (Solar Partners), Solar-2, Solar-3, and Adjustment
Schedules GPS-1 and GPS-2. All provisions of the customer's current applicable rate schedule will apply in
addition to the RES Adjustor. From time to time, the RES program spending requirements will be evaluated and if
necessary the charge and/or caps may be modified by the Commission. Any new charges/caps will be applied in
billing cycle 1 beginning in the month following Commission approval in A.C.C. Decision No. XXXXX and will
not be prorated. Details regarding the administration of this Adjustor can be found in A.A.C. R14-2-1808. The
RES Adjustor and the Demand Side Management Adjustor may be combined on the customer’s bill and shown on
the “Environmental Benefits Surcharge” line.

RATES
The bill shall be calculated at the following rates:

| All kWh $0-0085320.008662 per kWh
SURCHARGE LIMITS |
The monthly total of the Renewable Energy Standard Adjustment Charge shall not exceed the following limits:

| Residential Customers $3-413.46 per service per month

| Non-residential Customers $426-75128.70 per service per month

an-residential Customers
with demand of 3,000 kW or higher per month

| for three consecutive months $380-26386.10 per service per month
ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. X33axXXXX
Phoenix, Arizona Canceling A.C.C. No. $7655718
Filed by: David J. Rumolo Adjustment Schedule RES
Title: Manager, Regulation and Pricing Revision No. 2

| Original Effective Date: May 1, 2008 Effective: XX XXXX
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