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IN THE MATTER OF THE APPLICATION OF DOCKET NO. E-04204A-11-0056
UNS ELECTRIC, INC. FOR APPROVAL OF ITS
2011-2012 ENERGY EFFICIENCY

IMPLEMENTATION PLAN.

NOTICE OF FILING UPDATED INFORMATION IN SUPPORT OF 2011-2012
ELECTRIC ENERGY EFFICENCY IMPLEMENTATION PLAN

and

REQUEST FOR WAIVER

UNS Electric, Inc. (“UNS Electric” or “Company”), through counsel undersigned, hereby
files the attached Updated Information in Support of its 2011-2012 Electric Energy Efficiency
Implementation Plan (“EE Plan”) that was filed with the Arizona Corporation Commission

(“Commission”) on January 31, 2011. The updates to the EE Plan relate to the following topics:

. Residential Financing Program

. Budget

. Portfolio Savings

. Authorized Revenue Requirement True-Up

. DSM Adjustor

Additionally, given the anticipated timing of Commission approval of its EE Plan, UNS
Electric also requests a waiver and a modification of the Electric Energy Efficiency Standards
(“EE Standard” or “EEES”) set forth in A.A.C. R14-2-2404.B, as set forth in the attached Updated
Information. When UNS Electric filed its EE Plan on January 31, 2011, it anticipated

Commission approval of the EE Plan in June 2011. UNS Electric now anticipates that the EE Plan
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will be approved in November 2011. That change in the anticipated approval date has
significantly altered the timing of anticipated participation in the EE Plan and in subsequent plans.

Wherefore, UNS Electric requests that the Commission: (i) consider the updated
information in reviewing and approving the Company’s EE Plan and (ii) grant UNS Electric’s
request for a waiver and modification of the EE Standard pursuant to A.A.C. R14-2- 2419 in light
of the anticipated approval date of its EE Plan as good cause exists.

.S
RESPECTFULLY SUBMITTED this / day of September 2011.

UNS Electric, Inc.

Michael W. Patten

Roshka DeWulf & Patten, PL.C

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

and

Bradley S. Carroll

UNS Electric, Inc.

One South Church Avenue, Suite 200
Tucson, Arizona 85701

Attorneys for UNS Electric, Inc.

Original and 13 copies of the foregoing
filed this day of September 2011 with:

Docket Control ,

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copy of the foregoing hand-delivered/mailed
this day of September 2011 to:

Lyn A. Farmer, Esq.

Chief Administrative Law Judge
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007




K NN

O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Charles Hains, Esq.

Scott Hesla, Esq.

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Steve Olea

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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Updated Information In Support Of 2011-2012 Electric Energy Efficiency Implementation Plan

Summary of Updated Information

UNS Electric, Inc. (“UNSE” or “Company”) has prepared this document in support of its proposed
2011-2012 Electric Energy Efficiency Implementation Plan (“EE Plan”) that was filed with the Arizona
Corporation Commission (“Commission”) on January 31, 2011. Because significant changes have
occurred since the EE Plan was filed seven months ago, the purpose of this document is to provide
updated information that the Company believes is important in order for the Commission to complete its
analysis prior to approving the EE Plan.! Additionally, UNSE is requesting a waiver and a modification
of the Electric Energy Efficiency Standards (“EE Standard” or “EEES”) set forth in A.A.C. R14-2-
2404.B.

There are five primary updates contained herein as follows:

[. RESIDENTIAL FINANCING PROGRAM

At the request of the Commission, UNSE continued its efforts to locate a local lender for the
Residential Financing Program and recently selected Vantage West Credit Union as the lending
partner. The change in lending partners resulted in significant budget reductions from those filed
in the original EE Plan filed with the Commission. Changes to this program are included in the
red-lined filing of Exhibit 1. The comparison below shows the anticipated spending for 2011-

2012.
L | Original EEPIan - Update d
_Program Year _ Budget | Budget
2011 $425,853 $85,968
2012 $426,606 $278,104
"Total | = $852,459 ~ $364,072
II. BUDGET

The updated anticipated timing of approval of new programs and additional program measures
and continuing economic forces have altered the estimated budgets resulting in a $5 million
reduction. UNSE provides the following budget comparison for Commission review:

1 When UNSE filed its EE Plan on January 31, 2011, it anticipated Commission approval of the EE Plan in June 2011. The delay in the
timing for approval has significantly altered anticipated participation in 2011 and has resulted in other changes as set forth herein. The
changes set forth herein anticipate that the EE Plan will be approved by the Commission in time to be implemented November 1, 2011. For
the convenience of the Commission, UNSE has provided (where appropriate) side-by-side comparisons of the original EE Plan to the
updated information.
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Updated Information In Support Of 2011-2012 Electric Energy Efficiency Implementation Plan

$5.811,106 $3,356,984
$7.914.026 $5,449 519
$13,725132] = $8,806,503

[I. PORTFOLIO SAVINGS

The updated anticipated timing for approval of the EE Plan has altered the estimated savings for
2011 and 2012 as shown below:

| original EEPlan | Updated Savings |
Program Year | Savings(MWh) |  (Mwh)

2011 31,436 14,067
2012 41,696 30,077
_ Total | T 73432 T 44145

IV. DSM ADJUSTOR

The DSM adjustor must be modified due to: (i) the decrease in program budgets and (ii) the
reduced timing for collection. UNSE has provided a summary of information on the DSM
adjustor request in the table below:

N o + Origi;ﬁal DSM :Surc'ha‘rgé Updated DSMSurcharge
 Program Years o $kWhH) | ($/kWh)
2011-2012 $0.003350 0.004590

V. WAIVER FROM 2011 EEES

The updated anticipated timing of the effectiveness and implementation of the EEES Rules, as
well as the delay in the approval of the 2011 EE Plan, makes it impossible for UNSE to meet the
cumulative EE Standard set forth in A.A.C. R14.2.204.B for 2011 through 2020. UNSE
therefore requests a waiver and modification of the 2011 EEES and further requests that the
Company’s EE Standard be modified for all future EE Plan filings.

This updated information does not alter any other component in the original EE Plan document and

UNSE respectfully requests that the Commission approve its EE Plan, as supplemented herein, as
expeditiously as possible.
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I. Residential Financing Program

UNSE has designed a proposed Energy Efficiency Residential Financing Pilot Program (“Pilot
Program”) to provide customers with the funds needed to make cost-effective energy efficiency
upgrades to their homes.

~Initially, UNSE planned to develop partnerships with Pennsylvania Treasury, as it appeared to be the
only lending partner available to meet many requests that surfaced during the UNS Gas Residential
Financing Program development. After receiving requests from Commission Staff and local community
members to continue investigation of alternative Arizona-based lenders for the Pilot Program, and after
resolving contract issues with the planned lending partner, suitable loan programs for all three
companies were negotiated with Vantage West Credit Union. The loan programs for the three
companies: (1) are nearly identical; (ii) are very similar to the UNS Gas loan program approved by the
Commission in Decision No. 72062 (January 6, 2011); (ii1) have improved functionality of loan loss
reserve and interest rate buy-down accounts; (iv) and have reduced costs.

Due to the later date now anticipated for Commission approval of the EE Plan, UNSE has updated the
estimated 2011 and 2012 budget to represent both the reduced costs associated with the Vantage West
Credit Union partnership and the anticipated launch date for the Pilot Program. Updated budget details,
a full Pilot Program description, and a red-line version of the original Financing Program are included in
Exhibit 1.

II. Budget

As a result of the reduced costs associated with the re-design of the Pilot Program, and the delay in the
anticipated timing for approval of new programs and additional measures, UNSE has reduced its 2011
EE Plan budget. UNSE has also made some minor modifications to its participation estimates for 2012
due to continuing economic forces, resulting in some budget modifications for 2012. The combined
result for 2011-2012 is a $5 million reduction from the original EE Plan. The changes in budget, if any,
for all programs are shown in Exhibit 2.

III. Portfolio Savings

Due to the delay in the anticipated timing for EE Plan approval, and modifications in participation
estimates as mentioned above, UNSE has altered its estimated savings for 2011 and 2012. These
modifications in savings estimates for all programs are shown in Exhibit 3.

IV. DSM Adjustor

UNSE seeks to update its DSM Surcharge for program cost recovery. UNSE is not proposing any
changes to the DSM Performance Incentive from the EE Plan. Specifically, UNSE is requesting
approval to collect $8.8 million in DSM program costs for 2011-2012 and a $1.3 million pre-tax DSM
performance incentive for 2011-2012.
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UNSE requests that the 2011-2012 EE Plan and the updated 2011-2012 DSM Tariff as attached herein
be approved in order to be implemented on November 1, 201 12,

UNSE has included a revised tariff in Exhibit 4 that complies with A.A.C. R14-2-2406.A. Additionally,
because of the delayed implementation date, UNSE requests that the existing DSM adjustment
mechanism be approved for implementation effective November 1, 2011 through December 31, 2012, in
order to ensure just and reasonable rates.

Additional details and the elements of the Company’s proposed Demand-Side Management Surcharge
(“DSMS”) for November 1, 2011 through December 31, 2012 can also be found in the attached Exhibit
4. At this time, it is anticipated that the DSMS required to implement the updated 2011-2012 EE Plan
will be approximately $0.004590 per kWh based on forecasted retail sales from November 1, 2011
through December 31, 2012.> The average impact to a residential customer will be $3.85 per month.

V. Request for Waiver and Modification of EEES Pursuant to A.A.C. R-
14-2-2419

The EEES Rules did not go into effect until January 1, 2011. Therefore, the Company did not file its EE
Plan until January 31, 2011 as required by the Rules. At the time UNSE filed its EE Plan, it
contemplated Commission approval of its EE Plan and the programs set forth therein by June of 2011.
As the EEES Rules require the Company to achieve energy savings for 2011, the delay in the timing of
Commission approval of the EE Plan makes it impossible for a company the size of UNSE to meet the
EEES of 1.25% of prior year sales for 2011 and the cumulative 3.0% of prior year sales for 2012.
Moreover, because of this approximately one (1) year delay, the Company will be perpetually behind
schedule in meeting the Cumulative Energy Efficiency Standard each year thereafter. Accordingly,
pursuant to A.A.C. R14-2-2419, UNSE requests a waiver and modification of the Cumulative Energy
Efficiency Standard set forth in A.A.C. R14-2-2404.B for its EE Plan and for subsequent EE Plan
filings.

Specifically, UNSE is requesting the EEES be modified to the projected percentage of prior year sales
that UNSE believes is achievable in both 2011 and 2012. The EEES will still end in 2020 with the new
adjusted cumulative annual energy savings of 20.45% compared to the original 22%. Table V-1 below
illustrates how the EEES would be adjusted:

2 UNSE assumed a November 1, 2011 effective date in calculations for the DSMS but will file as a compliance item a revised DSMS using
the actual effective date for the new surcharge following Commission approval.
* UNSE has assumed the DSMS of $0.000995 will remain in effect through October 31, 2011.
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Table V-1: Requested adjustment to EEES

Cumulative Energy
Cumulative Energy | Efficiency Standard
Efficiency Standard (Requested
Calendar Year (Current) Adjustment)
2011 1.25% 0.60%
2012 3.00% 1.45%
2013 5.00% 3.45%
2014 7.25% 5.70%
2015 9.50% 7.95%
2016 12.00% 10.45%
2017 14.50% 12.95%
2018 17.00% 15.45%
2019 19.50% 17.95%
2020 22.00% 20.45%

A.A.C. R14-2-2419.A. provides that “the Commission may waive compliance with any provision of this
Article for good cause.” UNSE believes that the circumstances as described above constitute “good
cause” as contemplated by the Rules and requests that the Commission grant the requested waiver and
modification of the requirements of A.A.C. R14-2-2404.B.

Page §




EXHIBIT

66199




CLEAN

VERSION



UNS Electric Residential Energy Efficiency Financing Pilot Program (Updated)
Exhibit 1

Program Description

UNS Electric, Inc. (“UNS Electric” or “Company”) has designed a proposed Energy Efficiency
Residential Financing Pilot Program (“Program”) to provide customers with the capital needed to make
cost-effective energy efficiency upgrades to their homes. UNS Electric believes that a two year pilot
program will allow sufficient time for the Company to evaluate the Program, including participation,
default rates, and overall value to customers. UNS Electric’s proposed Program elements include:

e Loan commitment of $1,000,000 per year for two years; this will provide approximately 208
loans based on an average $4,818 loan amount;

e Loans available only on energy efficiency measures meeting the Commission-required cost-
effectiveness test;

e Low interest rates provided by a combination of an interest rate buy-down and a 10% loan loss
reserve account;

e Limited ratepayer exposure to default risk (10% of the loan commitment);

e Funding provided through an approved demand-side management (“DSM”) surcharge charged to
residential customers;

e Affordable residential financing for energy efficiency measures;

e Convenient customer access to and repayment of the financing;

e Standard finance product offering for all eligible, approved borrowers;
e Leveraged financing;

e Accurate Truth-in-Lending notifications and billing to customers provided by an experienced
third party lender; and

e Community involvement in forming and marketing the Program.

UNS Electric proposes to increase the DSM Surcharge residential customers by $0.0003 per kWh to fund
the Program during the two year pilot program. The average annual cost to each residential customer
would be $3.08.

It should be noted that UNS Gas, Inc. (“UNS Gas”) (an affiliate of UNS Electric), requested a program
nearly identical to the one requested herein for UNS Electric. The UNS Gas program was approved in
ACC Decision No. 72062 (January 6, 2011). After receiving requests from Staff and local community
members to investigate alternative Arizona-based lenders for the Tucson Electric Power Co. (“TEP”) and
UNS Electric programs and after experiencing contract issues with the prior lender for the UNS Gas
program, suitable loan programs for all three companies were negotiated with a local credit union. The
loan programs for the three companies are nearly identical, are very similar to loan program approved
under Decision No. 72062, have improved functionality of loan loss reserve and interest rate buy-down
accounts, and have reduced costs.

Progsram Objectives and Rationale

UNS Electric believes that the Program’s financing options to help cover the costs of energy efficiency
measures will improve customer participation in energy efficiency programs and expand the pool of
customers that can afford to participate in those programs. Although other vendors offer financing for
their own individual products, the Program’s comprehensive approach to home energy upgrades cuts
across several potential products and includes efficiency measures not traditionally financed, such as air
and duct sealing.
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Prior to designing the Program, UNS Electric developed key objectives for the Company’s
implementation of a financing program. The following three objectives stood out from the rest as
fundamental in order for UNS Electric to provide a financing option:

e The program design must eliminate the utility from any Truth-in-Lending Law regulation
implications;

e The program must provide a reasonable amount of funds at a reasonable interest rate and with a
low initial investment; and

*» Energy efficiency measures that qualify for UNS Electric financing must have met the
Commission’s cost-effectiveness test.

With these objectives, UNS Electric hired Harcourt Brown Energy and Finance (“Harcourt Brown™) to
assist with the evaluation, negotiations, and design of the Program. UNS Electric, selected a Third Party
Financing model secured by a combination of a 10% loan loss reserve account and an interest rate buy-
down, all funded from the DSM Surcharge, as the best program offering.

Target Market

The target market for this Program is any residential customer in UNS Electric’s service territory who
owns their home. Financing is available for installation of approved and cost effective DSM energy
efficiency measures.

Program Eligibility

Eligible properties include single-family (1 to 4 unit), owner-occupied homes.

Current Baseline Conditions

The primary program available for comparison is offered through Fannie Mae. Fannie Mae utilizes an
unsecured loan program structured in a similar manner to UNS Electric’s. Fannie Mae’s base interest rate
is 14.99% compared to the 7.99% available through the UNS Electric Program. The programs offered by
Arizona Public Service and Southwest Gas Company are expected to have base interest rates of 6.5% to
8.5%.

Products and Services

Harcourt Brown evaluated the following parameters before recommending the most beneficial program to
UNS Electric:
e sources of capital;

e interest rates;

¢ Joan terms;

e Joan types and amounts;
e risk management;

® program integration;

e case of use;

e repayment billing; and
e cquitable funding,.

¥




UNS Electric Residential Energy Efficiency Financing Pilot Program (Updated)
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UNS Electric, with guidance from Harcourt Brown and input from Commission Staff and community
leaders, considered several financing models and completed discussions with numerous entities
nationwide before determining the most beneficial financing model for customers. The model selected by
UNS Electric uses Vantage West Credit Union (“VW” or “Lender”), an Arizona-based company, as the
third party lender. The loans will be leveraged by a 10% loss reserve account as an interest rate buy-
down fee. All funding will be provided by a DSM Surcharge applied to residential customers of UNS
Electric.

The Program will offer energy efficiency loans to UNS Electric customers who are seeking financing for
the energy efficiency improvements to their homes. Loan proceeds can be used for energy efficiency
measures that have been approved by the Commission.

The Program is designed to provide an equitable and comprehensive approach to the financing of energy
efficiency improvements in existing homes. UNS Electric is proposing $1,000,000 in overall loan
commitments to this Program for two consecutive years as a pilot program. UNS Electric believes the
size of this loan commitment is sufficient based on the number of customers in its service territory and the
limited DSM energy efficiency measures available.

UNS Electric evaluated the funding levels and cost to the customer, as shown in Table 1-1 below. UNS
Electric assumed an average loan size of $4,818 and a maximum term of 10 years in these calculations.
Actual amounts will vary by loan size and terms. The 2011 total loan amount, interest rate buy-down and
loan loss reserve is significantly reduced due to the delay in program approval and the anticipated launch
to customers in November 2011.

Table 1-1. Funding Levels and Cost to Customer

"UNSE - Supplemental 2011 Residential Financing Program - Year 1
Total Loan ‘
Amount
Available
(ResRate 10 *Estimated # of | DSM Funding | **DSM Funding |Program Budget
Only) Loans for Reserve for Buy-Down (Year 1)
$100,000.00 21 $10,000 $4,006 $85,968
UNSE - Impact of Residential Financing Program - Year 2 J
Total Loan ‘
Amount
Available
(ResRate 10 | *Estimated# of | DSM Funding | **DSM Funding |Program Budget
Only) Loans for Reserve for Buy-Down (Year2)
$1,000,000.00 208 $100,000 $40,059 $278,104

* Assumes average loan size $4,818
*# Assumes maximum 10 year term

2011 $85,968

2012 $278.104
Total - $364,072
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Note: UNS Electric proposes that the DSM Surcharge necessary to fund this program be collected only
from residential customers, as the loan instruments described are restricted to residential customers.

Table 1-2. Cost to Customer

UNSE - Year 1 DSM Adjustor for Residential Financing Program (Residential Customers Recovery Only)
Total # of
Actual kWh 2009 Customers
Year-1 Program (Less Lifeline Adjustor EOY 2009 Average KkWh | Average Annual
Budget Residential ) Increase/ kWh | (Less Lifeline) per Customer Cost
$85,968 813,795,407 $0.0001 79,483 10,239 $1.08

Program Funding and Terms
The proposed Program operates as follows:

1. VW will be the Lender that originates, services and holds the Program loans until maturity. VW
has committed to make loans according to basic underwriting terms, including approving
borrowers with a Fair Isaac Corporation (“FICO”) credit score of 640 or higher. Borrowers may
be granted up to 10 years repayment. For all approved loans, the interest rate will be 7.99%,
fixed for the life of the loan. Interest rates will not vary due to loan size, term, or credit score and
there will be no prepayment penalty.

2. Additional terms will be contractually delineated between VW and UNS Electric.

3. UNS Electric will set aside funds through a loan loss reserve account (10% of committed loan
value) and an interest rate buy-down account (4% of committed loan value).

4. UNS Electric’s role in this process will be to provide the loan loss reserve and interest rate buy-
down accounts, to support lending. Funding will be collected through the DSM Surcharge from
UNS Electric residential customers. UNS Electric will not service or originate the loans.

Interest Rate Buy-down

The interest rate buy-down referenced above is necessary to offer a rate competitive with those rates
offered in other utility financing programs in the State. The programs offered by Arizona Public Service
and Southwest Gas Company have interest rates ranging from 6.5% to 8.5%. The loan interest rates will
be bought down to 7.99%. The cost of the interest rate buy-down is dependent upon the FICO credit
score of each customer. VW’s base rate is 11.99% (requiring a 4% buy-down) for customers with FICO
scores of 640 to 679, and 9.99% (requiring a 2% buy-down) for scores of 680 and above. VW does not
charge a premium to reduce the interest rates, so the cost of the reduction equals the percentage change by
which the rate was reduced [i.e., if the rate is bought down from 11.99% to 7.99% (a difference of 4%)
the cost to the Program for the reduction is only 4%]. Table 1-3 illustrates the two potential scenarios
regarding the interest rate buy-down cost on a per-loan basis.

Table 1-3. Interest Rate Buy-Down Costs

e

Buydown per Average Loan of $4,818 —F
Buydown % 5-Year Term 10-Year Term
2% $96 $96
4% $193 $193

Adjusted:Buy-Down per Dollar

Buydown % 5-Year Term 10-Year Term
2% $0.020 $0.020
4% $0.040 $0.040
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Loan Terms

UNS Electric has worked with many lenders to develop the best loan terms for its customers. Optimal
repayment terms, interest rates, fees, and application processes have been at the forefront of discussions.
The terms must be negotiated and beneficial to both the lender and the customer, and meet various
standards set forth by bank regulators. The loan terms available under the VW Program for the maximum
term of 10 years and the maximumloan amount of $15, 000 is shown below:

Table 1-4. Loan Terms, Rate and Payment

Financing Amount Terms Interest Rate Monthly Payment
$4.,818 10 Yr. 7.99% 57.82
Monthly Payment on
Financing Amount Terms Interest Rates Each $1.00
$4,818 10 Yr. 7.99% 0.012

As with other DSM Programs, low-income customers will be excluded from the DSM Surcharge.

Credit Underwriting

Limited credit standards will be used by the Lender in its underwriting process. Loan approval is granted
based on FICO credit scores of 640 and above, debt-to-income ratios of 50% or less, and proof of income.
These lower credit scores allow far greater participation for UNS Electric residential customers than
products offered by most other lenders.

Application and Approval Process

The application and approval process is designed to be simple, easily accessible and convenient to all, as
shown on the following page.

e Customers can call a 1-800 telephone number to apply and receive loan approval; or
e Applications can be filled out during the visit with the contractor; or
e Loan applications will be available on the VW website; and

e Loan pre-approvals will occur within 1 business day of making the application.

With the help of community-action groups as well as contractor marketing and UNS Electric marketing,
the Company believes that Program loan funds will be fully used each year. At this time, the only
approved residential energy efficiency measures for the UNS Electric territory are the high-efficiency air
conditioner and heat pump exchange, duct sealing, air sealing, ceiling insulation and window film/shade
screens. The anticipated participation discussed herein is based on the assumed participation in the
Existing Homes Program approved by the Commission in Decision No. 72024 (December 10, 2010).

While loan sizes are likely to vary, UNS Electric estimates that 620 customers will choose to participate
in the Existing Homes Program. UNS Electric further estimates that only a percentage of those
participants will install each energy efficiency measure. Details of the UNS Electric methodology to
determine the average loan size are demonstrated in Table 1-5. With the $1,000,000 loan commitment
each year available through the Program, approximately 208 loans could be made in the service territory
assuming an average loan size of $4,818. If the average loan size is smaller than this estimate, the
number of loans will increase proportionately.
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Table 1-5. Determination of Average Loan Size

UNSE ESTIMATE OF LOAN SIZE
Participants
Estimated Cost Total Financing
Category Annual kWh Y% | of Measure Requirement J
Duct Seal 1,233 60% $935 $347.820
Air Seal 410 40% $370 $91,760
Insul & Air Seal 1,112 30% $1,165 $216,690
Equipment & Ducts 1,703 40% $7,939 $1,968,872
Shade Screens 1,202 60% $708 : $263,376
Attic Insulation Only 702 20% $795 $98,580
TOTALS = $2,987,098
Average Loan Size per Customer | $4,818

Note: Some customers will not participate in the financing program.

Delivery Strategy, Incentive Processing and Administration

The strategy for Program delivery and administration is as follows:

e Coordination between the Lender and UNS Electric on all fund transfers will be managed in-
house by a single UNS Electric Program Manager;

e The Program Manager will also provide overall management, marketing oversight, planning and
tracking of customer and contractor participation; and

e The Program Manager will coordinate all activities necessary to develop application forms and
contractor training.

Key partnering relationships will include:
¢ Community interest groups;
e HVAC, insulation, and air sealing contractors trained in Program procedures; and

e The Arizona Energy Office, community colleges, or other industry experts to provide training,
education and awareness.

The Program will use contractors initially recruited for the Existing Homes Program, encouraging them to
promote UNS Electric financing when working with customers. UNS Electric will provide an orientation
of the Program which will outline Program requirements and contractors responsibilities as well as
discuss reporting and data collection procedures. Contractors interested in participating in the Program
must attend the orientation.

Prosram Marketing and Communication Strategy

UNS Electric will provide Program marketing and customer outreach and awareness through a range of
strategies including:

e Promotions on the UNS Electric website about the benefits of purchasing high-efficiency
equipment and home performance measures;

e Promotion through contractors and through community interest groups;

e Providing information through UNS Electric’s customer care center;
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e Developing marketing pieces including brochures and other collateral pieces to promote the
benefits of qualifying equipment, air sealing and duct sealing, and the financing program
available to fund those measures; and

e Training and seminars for participating trade allies and contractors.

The advertising campaign will communicate that high-efficiency systems and home performance
measures will help reduce customer energy bills, provide equal or better comfort conditions, and are
beneficial for the environment.

Program Implementation Schedule

UNS Electric will continue working with VW on preparation of contracts, agreements, and other
documents as we await Commission approval. UNS Electric estimates the Program could commence
within 30 to 60 days of receiving Commission approval.

Measurement, Evaluation and Research Plan

UNS Electric will adopt an integrated data collection strategy designed to provide a quality data resource
for Program tracking, management, and evaluation. This approach will entail the following primary
activities:

e Database management: As part of Program operation, UNS Electric will request the Lender to
provide the necessary data elements to populate the tracking database and provide periodic
reporting; and

e Data collection: UNS Electric will establish systems to collect the data needed to support
effective Program management, transfer of funds from UNS Electric to the loan loss reserve
accounts, reporting, and evaluation.

Quality Assurance and Control

Due to the risks inherent with this type of program, quality assurance and control will be a daily function
of the Program Manager. In order to protect its customer’s interests, UNS Electric plans to collect loan
information prior to and after each loan closing, as it believes the best time to correct a mistake or avoid
fraud is prior to the loan being funded. The information collected will not be used by UNS Electric to
approve the credit-worthiness of a borrower, but will be reviewed to ensure that: 1) each loan falls within
what has been approved by the Commission; 2) Commission-approved measures are the only items being
financed by the loan; and 3) the loan proceeds are for work being performed by an approved contractor.
Additionally, each signed Promissory Note and Disbursement Sheet along with a copy of the
disbursement check will be collected to verify the loan was closed and funded as presented to UNS
Electric. :

Additional steps to keep a tight control on the portfolio are the requirements of daily, weekly and monthly
reporting. Daily reporting will include daily viewing access to the Loan Loss Reserve and Interest Rate
Buy-down accounts, and notification of any defaults and charge offs. Lender will also provide UNS
Electric a past-due report on a weekly basis. Monthly reporting will be more extensive, with a full
portfolio report provided to UNS Electric. The monthly portfolio report will include the information
UNS Electric will need for accurate reporting and control of the Program. A monthly reconciled
statement for the Loan Loss Reserve Account will also be required.

Program Costs and Benefits

The budget is detailed in Table 1-6. In order to have a sufficient budget to support the Program should
more loans fall into the 640-679 FICO score category, the budget is calculated using the 4% interest rate
buy-down.




UNS Electric Residential Energy Efficiency Financing Pilot Program (Updated)
Exhibit 1
Table 1-6. Two Year Pilot Program Budget

[ Description at $1,000,000 Loan Commitment [ 2011 [ 2012 | Total

Loan Loss Reserve Amount $10,000 $100,000 $110,000
DSM Funds for Interest Buy-Down $4,006 $40,059 $44,065
UNSE Internal Administration $18,865 $19,431 $38,296
Measurement and Reporting $6,365 $9,300 $15,665
Marketing Materials $34,232 $34,314 $68,546
Joint Utility Coordination Transfers $0 $50,000 $50,000
Contractor Training Classes $12,500 $25,000 $37,500
|Budget Total ‘ l $85,968l $278,104 $364,072

* 2011 budget reduced due to delay in program approval and anticipated launch for Dec 2011.

Upon maturity of the first set of loans (maximum of 10 years into the Program), the amount collected
through the DSM surcharge for the next year will be reduced. At that point, the loan loss reserve account
associated with the loans from the first year will be returned to the Program. The amount returned will
equal the initial amount funded into the loan loss reserve account, plus interest accrued on the account,
less any loan losses sustained.

There is no direct benefit or savings from a residential financing program, but the total DSM Portfolio
Cost for UNS Electric will increase as a result of offering the Program. However the indirect benefit and
savings is measured at the program level where individual energy efficiency measures are included. UNS
Electric believes the availability of financing for the Existing Homes Program will increase participation,
and thus increase the resulting societal benefits and savings reported in the program.

To compare the estimated annual savings to the estimated annual payments on the average-sized loan,
UNS Electric provided examples of the customer benefit and savings from two likely scenarios from
participation in the Existing Homes Program. This information is included in Table 1-7. As set forth in
Example 1 of Table 1-7 anticipated savings would be less than estimated loan payments. Example 2,
however, demonstrates that with a lower loan size, the annual savings could be similar to the annual loan
payments. This example demonstrates how the Program could result in a net cost savings to some
customers depending on loan size and term, but that UNS Electric cannot guarantee a net cost savings to
all customers.

According to Commission Staff, societal cost tests are not applicable to a residential financing program.




UNS Electric Residential Energy Efficiency Financing Pilot Program (Updated)

Exhibit 1
Table 1-7. Examples of Estimated Savings, Costs and Payments
Annual
Customer
Annual kWh Savings
Category Savings Estim Job Cost | $0.10/kWh
Duct Seal 1,233 $935 $123
Air Seal 410 $370 $41
Insul & Air Seal 1,112 $1,165 $111
Equipment & Ducts 1,703 $7,700 $170
Shade Screens 1,202 $708 $120
Attic Insulation Only 702 $795 $70
| - TOTALS
Example 1:
Annual
Customer Chooses Customer Annual
Envelope AND Efficient{ Annual kWh Savings Pmt 10
Equipment Savings Estim Job Cost .| @$0.10/kWh Year
Equipment & Ducts 1,703 $7,700 $170
Insulation & Air Sealing 1,112 $1,165 $111
Totals | 2815 $8,865 | 282 $1,277
Example 2:
| Annual —'
Customer Chooses Customer Annual
Envelope AND Efficient| Annual kWh Savings Pmt 10
Equipment Savings ’ Estim-Job Cost:| @$0.10/kWh Year
Duct Sealing Only 1,233 $935 $123
Insulation & Air Sealing 1,112 $1,165 $111
Totals l 2,345 $2,100 ‘ $235 $302

9
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Program Description

UNS Electric, Inc. (“UNS Electric” or “Company”) has designed a proposed Energy Efficiency
Residential Financing Pilot Program (“Program”) to provide customers with the capital needed to make
cost-effective energy efficiency upgrades to their homes. UNS Electric believes that a two year pilot
program will allow sufficient time for the Company to evaluate the Program, including participation,
default rates, and overall value to customers. UNS Electric’s proposed Program elements include:

e Loan commitment of $1,000,000 per year for two years; this will provide approximately 208
loans based on an average $4,818 loan amount;

s Loans available only on energy efficiency measures meeting the Commission-required cost-
effectiveness test;

o Low interest rates provided by a combination of an interest rate buy-down and a 10% loan loss
reserve account;

o Limited s _exposure to default risk (10% of the loan commitment);

¢ Funding provided through an approved demand-side management (“DSM?”) surcharge charged to
residential customers;

e Affordable residential financing for energy efficiency measures;

¢ Convenient customer access to and repayment of the financing;

¢ Standard finance product offering for all eligible, approved borrowers;
e Leveraged financing;

e Accurate Truth-in-Lending notifications and billing to customers provided by an experienced
third party lender; and

¢ Community involvement in forming and marketing the Program.

;z;cw

UNS Electrlc proposes to increase the DSM Surcharge

residential customers by $0
-two year pilot program.
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Program Objectives and Rationale

UNS Electric believes that the Program’s financing options to help cover the costs of energy efficiency
measures will improve customer participation in energy efficiency programs and expand the pool of
customers that can afford to participate in those programs. Although other vendors offer financing for
their own individual products, the Program’s comprehensive approach to home energy upgrades cuts
across several potential products and includes efficiency measures not traditionally financed, such as air
and duct sealing.

Prior to designing the Program UNS Electrlc deve]oped key objectives for the Company’s
implementation of a financing program. --ihs ing three objectives stood out from the rest as
fundamental in order for UNS Electric to provide a financing option:

e The program design must eliminate the utility from any Truth-in-Lending Law regulation
implications;

e The program must provide a reasonable amount of funds at a reasonable interest rate and with a
low initial investment; and

e Energy efficiency measures that qualify for UNS Electric financing must have met the
Commission’s cost-effectiveness test.

With these objectives, UNS Electric hired Harcourt Brown Energy and Finance (“Harcourt Brown”) to
assrst with the evaluatlon negotiations, and design of the Program. UNS Electric, with-zuic f
Horsom ~selected a Third Party Financing model secured by a combination of a 10% loan loss
reserve account and an interest rate buy-down, all funded from the DSM Surcharge, as the best program
offering.

Target Market

The target market for this Program is any residential customer in UNS Electric’s service territory who
owns their home. Financing is available for installation of approved and cost effective DSM energy
efficiency measures.

Program Eligibility

Eligible properties include single-family (1 to 4 unit), owner-occupied homes.

Current Baseline Conditions

The primary program available for comparison is offered through Fannie Mae. Fannie Mae utilizes an
unsecured loan program structured in a similar manner to UNS Electric’s. Fannie Mae’s base interest rate
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is 14.99% compared to the 7.99%-i0-%-54%% available through the UNS Electric Program. The programs
offered by Arizona Public Service and Southwest Gas Company are expected to have base interest rates
0f 6.5% to 8.5%.




Products and Services

Harcourt Brown evaluated the following parameters before recommending the most beneficial program to
UNS Electric:
e sources of capital;

e interest rates;

e Joan terms;

e Joan types and amounts;
e risk management;

e program integration;

e ease of use;

e repayment billing; and

e cquitable funding.

5 Harcourt Brown i
., considered several ﬁnancmg models and completed d1scus31ons w1th numerous entltles
nationwide before determ1n1ng the most beneﬁc1al f nancmg model for customers. The model selected by
UNS Electric uses - W or “Lender”)
as the thlrd party lender ik i

' > leveraged by a Ve dhaa-the

. All funding will be provided by a DSM Surcharge apphed to res1dent1al

i interest rate buy-downw
customers of UNS Electric.

The Program will offer energy efficiency loans to UNS Electric customers who are seeking financing for
the energy efficiency improvements to their homes. Loan proceeds can be used for energy efficiency
measures that have been approved by the Commission.

The Program is designed to provide an equitable and comprehensive approach to the financing of energy
efficiency improvements in existing homes. UNS Electric is proposing $2:,000,000 in overall loan
commitments to this Program for two consecutive years as a pilot program. UNS Electric believes the
size of this loan commitment is sufficient based on the number of customers in its service territory and the
limited DSM energy efficiency measures available.

UNS Electric evaluated the i s it o o £
as shown in Table 1-1 below UNS Electric assumed an average loan size of $4 818 and a
years in these calculatlons Actual amounts w1ll vary by loan size and terms.
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Table 1-1. Funding Levels and Cost to Customer

UNSE - Supplemental 2011 Residential Financing Program - Year 1 —T
Total Loan ‘
Amount
Available
(ResRate 10 *Estimated # of | DSM Funding | **DSM Funding |Program Budget
Only) Loans for Reserve for Buy-Down (Year 1)
$100,000.00 21 $10,000 $4,006 $85,968

UNSE - Impact of Residential Financing Program - Year 2

Total Loan
Amount
Available
(ResRate 10 *Estimated # of | DSM Funding | **DSM Funding |Program Budget
Only) Loans for Reserve for Buy-Down (Year2)
$1,000,000.00 208 $100,000 | $40,059 $278,104

* Assumes average loan size $4,818

*% Assumes maximum 10 year term




Total 2-Year DSM Budget

2011 $85,968
2012] $278,104
Total | $364,072

Note: UNS Electric proposes that the DSM Surcharge -necessary to fund this program be collected only
from residential customers, as the loan instruments described are restricted to residential customers.

Table 1-2. Cost to Customer—-#

UNSE - Year 1 DSM Adjustor for Residential Financing Program (Resndentlal Customers Recovery Only)
Total # of
Actual kWh 2009 Customers
Year-1 Program (1 ess Lifeline Adjustor EQY 2009 Average kWh |- Average Annual
Budget Residential ) Increase/ kWh | . (Less Lifeline) per Customer Cost
| $85,968 813,795,407 $0.0001 79,483 10,239 $1.08

SRS

Program Funding and Terms

The proposed Program operates as follows:

I. ° will be the Lender that originates,—as< services
' > has commltted to make loans accordmg to basic underwrrtmg terms

‘ e cwill be ! i
rates w1]l not vary due to loan size, term or credit score and there w111 be no prepayment penalty.

2. Addrtlonal terms w1ll be contractually delrneated between &

x2Q$
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down bnerte il st Ates, Fundmg will be
collected through the DSM Surcharge from UNS Electrlc remdentlal customers. UNS Electric
will not service or originate the loans.

Interest Rate Buv-down

Table 1-3. Interest Rate Buy-Down Costs

Buydown per Average Loan of $4,818 —l

Buydown % 5-Year Term 10-Year Term

2% $96 $96

4% $193 . $193

Adjusted Buy-Down. per Dollar

Buydown % 5-Year Term 10-Year Term

2% $0.020 $0.020

4% $0.040 $0.040




Loan Terms

UNS Electric has worked with many lenders to develop the best loan terms for its customers. Optimal
repayment terms mterest rates, fees and apphcatron processes have been at the forefront of discussions.
! fchiata : ; 5 ¢ wsig-aifer-—The terms
must be negotlated and beneﬁcral to both the lender and the customer and meet various standards set
forth by bank regulators The loan terms available under the

y O vears and the s LB00

P

L

Table 1-4. Loan Terms, Rate: and Payment e

Financing Amount Terms Interest Rate Monthly Payment
$4,818 10 Yr. 7.99% ' 57.82
Monthly Payment on
Financing Amount Terms Interest Rates Each $1.00
$4,818 10 Yr. 7.99% 0.012

As with other DSM Programs low income customers will be excluded from the

DSM Surcharge.
Credit Underwriting

Limited credit standards will be used by the Lender in its underwriting process. Loan approval is granted
based on FICO credit scores of 640 and above, debt-to-income ratios of 50% or less, and proof of income.
These lower credit scores allow far greater participation for UNS Electric residential customers than
products offered by most other lenders.

Application and Approval Process

The application and approval process is designed to be simple, easily accessible and convenient to all, as
shown on the following page.

e Customers can call a 1-800 telephone number to apply and receive loan approval; or

e Applications can be filled out during the visit with the contractor; or

website; and

e Loan applications will be available on the %5
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48-houwrs of making the

e Loan pyg-approvals will occur within ||
application.

With the help of community-action groups as well as contractor marketing and UNS Electric marketing,
the Company believes that Program loan funds will be fully used each year. At this time, the only
approved residential energy efficiency measures for the UNS Electric territory are the high-efficiency air
conditioner and heat pump exchange, duct sealing, air sealing, ceiling insulation and window film/shade
screens. The anticipated participation discussed herein is based on the assumed participation in the
Existing Homes Program approved by the Commission in Decision No. 72024 (December 10, 2010).

While loan sizes are likely to vary, UNS Electric estimates that 620 _customers will choose to participate
in the Existing Homes Program. UNS Electric further estimates that only a percentage of those
participants will install each energy efficiency measure. Details of the UNS Electric methodology to
determine the average loan size are demonstrated in Table 1-5. With the $1,000,000 loan commitment
each year available through the Program, approximately 208 loans could be made in the service territory
assuming an average loan size of $4,818. If the average loan size is smaller than this estimate, the
number of loans will increase proportionately.







Table 1-5. Determination of Average Loan Size

UNSE ESTIMATE OF LOAN SIZE

»

Participants
Estimated Cost Total Financing
Category Annual kWh Y% of Measure Requirement
EEt Seal 1,233 60% $935 $347,820
Air Seal 410 40% $370 $91,760
Insul & Air Seal 1,112 30% $1,165 $216,690
Equipment & Ducts 1,703 40% $7,939 $1,968,872
Shade Screens 1,202 60% $708 $263,376
Attic Insulation Only 702 20% $795 $98,580
TOTALS $2,987,098
Average Loan Size per Customer l $4,818

Note: Some customers will not participate in the financing program.

-

Delivery Strategy, Incentive Processing and Administration

The strategy for Program delivery and administration is as follows:

e Coordination between the Lender and UNS Electric on all fund transfers will be managed in-
house by a single UNS Electric Program Manager;

e The Program Manager will also provide overall management, marketing oversight, planning and
tracking of customer and contractor participation; and

e The Program Manager will coordinate all activities necessary to develop application forms and
contractor training.

Key partnering relationships will include:
o Community interest groups;

e HVAC, insulation, and air sealing contractors trained in Program procedures; and

it
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e The Arizona Energy Office, community colleges, or other industry experts to provide training,
education and awareness.

The Program will use contractors initially recruited for the Existing Homes Program, encouraging them to
promote UNS Electric financing when working with customers. UNS Electric will provide an orientation
of the Program which will outline Program requirements and contractors responsibilities as well as
discuss reporting and data collection procedures. Contractors interested in participating in the Program
must attend the orientation.

Prosram Marketing and Communication Strategy

UNS Electric will provide Program marketing and customer outreach and awareness through a range of
strategies including:

e Promotions on the UNS Electric website about the benefits of purchasing high-efficiency
equipment and home performance measures;

e Promotion through contractors and through community interest groups;
e Providing information through UNS Electric’s customer care center;

e Developing marketing pieces including brochures and other collateral pieces to promote the
benefits of qualifying equipment, air sealing and duct sealing, and the financing program
available to fund those measures; and

e Training and seminars for participating trade allies and contractors.

The advertising campaign will communicate that high-efficiency systems and home performance
measures will help reduce customer energy bills, provide equal or better comfort conditions, and are
beneficial for the environment.

Program Implementation Schedule

iy AT i e
ik s % i TR,

; e LR RGP  BAPRE i fsethe-Presrns-is-available—UNS Electric
will continue working with [l @iy on preparation of contracts, agreements, and
other documents as we await Commission approval. UNS Electric estimates the Program could
commence within 30 to 60 days of receiving Commission approval.

Measurement, Evaluation and Research Plan

UNS Electric will adopt an integrated data collection strategy designed to provide a quality data resource
for Program tracking, management, and evaluation. This approach will entail the following primary
activities:

e Database management: As part of Program operation, UNS Electric will request the Lender to
provide the necessary data elements to populate the tracking database and provide periodic
reporting; and

e Data collection: UNS Electric will establish systems to collect the data needed to support
effective Program management, transfer of funds from UNS Electric to the loan loss reserve
accounts, reporting, and evaluation.

QOuality Assurance and Control

Due to the risks inherent with this type of program, quality assurance and control will be a daily function
of the Program Manager. In order to protect its customer’s interests, UNS Electric plans to collect loan
information prior to and after each loan closing, as it believes the best time to correct a mistake or avoid
fraud is prior to the loan being funded. The information collected will not be used by UNS Electric to
| approve the credit-worthiness of a borrower, but will be reviewed to 1) e ~each loan
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falls within what has been approved by the Commission; 2) #:at-Commission-approved measures are the
only items being financed by the loan; and 3) +hs¢-the loan proceeds are for work being performed by an
approved contractor. Additionally, each signed Promissory Note and Disbursement Sheet along with a
copy of the disbursement check will be collected to verify the loan was closed and funded as presented to
UNS Electric.

Additional steps to keep a tight control on the portfoho are the requirements of daily, weekly and monthly
reportmg Daily reporting will include daily viewing access to the Loan Loss Reserve g1 o

saccounts, and notification of any defaults and charge offs. Lender will also provide UNS
Electric a past-due report on a weekly basis. Monthly reporting will be more extensive, with a full
portfolio report provided to UNS Electric. The monthly portfolio report will include the information
UNS Electric will need for accurate reporting and control of the Program. A monthly reconciled
statement for the Loan Loss Reserve Account will also be required.

Program Costs and Benefits
Th - pransille budget«; i

24

Table 1-6. Two Year Pilot Program Budget

| Description at $1,000,000 Loan Commitment *2011 I 2012 ] Total

Loan Loss Reserve Amount $10,000 $100,000 $110,000
DSM Funds for Interest Buy-Down $4,006 $40,059 $44.,065
UNSE Internal Administration $18,865 $19,431 $38,296
Measurement and Reporting $6,365 $9,300 $15,665
Marketing Materials $34,232] $34,314 $68,546
Joint Utility Coordination Transfers $0 $50,000 $50,000
Contractor Training Classes $12,500 $25,000 $37,500
|Budget Total $85,968 $278,104 $364,072

* 2011 budget reduced due to delay in program approval and anticipated launch for Dec 2011.
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Upon maturity of the first set of loans (maximum of 17 years into the Program), the amount collected
through the DSM surcharge for the next year will be reduced. At that point, the loan loss reserve account
associated with the loans from the first year will be returned to the Program. The amount returned will
equal the initial amount funded into the loan loss reserve account, plus interest accrued on the account,
less any loan losses sustained.

There is no direct benefit or savings from a residential financing program, but the total DSM Portfolio
Cost for UNS Electric will increase as a result of offering the Program. However the indirect benefit and
savings is measured at the program level where individual energy efficiency measures are included. UNS
Electric believes the availability of financing for the Existing Homes Program will increase participation,
and thus increase the resulting societal benefits and savings reported in the program.

he ave -4
i ; desesny, UNS Electric provided
examples of the customer benef t and savmgs from two llkely scenarios from partlorpatlon in the Existing
Homes Program. This information is included in Table 1-7. As set forth in Example 1 of Table 1-7
anticipated savings would be less than estimated loan payments- sz Mloswene
demonstrates that with a lower loan size, the |
\ the annual loan payments. This example demonstrates how the Program could result in : @
ost savings to some customers_dependi : loan size @ ;, but that UNS Electric cannot
guarantee : cost savings to all customers.

To compare the estlmated annual savmgs to the estlmated annual payments o

‘m’ ‘t,, |

3

According to Commission Staff, societal cost tests are not applicable to a residential financing program.
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Table 1-7. Examples of Estimated Savings, Costs and Payments

Annual

16

I—- , Customer
‘ Annual kWh Savings
Category Savings Estim Job Cost | $0.10/kWh
Duct Seal 1,233 $935 $123
Air Seal 410 $370 $41
Insul & Air Seal 1,112 $1,165 $111
Equipment & Ducts 1,703 $7,700 $170
Shade Screens 1,202 $708 $120
Attic Insulation Only 702 $795 $70
TOTALS | , 1 -
Example 1:
Annual
Customer Chooses Customer Annual
Envelope AND Efficient | Annual kWh Savings Pmt 10
Equipment Savings Estim Job Cost | @$0.10/kWh Year
Equipment & Ducts 1,703 $7,700 $170
Insulation & Air Sealing 1,112 $1,165 $111
Totals | 2815 |  $8,865 $282 | $1,277
Example 2:
[ Annual
Customer Chooses Customer Annual
Envelope AND Efficient| Annual kWh Savings Pmt 10
Equipment Savings Estim Job Cost | @$0.10/kWh Year
Duct Sealing Only 1,233 $935 $123
Insulation & Air Sealing 1,112 $1,165 $111
Totals _| 2,345 J $2,100 $235 | $302
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Exhibit 3 — Updated Portfolio Savings

Table 1: Updated Portfolio Savings

esidential . F
Efficient Products (CFL) 8, 505 17,184 10,298 20,254
Appliance Recycling 1,540 3,079 79 1,542 1,621
Residential New Construction 460 789 352 299 651
Existing Home Program/Audit Direct Instail 1,544 2,591 385 585 970
Shade Tree Program 186 320 19 93 112
Low-Income Weatherization 133 266 133 133 266
Multi-Family Direct install 820 820 [¢] 462 462
Commercial - = - — T ; :
C & | Facilities 10,605
Bid for Efficiency 1,768
Retro-Commissioning 1,989
Schools ) 1,323
Behavioral Comprehensive = .

Home Energy Reports 8,287

Behavioral Comprehensive

Support Programs

i

Education & Outreach 0
Residential Financing 0 0
Codes Support 0 0
TOTAL 31,436 41,696 73,132 14,067 30,077 44,145
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UNS Electric, Inc.

Original Sheet No.: 702

e
SERV'CES Superseding:

APPLICABILITY

The Demand Side Management Surcharge (DSMS) applies to all customers, except customers who take service under the Customer
Assistance Residential Energy Support (C.A.R.E.S) pricing plan or Low income Medical Life Support Program (C.A.R.E.S.-M) pricing
plan in all territory served by UNS Electric, Inc. as mandated by the Arizona Corporation Commission, unless otherwise specified.
C.AR.E.S. and C.ARE.S.-M customers are exempt from any DSM surcharges effective July 1, 2009.

RATE
The following DSM Surcharge will be effective November 1, 2011 through December 31, 2012. The DSMS shall be applied to all
monthly net bills except CARES customers at the following rate:

All kWh @ $0.004590 per kWh

REQUIREMENTS
The Arizona Corporation Commission will approve any changes to the surcharge to be billed to all applicable rates.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company, and/or the price
of, or revenue from, gas sales or service sold and/or the volume of gas sales generated or purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file from time to time with the Arizona Corporation Commission shall apply
where not inconsistent with this pricing plan.

Filed By; Kentton C. Grant Rate: R-2
Title: Vice President of Finance and Rates Effective: November 1, 2011
District: Entire Electric Sefvice Area Decision No.: Pending
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UNS Electric, Inc.

COriginal Sheet No.: 702

SERVICES Superseing:

APPLICABILITY

The Demand Side Management Surcharge (DSMS) applies to all customers, except customers who take service under the Customer
Assistance Residential Energy Support (C.A.R.E.S) pricing plan or Low income Medical Life Support Program (C.A.R.E.S.-M) pricing
plan in all territory served by UNS Electric, Inc. as mandated by the Arizona Corporation Commission, unless otherwise specified.
C.ARE.S. and C.AR.E.S.-M customers are exempt from any DSM surcharges effective July 1, 2009.

RATE
The following DSM Surcharge will be effective November 1, 2011 through December 31, 2012, The DSMS shall be applied to all

monthly net b||Is except CARES Customers at the following rate

jrst—The Anzona Corporataon Commnssnon wnII approve any changes to the surcharge to be b|IIed to aII appllcable rates pnengplanerﬁeF

twelve-(42) months-beginning-each-June-+

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company, and/or the price
of, or revenue from, gas sales or service sold and/or the volume of gas sales generated or purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file from time to time with the Arizona Corporation Commission shall apply

where not inconsistent with this pricing plan.

Filed By: Kentton C. Grant Rate: R-2
Title: Vice President of Finance and Rates Effective: November 1, 2011
District: Entire Electric Service Area Decision No.: Pending
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