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1. INTRODUCTION

This handbook provides the policies and procedures of the Self-Generation Incentive Program (SGIP) for
potential program participants and other interested parties. This program has been approved by the
California Public Utilities Commission (CPUC) and is subject to change in whole or in part at any time
without prior notice. Any changes made to the SGIP will be published in revisions of this Handbook

and/or posted at each Program Administrator’s website under “Interim Changes”.

1.1 Program Summary

The SGIP provides a financial incentive for the installation of new, qualifying self-generation equipment
installed to meet all or a portion of the electric energy needs of a facility. The SGIP complements the
existing California Energy Commission’s (CEC’s) Emerging Renewables Program, which traditionally
provides a majority of its incentive funding to smaller renewable self-generation units', by providing
incentive funding to larger renewable and non-renewable self-generation units up to the first 1.0 MW in

capacity®.

Pacific Gas and Electric (PG&E), Southern California Edison (SCE), the Southern California Gas
Company (SoCalGas), and the San Diego Regional Energy Office (SDREO) will administer this program

throughout their respective service territories.’

1.2 Program Background

Assembly Bill 970 (AB970), signed by Governor Davis on September 6, 2000, required the CPUC to

initiate certain load control and distributed generation activities, including financial incentives.

On March 27", 2001, the CPUC issued Decision 01-03-073, which ordered the state’s investor-owned
utilities (PG&E, SDG&E, SCE, and SoCalGas) to work with the CPUC Energy Division, the CEC and

SDREO to develop program details for a self-generation equipment incentive program.

On October 12, 2003, AB1685 extended the program beyond 2004 to 2008. This bill requires the
commission, in consultation with the Energy Commission, to administer, until January 1, 2008, a self-
generation incentive program for distributed generation resources in the same form that exists on January
1, 2004, and requires that combustion-operated distributed generation projects using fossil fuels
commencing January 1, 2005, meet a NOx emission standard, and commencing January 1, 2007, meet a

more stringent NOx emission standard and a minimum efficiency standard, to be eligible for incentive

' The California Energy Commission’s Emerging Renewables Program includes renewable self-generation systems less than 30 kW
in size.

2 Maximum system size is 1.5 MW, however, output capacity above the first 1.0 MW is not eligible for incentives. Reference CPUC
Decision 02-02-026 dated February 7,2002.

® SDREO is the Program Administer for SDG&E customers.
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rebates under the program. The bill establishes a credit for combined heat and power units that meet a
certain efficiency standard. At this time, no rules associated with AB1685 are contained in this version of
the SGIP Handbook.

1.3 Program Modification

Since initiating the SGIP, the CPUC has received several petitions for modification that request an
evaluation be made of additional technologies to include in the program and other related program
changes. On August 21, 2003, the CPUC issued Decision 03-08-013 that instructed the SGIP Working
Group to implement a more effective process by which the Commission could consider proposed new
technologies or program rule changes that does not rely on procedures related to petitions for

modification.

The Working Group developed a process by which interested parties can propose new technologies or
program rule modifications to the Working Group and the CPUC for careful and complete consideration in
an efficient manner. This process is described in the Program Modification Guidelines (PMG), which
prescribes the proposal requirements, evaluation process and schedule. It is available from any of the

Program Administrators or the administrator’s website.
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2, PROGRAM ELIGIBILITY CRITERIA AND REQUIREMENTS

The eligibility criteria for this program determine which utility customers and projects can participate. In
order to qualify for incentives from this program all Applicant, Host Customer and equipment eligibility

criteria must be satisfied. The following sections detail these requirements.

21 Effective Dates

Each Program Administrator began accepting applications to the SGIP in the summer of 2001. The
Program was authorized to continue accepting applications through December 31, 2004. Incentive
funding is offered by each Program Administrator on a first-come, first-served basis for each calendar
year of the program duration, subject to annual limits set by the CPUC on the available incentive budget.
Each Administrator's uncommitted or unspent program funds for a given calendar year will be carried

forward and applied towards program funding in the following year.

In order to be eligible for an incentive, a complete Reservation Request Application must be received by
the Program Administrator prior to the Applicant/Host Customer receiving authorization from the serving

electric utility to operate the project in parallel with the grid.

2.2 Applicant Eligibility

An Applicant is the person or company who applies to the Program Administrator for incentive funding.
Any retail level customer of PG&E, SCE, SoCalGas, or SDG&E is eligible to apply and receive incentives
from this program. Third-parties (e.g. a party other than the Program Administrator or the utility customer)
such as, but not limited to, engineers, installing contractors, equipment distributors or energy service
companies are also eligible to apply for incentives on behalf of the utility customer, provided consent is
granted in writing by the customer. Equipment lessees or lessors are also eligible to participate in the

program.

23 Host Customer Eligibility

The Host Customer is the customer of record at the Site where the generating equipment is or will be
located. Any class of customer (industrial, agricultural, commercial or residential) is eligible to be a Host
Customer in this program (see Section 6 for definition of “Host Customer”). The Host Customer Site must
be located in the service territory of, and receive retail level service from SCE, PG&E, SDG&E or
SoCalGas. Municipal utility electric customers served by a natural gas Investor Owned Utility (IOU) are

also eligible. The Host Customer may also be the Applicant if they are representing themselves.

The following Host Customers or Host Customer Loads are not eligible for incentives under this program:
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e Customers who have entered contracts for Distributed Generation (DG) services (e.g. DG
installed as a distribution upgrade or replacement deferral) and who are receiving payment

for those services. This does not include power purchase agreements, which are allowed.

e Customers who have entered into agreements that entail the export and sale of electricity
from the Host Customer Site. This does not include Net Energy Metering agreements, which

are allowed.

e Any portion of customer load that is committed to electric utility interruptible, curtailable rate
schedules, programs or any other state agency-sponsored interruptible, curtailable, or

demand-responsiveness program.
e Utility Distribution Companies themselves or their facilities.

For electric utility customers who are on an interruptible rate, only the portion of their electric load that is
designated as firm service is eligible for the SGIP. Customers must agree to maintain the firm service
level at or above capacity of the proposed generating system for the duration of the required applicable
warranty period. Customers may submit a letter requesting an exemption to the firm service rule if they

plan to terminate or reduce a portion of their interruptible load.
24 Equipment Eligibility

2.4.1 Equipment Must Serve On-Site Electrical Load
Only self-generation equipment installed on the customer side of the utility meter is eligible. Equipment
must be sized to serve all or a portion of the electrical load at the customer Site (See exception for

photovoltaics and wind turbine systems, Section 2.4.6.1).

2.4.2 Eligible Equipment Types
Self-Generation technologies eligible for this incentive program are grouped into four incentive levels

(Level 1, Level 2, Level 3-R, Level 3-N)* as shown in Table 2-1 below:

* Level 3 was divided into Level 3-R and Level 3-N to distinguish between renewable and non-renewable fuel combustion
generators. Reference CPUC Decision 02-09-051 dated September 19, 2002.
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Table 2-1 - Technologies Eligible for Program Incentives

Incentive
Levels Eligible Technologies
¢ Photovoltaics
Level 1 o Fuel cells operating on renewable fuel
e Wind turbines
Level 2 e Fuel cells operating on non-renewable fuel and utilizing sufficient waste heat
recovery
Level 3-R e Micro-turbines, internal combustion engines and small gas turbines operating on
renewable fuel
e Micro-turbines, internal combustion engines and small gas turbines operating on
Level 3-N non-renewable fuel, utilizing sufficient waste heat recovery and meeting the
reliability criteria

2.4.3 Hybrid Systems

A system that contains more than one type of eligible technology at one Host Customer Site and behind
one utility service meter is considered a “hybrid system” and is eligible for program incentives. This can
include two or more of the incentive levels listed above in Table 2-1. For example, a photovoltaic and a
microturbine hybrid system installed at a single Site may receive incentives as long as they meet all
program eligibility requirements. A system that consists of different technologies within one incentive
level (for example a photovoltaic system and wind turbine) must be considered a hybrid system if installed
behind the same meter at the Host Customer Site. See Section 3.2.1 for an explanation of how to

calculate incentives for hybrid systems.

2.4.4 Equipment Certifications

This program intends to provide incentives for reliable, safe systems that are professionally installed and
comply with all applicable Federal, State and local regulations. Applicants and Host Customers are
strongly encouraged to become familiar with applicable equipment certifications and installation standards

for the systems they are contemplating.

2.4.5 Minimum Size
For Level 1 technologies, the minimum system size is 30 kW per Host Customer Site. There are no

minimum size criteria for Level 2, 3-R and 3-N technologies.

2.4.6 Maximum Size

For Level 1, 2, 3-R and 3-N technologies, the maximum eligible system size is 1.5 MW with the maximum
incentive capped at 1.0 MW. In addition, system rated electrical output cannot exceed the prior 12-month
annual peak (maximum) demand at the customer’s Site. If the Site is host to existing generation, the

combined capacity of the proposed and existing generators (excluding any back-up generators) must be
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no more than the Host Customer's Maximum Site Electric Load. Substantiation of system sizing is
required in the initial application submittal. Generating systems running on fossil fuel may not be de-rated

in order to be eligible for this program.

The Applicant/Host Customer shall substantiate that the proposed system size does not exceed 1.5 MW.
If any of the following items submitted (preliminary and final) indicate a system size greater than 1.5 MW,

the project may be deemed ineligible.

Required SGIP applications, submittals, and supporting documentation

¢ Interconnection documentation

e Building Permits

e Air Permits

e Design documents including civil, structural, electrical and mechanical systems

Exceptions and alternative sizing criteria exist in the following three cases: 1) photovoltaic and wind
turbine systems, 2) customer Sites with 12-months of energy usage data, but no peak demand
information, and 3) applications basing system size on future load growth due to facility expansion or

other load growth circumstances.

2.4.6.1 Alternate System Sizing for Photovoltaic and Wind Turbine Systems

The system size for Level 1 projects using photovoltaics or wind turbines cannot exceed either:

o 200% of the prior 12-month annual peak (maximum) demand at the customer’s Site (see

Section 6 for definition of “Site”); or

e A system capacity calculated not to exceed the actual energy consumed during the prior 12-

months at the Site, as calculated per the following formula:
Maximum System Capacity (kW) = 12-months prior energy usage (kWh) / (.15 x 8760 hours/year)
Substantiation of system sizing is required with the initial application submittal.

2.4.6.2 System Sizing for Sites with Energy (kWh) Data Only (No Peak Demand “kW” Metering)

Customer Sites using Level 1 fuel cells, Level 2, 3-R and 3-N technologies with 12-months of prior energy
usage data (kWh), but without peak demand (kW) information available (e.g., customers on rate
schedules without a demand component) will have an equivalent peak demand calculated using the

following method —
Peak Demand (kW) = Largest Monthly Bill (kWh/month) / (Load Factor x Days/Bill X 24)

Residential: Load Factor = .45°

® Residential Load Factor estimated from California investor owned utility domestic static load profiles.
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Small Commercial: Load Factor = .47°
Agricultural: Load Factor = 0.35
Substantiation of system sizing is required with the initial application submittal.

2.4.6.3 System Sizing Based on Future Load Growth

For Level 1, 2, 3-R and 3-N technologies, the maximum eligible system size is 1.5 MW and the maximum
incentive capped at 1.0 MW. Applicants must provide an engineering estimate with appropriate
substantiation of the Host Customer’s Site forecasted annual peak demand if the generating system size
is based on future load growth, including load growth due to facility expansion or other load growth
circumstances. Suggested methods of demonstrating load growth include: Application for Service with
corresponding equipment schedules and single line diagram; building simulation program reports such as
eQUEST, EnergyPro, DOE-2, and VisualDOE; or detailed engineering calculations. The Program
Administrator will work with you to verify the load growth predicted before moving forward with the
Conditional Reservation Notice. The forecasted load must be shown to materialize before, or
concurrently with, the proposed generator operative date before the incentive can be paid. This will be

verified during the field verification visit.

2.4.7 Rating Criteria for System Output

The rated photovoltaic system capacity must be calculated using the PVUSA Test Conditions (PTC)
rating standards’ including inverter losses. Wind turbine capacity is the highest electrical output from the
manufacturer's power output curve for wind speeds up to 30 mph including inverter losses. The
generation capacity for Level 2, 3-N and 3-R technologies, as well as fuel cells utilizing renewable fuel in
Level 1, is defined as the gross continuous power output of the equipment at appropriate ISO conditions®

operating on the applicable fuel, whether that is non-renewable or a renewable fuel.

2.4.8 Not Eligible under the Program
The following types of generating systems / equipment are not eligible for the program:

e Back-Up Generators - systems intended solely for emergency or back-up generation

purposes

e Any system/equipment that is capable of operating on diesel fuel or Diesel Cycle for start

up or continuous operation

® Small Commercial and agricultural Load Factors From “2002-2012 Electricity Outlook Report, CALIFORNIA, ENERGY
COMMISSION, February 2002 P700-01-004F” Table 11-2-1.

" PTC watt rating is based on 1,000 Watt/m? solar irradiance, 20 degree Celsius ambient temperature, and 1 meter/second wind
speed. The PTC watt rating is lower than the "Standard Test Conditions" (STC), a watt rating used by manufacturers.

8 Industry standard conditions to measure output — temperature at 59 degrees Fahrenheit and altitude at sea level (0 feet).
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e Other primary electrical generating technologies not listed in paragraph 2.4.2 (Eligible

Equipment Types)

2.4.9 Waste Heat Utilization and Minimum System Efficiency
Utilization of waste heat recovery at the customer Site is required for Level 2 and 3-N systems. Overall,

system efficiency must meet the requirements of Public Utilities Code 218.5.°

All applications for Level 2 and 3-N technologies must demonstrate a reasonable ability to meet the
minimum conversion efficiencies stated above including an engineering calculation of the conversion
efficiency with documented assumptions regarding thermal load at the Site. See Section 4.2.3 (Additional

Attachments for Level 2 and 3-N Technologies).

2.4.10 Eligibility of Replacement Generation
Installation of new generating systems intended to replace existing on-site generation is only allowed in
the following situations.

A. An eligible generating system may be installed in addition to existing on-site generation if the
capacity of the proposed generator(s) meets the maximum size eligibility requirement defined in
Section 2.4.6 (for Level 2, 3-R and 3-N) and 2.4.6.1 (for Level 1). The combined capacity of the
proposed and existing generators (excluding any back-up generators) must be no more than the
Host Customer’s Maximum Site Electric Load.

B. An eligible Level 1 system may directly replace an existing on-site fossil-fired generating system
even if the past 12-months Site peak demand is less than the required level as described in
Section 2.4.6.1 of the Program Handbook.

C. An eligible Level 2, 3-N, or 3-R system may directly replace an existing cogenerator or non-
cogeneration system, pursuant to eligibility requirements in Section 2.4 of the Program
Handbook, where the Host Customer can demonstrate that the existing generating system has

been out of service for the past 12-months.
25 Reliability Criteria

In order to qualify for a Level 3-N incentive payment, effective January 1, 2002, the Applicant must meet

both of the following requirements:

1. The self-generating facility must be designed to operate in power factor mode such that the

generator operates between 0.95 power factor lagging and 0.90 power factor leading. This

°® PUC 218.5 - "Cogeneration" means the sequential use of energy for the production of electrical and useful thermal energy. The
sequence can be thermal use followed by power production or the reverse, subject to the following standards: (a) At least 5 percent
of the facility's total annual energy output shall be in the form of useful thermal energy; (b) Where useful thermal energy follows
power production, the useful annual power output plus one-half the useful annual thermal energy output equals not less than 42.5

percent of any natural gas and oil energy input.
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design feature will be verified by reviewing the manufacturer's specifications at the time of

application and as part of the field verification visit before incentive payment approval.

2. Applicants with facilities sized greater than 200 kW will coordinate the self-generation facility
planned maintenance schedule with the electric utility. This may allow the utility to more
accurately schedule load and plan distribution system maintenance. The applicant will only
schedule a facility’s planned maintenance between October and March and, if necessary, during
off-peak hours and/or weekends during the months of April to September. See Section 13 for

sample maintenance coordination letter.

2.6 Warranty Requirements

Warranty requirements apply to all eligible technologies regardless of length of commercial availability. In
order to qualify as an eligible project cost, the cost of the warranty, extended warranty, and/or
maintenance contract must be paid before the Reservation Confirmation and Incentive Claim Form is
submitted. Applicants are required to fulfill the warranty requirements described below in the following

sequence:
1) Utilize equipment warranties, which come standard with the purchase of the system.

2) If the standard equipment warranty for any major system component is of insufficient duration to meet
the requirement, the customer must purchase, if one is available, an extended warranty to bridge any

gap in duration, which may exist.

3) Then, and only if an applicant can show that a standard and/or extended warranty combination is
unavailable to meet the warranty requirement — OR if the extended warranty requires the purchase of
a maintenance contract — the applicant is to enter into a maintenance contract as a substitute

measure.

The Applicant must provide warranty (and/or maintenance contract) start and end dates in the

Reservation Confirmation and Incentive Claim Form.

2.6.1 Levels 1 and 2 System Warranty Requirements

Level 1 and 2 systems must be covered by a minimum five-year warranty. The warranty must cover all of
the major components of the generating system that are eligible for the incentive, to protect against
breakdown or degradation in electrical output of more than ten percent from their originally rated electrical
output. The warranty shall cover the full cost of repair or replacement of defective components or
systems, including coverage for labor costs to remove and reinstall defective components or systems.
The cost of the required warranty may be included in the eligible project cost for purposes of calculating
the incentive payment. Warranty coverage beyond the five-year term is not an eligible project cost. In
order to qualify as an eligible project cost, the cost of the warranty must be paid before the Reservation

Confirmation and Incentive Claim Form is submitted.
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2.6.2 Level 3-R and Level 3-N System Warranty and/or Maintenance Requirements

Levels 3-R and 3-N systems must be covered by a warranty of not less than three years. The warranty
must cover the major mechanical and electrical components of the generating system that are eligible for
the incentive to protect against breakdown. The warranty shall cover the full cost of repair or replacement
of defective components or systems, including coverage for labor costs to remove and reinstall defective
components or systems. For those systems not already covered by an appropriate term warranty, the
customer must purchase an extended warranty from the manufacturer or vendor covering the
unwarranted period up to the three-year warranty requirement. The extended warranty must cover the
major electrical and mechanical components of the generating system that are eligible for the incentive to
protect against breakdown. The major generating system components include: the generator set, primary
heat recovery system and Level 3-R gas cleanup equipment. For those cases where an extended
warranty is not available, the customer must purchase a maintenance contract, providing equivalent

coverage as the required warranty.

Ineligible costs related to required warranties and maintenance agreements include:
e Preventive maintenance not required by the manufacturer
e Tools necessary to do the maintenance

e Warranty coverage and/or maintenance contracts beyond the required term or for equipment

whose cost is not an eligible project cost (e.g., absorption chillers, etc.)

¢ Additionally any warranty, extended warranty, and or maintenance contract costs not paid before
the Reservation Confirmation and Incentive Claim Form submittal, and any ongoing payments

based on generator run hours, output or any similar performance-based measure are not eligible.

Please refer to the figure in Appendix A, which illustrates the warranty for components for a Level 3 (-N or

—-R) system.

2.7 Interconnection to the Utility Distribution System

Connection to, and parallel operation with, the electric utility distribution system is required for all self-
generation systems as a condition of receiving incentives under the SGIP. SGIP Host Customer must
also separately submit an application and enter into a contract with their local electric utility for connection
to the utility system. Proof of interconnection and parallel operation is required prior to receiving an
incentive payment. Refer to Section 5 of this handbook for information on how to apply to the utility for

interconnection.

2.8 Permanent Installation

Equipment installed under this program is intended to be in place for the duration of its useful life. Only

permanently installed systems are eligible for incentives. This means that the equipment must have
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electrical, thermal and fuel connections in accordance with industry practice for permanently installed
equipment and be secured to a permanent surface (e.g. foundation). Any indication of portability
including but not limited to wheels, carrying handles, dolly, trailer or platform will deem the system
ineligible.

29 New Equipment, Not Pilot or Demonstration Systems

Commercially available and factory new equipment is eligible for incentives. Rebuilt or refurbished
equipment is not eligible to receive incentives under this program. Generating systems that utilize new
technologies that are critical to its operation must have at least one year of documented commercial
availability to be eligible, or meets requirements of 2.9.1. “Commercially available” means equipment
acquired through conventional procurement channels, installed and operational at a customer Site.
Commercially available does not include field demonstrations or proof-of-concept operation of systems
partially or completely paid by research and development funds.

2.9.1 Alternative Criteria for Generating System Eligibility — Third Party Certification

Generating systems using new technologies may be eligible for the program if certification is obtained
from a nationally recognized testing laboratory indicating that the technology meets the safety and/or
performance requirements of a nationally recognized standard. Equipment manufacturers seeking
eligibility through this criteria shall submit a written request to the Self-Generation Program Administrator

Working Group for consideration, along with the proposed standards for certification.

2.9.2 CEC’s Emerging Renewables Program — Renewable Equipment Eligibility
Level 1 and 2 equipment eligible for use in the California Energy Commission’s (CEC’s) Emerging
Renewables Program is eligible for the SGIP under Section 2.9. A list of CEC eligible equipment is

available online at: http://www.consumerenergycenter.org/erprebate

210 Renewable Fuels

A renewable fuel, for the purposes of determining whether a proposed project qualifies for Level 1 fuel
cell or Level 3-R incentives, is a non-fossil fuel resource other than those defined as conventional in
Section 2805 of the Public Utilities Code, that can be categorized as one of the following: solar, wind, gas
derived from biomass, digester gas, or landfill gas. A facility utilizing a renewable fuel may not use more
than 25 percent fossil fuel annually, as determined on a total energy input basis for the calendar year. In

addition, applicants for Level 1 fuel cell projects and Level 3-R projects are required to:

e Demonstrate the availability of an adequate average flow rate of renewable fuel to produce electricity
at the unit’s full rated capacity, or an appropriate de-rated capacitym, if supplemented with fossil fuel.

Information shall be submitted with the program application and will be verified during the field

0 “De-rated capacity” is the rated capacity on renewable fuels and is the capacity which incentive amount is based.
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verification visit prior to approval of the incentive. Units whose annual fuel consumption exceeds the

available renewable fuel plus the allowable nonrenewable supplement will not qualify.

Submit an equipment purchase order that indicates the fuel cleanup equipment as a separate invoice
item.

Provide a signed affidavit (see Section 9) stating that the unit will comply with the program renewable
fuel requirements. The length of this commitment shall be the same as the equipment warranty

requirement discussed above for each Incentive Category.
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3. INCENTIVES

Annual incentive budgets authorized by the CPUC for each Program Administrators are as follows:

Pacific Gas and Electric Company $48,000,000
Southern California Edison Company  $26,000,000
Southern California Gas Company $13,600,000
San Diego Regional Energy Office $12,400,000

One-third of the incentive budget for each administrator is initially allocated to each of the self-generation
categories (Levels 1, 2 and 3-R/3-N). Although the Program Administrator may move funds from the
Level 2 and 3-R/3-N incentive categories to Level 1, the Program Administrator must seek approval from
the CPUC through an advice letter prior to shifting additional funds into either the Level 2 or 3-R/3-N

categories.

3.1 Incentive Levels

The program provides a one-time incentive payment to help reduce the cost of installing self-generation
equipment. The incentive levels for the four categories of self-generation technologies are provided

below in Table 3-1.

Table 3-1 Incentive Levels for Various Technologies

Incentive
Incentive Maximum % of Maximum Payment
Incentive Offered Eligible Minimum System Maximum
Levels ($/Watt) Project Cost System Size | Size" System Size Eligible Technologies
» Photovoltaics
Level 1 $4.50/W 50% 30 kW 1.5 MW 1.0 MW o Fuel cells operating on renewable fuel
o Wind turbines
» Fuel cells operating on non-renewable
Level 2 $2.50/W 40% None 1.5 MW 1.0 MW I
fuel and utilizing waste heat recovery
o Micro-turbines, internal combustion
Level 3-R $1.50/W 40% None 1.5 MW 1.0 MW engines and small gas turbines
operating on renewable fuel
e Micro-turbines, internal combustion
engines and small gas turbines
Level 3-N $1.00/W 30% None 1.5 MW 1.0 MW operating on non-renewable fuel,
utilizing waste heat recovery and
meeting the reliability criteria

" Maximum system size is 1.5 MW, however, output capacity above the first 1.0 MW is not eligible for incentives. Reference CPUC
Decision 02-02-026 dated February 7,2002.
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3.1.1 Calculating the Incentive
Incentives for a proposed system containing equipment listed in a single technology Level are calculated

per the following steps.

1. The Applicant multiplies the capacity of the generating system by the incentive rate for the Incentive
Level (1, 2, 3-R or 3-N).

2. The Applicant multiplies the eligible project cost, after subtracting any other rebates or incentives, by

the maximum percent of eligible project cost allowed for the same Incentive Category.
3. The smaller value calculated in [1] or [2] is the incentive amount.
Example #1: Single System Level 3-N Technology

An Applicant proposes to install a 75 kW natural gas fueled microturbine with waste heat recovery at a
customer Site to provide a portion of the facilities’ peak (maximum) electric demand. The total eligible
project costs are $75,000 for equipment purchase and installation. There are no other incentives
included. The Level 3-N incentive for this technology is $1,000/kW or 30% of the eligible project cost
which ever is lower. Multiplying the Level 3-N incentive by the capacity of the generation produces
$75,000. However, 30% of the total eligible project cost is $22,500. The allowable incentive is $22,500.

3.1.2 Incentive Limit for Systems with Output Capacity above 1.0 MW
The following method will be used to scale eligible project costs for projects with capacities greater than
1.0 MW, but less than or equal to 1.5 MW.

a) Divide the Applicant provided eligible project costs by the Applicant provided system

capacity, in units of kW, to obtain a unit cost for the system.

b) Multiply the previously obtained unit cost by 1,000 kW to obtain scaled eligible project

costs.

c) Compare maximum incentive based on 1.0 MW System Size with incentive based on
Scaled Eligible Project Cost

Level 1 Example:
Applicant provided eligible project cost: $11,000,000
Applicant provided system capacity: 1,100 kW
Step a: Unit Cost = $11,000,000 / 1,100 kW = $10,000 / kW
Step b: Scaled Eligible Project Cost = $10,000 / kW x 1,000 kW = $10,000,000
Step c: Incentive based on 1.0 MW System Size:

1,000,000 W x $4.50 / W = $4,500,000
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Incentive based on Scaled Eligible Project Cost:
$10,000,000 x 50% = $5,000,000

Since incentive is based on the lower of 1.0 MW System Size or Scaled Eligible Project Cost, the

incentive in this example is based on 1.0 MW System Size and would be $4,500,000.
Level 3-N Example:
Applicant provided eligible project cost: $3,000,000
Applicant provided system capacity: 1,500 kW
Step a: Unit Cost = $3,000,000 / 1,500 kW = $2,000 / kW
Step b: Scaled Eligible Project Cost = $2,000 / kW x 1,000 kW = $2,000,000
Step c¢: Incentive based on 1.0 MW System Size:
1,000,000 W x $1.00 / W = $1,000,000
Incentive based on Scaled Eligible Project Cost:
$2,000,000 x 30% = $600,000

Since incentive is based on the lower of 1.0 MW System Size or Scaled Eligible Project Cost, the

incentive in this example is based on Scaled Eligible Project Cost and would be $600,000.

3.2 Hybrid System Incentive Levels

Program participants can apply for incentives for multiple types of generating technologies installed at
one Site. The program defines some of these as “hybrid systems”. See Section 2.4.3 and Definitions for
a description of a hybrid system. An example of this situation would be Level 1 and Level 2 technologies,
such as photovoltaics and fuel cells operating on natural gas, combined at one Site. As with single
technology systems, hybrid systems must meet the eligibility requirements set forth by this program

including, but not limited to, size constraints, waste heat utilization and reliability criteria.

A detailed explanation of how to calculate hybrid system incentives may be found in Section 3.2.1, for

systems with capacity up to 1.0 MW, and Section 3.2.2 for systems with capacity over 1.0 MW.

3.2.1 Calculating the Incentive for Hybrid Systems with Output Capacity Up to 1.0 MW

The total hybrid system incentive is the sum of the incentives for each type of technology in the system up
to the maximum allowed percentage of eligible project cost for each technology. Hybrid system project
costs are the allowed unique project costs plus a portion of common project costs allocated by the
capacity of each technology. Common project costs are those costs shared by more than one technology

and are not unique to a single technology in the hybrid system.
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Table 3-2a provides an example of the incentive calculation for an example hybrid system consisting of
100 kW Level 1, 200 kW Level 2, 125 kW Level 3-R and 75 kW Level 3-N technologies. Total eligible

project costs unique to each technology total $2,490,000.

Common eligible project costs totaling

$400,000 are allocated to each of the technologies by the ratio of individual technology capacity to the

total hybrid system capacity. Level 1 and 2 technologies receive their full incentives of $450,000 and

$500,000 respectively. The level 3-R and 3-N technologies are limited to 40% and 30%, respectively, of

their eligible project cost.

Table 3-2a, Example of Hybrid System Costs

Level 1 Level 2 Level 3-R Level 3-N Hybrid System Total
1. Incentive Rate ($/Watt) $4.50 (A) $2.50 (B) $1.50 (C) $1.00 (D)
2. Maximum Incentive (Pct of
50% (E) 40% (F) 40% (G) 30% (H)
Project Cost)
3. Technology Capacity (kW) 500 kW (M)
100 kW (1) 200 kW (J) 125 kW (K) 75 kW (L)
I+J+K+L
4. Unique Project Costs $1,000,000 (N) | $1,200,000 (O) | $200,000 (P) | $90,000 (Q)
5. Common Project Costs $80,000 (S) $160,000 (T) | $100,000 (U) | $60,000 (V)
$400,000 (R)
R x /M R x J/M R x KM RxL/M

6. Individual Technology

$1.080,000 (W)

$1,360,000 (X)

$300,000 (Y)

$150,000 (2)

Project Cost N+8S O+T P+U Q+V
7. Maximum Potential $450,000 (AA) | $500,000 (AB) | $187,500 (AC) | $75,000 (AD)
Incentive Axl BxJ CxK DxL

8. Pct of Project Cost Limit

$544,000 (AF)

$120.000 (AG)

$45,000 (AH)

ExW FxX GxY HxZ
9. Allowed Incentive $450,000 (Al) $500,000 (AJ) | $120,000 (AK) | $45,000 (AL) $1,115,000
Minimum of Minimum of Minimum of Minimum of
AA or AE AB or AF AC or AG AD or AH Al + AJ + AK

NSNS IS

3.2.2 Calculating the Incentive for Hybrid Systems with Output Capacity above 1.0 MW

When calculating the total eligible incentive for a hybrid system, the incentives are to be calculated

sequentially until the 1.0 MW limit is reached, with the Level 1 portion calculated first, then the Level 2

(based on whatever capacity remains under 1.0 MW after that claimed under Level 1), then the Level 3-R

(based on whatever capacity remains under 1.0 MW after that claimed under Level 1 and 2) and finally
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Level 3-N (based on whatever capacity which might remain under 1.0 MW after subtracting out that

claimed under Levels 1, 2 and 3-R).

Table 3-2b provides an example of the incentive calculation for an example hybrid system that is greater
than 1.0 MW. The system consists of a 650 kW Level 1 and a 600 kW Level 3-N technologies, which cost
$5,500,000 and $1,000,000 respectively (excluding $1,000,000 of common eligible costs). The common
eligible project costs totaling $1,000,000 are allocated to each of the technologies by the ratio of
individual technology capacity to the total hybrid system capacity. As shown below, the Level 1
technology receives the full incentive of $2,925,000. The Level 3-N technology receives a lesser

incentive amount.
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Table 3-2b, Example of Hybrid System Costs over 1.0 MW

Level 1 Level 2 Level 3-R Level 3-N Hybrid System Total
1. Incentive Rate ($/Watt) $4.50 (A) $2.50 (B) $1.50 (C) $1.00 (D)
2. Maximum Incentive (Pct
50% (E) 40% (F) 40% (G) 30% (H)
of Project Cost)
3. Technology Capacity (kW) 1250 kW (M)
650 kW (1) 0 kW (J) 0 kW (K) 600kW (L)
[+J+K+L
4. Capacity used for 0 kW (O) 0 kW (P) 350 kW (Q)
Incentive Calculation (kW) if 650 kW (N) O=J or P=K or Q=L or
. - 1000 kW (R)
M is greater than 1,000 kW 0=1,000-N P=1,000-N-O [ Q=1,000-N-O-P
N+O+P+Q = 1000 kW
N=I (whicheveris | (whicheveris | (whichever is
less) less) less)
5. Unique Project Costs $5,500,000 (S) $0 (T) $0 (V) $1,000,000 (V)
6. Common Project Costs $520,000 (W $0 (X 0 (Y $480,000 (Z
j (w) 0 (X) $0(Y) ) $1,000,000 (AA)
AA x IIM AA x JIM AA x KIM AA x LIM
7. Individual Technology $6,020,000 (AB) $0 (AC) $0 (AD) $1,480,000 (AE)
Project Cost S+W T+X u+yY V+Z
8. Maximum Potential $2,925,000 (AF) $0 (AG) $0 (AH) $350,000 (Al)
Incentive AxN BxO CxP DxQ
9. Pct of Project Cost Limit |$3,010,000 (AJ) $0 (AK) $0 (AL) $259,000(AM)
E x AB F x AC x (O/J) |G x AD x (P/K)| Hx AE x (Q/L)
10. Allowed Incentive $2,925,000 (AN) $0 (AO) $0 (AP) $259,000 (AQ)
. . . - 3,184,000
Minimum of Minimum of Minimum of Minimum of
AN + AO + AP + AQ
AJ or AF AK or AG AL or AH AM or Al

3.3

NSNS 2N/

Incentive Payment Terms

Applicant will receive a lump sum payment, calculated according to the methods and definitions described

herein, approximately 30 days after project has been deemed to satisfy all program requirements

according to the Program Handbook. Any customer of an investor-owned electric utility in California is

eligible to receive an incentive payment from this program.

In addition, contractors or energy service

companies who install self-generation units at these customers’ Sites are also eligible to receive program
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incentives in lieu of customer receipt of the incentives, as long as the customer provides written consent
to the Program Administrator.
3.4 Incentive Limitations

Incentive payments for a particular project under the program are limited by a number of factors,
including:
e Total project costs

¢ Incentive Reservation Limitations

e Other Incentives or Rebates

3.4.1 Total Project Costs

The maximum possible incentive payment for each system is the system size (Watts) multiplied by the
applicable dollar per watt incentive rate, up to the specified maximum percentage of eligible project cost.
Submittal of project cost breakdowns is required to show eligible and ineligible costs (see Sections 4.3.2
and 4.4.2).

3.4.1.1 Eligible Project Costs
For the purposes of determining the maximum incentive payment, the following costs may be included in

total eligible project cost:
1. Self-generation equipment capital cost
2. Engineering and design costs

3. Construction and installation costs. For projects in which the generation equipment is
part of a larger project, only the construction and installation costs directly associated
with the installation of the energy generating equipment are eligible. In order to expedite
payment of incentive claims, project applicants should task project contractors to clearly
break out eligible and ineligible construction and installation costs before (initial contract),
during (change orders) and/or after installation (invoices). For example, a turnkey project
using an absorption chiller should clearly break out ineligible construction and installation

costs associated with the chiller in contractor’s scope of work and billing invoices.
4. Engineering feasibility study costs
5. Interconnection costs, including:

a. Electric grid interconnection application fees

b. Metering costs associated with interconnection

6. Permitting costs
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7. Warranty and/or maintenance contract costs associated with eligible project cost

equipment (See 2.6.2 for full explanation of eligible costs)
8. Gas line installation costs, limited to the following:

a. Costs associated with installing a natural gas line on the customer’s Site that
connects the serving gas meter or customer’s natural gas infrastructure to the

distributed generation unit(s)."

b. Customer’s cost for an additional (second) gas service to serve the distributed
generation unit if this represents a lower cost than tying to the existing meter or

gas service.

C. Customer’s cost for any evaluation, planning, design, and engineering costs
related to enhancing/replacing the existing gas service specifically required to

serve the distributed generation unit.
9. Sales tax and use tax
10. On-site system measurement, monitoring and data acquisition equipment.
11. Air emission control equipment capital cost

12. Primary heat recovery equipment, i.e. heat recovery equipment directly connected to the
generation system whose sole purpose is to collect the waste heat produced by the
power plant. For example, a heat exchanger or heat recovery boiler (a.k.a., heat
recovery steam generator, or HRSG) used to capture heat from a gas turbine is an
eligible cost (See Section 3.4.1.2 item # 6 for examples of thermal-related costs which

are considered ineligible)

13. Heat recovery piping and controls necessary to interconnect primary heat recovery

equipment to thermal application equipment at the project Site

14. Projects that are Level 1 fuel cell or Level 3-R, may claim the cost associated with
securing a bond to certify use of renewable fuel, described in the Program Contract, as

eligible costs.

15. For Level 1 fuel cells and Level 3-R technologies only, the cost of equipment to remove
moisture and other undesirable constituents from renewable fuels (e.g. waste gases) that
would damage the generation equipment. Such equipment includes but is not limited to

“gas skids”, dryers/moisture removal and siloxane removal towers.

2 n many cases, the Utility requires a separate, Utility owned gas meter, dedicated to the generator to qualify for a generation gas
rate schedule. In that case, costs associated with installing a separate gas meter that are in excess of those covered under the

applicable gas rules may be included as an Eligible Project Cost.
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16. For Level 1 PV applications only, customers may claim certain mounting surface costs as
eligible project costs. Costs may include mounting surfaces for the photovoltaic module
and/or the materials that provide the primary support for the modules. Only the
percentage of mounting surface directly under the photovoltaic module is eligible. Roof
membranes, roof decking or other materials used only to provide a weather or fire barrier
to the building are ineligible. The applicant will need to provide documentation to justify
all eligible costs claimed and all final eligible costs are subject to program administrator’s

approval. See Appendix B for more information.

3.4.1.2 Ineligible Project Costs
The following costs may not be included as eligible project costs for the purpose of determining the

maximum possible incentive payment:
1. Electric grid interconnection costs as follows:
a. Any electrical facility extension or modifications on the utility side of the meter.

b. In the absence of electrical facilities near the Site, the cost of any new electrical

facilities on the utility side of the meter.
2. Gas distribution or transmission system upgrades on the utility side of the meter.

3. Operating and maintenance costs not covered by the warranty or maintenance contract

requirements of the program.
4. Support structures (roofs) for non-free standing equipment
5. Electricity storage devices (e.g., batteries, flywheels, etc.)

6. Costs associated with adding or modifying thermal application equipment for the purpose
of utilizing waste heat recovered from a self-generation system. For example, cost of
adding or modifying absorption chillers (indirect or direct fired), boilers, furnaces,
secondary heat exchangers, thermal storage tanks or vessels including pumps, cooling

towers, and piping or any other ancillary equipment.

7. Cost of Capital is ineligible. This includes Allowance for Funds Used During Construction
(AFUDC), interest on loans, bond costs, carrying charges or other interest costs used to

finance capital projects.

8. Any ongoing expenses, costs not paid up-front, are ineligible. This would include, but is
not limited to such ongoing costs as maintenance fees, future taxes, recurring permit

fees, etc.

9. Any equipment not located within the Site where the generating equipment is located.
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10. Funds paid by Applicant / Host Customer into an escrow account for the purposes of
paying eligible projects costs after completion of the project are ineligible. This includes

costs for future maintenance fees, future taxes, recurring permit fees, etc.

11. For Level 2 and Level 3-N technologies only, the cost of equipment to remove moisture
and other undesirable constituents from fuels that would damage the generation
equipment. Such equipment includes but is not limited to “gas skids”, dryers/moisture

removal and siloxane removal towers.
12. Equipment required to produce a usable fuel from organic material.

13. Fuel cleanup and processing equipment for waste gases derived from fossil fuel drilling

operations.

14. Other ineligible costs include items that are not specifically required for a given eligible
system installation. These ineligible costs include, but are not limited to, tree trimming,

re-roofing, roof repairs or roof reinforcement and landscaping.

15. Fuel producing equipment such as anaerobic digesters, gasification or pyrolysis systems.

3.4.1.3 PV Carports and Similar Structures:

Structures to support photovoltaic equipment are considered eligible costs provided the equipment is new
and the sole function of the structure is to support photovoltaic modules. If the photovoltaics modules
were removed and the remaining structure would serve no useful purpose (e.g. create shade, housing

equipment or housing animals) then the sole function of the structure is to support photovoltaic modules.

New or existing photovoltaic equipment support structures that are not considered eligible costs under the

Program include, but are not limited to —

e  Structures with walls
e Partially or fully enclosed buildings
e Roofs

e Other structures not built for the sole purpose of supporting the PV modules.

3.4.2 Incentive Reservation Limitations

There are restrictions on the amount of incentive funding an Applicant can reserve and receive.
Applicants can reserve up to 1.0 MW per program year of incentive funding for a single corporate or
government parent Host Customer at any one time within a given investor owned utility’s service territory.
There are no reservation limits for third party contractors, vendors, or ESCOs applying to the program.
However, project size cap limits per Site and corporate or governments parents incentive limits are in
force for all projects. Table 3-3 summarizes the limitations on project size. Table 3-4 summarizes the

limitations on project size used for calculating incentive amounts.
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Table 3-3 Project Size Caps

Corporate or Contractor
Time Period Project Site Government ’
13, 14 Vendors, ESCO
Parents
Calendar Year 1.5 MW 1.5 MW None
Program Duration 1.5 MW 6.0 MW None
(2001-2004)
Table 3-4 Incentive Limit Caps
Corporate or Contractor
Time Period Project Site Government Vendors, ESCO
Parents
Calendar Year 1.0 MW 1.0 MW None
Program Duration 4.0 MW 4.0 MW None
(2001-2004)

Example #1: Multiple System Types at Multiple Sites Owned by Same Corporate Parent

Assume an Applicant intends to install two (2) 60 kW micro-turbines at Site A and a 200 kW fuel cell
operating on natural gas at Site B. The Applicant can request a reservation for the projects at each Site
for a total of 320 kW of incentive funding, since the total amount of generation equipment which will be
installed falls under the 1.5 MW cap for each project Site (Site A and Site B) and for corporate or

government parents.

Example #2: Multiple Site Incentive Calculation for Same Corporate Parent

To calculate the maximum incentive dollars for the Applicant in Example #1, the incentive levels for each
type of equipment must be considered. At Site A, the micro-turbines are a Level 3-N technology and
receive an incentive of $1.00 per Watt up to 30% of the total eligible project cost. So, the maximum
incentive that the Site A micro-turbines can receive is ($1.00 per Watt) x (120,000 Watts) = $120,000,
assuming that the eligible project cost at Site A is at least $400,000. At Site B, the fuel cell operating on

natural gas is a Level 2 technology and receives an incentive of $2.50 per Watt up to 40% of the total

" These caps are established for each investor-owned utility’s territory.

" State Government Parents are defined as: University of California, California State University, Department of Corrections,
Department of General Services, the combination of the Department of Developmental Services and Cal Trans, the combination of
the California Youth Authority and the Department of Mental Health, and all other state agencies and departments. Federal
Government Parents are defined as Air Force, Army, Navy, Marines, Postal Service, General Services Administration, and all other
federal agencies or departments. Local Government Parents (e.g., cities, counties, school districts, or water districts) are each

treated as individual Parents.
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eligible project cost. So, the maximum incentive that the Site B fuel cell can receive is ($2.50 per Watt) x
(200,000 Watts) = $500,000, assuming that the eligible project cost at Site B is at least $1,250,000.
Therefore, the maximum incentive dollars the Applicant could receive for the projects at Site A and Site B
would be $120,000 + $500,000 = $620,000.

3.4.3 Other Incentives or Rebates
Customers may not receive SGIP incentives for the same self-generation equipment from more than one
SGIP Administrator (e.g., PG&E and SoCalGas, SCE and SoCalGas, etc.) who generally serve the same

service territory and customers.

For projects receiving incentives under other programs offered by state, regional, federal or local entities
(including utility distribution companies), the amount of the incentive must be subtracted from the Total
Eligible Project Cost (Section 3.4.1). In no event, can the combined incentives received under this
program and other funding sources exceed the out-of-pocket expenses (i.e. Total Eligible Project Cost)
for the project. Applicants are required to disclose information about all other incentives they may receive
including post-installation incentives or rebates. Program Administrators will enter applications into a
statewide database that will permit universal tracking of applications for this and other programs, such as,
but not limited to the CEC’s Emerging Renewables Program. Tax credits are not considered an incentive

that must be disclosed under this requirement.
Example #1: Incentive Calculation for System Receiving Incentives from Other Programs

A customer is installing a 1.0 MW fuel cell, operating on renewable fuel, which is estimated to cost $10
million. The Level 1 incentives for this technology are $4.50/watt or 50 percent of the total eligible project
cost, whichever is less. The project received a rebate of 20% of the project costs ($2 million) from
another program other than the SGIP. Under the SGIP, this project would be eligible for an incentive of
$4 million (calculated by subtracting the other incentive ($2 million) from the Total Eligible Project Costs

($10 million), and multiplying the difference by 50%), as follows:
Incentive based on Total Eligible Project Cost = 50% x ($10,000,000 — $2,000,000) = $4,000,000
Incentive based on System Size = 1,000,000 W x $4.50 / W = $4,500,000

Since incentive is based on the lower of System Size or Eligible Project Cost, the incentive in this

example is based on the Eligible Project Cost and would be $4,000,000.

Example #2: Incentive Calculation for Systems with Output Capacity above 1.0 MW and Receiving

Incentives from Other Programs

A customer is installing a 1.2 MW fuel cell, operating on natural gas, which is estimated to cost $7 million.
The Level 2 incentives for this technology are $2.50/watt or 40% of the Total Eligible Project Cost,
whichever is less. The project received a $1 million rebate from another program. Under the SGIP, the

incentive would be calculated as follows:
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Step a: Net Eligible Project Cost = $7,000,000 - $1,000,000 = $6,000,000
Step b: Unit Cost = $6,000,000 / 1,200 kW = $5,000 / kW
Step c: Scaled Eligible Project Cost = $5,000 / kW x 1,000 kW = $5,000,000
Step d: Incentive based on 1.0 MW System Size:

1,000 kW x $2.50 / W = $2,500,000

Incentive based on Scaled Eligible Project Cost:

$5,000,000 x 40% = $2,000,000

Since the incentive is based on the lower of 1.0 MW System Size or Scaled Eligible Project Cost, the
incentive is based on the Scaled Eligible Project Cost and would be $2,000,000.
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4, APPLICATION PROCESS

The process of applying for incentives in the program is intended to be straightforward, however the
process does require careful attention to detail. Incomplete or incorrect applications will be returned, so it
saves time to follow the instructions carefully. Applicants may contact the Program Administrator for
assistance in completing their applications. See Section 7 for contact information on each of the Program

Administrators.

4.1 Overview of the Application Process

To receive an incentive payment through the SGIP, Applicants must submit the appropriate applications
and supplemental material at specific milestones. While the application process is identical for all four
incentive levels (See Table 2-1), there are a few minor differences in the application and the required

attachments for each. The overall application process is illustrated in Figure 4-1.
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Host

Applicant Customer

(1) Reservation Request Form

Applicant and Host Customer complete and sign the Self-
Generation Incentive Program Reservation Request Form
and send it (by fax and/or mail) to the Program
Administrator along with the required attachments (see
Handbook Section 4.2.2 for complete list of required
attachments):

o Proof of Utility Service

e System Sizing Calculation

o Waste Heat Calculation and Description (Levels 2

and 3-N)
o System Description

(4) Applicant receives Conditional Reservation Notice
Letter and has 90 days to obtain the necessary “Proof of
Project Advancement” (PPA) items, including (see
Handbook Section 4.3.2 for complete list):

o Air Permit Application (if required)

o Utility Interconnection Application(s)

o Signed Purchase Order or Contract for System
e Project Cost Breakdown

¢ Insurance Documentation

Applicant then submits (by mail) the necessary PPA items,
along with the signed Program Contract, to the Program
Administrator. Failure to submit these items by the date
shown, or failure to request the Program Administrator grant
an extension, will automatically result in the conditional
reservation being terminated.

(7) Applicant receives Reservation Confirmation and
Incentive Claim Form and has up to 12 months from the
date of the Conditional Reservation Notice Letter to
purchase, install and put into operation the self-generation

system.

(8) Reservation Confirmation and Incentive Claim Form

Applicant then submits the necessary incentive payment
items (see Handbook Section 4.4.2 for details), along with a

completed copy of the Reservation Confirmation and
Incentive Claim Form, to the Program Administrator for
processing when project is completed and operational.

Program
Administrator

(2) Program Administrator logs in the Reservation
Request Form and evaluates the package for
completeness and whether the proposed system appears to
meet the eligibility criteria.

o If no, applicant will be contacted for further information
or notification the project does not qualify for further
consideration,

o Ifyes, Applicant will be sent a Conditional
Reservation Notice Letter.

|

(3) Conditional Reservation Notice Letter

Program Admin