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CONSOLIDATION

COMMENTS OF SOLID ENERGY, INC

INTRODUCTION

These comments are submitted by SOLID U.S.A., Inc. (db SOLID Energy, Inc
hereinafter "SOLID"). SOLID is an Arizona renewable energy company which has
participated actively in the Renewable Energy Standard and Tariff ("RES") process and
which had a representative sit on the Commission's Uniform Credit Purchase Program
Worldng Group ("Worldng Group.")

We applaud APS for prompt filing of its Implementation Plan and for adoption of
work performed by the Working Group. Nonetheless, SOLID wishes to address some
issues that we believe are either unclear, that differ from the Working Group conclusions
or which the Working Group did not address but that SOLID believes should be
addressed
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Discus s ion

A. Summary Issues

1. Na tura l Gas  Displacement

In a  section entitled Natura l Gas Displacement .... Partia l Variance be ginning on
page  4 of its  filing, APS addresses  a  partia l variance  granted to it under the
Environmenta l Portfolio S tandard ("EPS"), APS notes , under the  EPS, renewable
resources  had to displace  e lectricity and not na tura l gas  in order to count towards the
utility's  renewable  requirement. In this  context, the  Pa rtia l Va riance  be ing re fe renced
a llowed APS to count a  certa in amount of dis tributed renewable  resources  tha t displaced
na tura l gas , and not e lectricity, towards  its  requirement

APS contends tha t the  "RES Rules  a re  s ilent regarding a  requirement tha t solar
energy must replace  or supplement the  use  of e lectricity" and tha t, there fore , sola r energy
tha t displaces  na tura l gas  can be  counted towards its  RES requirement if the  Partia l
Variance  under the  EPS has been superseded by the  RES Rules . SOLID strongly
supports  the  APS request for the  Commiss ion to cla rify tha t the  Partia l Variance  is
superseded by the RES

SOLID does not agree that the RES is silent in this regard, but believes that one of
the drivers in revising the EPS was to add numerous distributed renewable thermal
resources that displace natural gas to the portfolio of resources from which the Affected
Utilities can draw in order to meet their requirements. In fact, the RES acknowledges
this goal in its definition of"Distributed Renewable Energy Resources" as those that
displace Conventional Energy Resources that would otherwise be used to provide

electricity to Arizona customers" [such as with a natural gas driven power plant]. R14
2-l802(B) and Rl4-2-180l(3). Amongst those Distributed Renewable Energy Resources
are various types of solar thermal teclmologies. Therefore, SOLID requests that the
Commission clarify that no limit on distributed natural gas displacement exists under the
RES, and that this clarification apply to plans filed by all Affected Utilities moving
forward

2. EPS Superseded

APS requests  a  clarifica tion tha t the  RES rules supersede  the  EPS rules in a
section of its  filing entitled the  same beginning on page  5. As discussed above  and for
the  reasons  s ta ted by APS, SOLID agrees  with the  request for cla rifica tion by the
Commission tha t the  EPS has been superseded. Further, SOLID requests  tha t this
cla rifica tion be  ma de  re ga rding a ll Affe cte d Utilitie s
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3. Cos t of P rogram
Other filings  address  questions  regarding the  projected cost of the  program.

SOLID has  concerns , but is  unable  to draw appropria te  conclusions  due  to redactions  in
the  filing. APS has  offe red to mee t with SOLID to discuss  these  conce rns .

B. Items  Specific to the  Dis tributed Ene rgy Implementa tion P lan

The  items addressed be low a ll re fe r to Attachment B, the  APS proposed "2007
Dis tribute d Ene rgy Adminis tra tion P la n."

1. APS  Role

In its  Overview, APS s ta te s  tha t "it has  indica ted tha t it does  not plan to ins ta ll
dis tributed resources  a t cus tomer propertie s , but ra the r the  ins ta lla tion of DE sys tems will
be  facilita ted by providing cus tomers  with financia l incentive s  for the  ins ta lla tion of those
resources ." SOLID has  concerns  about this  s ta tement re la ting to the  implica tion tha t APS
may modify its  intent and choose  to ins ta ll dis tributed re sources  in the  future . SOLID
be lieves  tha t such action by APS, or any Affected Utility, would be  contra ry to the  intent
of the  dis tributed ene rgy portion of the  RES.

In the  initia l S ta ff Report regarding EPS revis ions , issued January 21, 2005, S ta ff
begins  discussion of a  dis tributed energy requirement and a  uniform credit purchase
program ("UCPP"), a s  sugges ted by indus try in the  AriSEIA proposed entitled "How
Arizonans  Can He lp Achieve  the  Goa ls  of the  Environmenta l Portfolio S tanda rd: A
Proposa l for a  Uniform EPS Credit Purchase  Program." The  proposa l itse lf re fe rred to
"customer-s ited, customer-owned" projects  tha t would be  incentivized under a  UCPP .
This  language  was carried through various  vers ions  of the  RES, and, a lthough modified
and a lte red to a llow ownership by third pa rtie s , utility ownership was  neve r
contempla ted.

In a  follow-up S ta ff Report da ted Februa ry 3, 2006, in its  discuss ion of the
concept of a  DE se t-as ide , S ta ff uses  the  te rm "non-utility owned applica tions ." In fa ct,
the  RES adopted this  language  in Section 1805 D by orde ring tha t "[a ]n Affected Utility
sha ll mee t one-ha lf of its  annua l Dis tributed Renewable  Energy Requirement from
res identia l applica tions  and the  rema ining on-ha lf from non-re s identia l, non-utility
a pplica tions ." Although the  phra se  "non-utility" wa s  not inse rte d be fore  the  word
res identia l, SOLID be lieves  tha t the  intent was  to do so.

SOLID reques ts  cla rifica tion from the  Commiss ion tha t APS  (or any Affected
Utility) may not rece ive  incentives  nor ins ta ll projects  unde r the  DE portion of the  RES .

2. DE Review Panel

Anothe r e ritica l is sue  in the  filing is  the  form of the  APS proposa l for crea tion of
a  DE Review Pane l (Pane l), a  proposa l s imila r to wha t the  UCPP Worldng Group has
proposed, which we  be lieve  S ta ff supports , and which this  Coa lition supports . SOLID
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believes tha t such a  Panel can assis t in the  smooth opera tion of the  dis tributed energy
program. In othe rs  S ta tes , s imila r programs have  been unduly bogged down by lack of a
me cha nism for time ly modifica tion of the  ince ntive  progra m.

Nonethe less , the  s tructure  of the  APS proposed Panel is  somewhat diffe rent than
tha t proposed by the  UCPP Working Group. The  Working Group proposed a  seven
member pane l cons is ting of representa tives  from the  utilitie s , indus try and S ta iff APS is
proposing a  five  member Pane l to address  APS issues  only. At firs t glance , the
composition of the  proposed Panel appears  favorable  to industry, however, under the
proposa l a  unanimous  vote  would be  required to e ffect changes . In the  Worldng Group
proposa l, a  ma jority vote  would be  required. The  e ffect of this  modifica tion would be
APS to a lways  cas t the  deciding vote . SOLID opposes  this  approach as  be ing contract to
the  intent of the  Worldng Group and as  something tha t could have  an adverse  e ffect on
the  program.

3. Credit Purchase Agreement

As part of the  dis tributed incentive  program, APS requires  tha t a  credit purchase
agreement be  executed outlining the  rights  and responsibilities  re la ted to the  renewable
energy credits  (RECs). APS re fe rences  the  "Credit Purchase  Agreement" (CPA) on page
4 of Atta chme nt B.

Although APS has been open to industry suggestion regarding the  proposed form
of CPA, the  fined ve rs ion is  not ye t ava ilable . The re fore , if SOLID de te rmines  tha t the
CPA has  is sue s , e ithe r with re spect to uniformity Mth the  RES  or s imple  workability in a
dis tributed ene rgy context, a  follow-up le tte r will be  tiled with S ta ff rega rding the se
issues, issues  tha t a re  not discussed as  part of the  APS RES filing. SOLID, as  discussed
furrie r be low, requests  tha t the  Commission order S ta ff to deve lop a  pro Ronna  CPA as
pa rt of a  phase  II of the  UCPP Worldng Group process . SOLID be lieves  this  document
to be  critica l to the  successful functioning of the  non-res identia l portion of the  program
and is  conce rned tha t it will discourage  or prevent third pa rty financing ava ilability

\

For purposes  of this  filing, SOLID will address  the  only two issues  re la ted to the
CPA tha t a re  re fe renced by APS in its  filing

Contra ctor Qua lifica tion

APS indica tes  tha t "[a ]ll pa rties  to a  Credit Purchase  Agreement who a re  not the
progra m Pa rticipa nt mus t provide  proof of a bility to fulfill the ir obliga tions  a ssocia te d
with the  project. Such proof is  to be  de te rmined a t the sole discre tion of APS and may
include  financia l s ta tements , business  licenses , and/or proof of insurance" (emphasis
added). Although SOLID unders tands  tha t APS has  a  ce rta in ove rs ight role  in insuring
that projects  provide  the  expected RECs, we have some concerns about overreaching on
beha lf of APS. This  s ta tement would appea r to place  APS in the  pos ition of "picking the
winne rs" in the  compe tition among vendors  to supply program Pa rticipants . For
example , APS is  requiring tha t only third pa rtie s  provide  ce rta in informa tion rega rding



the ir a bility to fulfill the  CP A obliga tions . S OLID que s tions  why such re quire me nt
should not be  equa lly applied to APS cus tomers . In addition, a lthough APS ce rta inly
should be  able  to request information tha t required by the  plan, such as  proof of
insurance , SOLID is  concerned about the  potentia l requirement to share  financia l
s ta tements  and other requirements  under "proof to be  de te rmined a t the  sole  discre tion of
AP S

Certa in individua ls  in the  Working Group proposed having prede te rmined
qua lifica tions  for vendors  such as  a  requirement tha t a  vendor of a  given technology
submit proof of successful ins ta lla tion of previous  sys tems to he lp insure  tha t the  vendor
ha d the  a bility to fulfill the ir obliga tions . This  a pproa ch wa s  oppose d by ce rta in Group
members  including APS and was  not included. None the less , SOLID be lieves  tha t this
would be  a  much more  acceptable  approach

Pa rticipant De linquency

In Section 4 of the  proposed Plan, APS for the  firs t time  adds a  concept to the
dis tributed ene rgy program tha t was  not discussed with the  UCPP Worldng Group. APS
proposes  tha t it will not issue  payments  Linder the  REC Credit Purchase  Agreement if the
P a rticipa nt is  de linque nt in its  e le ctric bill. S OLID ra is e s  this  in conjunction Mth third
party financing, where  the  Participant does  not own the  system but the  system is  owned
by a  third pa rty owne r. In such a  ca se , the re  is  no jus tifica tion to withhold payment. We
are  concerned tha t such a  provis ion will prevent the  obta ining of financing for these
projects, a s itua tion which would crea te a huge constra int for deve lopers . As discussed at
the  beginning of this  section, SOLID is concerned tha t the  proposed CPA will hinder the
non-re s identia l portion of the  program. The  proposed s ixteen-page  CPA may ce rta inly
do so, both by its  length and some provis ions tha t could be  seen as  overreaching and
unacceptable  to e ither APS customers or third pa riyfina nce  e ntitie s

SOLID is  requesting tha t a  pro forma contract be  deve loped as  part of a  Phase  II of
the  Worldng Group

4. Alloca tion Me thod

The  UCPP Worldng Group spent much of its  time  de te rmining how dis tributed
funds  should be  a lloca ted, with a  goa l of trying to minimize  program cos ts . SOLID has
concerns  regarding the  method chosen for non-res identia l funds  due  primarily to its
complexity and unwie ldiness . Although we  hope  the  sys tems works  as  planned, the re
was  a  s ignificant minority opposing the  proposed method and SOLID submitted a
minority report on this  is sue

One  e lement of the  proposed a lloca tion method is  a  'ranking cadcula torj a  ve rs ion
of which APS  has  submitted. SOLID be lieves  tha t the  ca lcula tor la cks  sufficient cla rity
a t this  time . Bids  will be  submitted to APS  and, due  to confidentia lly is sue s , will be
eva lua ted us ing the  ca lcula tor by APS a lone . Bidders  may not unders tand how to bid and



projects  may be  re jected Mthout clea r reasons . This  process  will not lead to a  s imple  and
transparent program tha t the  Commission requires  for the  UCPP.

We urge  S ta ff to ca re fully monitor the  program as  it goes  forward to insure  its
e ffectiveness . SOLID proposes  a lso tha t the  UCPP Working Group should review the
e ffectiveness  of the  a lloca tion method during it Phase  II.

5. Incentive  Cap for Dea le rs  and Manufacture rs

In Section 6.4 of the  proposed Plan, APS indica tes  tha t "dea le r's  and
manufacture r's  incentives" under PBI should be  capped a t 50%, versus  60% for
applicants and that deeders and manufacturers are  limited as to what costs can be included
in ca lcula ting the  cos t bas is . SOLID reques ts  cla rifica tion tha t the  50% cap and limits  on
what can be  included in the  cost bas is  apply only to sys tems ins ta lled on buildings  owned
by a  deader or manufacturer.

6. De fa ult

APS includes  Section 6.9 on default. This  is  an issue  tha t was ne ither discussed
nor agreed to by the  UCPP Worldng Group. SOLID be lieve  tha t such provis ions  should
be  deve loped by the  Working Group for the  2009 program.

Furthe r, a nd more  critica l, S OLID a sks  for the  following cla rifica tion: If the  AP S
proposa l is  accepted, the  proposed language  should apply only to projects  rece iving a  UFI
incentive , not a  PBI incentive . The  reason for this  request is  tha t the  proposed default
provis ions  do not tit a  PBI s itua tion because  they a re  pa rtia lly phrased in te rms of UFI
and, with the  mention of PV, a re  clea rly a imed a t UFI projects . For example ,
"[l]iquida ted damages  will apply if the  Pa rticipant fa ils  to ma inta in and ope ra te  the  DE
system for a t least one  year from the  da te  tha t the  Participant rece ives  the  incentive
payment." The  language  re fe rences  one  payment only, a s  with UFI.

In addition, and poss ibly more  importantly, the P BIprocess  provides  a  se lf-
correcting mechanism, i.e ., if the  sys tem is  not functioning, incentives  payments  will not
be  issued. Although SOLID be lieves  tha t APS should have  mechanisms to he lp in
assuring tha t the  DE program is  successful, we  a re  concerned tha t default discussions will
lead to the  ins titution of pena ltie s  tha t may/may not be  appropria te . Such a  pena ltie s
possibility has been suggested by the  APS CPA that has been issued as part of the  PBI
portion of the  program.

SOLID s trongly be lieves  tha t any potentia l de fault and/or pena lty
recommendations  should be  made  by the  UCPP Worldng Group as  a  whole . The  Sta te  of
Nevada  re jected proposed pena ltie s  when it initia ted its  program in order to insure  tha t
the  program encouraged entrance . APS and the  othe r Affected Utilitie s  have  the  ability
to monitor the  program in ways, such as  random inspections, e tc., to insure  its  success .
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7. Marke t-Based Projects

On page  3 of Attachment B, APS proposes  to include  a  ca tegory of "marke t-based
projects" s imila r to tha t proposed by the  UCPP Worldng Group. APS indica te s  tha t
projects  "involving more  than one  technology where  an inte rre la ted incentive  was  not
deve loped" by the  Working Group may pa rticipa te  in the  ca tegory of marke t-based
projects  tha t is  be ing proposed. We are  unclear regarding the  meaning of this  s ta tement.
SOLID wants  to insure  appropria te  process  is  given to these  incentives  to insure
cons is tency with the  rema inde r of the  DE P lan. In addition, SOLID be lieves  tha t such
market-based projects  should be  approved under some type  of objective  approval
s tandard and poss ibly be  required to rece ive  S ta ff or DE Pane l approva l. SOLID is
concerned that certa in of these  projects could enter the  arena and capture  the  vast
majority of the  dis tributed funds , a  s imila r s itua tion to wha t has  occurred in anothe r S ta te .

8. UCPP Phas e  II

SOLID has  noted various  issues  in this  filing tha t were  not addressed by the
UCPP Working Group. In addition, the  Working Group itse lf has  ra ised some  issues  and,
we  be lieve , S ta ff will be  recommending a Phase  II. We request tha t a  Phase  II of the
UCPP Working Group be  orde red to orde r be fore  the  filing of the  2009 P lans . We  would
like  to se e  the  following, a t a  minimum, occur:

a ) Es ta blis hme nt of a  'P ro-Forma ' CP A.
b) De te rmina tion of tre a tme nt of non-P V, off-grid sys te ms .
c) P roposa l for incorpora tion of pe rformance -based concept into the  UFI mode l.
cl) De fa ult provis ions  e s ta blishe d.
e ) Non-re s ide ntia l a lloca tion me thod re vie we d.

9 . Unintentiona l Errors  to be  Corrected

The  UCPP Working Group spent s ignificant time  deve loping a  proposa l to submit
to the  Utilitie s  Divis ion. None the le ss , due  to procedura l cons ide ra tions , the  Worldng
Group a ctivitie s  we re  suspe nde d prior to a doption of a  fa d docume nt. In the  fina l
Worldng Group mee ting recently, the  Group agreed tha t the  following technica l e rrors
should be  corrected:

a) In Section 4.2, "Installation and Equipment Specifications," Subsections 4.2.5
and 4.2.6 address non-residentiad solar thermal projects. Subsection 4.2.5
should read "Non-Residential Solar Space and Process Cooling" and
Subsection 4.2.6 should read "Non-residential Solar Water Heating, Space
Heating, and Process Heating."

b) The "Installation Guidance" for the above Subsections should read -
The horizontal tilt angle of the collector panels should be appropriate
under industry standards to maximize energy production.

•
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• A11 systems should be  insta lled such that the  energy collection system is
subs tantia lly in-shaded.

CONCLUS ION

SOLID apprecia tes  the  opportunity to submit these  comments  on the  APS
Implementa tion P lan and on issues  tha t apply to othe r Affected Utilitie s  in e ffecting the
RES . The  compa ny looks  forwa rd to continuing to work with the  Commiss ion in
achieving a  successful RES program and contributing to mee ting Arizona 's  renewable
energy goals .

Submitted by,

44 _,., \

Lori A. Glove r
November 12, 2007

co-CEO
S OLID Ene rgy, Inc.
10645 n. Ta tum Blvd., Suite  200
P hoe nix, AZ 85028
1g1over@solidsolar.com
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