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Y THE COMMISSION: 

INTRODUCTION 

A. Procedural Backmound 

Following a Special Open Meeting held on April 25, 2002, the Commission issued a 

rocedural Order in these consolidated dockets on May 2, 2002. The May 2,2002 Procedural Order 

t a hearing schedule for those issues delineated as "Track A" issues, and established a preliminary 

ocedural framework for meeting an October 21, 2002 completion date for Commission 

nsideration of competitive solicitation issues, which were delineated as "Track B" issues. The May 

2002 Procedural Order directed that Track B proceed concurrently with Track A, and instructed 

erested parties to file by May 13,2002, a list of proposed issues for consideration, and a procedural 

etable (including comment periods) for the Track B issues. The May 2, 2002 Procedural Order 

ordered the parties to submit to the Commission's Utilities Division Staff ("Staff') a list of 

ified persons to act as an independent consultant/evaluator, and ordered Staff to begin any 

ired procurement process as soon as possible. The May 2, 2002 Procedural Order directed Staff 

the parties to keep the Commission and the Hearing Division apprised of the progress being 

on Track B through docket filings, and to immediately contact the Hearing Division if 

onal issues required resolution. 

On May 13, 2002, Tucson Electric Power Company ("TEP"), Arizona Public Service 

any ("APS"), the Arizona Competitive Power Alliance ("Alliance"), the Residential Utility 

mer Office ('XUCO'') and Staff filed Track B proposals in compliance with the May 2, 2002 

Staff indicated in its filing that it anticipated awarding a contract to an 
I 

ral Order. 

ent Evaluator on or around July 8,2002. 

On May 31, 2002, Staff filed a list of issues for comment of the other parties. On June 20, 

ed on the proposals submitted on May 13, 2002, the First Procedural Order on Track B 

lished a procedural schedule that included workshops, as proposed by Staff, on July 24 

. The First Procedural Order stated that the balance of the procedural schedule would be 

on the Commission's Decision on the Track A issues, the consensus reached by the 

the workshops or othenvise, and whether a hearing on any Track B issues became 

z 
I 
1, 
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:cessary. The First Procedural Order set a dead 

102 list of issues by July 1, 2002, which response was to include 

it addressed in Staffs May 3 1, 2002 fili also set a dead1 

e Independent Evaluator to file a list 

orkshops. In addition, the First Proced 

:hieve a consensus competitive solicitation proposal as outlined by AP 

id directed Staff to continue preparation for the filing of a DraA Sta 

002 deadline referred to in its May 13, 2002 filing, pending the issuance of a furt 

competitive solicitation issues 

:hedule. 

Hearings were held on the Track A issues during the last two weeks of June, 20 

becision No. 65154 was issued on September 10, 2002, in these dockets. In additio 

etermination of Track A issues, Decision No. 65 154 ordered the parties to continue their efforts in 

’rack B to develop a competitive solicitation process’ that can begin by March 1,2003. 

The parties held an additional workshop on August 13 and 14,2002. 

On September 16, 2002, Staff filed a Request for Procedural Order (“Request”) asking that a 

rearing be set to commence on November 20,2002, following a third and final two-day w 

be held on September 26 and 27, 2002. APS and Panda Gila River, L.P. (“PGR”) filed respons 

Staffs request indicating their agreement that a hearing would likely be necessary to achieve 

-esolution of the Track B issues. While APS agreed with the procedural schedule proposed by Staff 

n its Request, PGR requested a scheduling conference so that all parties might comment on dates to 

)e included in any procedural order and on issues to be addressed at the hearing. The Second 

Procedural Order on Track B Issues was issued on September 24, 2002 and required the parties to 

file, by October 1, 2002, their proposed schedules for the conduct of a hearing to be held following 

the third workshop, and a list of the specific issues the parties believed remained to be addressed at 

the hearing. A Procedural Conference was held as scheduled on October 2,2002. It became known 

Decision No. 65 I54 ordered that upon implementation of the outcome of Track B, APS and TEP shall acquire, at 
a minimum, any required power that cannot be produced from their respective existing assets, though the competitive 
procurement process as developed in the Track B proceeding; and that the minimum amount of power, the timing, and the 
form of procurement shall be determined in the Track B proceeding. 

I 
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the October 2, 2002 Procedural Conference that the existing Track B schedule being discussed in 

e workshops did not require APS and TEP to provide their needs assessments and procurement 

-oposals until January 31, 2003, which was after the hearing dates being proposed by the parties. 

he Third Procedural Order on Track B Issues, issued on October 9, 2002, therefore required that 

PS and TEP file a needs assessment and procurement proposal, sufficient to inform the Commission 

1 its determination of the minimum amount of power, the timing, and the form of procurement as 

:quired by Decision No. 65 154 (“Needs Assessment”), along with supporting testimony, by 

lovember 4, 2002, in order to allow the other parties to respond in their pre-filed direct testimony. 

he Third Procedural Order also set the remainder of the procedural schedule for the hearing, and for 

le pre-filing of direct and rebuttal testimony and exhibits. 

On October 25, 2002, Staff filed its Staff Report on the Track B Issues. The Staff Report 

ontained a “Detailed Staff Proposed Solicitation Process” and also included a separate section 

etting forth Staffs position on unresolved issues. On November 4, 2002, APS and TEP filed their 

Jeeds Assessments pursuant to the requirements of the Third Procedural Order. Following the 

Jovember 4,2002 filings, the parties held an additional workshop on November 6,2002. 

On November 12, 2002, APS and TEP filed their direct testimony, including their response to 

he Staff Report. Also on November 12, 2002, Harquahala Generating Company, L.L.C. 

“Harquahala”), PGR, Reliant Resources, Inc. (“Reliant”), Sempra Energy Resources (“Sempra”), 

Nellton-Mohawk Generating Facility (“WMGF”), the Land and Water Fund of the Rockies (“LAW 

:und”) and RUCO filed their direct testimony and exhibits, including their responses to the Staff 

Xeport and to APS’ and TEP’s Needs Assessments. On November 18,2002, APS, TEP, Harquahala, 

’GR, Reliant, Sempra, WMGF, the LAW Fund, RUCO and Staff filed rebuttal testimony and 

:xhibits. 

Public notice of the proceedings on the Track B issues was published in the Arizona Daily 

Star on November 4,2002, and in newspapers of general circulation across APS’ service territoq? on 

either November 5 or 6 ,  2002. No further intervention requests were filed following the publication. 

The newspapers in which publication occurred were Arizona Republic, Bisbee Daily Review, Douglas Daily 
Dispatch, Flagstaff AZ Daily Sun, Holbrook Tribune, Parker Pioneer, Payson Roundup, Prescott Daily Courier, Sedona 
Red Rock News, Tri Valley Dispatck. Iti‘ckmburg Sun, Winslow Mail and Yuma Daily Sun. 

2 
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le hearing commenced on November 21, 2002. 

.ovided public 

e included in th 

Iwer purchase 

Mr. Bob Liden of Stirling Energy System 

, encouraging the Commission to 

e made for long terms in 

of such plants. No other parties appeared to provide public comment on 

sues. Staff, APS, TEP, Harquahala, PGR, Reliant, Sempra, WMGF, 

>peared through counsel and presented their witnesses. Other parties p 

icluded the Arizona Utility Investors Associati 

[oldings, LLC, PPL Energy Plus, LLC and PPL Sundance Energy, LLC ("PPL") and South 

ower Group I1 P'SWPG"). 

Staff, APS, TEP, AUIA, Harquahala, PGR, PPL, Reliant, SemprdSWPG, WMGF, the LA 

'und, and RUCO filed initial post-hearing briefs on December 18, 2002, APS, TEP, €1 .;uahal 

'GR, Reliant, SemprdSWPG, WMGF, the LAW Fund, RUCO and Staff filed r 

Iecember 3 1,2002. 

B. 

The Staff Report, filed on October 25, 2002, included a Detailed Staff Prcaosed Solicitation 

'rocess and Solicitation Timelines. (Exh. S-1 at 6-29). A copy of that section of the Staff Report i 

ittached hereto as Exhibit A. During the workshop process, Staff developed a draft working paper 

*egarding the competitive solicitation process and parties were able to provide substantive comment 

Goals of the Staff Proposed Solicitation Process 

4 

md make suggestions to Staff on the draft solicitation process. (Id. at 3) The numerous participants 

in the workshops, not all of whom participated in the hearing process, are listed in the Staff Report at 

pages 2-3. 

Staff has stated that its overriding goal in this process is to establish a transparent process that 

will result in cost savings for ratepayers, and that this goal should be used as a standard to evaluate 

every disputed issue in this proceeding. PGR agreed, stating it believes that the only way to fully 

explore and establish potential ratepayer cost savings is to solicit, from the competitive market, 
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ternatives to ‘‘CUI. mt ratepayer cost items.” PPL also believes that the competitive solicitation must 

e open, transparent, fair and unbiased as to all participants, and structured so as to best achieve the 

est value for ratepayers. Sempra and SWPG strongly support the competitive process procurement 

oak set forth in the Staff Report, and believe that the Commission should adopt a competitive 

rocurement process that allows for consideration of all types of competitive solicitations and 

roposals; requires sound economic and deliverability analysis of bids; and is not biased by nature 

nd design towards any predetermined outcome. 

As RUCO points out, the parties are nearly unanimous in their agreement that the goal of 

ompetitive power solicitation should be a least-cost mix of reliable power to customers. RUCO 

ielieves that the competitive power solicitation should yield cost savings for customers compared to 

vhat they pay today and what they expect to pay in the future, and believes that the Commission can 

neet these goals if the solicitation gives standard offer customers a least-cost portfolio of reliable 

:lectricity services. 

APS also endorsed the general goals of Staff in carying out the Track B process, and supports 

m effective power procurement process for consumers. 

C. Issues ReauirinrJ Resolution 

The issues on which the parties were unable to reach consensus, and thus require a 

Commission resolution, are as follows: 1) the solicitation and bid process to be approved, 

including whether to institute an integrated resource planning process; 2) the amount of capacity and 

energy to be solicited; 3) the bid evaluation method to be approved, including whether APS and TEP 

are required to accept any bids; 4) affiliate participation in the bid process; 5 )  the Commission’s 

prudency review of contracts resulting from the bid process; and 6)  the directio 

proceedings, including DSM and environmental risk mitigation programs. 

. . .  
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nd that the minimum amount of power, the timing, and the 

I the Track B proceeding. Decision No. 65 154 stated that the overriding concern of the Co 

lust continue to be ensuring that the citizens of Arizona h 

tower, and found that it is incumbent upon all parties to work together in such a manner t 

, 1 1 0 ~  competition and its expected benefits to develop in whatever timeframe is needed t 

,uccessful, while satisfying that concern. In Decision No. 65 154, the Commission stated its belie 

hat requiring some power to be purchased through the competitive procurement process will 

mcourage a phase-in to competition, encourage the development of a robust market for wholesale 

generation, and obtain s9me of the benefits of the new Arizona generation resources, while at the 

iame time protecting ratepayers. 

Decision No. 65 154 required that for purposes of the competitive solicitation process, t h q  

generating assets that APS may seek to acquire from its affiliate, PWEC, shall not be counted as APS 

xsets in determining the amount, timing and manner of the competitive solicitation. Also pertinent 

to Track B, Decision No. 65 154 ordered TEP and APS to work with Staff to develop a plan to resolve 

reliability must-run generation (“RMR’) concerns, and ordered Staff to include the results of such a 

plan in the 2004 Biennial Transmission Assessment (“BTA”). Decision No. 65154 ordered APS and 

TEP to file annual reliability must-run generation study reports with the Commission in concert with 

their January 3 1 ten year plan, for review prior to implementing any new RMR generation strategies, 

until the 2004 BTA is issued. 
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1. Parties’ Interpretations of Decision No. 65154 

a. “Minimum amount of power” 
? 

In Decision No. 65 154, the Commission ordered “that upon implementation of the outcome of 

’rack B, APS [and TEP] shall acquire, at a minimum, any required power that cannot be produced 

rom its own existing assets, through the competitive procurement process as developed in the Track 

3 proceeding. The minimum amount of power, the timing, and the form of procurement shall be 

Letermined in the Track B proceeding.” (Decision No. 65 154 at 33) Decision No. 65 154 expounded 

)n the phrase “at a minimum,” stating that “APS and TEP may decide to retire or displace inefficient, 

ineconomic, environmentally undesirable plants.” (Decision No. 65 154 at 23, fn. 8) Decision No. 

55154 thus set the minimum baseline amount of power that APS and TEP would be required to 

kcquire in the solicitation process. Decision No. 65154 left for this proceeding, however, the 

jetermination of the actual minimum amount of power to be acquired, the timing of the power 

Procurement, and the form of the procurement. (Decision No. 65 154 at 33) 

The parties are not in agreement as to the interpretation of Decision No. 65 154 regarding the 

amount of power that APS and TEP must solicit in the Track B procurement process. APS takes the 

3osition that it should not be requi to solicit supply beyond that which its own resources and firm 

:ontracts cannot provide. APS defines this supply as its “unmet needs,” and believes its calculations 

3f unmet needs, as set forth in its November 4, 2002, Needs Assessment filing, are in “strict 

conformance” with Decision No. 65154. TEP takes a similar position, stating that its contestable 

load for the initial competitive solicitation should include only TEP’s capacity and energy needs that 

cannot be met by its existing assets. AUIA similarly argues that the utilities should not be required to 

solicit any generation beyond any required power that cannot be produced from their own existing 

assets, unless the utilities decide to retire some generating plants. 

. . .  
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Staff and the merch 

ill be sent out for solicitation. Staff asserts that this 

mtestable load amounts, rather than establishing unmet needs3 

b. “Economical 1 y” 

Staff, in its pre-filed rebuttal testimony, proposed a modification to the languag 

Leport pertaining to the amount of capacity or 

ompetitive solicitation. (Exh. S-4 at 11-12 (Rebuttal Testimony of Alan Kessler)) Staff proposed to 

nsert the word “economically” on page 4, line 20 of the Staff Report before the word “served.’*Q 

;taff proposed this change in response to APS’ November 4,2002 Needs Assessment, in which APS 

n-oposed to procure a large portion of its required e 

:ompetitive solicitation p r o ~ e s s . ~  Staff explained that it proposed this change to clarify that, during 

he development of the solicitation process, Staffs intention was to have the vast majority of 

.easonably expected purchases of capacity and energy acquired through the initial solicitation procesl 

Staff proposed. (Id. at 12) Staff believes the anticipated amount of “economy energy” APS 

. .  

I . .  

. . .  

Staff explains that “unmet needs” describes the capacity and energy that the utility is not able to supply from its 
own facilities, and that “contestable load” describes the amount of capacity and energy for which a competitive 
alternative may be available. TEP similarly states that “unmet needs” connote those capacity and energy needs that 
simply cannot be met by the utility’s existing assets, and that “contestable load” connotes the amount of capacity and 
energy that must be put out to bid in the solicitation process. 

During the hearing, Staff confirmed that in accordance with this change, the word “economically” should also be 
inserted in the Staff Report at page 6 ,  line 5 ,  before the word “served” and at page 35, line 5 ,  before the word “supply.” 

APS stated that these purchases would be “economy energy” purchases. This issue is discussed in a separate 
section below. 

3 

4 

5 
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ientified in its Needs Assessment should be solicited on a firm or dispatchable basis, and then 

raluated by the utility based on the information it will acquire as a result of the solicitation, to 

:tennine whether contracts for power are better alternatives than reliance on spot markets. (Id.) 

taff emphasized that the utility should remain responsible for making, and justifying its decisions 

hen evaluating bids. (Id.) 

APS argues that a requirement that it acquire, through competitive solicitation, needs not 

xonomically” served by existing utility-owned generating capacity or through existing contracts is 

mtrary to specific language in Decision No. 65 154 and would subject APS to financial risk. AUIA 

rgues that insertion of the term “economically” in the parameters of the competitive solicitation 

rould dramatically alter the amount of utility load that could be subject to bid under the terms of 

becision No. 65154. TEP is also concerned that such an approach may subject the entire load of a 

tility to competitive solicitation, and believes that it will complicate the process and interfere with 

n assessment of how a competitive solicitation may best be conducted in the hture. 

Harquahala, PPL, PGR, Reliant, Sempra and SWPG support the use of the tern 

‘economically” as recommended by Staff Harquahala believes the term “economically” should 

lpply to both capacity and energy procurements, and is of the opinion that imposing an “economic” 

:riteria for the solicitation will promote fiscally responsible choices, not financial risks. Sempra and 

5WPG believe inclusion of the term “economically” is consistent with the Commission’s stated 

Ibjective, in Decision No. 65154, of insuring just and reasonable rates for captive customers. PPL 

;tates that the concept is consistent with the goal of reduced costs to customers, and that allowing 

efficient new generation units to compete against less efficient units should result in consume1 

savings with less environmental impact. Staff asserts that to construe Decision No. 65 154 as omitting 

considerations of cost when determining contestable load is logically inconsistent with the 

Commission’s goal of providing ratepayers with reliable power at the lowest possible cost. 
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2. Discussion/Resolu tion 

g APS and TEP to solicit, t 

3t ec 

contrary to Decision No. 65 154. In their arguments that De 

)licitation to “unmet needs,” APS, TEP and AUIA offer n 

ur prior statements that “the minimum amount of power, 

iall be determined in the Track B proceeding” (Decision 

lay decide to “retire or displace inefficient, uneconomic, environmentally undesirable plants. 

Decision No. 65154 at 23, fn 8, emphasis added) 

:ommission in the amount of power we may require 

rocurement process. At a minimum, as we stated in Decision No. 65154, AI’S and 

.cquire, through this competitive solicitation, any required power that cannot be produced from the 

espective existing assets.6 Nothing in this Decision changes that requirement. 

The Commission’s purpose in establishing this Track B proceeding was not to determine 

WS’ and TEP’s “unmet needs,” but to determine the actual amount of power to be solicited in 

:ompetitive solicitation, which necessarily will include, but will not be limited to, their requir 

I jower that cannot be produced from their respective existing assets. Based on the record in this 

xoceeding, we believe that it is in the best interest of APS’ and TEP’s ratepayers for APS and TEP 

:o test the market in this solicitation, beyond the amount of required power that cannot be produced 

Staffs updated version of Exh. S-5. discussed further below, is attached hereto as Exhibit B. Exhibit B includes 
the most recent estimates available of APS’ and TEP’s required power that cannot be produced from their own existing 
assets, as follows: 

For APS, 1,661 MW of capacity and 639 GWH of energy for 2003; 1,935 MW of capacity and 840 GWH of 
energy for 2004; 2,055 MW of capacity and 1,228 GWH of energy for 2005; and 2,151 MW of capacity and 1,469 GWH 
of energy for 2006. 

For TEP, 50 GWH of energy for 1003; 46 GWH of energy for 2004; 120 GWH of energy for 2005; and 104 
GWH of energy for 2006. 

Staff states that these numbers are subject to adjustment in the Pre-Solicitation process set forth in the Staff 
Report at pages 12-22, which pages are included in the attached Exhibit A. 

j 
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-om their respective existing assets or existing contracts, which will allow APS and TEP to evaluate 

ihether reliable generation is available at a lower cost than that produced by their own existing 

ssets, or at a comparable level of cost, but with reduced adverse air quality and water issues effects, 

ompared to their own existing assets. A broader solicitation will also further the goal of 

ncouraging the development of a robustly competitive wholesale generation market in Arizona. The 

.mount by which APS and TEP must test the market in this competitive solicitation, and which will 

nclude their required power that cannot be produced from their respective existing assets or existing 

bontracts, will be referred to herein as “contestable load.” We will require that the initial competitive 

,elicitation be issued for the amount of APS’ and TEP’s contestable load, as set forth in this 

Iecision, and that it not be limited to required power that cannot be produced from their respective 

:xisting assets or existing contracts. While this record has not developed sufficiently quantitative 

:valuation criteria for measuring and weighing environmental impacts, we are cognizant of the 

ncontrovertible fact that natural gas-fired, combined cycle, combustion turbine generation emits far 

kwer pollutants than oil-fired or coal-fired generation. That said, it is also true that “location 

natters,” and relatively higher polluting generation far from highly populated airsheds may be 

preferable to a natural gas-fired, combined cycle, combustion turbine plant in a ighly populated 

3irshed. These contradictions make it i ossible for us to set a firm benchmark in this Order. 

Therefore, we will require the utilities to prepare an environmental analysis for this Commission and 

submit it to this docket within 90 days of completion of the solicitation. That analysis will detail the 

environmental effects of the utilities’ power supply portfolio resulting &om this solicitation against a 

benchmark analysis of the environmental impacts of the utilities’ past five years of operations. 

If the competitive solicitation for contestable load yields bids for capacity or energy beyond 

required power that cannot be produced from their respective existing assets or existing contracts, and 

if the utilities determine, after serious economic and technical analysis, that the offered capacity or 

65743 
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iergy would serve their customers more economically than their existin, assets, then the utilities 

ith reliable power at 

f encouraging the development of a vibrant wholesale generation mark 

Lability to properly assess and weigh environmental factors as noted 

ampetitive solicitations are able to accurately and reliably assess the environmental impact 

Aicitation decisions, we direct Staff to begin a series of environment 

ommencing in the summer, in which taff and the parties shall develop a set of criteria that are 

nowable and measurable and which can be used in future solicitations to weigh the environmenta (I 
mpact of offers received in the solicitation process. 

In regard to the APS claim that expanding the solicitation beyond required power fhdL cannot 

,e produced from its existing assets or contracts would subject APS to financial risk, we note that 

iince APS will make the decision as to how much competitive power to procure, beyond its 

Sequirements that cannot be produced from its own existing assets or contracts, any financial impact 

rement is within APS’ control. This Order is not intended to change the current rate 

3ase status of any such existing assets. (I 
B. Capacity and Energv to be Solicited (Contestable Load) 

1. Determination of Contestable Load Estimates 

a. Positions of the Parties 

APS and TEP took the position that contestable load (as defined herein, above) should consist 

only of required power that cannot be produced from their respective existing assets or existing 

contracts. In its Needs Assessment, APS proposed to procure only the amounts set forth in Schedule 

PME-1, attached to Mr. Ewen’s Direct Testimony, Exh. APS-1, through the initial Track B 

solicitation. Staff and the merchant intervenors took the position that contestable load for the initial 

65743 16 DEClSION NO. 
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,licitation should ,nclude more capacity and energy than APS’ and TEP’s estimates of required 

3wer that cannot be produced from their respective existing assets or existing contracts, as 

:presented in their respective Needs Assessments. 

The Staff Report included a table that provided estimated contestable loads for APS and TEP 

)r the years 2003, 2004, 2005 and 2006, broken down into capacity and energy. (Exh. S-1 at 7) 

taff states that it used the capacity requirement and average system capacity factor information 

rovided by the utilities to develop its estimates, which are not precise. (Exh. S-3 at 7 (Rebuttal 

‘estimony of Alan Kessler)) Staff explained that under its approach, contestable load and energy 

rouid be adjusted during the Pre-Solicitation phase of the solicitation process (see Exh. S-1 at 12-16) 

3 accommodate changes in projected load and system economics, with final quantification to occur 

nor to the issuance of the initial solicitation. (Exh. 5-3 at 7) At the hearing, Staff presented its 

Levised Contestable Loads Estimate, Exh. S-5, which is an updated version of the Staff Report 

stimates? A significant portion of the increase in Staffs APS energy estimates from those in the 

;taff Report results from the addition of “economy purchase" amounts. Those “economy purchase” 

imounts are identical to the “economy energy” amounts appearing in Schedule PME-13 to APS’ 

. .  

.. 

. .  

. .  

The Staff Report states that the table appearing at page 7 of Exh. S-1 (the Staff Report) was based on capacity 
numbers, provided by APS at the August workshop, which Staff also used to derive the energy numbers. APS provided 
revised capacity and energy numbers to Staff on October 23, 2002. ere was not sufficient time for Staff to 
review and analyze the revised information for inclusion in the Staff the October 25, 2002 filing date, Staff 
attached the revised APS information as Appendix Two to the Staff hearing, Staff presented hearing Exh. 
S-5 as a replacement for the table appearing on page 7 of Exh. S-I. tated that APS supplied all the parties 
with additional new information at a November 6, 2002 workshop, that more additional information was received a few 
days prior to the hearing, and that the new information was incorporated into Staffs preparation of Exh. S-5. (Tr. at 51- 

1 
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msolidated dockets, that a high 

le Commission should instead 

.eport. As justification for Commission adoption of the higher contestable load for APS, 

oints to A P S ’  stated plans at the August workshop, prior to Decision No. 65 154, to displ 

jgawatt hours (“GWH”) of energy from its own generation with long-term procurement 

rom its affiliate Pinnacle West Energy Corporation’s (“PWEC”) new combined cycle gas 

n 2003. (See Schedule PME-3R to Exh. APS-4 (Ewen Rebuttal Testimony)) Harquahala also 

easons that the discrepancy between APS’ earlier plans to procure energy and capacity its 

iffiliate PWC, and the current plans to purchase comparable amounts of energy on the spot rn 

. .  

.. 

. .  

. .  

, . .  

. . .  

This most recent of Staffs contestable load estimates incorporates the elimination, discussed at the hearing, of a 

215 MW from Staffs energy estimates for APS. For Staffs TEP estimates, the updated version of S-5 includes the 
addition of previously unavailable local RMR generation estimates, and the addition of “economy purchases” to Staffs 
energy estimates for TEP. In its Reply Brief, TEP argues that the new contestable load amounts in that exhibit have not 
been subject to cross-examination or other inquiry should not be adopted in this Decision, particularly since Staff 
acknowledges those loads will be refined and adjust the Pre-Solicitation process. 
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credibility to the capacity and energy calculations for APS submitted by Staff, PGR and 

arquahala.’ Harquahala believes that a specific number in terns of megawatts (representing 

ipacity) and megawatt-hours (representing energy) should be included in the Decision on this 

tatter, and supports using the numbers presented in Exh. S-5 as the minimum amounts for the 

tilities to competitively procure. 

APS stated in its brief that although it finds the numbers set out in Exh. S-5 to be acceptable 

stimates of what they purport to be, with the caveat that reliability must-run generation (“RMR’) 

umbers may be revised upon completion of the ongoing RMR study,” the numbers are estimates 

ased on the information then currently available, and should not be viewed as any definitive 

idication of what APS may procure through the solicitation process. 

TEP advocates that the Commission should clearly set out the types of load and the 

ppropriate methodologies for determining contestable load, rather than adopting contestable load 

lumbers that will require updating, and believes that a focus on methodology in this Track B 

)exision will meet the Commission’s goals for a competitive solicitation. Staffs position is 

,ornewhat aligned with APS’ and TEP’s on this specific point, insofar as Staff believes that while the 

:ommission will have to choose an appropriate number to represent the utilities’ contestable loads, 

hose numbers should be targets, rather than absolute requirements. Staff recommends that the 

Schedule PMESR to Exh. APS-4 ( 1 Testimony of Peter M. Ewen), and Exh. No. CCR-1 to Exh. Panda-2 
Direct Testimony of Craig R. Roach, PhD), APS’ August Workshop estimates of the amount of APS generation it 
ilanned to displace with energy from what APS termed “PWEC Dedicated Generation.” Footnote 7 to Schedule PME-I, 
md Schedule PME-13 to E&. APS-1 (Direct Testimony of Peter M. Ewen) depict APS’ Needs Assessment estimates of 
mtential economy energy purchases and for net unmet reliability needs. A comparison is reproduced here for the years 
2003-2005: 

APS’ August Workshop plans 
for PWEC displacement of APS 

APS’ November Needs Assessment 
Plans for potentid economy energy 

generation energy purchases reliability needs 

APS’ November Needs 
Assessment Plans for net unmet 

639 GWH 
840 GWH 

2003 5,728GWH 3,705 GWH 
2004 6,170 GWH 4,033 GWH 
2005 7.217 GWH 6,695 GWH 1,228 GWH 

APS added that even though Staff estimates of RMR and economy energy may be reasonable, APS believes it is 10 

inappropriate to include RMR and economy energy in the Track B solicitation process. 

65743 
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apacity, but not energy, for which the utilities should solicit bids. RUCO states that soliciting for 

apacity is more important, because once the utility has sufficient capacity, the dispatch of that 

apacity will be determined by the variable cost of each MW of capacity an 

our. The LAW Fund took no position on the contestable load for the initial sol 

t did not wish to delay the first round of solicitations, but advocated for mandatory inclusion of a 

)emand Side Management (“DSM”) solicitation component and an environmental risk management 

)olicy in the second and subsequent solicitations. 

b. DiscussiodResolution 

At the hearing, Staff provided the following explanation of the purpose of its contestable load 

xtimates: 

Staffs recommendation that this amount be solicited is not a recommendation that 
necessarily the utilities purchase as a result of this first solicitation all of those 
supplies, both capacity and energy that are offered or that are being solicited for. They 
still have the obligation of evaluating those bids to see whether or not they are the 
most economical and reasonable products to serve their customers’ needs. 

(Tr. at 156) 

We agree with Staff on this point. We believe that the solicitation process developed by the 

parties, as proposed by Staff, is a necessary step in our goal of encouraging the development of a 

healthy competitive wholesale generation market in Arizona. We also recognize that the 

responsibility of the utilities is to provide for the continuing need of its ratepayers to maintain a 

reliable supply of electricity at reasonable rates, and that this primary obligation exists, and will 

65743 
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Dntinue to exist, whether a utility has an affiliate operating in the Arizona wholesale market or not. 

‘EP’s position that we should only set out the types of load and the appropriate methodologies for 

etermining contestable load, rather than adopting specific contestable load numbers that will require 

pdating, might be acceptable under differing circumstances. However, at this time, we are faced 

d h  the fact that although the parties to this matter spent months wcrking out numerous issues 

egarding the solicitation, they were unable to reach a consensus on contestable load amounts prior to 

he hearing. Because it is our desire to provide the parties as much clarity as possible on the 

larameters of the solicitation, we will adopt contestable load numbers for capacity and energy in this 

Iecision, and will set out the appropriate methodology for refining and adjusting them in the Pre- 

iolicitation process. Our adoption of specific numbers for contestable load will not require the 

itilities to accept bids that they judge to be unreasonable, uneconomical, or unreliable pursuant to the 

,id evaluation requirements of this Decision. 

The major areas of disagreement regarding determination of contestable load numbers 

:entered on whether contestable load should include RMR and economy energy purchases. 

2. Reliability Must-Run Generation (“RMR’? 

Transmission constraints currently limit the capacity and energy that can be delivered from 

wticular generators over particular lines to load in the Phoenix, Tucson, and Yuma areas, and may 

give rise to RMR requirements inside those load pockets. (Exh. 5-4 at 3-4 (Rebuttal Testimony of 

Jeny Smith)) 

a. Inclusion of RMR in the Solicitation 

1) Positions of the Parties 

Staff believes that RMR should be included in the initial solicitation as contestable load, 

because such inclusion will reveaI whether and to what extent the market will provide solutions to 

smission import constraints (Tr. at 277-278). PPL, PGR, Harquahala, and WMGF are in 

65743 
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greement with Staff.’ states that failure to include 

a1 to diminish the benefits to b 

inue using gener 

from cheaper and cleaner sources. 

n contestable load 

conomic and environmental merits o 

Exh. S-4 at 6) Staff states that there are three conditi 

:odd be contestable: 1) if non-utility owned or non-rate based generation exists locally; 2) if remot 

:eneration has access to non-APS or non-TEP firm transmission capacity that would enable deliver 

o the local area; or 3) if owners of remote generation offer to finance transmission improvements t 

.emedy the transmission constraint. (Exh. S-4 at 5) Staff asserts that units exist internal to t 

:onstraint that can bid, that transmission paths other than the incumbents’ exist that could be used, 

md that, at least in the long term, transmission enhancements could accompany an RMR bid. (Staffs 

hitial Br. at 4, citing Tr. at 149-150, 151, 173-174,279-280) 

TEP opposes inclusion of RMR in the initial solicitation, as it believes that such a requirement 

goes beyond the intent of Decision No. 65 154. TEP argues that RMR is not suitable for the proposel 

solicitation process, and that TEP cannot reasonably acquire RMR economically through that 

process. TEP claims that the vast majority of its RMR needs are for voltage stabilization of the 

system, and can only be served by TEP’s local generation. TEP argues that given the nature of TEP’s 

service area, no realistic short-term RMR solutions are available on a competitive basis, and that all 

three of Staffs factors on RMR contestability likely cannot be met for the TEP service area in the 

short term. TEP disagrees with Staffs position that inclusion of RMR in the solicitation may lead to 

PGR does not believe that it has yet been established that there presently should be either RMR capacity or 
energy requirements, as it has not been allowed to participate in the RMR studies, and has seen no evidence that would 
justify such requirements. However, PGR agrees that previously designated RMR capacity should be subject to 

I 1  

competitive solicitation. 
65743 
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ong-term transmission enhancements, arguing that long-term solutions are contrary to the generally 

nticipated 2003-2006 timeframe to be covered by the initial solicitation. TEP also believes that 

ncluding RMR in contestable load may significantly delay the initial solicitation, due to the interest 

n RMR issues and the anticipated adjustment of RMR load numbers based on the January 2003 

W R  study results. TEP also argues that soliciting and analyzing bids for RMR capacity and energy 

nvolves issues beyond an analysis that focuses primarily on price. TEP urges that if the Commission 

iecides that RMR capacity should be competitively bid, that such bidding be deferred. 

APS states that there is no precedent of which it is aware for bidding out company-owned 

2MR capacity, that Staff took the position in the Track A proceeding that RMR should not be 

jivested, and that bidding APS-owned RMR runs the risk of ignoring the ancillary services benefits 

jffered by such RMR units, such as spinning reserve and voltage support. APS points out that it has 

igreed to competitively bid for non-APS supplied RMR, and that this will allow for a “market test” 

i s  suggested by Staff and some of the intervenors. APS argues that although the likelihood of 

Weceiving a competing bid for the handful of hours served by APS-owned generation resources is 

slight, the continued non-contestability of existing APS generation has important symbolic 

significance in the financial community, and that there is no evidence on the record that making rate- 

based assets contestable will benefit customers. 

WMGF argues that whether APS-owned RMR does or does not provide ancillary services is 

not a matter that affects whether such generation should be contestable in the competitive solicitation 

process, because APS can simply i de any required ancillary services in the bid solicitation, and 

can consider their value during the bid evaluation process. 

AUIA believes that inclusion of RMR in the 2003 solicitation does not serve a public purpose, 

is premature prior to completion of the required RMR studies, and may be destabilizing to utility 

finances. 
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olicitation review process as outlined Report. Inclusion 

olicitation is therefore not premature. 

ed information availabl 

We agree with WMGF that whether APS-owned RMR does or do 

ervices is not a matter that affects whether such generation should be conte 

olicitation process, because APS and TEP can simply include any required *ancillary 

er their value during the bid e ahation process. 

TEP argued that all three of the 

:ontestable likely cannot be met for the 

lowever, that he was aware of distributed generation and renewable facilities in the TEP service a 

er which RMR capacity and e 

Tr. at 279) Until the solicitation occurs, it remains unknown whether, as TEP claims, RMR is 

uitable for the proposed solicitation process and can reasonably be acquired economically through 

hat process. We believe that many of the issues TEP raised can and should be addressed in the Pre- 

which TEP is a participant. TEP’s participation in that study should also provide TEP an opportunity 
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003-2006 timefran.:, longer term RMR solicitations or offers should not be discouraged. As with 

on-RMR bids, and consistent with our desire to encourage the development of a robust wholesale 

eneration market in Arizona, we expect both TEP and APS to give serious consideration to longer- 

:rm bids as well as short term bids. 

We find that it is reasonable and in the public interest that all generation that can reliably 

leliver energy into the load pockets, under the RMR conditions outlined by Staff, should be allowed 

D compete in a fair and open manner to supply energy and capacity to both APS and TEP. We will 

herefore require that RMR capacity and energy resources, including both utility owned and non- 

ltility owned resources, be contestable in the competitive solicitation process to help resolve 

hzona’s load pocket problems in the most economical, efficient and air quality and water issues- 

iiendly manner possible. Notwithstanding any other provisions of this Order, TEP and APS shall 

:valuate all bids, including those that may cover hours of the year designated as RMR hours, to 

letermine whether or not they provide benefits to consumers. 

b. Separate vs. concurrent solici+.ition of RMR capacity and energy 

1) Positions of the Parties - 

APS and TEP propose that if RMR capacity and energy must be solicited, that the solicitation 

3hould be conducted separately from the initial solicitation. APS believes that the unique delivery 

issues associated with non-APS owned RMR needs, which it does not oppose being made 

contestable, merit separate consideration. PGR agrees that a solicitation for RMR requirements 

should be conducted as part of the Track €3 solicitation, b separately from the solicitation for non- 

R requirements. PGR argues that by carving out RMR from the solicitation that bidders may be 

able to make better deals for capacity and energy because they know that other capacity and energy 

would be used to provide RMR service during RMR hours, 
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vhether RMR is included in the same RFP or auction block with non-RMR capacity and 

his initial solicitation will be adequately addressed during the Pre-Solicitation process describe 

C. RMR Studies 

APS, Salt River Project, TEP and the Western Area Power Administration are currently 

Darticipating in RMR studies for the years 2003-2005 to be filed by APS and TEP with the 

Commission by January 3 1,2003, and which are to include the identification of RMR hours, capacity 

and energy. (Tr. at 147, 150; Exh. S-4 at 5) Staff states that the resulting study information will then 

be available to incorporate in the pre-solici ompetitive solicitation 

process. Staff anticipates th Once the RMR study reports are filed, parties will have an opportunity 

activities of the 200 
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l comment on and critique them, and Staff would utilize those comments as a means of judging the 

lerits of the study results. (Tr. at 15 1 - 152) 

PPL, Harquahala and PGR expressed concern that the merchant intervenors were not 

articipants in the RMR studies. PGR requests that the Commission order that merchant intervenors 

e allowed to participate and comment. Staff testified that the transmission providers are under a 

iort time constraint to complete the study work, and that Staff believes that as long as the process 

nds up with the opportunity for comment and review that the public interest will be served. (Tr. At 

48) PPL believes that our Decision in this matter should address the substance and timing of non- 

tility participation in review and comment on the study, and that substantive response and 

qodification, if called for by the “informed and credible” comments from recognized authorities, be 

equired. PPL believes that the critical impact of the studies upon the competitive solicitation and its 

conomic impacts on Arizona ratepayers mandate that such a meaningful “peer review” component 

le built into the process as part of our Decision in this matter, and further believes that once RMR 

:onditions are quantified, that the Commission should continue to monitor the situation, as active 

nonitoring may lead t a a  better understanding of the physical constraints and solutions to help 

-esolve the RMR condition, and deter any biased operation of the system. 

We believe that the anticipated Staff and Independent Evaluator review of comments from 

ion-utilities in response to the January, 2003 RMR studies will allow Staff and the Independent 

Evaluator to judge the merits of the study results and properly apply the results during the Pre- 

Solicitation process outlined in the Staff Report. PPL’s concerns regarding continuing monitoring of 

RMR conditions are being met by Staffs ongoing BTA process. If PPL has specific continuing 

concerns, it may consult with Staff 

. . .  

. . .  
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Tr. at 350-352) 

that the Federal Energy Regulatory Commission (“FERC”) would be opposed to a utility obtaini 

the benefit for its customers of lower RlWR costs, if the utility were to receive a bid 1 

contracting parties can adequately and effectively deal with the hypothetical event (see Tr. at 352) 

that neither set of protocols are in effect at some time in the future. 

e. Yuma area 

WMGF disagrees with APS’ position that existing transmission counterflows in the Yuma 

area, which result fkom two Yuma area generators selling power into California (TT. at 667), obviate 

the need for APS to solicit RMR generation for the Yuma area. WMGF claims that because APS’ 

customers have no assurance that this no-cost transmission “service” will be available when needed, 
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tat APS should not be allowed to use the existence of the counterflows in the competitive 

)licitation evaluation process. 

APS responds that the fact that APS can take advantage of local generation support provided 

y two non-APS units that sell outside the Yuma area, at no cost to APS customers, so that APS can 

se local generation only when necessary, does not support requiring .IPS to buy products from 

YMGF that it does not need. APS views the WMGF project as one of several possible fbture 

=sources for meeting load-serving obligations in Yuma, but states that the proposed WMGF project 

j by no means the only option APS has to address future load-serving capability at Yuma. (Exh. 

P S - 7  at 6 (Rebuttal Testimony of Thomas Glock)) APS states that it would not want to foreclose 

dher options by committing now to a project that does not have either a Certificate of Environmental 

:ompatibility or any financing, particularly given today’s difficult credit environment. (Id.) 

The same solicitation parameters for RMR capacity and generation will apply to APS for the 

{uma area as for the Phoenix area. A determination of whether RMR in the Yuma area is 

:ontestable will be dependent upon the results of the forthcoming RMR studies, and Staff and the 

aluator’s review of comments filed on those results. If there is contestable load in the 

Yuma area, as determined in the Pre-Solicitation process by Staff and the Independent Evaluator after 

heir review of comments submitted on the RMR study results, APS will be required to solicit bids. 

ake a proposal to APS, and as with all bids received, it 

determine whether it i s  in the best interests of its ratepayers to procure a product or products from 

itation versus Spot Market Purchases 

a. - APS 

In its Needs Assessment, APS proposed to procure only the amounts set forth in Schedule 

PME-1 attached to Mr. Ewen’s Direct Testimony, Exh. APS-I, through the initial Track B 
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brokers, also outside the initial solicitation process. 

Testimony)) APS argued that this 

solicitation process for “economy e 

(Exh. APS-5 at 10-13 (Carlson Rebuttal 

Id be the “least-harmhl” way to test the viability 

4 Staff, Marquahala, and PGR are opposed to both of APS’ proposals. Staff characterized the 

type of purchase described by APS as sp et purchases, and stated that it is not opposed to APS 

acquiring energy on the spot market, as long as APS makes every effort to solicit for all of its needs 

in a fair and transparent solicitation. (Exh. S-3 at 8-9) Staff believes that the initial solicitation 

should include all the additional capacity that APS and TEP believe they will need for the period 

covered by the solicitation, an 

the specified time period, in order to determine market prices for both capacity and en 

11 of the energy that they expect to purchase from third parties for 

Schedule PME-I already 
and to place the older West Phoen 
18) 

APS’ plans to retire the 4MW ChildsiIrving hydro facilities at the end of 2004 
units 4 and 6 in cold reserve for the years 2003 through 2012. (Exh. APS-I at 

12 

These amounts are also reproduced for the years 2003-2005 in footnote 9, above. 13 
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hen assess the risks of alternative supply scenarios. (Id.)  Staff believes that such a solicitation will 

eveal whether there is energy on the market that is priced in a way to make the spot market 

inattractive. (Id. at 10) Staff explained that a utility might find that firm energy is available at prices 

hat make the potential benefits of the spot market, with its price volatility, unattractive, and might 

ilso find that dispatchable energy is available at prices below the utility’s marginal costs of 

;eneration. (Id.) Staff believes that under those circumstances, locking in dispatchable energy 

luring the initial solicitation will assure some consumer benefits while still allowing the utility to 

naintain the flexibility to go to the spot market when circumstances dictate. (Id.) PPL also believes 

hat utilities should be allowed to make economy purchases, but that they should not use this practice 

is a means of avoiding and frustrating the essence of the competitive solicitation requirement. PPL 

irgues that the Commission should require APS to bid almost all of the economy energy purchases 

dentified in the Needs Assessment. 

PGR claims that a comparison of Schedule PME-1 to Exh, APS-1, which appears in APS’ 

Veeds Assessment, to an APS Load and Resource Forecast table presented at the August 13 and 14, 

2002 w ~ r k s h o p ’ ~  demonstrates that APS, with its economy energy plan, hopes to subvert the 

solicitation and instead purchase from PWEC’s Redhawk plant at spot make ces. (Exh. Panda-2 

at 15) PGR states that these two documents evidence a change from a S proposal, in August 

2002, to acquire energy on the basis of a 38 percent to 41 percent average annual capacity factor, to a 

ent capacity factor’’ in APS’ Schedule PME-1. (Id.) P ’s witness stated that APS’ August 

workshop table shows that what APS termed “PWEC Dedicated Generation,”’6 with 1,700 MW of 

capacity, would generate 6,170 GWH of energy in 2004 to displace APS generation, which equates to 

The referenced table is reproduce Exh. No. CCR-1 attached to hearing Exh. Panda-2 (Direct Testimony of 
Craig R. Roach, PhD). See also foomote 9, above. 

“Capacity factor” is the percentage of hours a generating unit is actually in operation out of the hours it is 
available. 

identified on Exhibit CCR-I to Exh. Panda-2 as West Phoenix CC Units 4 6t 5 ,  Saguarao CT Unit 3, and 

I4 

Ib 

dhawk CC Units 1&2. 



1 

2 

4 

5 

6 

7 

8 

9 

11 

12 

13 

14 

i. 15 

16 

15 

1 8  

15 

2c 

21 

2; 

2: 

’ 21 

21 

21 

2’ 

21 

.. 

Harquahala, PGR, and PPL a 

tercent of its forecast “economy en initial solicitation process, t 

eries of quarterly auctions. Harquahala assert hat APS’ compromise solicitation 

ittempt to delay significant competitive procurement until after APS can make its case 

he PWEC units in rate base in the upco ing rate case. Reliant, however, in line with its position that 

m auction should be held for at least one-third of the u lities’ contestable load, 

zornmission requiring adoption o 

ieliant suggests that if the auctio 

:ommission, that the Commissio 

TEP to solicit econ 

ma’s consumers the benefits d 

Arizona and possible future expansion 

3eyond 50 percent of economy energy. AUIA argues that APS should have the choice of meeting its 

mergy requirements in the manner of its choosing. 

APS believes that the appropriate benchmark for determining whether pre-bidding economy 

purchases is better for customers is not simply whether a generator can beat a current estimate of the 

future operating costs of a particular APS gene tor. Rather, APS argues, the correct questions are 

whether 1) placii i g  restrictions on how APS procu economy energy in Track B and 2) requiring the 
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rocurement to occ:.: far earlier than would otherwise be the case yield a better result than simply 

ontinuing with an already proven and successful economy energy program. 

The Commission does not discourage the appropriate use of economy purchases for utilities to 

educe energy costs to customers. The utilities shouId retain the ability to fil l  unplanned or 

inexpected needs from the spot market when appropriate. However, the record in this proceeding 

lemonstrates that prior to Decision No. 65 154, APS was considering a procurement strategy that was 

lot dependent upon spot market purchases for such a large amount of its energy needs, but instead 

inticipated displacement of APS generating assets with power from its affiliate, PWEC. We do not 

jelieve that including in contestable load what APS has termed “economy energy” amounts to 

‘placing restrictions on how APS procures economy energy” or “requiring procurement far earlier 

han would otherwise be the case.” Rather, inclusion of these amounts simply requires that APS 

;olicit bids, in a fair and transparent process, for this energy. This solicitation is necessary so that 

the spot market. APS has previously made such a determination, as evidenced 



I 

7 

e 

I 

I 
11 

1’ 

1‘ 

21 

2 

2 

2 

2 

2 

2 

to its November 4, 2002 N 

acknowledged that inclusion of reserves on all load, and not just APS load, could be appropriate. 

s Assessment, but added 1 

3-14) Staff also added APS’ RMR 

but did not include 

Staff agreed with PGR bidders could easily be counted 
recognizing bidders’ reserves will also make it easier for the Staff and the 

its of alternative bids during the bid evaluation. 
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navailability of the Yuma area data. Staff recommends that the final APS capacity solicitation 

mounts be appropriately updated by the RMR capacity amount for the Yuma area when the results 

f the RMR study are available, which should be on or before January 31, 2002. As currently set 

orth in its updated version of hearing Exhibit S-5, attached hereto as Exhibit B, Staff recommends 

hat APS solicit bids for 2,460 MW of capacity in 2003; 2,734 MW of capacity in 2004; 2,854 MW 

If capacity for 2005; and 2,950 MW of capacity for 2006, with those numbers to be updated by the 

esults of the RMR study. 

PGR and Harquahala support Staffs recommended capacity solicitation amounts for APS. 

We find Staffs capacity estimates above to be reasonable, and find it reasonable for the RMR 

ipdates to be made during the Pre-Solicitation process set forth in the Staff Report. We will 

herefore require that APS’ minimum capacity solicitation amounts conform to Staffs estimates as 

;et forth in its December 18, 2002 revision to Exh. S-5, attached hereto as Exhibit B, with the 

iddition of the necessary RMR amounts as determined by Staff and the Independent Evaluator 

following their receipt and review of comments to the January, 2003 RMR Study Results, during the 

Pre-Solicitation process set forth in the Staff Report. 

b. TEP 

In order to reach its recommended capacity solicitation for TEP, Staff accepted TEP’s retail 

monthly peak hour demand forecast as set forth in Exhibit 5 attached to TEP’s November 4, 2002 

Needs Assessment, and subtracted the transmission import limit for the Tucson area. Staffs resulting 

recommended capacity solicitation for TEP thus consists solely of RMR capacity being supplied by 

local units. Staff recommends that TEP solicit bids for 758 MW of capacity in 2003; 824 MW of 

capacity in 2004; 861 MW of capacity for 2005; and 898 MW of capacity for 2006. 

We find Staffs capacity estimates above to be reasonable, and find it reasonable for the RMR 

updates to be made during the Pre-Solicitation process set forth in the Staff Report. We will 
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RMR Study Results, 

. Energy to be Solicited 

a: & 

:quals the sum of APS’ unmet energy needs from Schedule PME-1 of its Needs Assessment; APS 

’hoenix supplied RMR energy from work papers supplied to the parties with its Needs Assessment; 

4PS’ Yuma supplied RMR energy as determined in the RMR study due January 31,2002; and APS’ 

‘potential economy energy purchases” as set forth in Schedule PME-13 of its Needs Assessm 

Staffs recommended energy solicitation amounts, which it states require adjustment to include APS’ 

Yuma supplied RMR energy, are 4,381 GWH of energy for 2903; 4,963 GWH of energy for 2004; 

8,088 GWH of energy for 2005; and 8,680 GWH of energy for 2006. 

RUCO takes the position that whatever solicitation process is used, the bids solicited by eat( 
distribution utility should not be limited with respect to the total amount of energy requested. 

Harquahala fully supports the Commission requiring APS to solicit at least the quantities of 

energy contained in Exh. S-5. PGR believes that APS should be required to solicit energy in at least 

the amount APS previously anticipated would be supplied by PWEC’s combined cycle units (see Tr. 

at 184-1 85) and prefers that the energy numbers appearing in Exh. S-1 be used for APS in lieu o f t  

lower energy numbers appearing in Exh. S-5 or in the updated version of S-5 attached to Staffs 
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We note that Staff testified that it anticipates that irrespective of the size of the actual 

hitation, based on the amount of capacity and energy that is available at this time, that either size 

.inimum solicitation IS-1 or S-51 would yield bids for capacity and energy significantly in excess of 

ther amount appearing in S-1 or S-5, and the utility would still have a sufficient array of capacity 

roducts and energy products from which to select so that it could m?ke the right procurement 

ecision. (Tr. at 172-173) We agree with that statement, and therefore find that there is no need to 

:quire that the contestable energy numbers be set at Staffs estimates appearing in Exh. S-1 . 

We find Staffs energy estimates above to be reasonable, and find it reasonable for the RMR 

We will pdates to be made during the Pre-Solicitation process set forth in the Staff Report. 

ierefore require that APS’ minimum energy solicitation amounts conform to Staffs estimates as set 

3rth in its December 18, 2002 revision to Exh. S-5, attached hereto as Exhibit B, with the addition of 

le necessary RMR amounts as determined by Staff and the Independent Evaluator following their 

eceipt and review of comments to the January, 2003 RMR Study Results, during the Pre-Solicitation 

rocess set forth in the Staff Report. 

b. TEP 

In formulating its recommendation for the amount of energy that TEP should solicit, Staff 

itilized the energy amount included in Exhibit 2 attached to TEP’s Needs Assessment, and added 

oca1 RMR generation and economy purchases supplied from information provided by TEP based on 

1 November 2, 2002 load forecast. Staff states it is likely that the energy solicitation numbers it 

recommends for TEP will require adjustment as a result of the RMR study, and that its adjusted 

energy numbers could potentially be as high as 1,000 GWH annually. Staffs recommendation, based 

on the information available, for TEP’s energy solicitation is as follows: that TEP should solicit bids 

for 443 GWH of energy for 2003; 688 GWH of energy for 2004; 596 GWH of energy for 2005; and 

561 GWH of energy for 2006. 
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111. SOLICITATION/PROCUREM 

by TEP and APS in this proceeding are either already standard products or can be easily standardized 

for procurement from today’s wholesale electric markets. 

RUCO argues that Reliant’s auction methodology is flawed because an auction alone will not 

reveal whether a winning bid can fit within a least cost portfolio of resources; and only a system 

dispatch model can provide that answer. (Exh. RUCO-2 at 6-7 (Rebuttal Testimony of Dr. Richard 
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PPL asserts that, as long as the principles of maintaining an open, transparent and unbiased 

>licitation process are observed, the utilities should be allowed to establish the method of 

>licitation, depending on which method the utility deems most appropriate for the type of product 

eing solicited. 

APS states that, at this time, it favors an auction for future procurements, but that there is 

isufficient time to develop an auction and accommodate all of the variables that require resolution 

rior to the first solicitation. 

We believe that the various types of bids that the parties propose in this proceeding will 

ncompass numerous variables, and agree with APS’ assessment that there is insufficient time to 

levelop an auction to account for all those variables while meeting the deadline for the first 

olicitation. Despite the fact that the parties have worked toward general agreement regarding this 

olicitation, there is no general agreement of the parties on standard products, and such agreement 

vould be a requirement of a fair, open and transparent solicitation process through an auction. It is of 

yeat importance that the utilities have the maximum amount of information available through bids in 

irder to determine which procurement will best serve the ratepayers’ interests, - and it appears that an 

WP will be the better means of providing the utilities with the broadest array of responses from 

e. Therefore, the proposals of APS and TEP for the first solicitation are approved, but 

:he utilities are encouraged to consider diverse procurement methods in hture solicitations, including 

auctions. 

B. 

The LAW Fund asserts that all interested parties should be allowed to review and comment on 

the bid solicitation materials; that the load forecast, resource plan and needs assessment should be 

available for review by all interested parties; and that all interested parties should be allowed to 

attend bidders conferences. (Exh. LAW-1 at 11-12 (Direct Testimony of Dr. David Berry)) The 

Who may participate in the solicitation 

65743 9 DECISION NO. 
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pestions directly of the utility as well 

;upporting data. (Id. at 9) We believe that in conjunction with the utilities’ Novemb 

ssues raised by the LAW Fund that may be addressed in subsequent solicitations. Depending on t 

3utco the workshops that t Fund has recommended, the issue of non-bidder 

n - for limited purposes 

C. Product Definition 

1. Unit-Contingent Bids 

GR requests that the Commission quire APS to solicit asset-backed, dispatchable unit- 

contingent bids and enter into traditional pay-for performance PPAs to meet the majority of its needs. 

Harquahala supports PGR’s request.18 PGR asserts that APS’ proposed affiliate PPA anticipated the 

PGR proposes two types of bids: 0 would be a unit contingent offer with an availability guarantee of 95 
percent, and the second would be a firm LD offer that would include a 100 percent availability guarantee backed up by 
the requirement to pay for replacement capacity and energy if the 100 percent guarantee is not met (liquidated damages). 
PGR further recommends that the remaining amount of capacity to be procured should be met by seasonal firm LD call 
options. “Call options” mean utility has the right, but not the obligation, to call on the bidder during the summer 
months for either 16 peak hou a day or in just 6 super-peak hours. All the calls are under day-ahead scheduling and 
once called to run, the unit would be guaranteed to ntn for the full 16 or 6 hours. 

IS 

40 
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tme unit-contingent 2ortfolio that PGR is advocating in this proceeding. ”) PGR believes that APS 

likely to get better bids at lower prices for direct solicitation for unit contingent capacity and 

ispatchable energy than it would get if such bids were submitted as non-conforming bids in an RFP 

)r other products. PGR points to APS’ acknowledgement that it may not have time to consider bids 

ot conforming to specific parameters of the products it decides to solicit (see Exh. U S - 3  at 5) as 

upport for its request that the Commission require APS to solicit the unit-contingent portfolio that 

‘CR advocates. Further, PGR claims that it is only through solicitation of these products that APS 

nd Staff can determine which portfolio of products is in the best interests of APS ratepayers. 

2. Length of Contracts 

PPL asserts that in order to maximize the consumers’ benefits from the current wholesale 

narket, the utilities should seek some medium- and long-term contracts to lock in longer-term 

benefits of the current price situation. Sempra and SWPG likewise argue, in agreement with WMGF, 

hat a well-conceived power procurement process should require that current market circumstances 

)e considered and evaluated to determine if longer-term corttract offerings could be used to lock in 

‘easonable ra&s for electric consumers regardless of what happens in the volatile spot price 

licitation process be adopted arket during the next few years, and recommend that a 

hat expressly considers intermediate and long-term contracts. Reliant generally agrees with PGR, 

Sempra, 

APS and TEP to 

nd PPL that the C mmission’s Decision in this matter should encourage 

icit a variety of products with varying 

at a failure to seriously consider long-term contract proposals would be 

contrary to the Commission’s stated intent in establishing the Trac solicitation process, which is 

. . .  

filed a Request for a Partial Variance to A.A.C. Rl4-2-1606(B) and 
Purchase Power Agreement, Docket No E-01 Y5A-01-0822. requesting authority to enter into a purchase power 
agreement with its affiliate PWEC. 



1 

2 

8 

9 

10 

12 

13 

14 

I 1; 

2‘  
I 

2: 

2: 

24 

2. 

21 

2 

e of contracts, including contracts wi 

tllow new and proposed generating projec 

:ompetitive solicitation process, si 

meaningfully participat 

generation projects require long-term off-take 

:ontracts to satisfy lenders’ requirements. 

TEP believes that longer-term agreem uld be considered, at the utility’s discretion, in 

;he solicitation pro cture to 

the output from power plants located in Ariz 

TEP-2 at 10 (Rebuttal Testimony of David Hutchens)) 

h z o n a  to meet its growing demand. (Exq 

PGR raised its concern with.giving APS sole discretion to determine t term of any contract 

given APS’ stated intent to seek rate base atment of the PWEG generation, and asserts that such a 

result would “completely obliterate” the Track B process and the instruction in Decision No. 65154 

that those assets should not be treated as APS assets for the Track B solicitation. 

The Staff Report states while during 2003 each utility is anticipated to primarily require 

peaking capacity and energy with contract t of one to three years, that each utility musl 

demonstrate that its power supply portfolio contract durations are adequately diversified and that it: 
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xtfolio’s structure mitigates both cost and reliability risks appropriately, and that if, in the judgment 

T the utility, market conditions or economic opportunities dictate contract terms longer than three 

:ars, it will be the responsibility of the utility to enter into such contracts as are reasonable. (Exh. S- 

at 6) 

APS stated that it presently proposes to target its solicitation for the 3-4 years that Staff 

howledged was most likely appropriate. APS also stated that while it will consider bids for longer 

ian the period covered by the initial solicitation, it does not believe that it should be required to 

)licit for such products. APS argues that increasing risks are associated with longer-term contracts, 

uch as counter-party credit risk, regulatory risk, the potential implications of FERC’s Standard 

4arket Design (“SMD”) initiative, changes in future system needs, and potential customer attrition to 

Iirect Access in later years. 

3. DiscussionDtesolution 

The evidence presented on the record in this proceeding supports a finding that both APS and 

’EP should seriously evaluate and consider a well-balanced mixture of contracts, including long-term 

ontracts, in the competitive solicitation in order to protect ratqayers from hture upswings in power 

ukes. In making its determination regarding the appropriate resource portfolio in the best interests 

tf its customers, APS should bear in mind the Commission’s instruction in Decision No. 65 154 that 

he PWEC assets that it may seek rate base treatment for in the future should not be treated as APS 

issets for the Track €3 solicitation. The Commission expects the utilities to make procurement 

lecisions that further the goal of encouraging the development of a vibrant wholesale generation 

narket in Arizona. 

* . .  

. . .  

I . .  
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Ireparation of a needs assessment. (Tr. At 93) 

:xtend the overall tirneline beyond what the Staff Report contemplates. RUCO also believes that t 

itilities must perform production cost simulations of the various combinations of resources to obta 

3ptions before determining the most p urse of action. (Exh. RUCO-2 at 7 
I 

I Testimony of Dr. Richard A. Rosen)). 

b. DiscussiodResolution 

During the workshop process, the participants reached a consensus in developing the I 
Solicitation Timelines-appearing in the Staff Report at pages 27-29. The record reflects that APS and 

TEP were active participants in the workshops wherein the timelines were developed, and that APS 

and TEP plan to utilize production modeling to evaluate the bids received. We therefore believe that 

Sempra, SWPG, and RUCO's concerns will be ade 

assertion that the d cribed analysis would pr 

44 
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easure the reasonableness of APS’ and TEP’s actions, we agree. As we have emphasized, the 

ilities will be responsible for determining the best resource mix to provide reliable power to their 

istomers at the most reasonable cost possible, while taking air quality and water issues concerns 

to account. 

2. RUCO - Least Cost Planninghtegrated Resourcc PIanning 

a. Positions of Parties 

RUCO believes that a comparison to the utilities’ cost to generate power themselves is 

3propriate to determine the reasonableness of bids received from independent power producers. 

#ased on its belief that such bids can serve as a baseline for evaluating bids from the unregulated 

iarket, RUCO has called for a requirement for cost-of-service proxy bids, for new self-built 

eneration and transmission, from the incumbent utilities for purposes of such comparison. The 

ehicle RUCO proposed for such comparison is the re-institution of a traditional integrated resource 

lanning (“IRP”) process, in which the Commission would review the utilities’ resource planning in 

dvance, such as the process in place at the Commission prior to Anzona’s move toward the 

estructuring - of the Arizona electricity markets. RUCO believes that an added benefit of a new IRP 

brocess would be that Demand-Side Management, transmission and generation resources (including 

)oth RMR and non-RMR generation) could be evaluated simultaneously, and that IRP provides a 

iamework for addressing environmental implications, as well as cost implications, of resource 

hnning, In addition, RUCO ass s that an IRP process can address a number of other complex 

Lssues, including the reasonableness of prices, the reliability and deliverability of the supply, the 

:reditworthiness of the counterparties, and short and long term impacts on customers. 

RUCO proposed that because the time required for the institution of an IRP process exceeds 

the time remaining for a solicitation of the utilities’ 2003 requirements, that the utilities procure only - 

enough power for their 2003 capacity growth needs in the initial solicitation. Then, RUCO envisions 

- 

enough power for their 2003 capacity growth needs in the initial solicitation. Then, RUCO envisions 

45 ISION NO. 65743 
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rocess would take place, which process would include a determination of t 

x t  to consumers; and if the remaining bids 

:quire the mix of merchant-bid and utility sel 

onsumers. 

Staff states that a responsible utility sh 

vera11 portfolio. Staff also states that least cost planning principles are present in the Pr 

lolicitation process outlined in the Staff Report, which requires each utility to prepare loa 

ssessments, needs assessments, price forecasts, and various other documentation that Staff and th 

ndependent Monitor would review. In response to RUCO’s position that the Commission should be 

n this issue may be, a decision on institution of an IRP process is beyond the scope of this 

nore involved in the planning process, Staff states that whatever the merits of RUCO’s sug 
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ot complicate an already complex solicitation process with an already challenging implementation 

meline. APS comments that an IRP process, if done in the future, would necessarily be limited and 

onstrained by procurement decisions previously made in the initial solicitation. 

The LAW Fund opposes the use of either PVRR or the net present value of rate impacts test 

lroposed by Harquahala to determine resource portfolio, because the tests may not accurately reflect 

he benefits of DSM or correctly incorporate environmental impacts of power production. 

Reliant agrees that the competitive solicitation should result in a least-cost mix of supplies for 

he benefit of Arizona’s consumers, but asserts that it is the utilities’ responsibility to determine this 

nix and that a time-consuming IRP process is not necessary. Reliant agrees with Staff that RUCO’s 

uggestions are beyond the scope of this proceeding, but is supportive of APS’ proposal that, to the 

:xtent the Commission wishes to consider the issue further, additional workshops be scheduled to 

iddress it. 

b. DiscussiodlXesolution 

We do not disagree with the goals of RUCO’s proposed institution of an IRP process, namely, 

lbtaining the least-cost resources for Arizona consumers, and we expect that the utilities will use 

[east cost planning principles to develop their overall portfolios. We believe that the Staff Proposed 

Solicitation Process, its bid evaluation criteria (see Exh. S-1 at 18) and the utilities’ stated intentions 

to utilize production modeling to evaluate the bids received, will encompass the majority of the IRP 

concepts advocated by RUCO, and will not require the Commission to be an active participant in the 

utilities’ planning and procurement processes. We find that based on the record in this Track B 

proceeding, re-institution of an integrated resource planning process is not necessary to protect the 

public interest. 
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IB-3 to Exh. LAW-1 (Direct Testimony o 

ractical matter, the Commission's desire to imple 

ot be time to integrate consideration of environmental performance into the 

ompetitive solicitation, but urges the Com 

ianagement policy is in place in time for the second and subsequent solicitations. 

b. DSM 

The LAW Fund believes that cost effective DSM is a resource that can help meet the demand 

o r  electric energy services at lower cost than conventional generation resources, and that because 

X M  displaces electricity and general 

luctuations in the price of electricity and natural gas used to generate electricity. The L 

states that DSM may reduce or eliminate the need for more transmission or distribution capacity, may 

moid transmission constraints, and can reduce the environmental impacts of electricity consumption, 

including compliance costs associated with future environmental regulation. (See Exh. LAW- 1 at 2) 

The LAW Fund pr 

Policy through a series of works 

The LAW Fund noted that 0th an the APS plans to retire the ChildsII hydro facility and the older Wes ? I  

nix units, there are no current plans to retire any other environmentally undesirable units. 
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estimony of Dr. Da id Berry)) As with its recommendations regarding Commission institution of 

1 environmental risk management policy, the LAW Fund advises that the DSM policy process be 

:gun quickly so that it can be comprehensively reviewed and completed in time to be applied as 

tputs to the second and subsequent rounds of competitive solicitations. 

Staff states that bidders are free to submit bids that include DSM and environmental risk 

ianagement in response to a utility solicitation, but that such bids should not be required in the initial 

>licitation. Sempra and SWPG agree. 

C. DiscussiodResolution 

We appreciate the concerns of the LAW Fund regarding DSM and environmental risk 

ianagement policy. While we do not discourage the consideration of DSM in the initial solicitation, 

,e agree that workshops to address DSM issues and the development of a DSM acquisition process 

re in the public interest. Likewise, we believe that workshops on the development of an 

nvironmental risk management policy will provide a forum for a discussion of the costs and benefits 

If environmental mitigation. We will therefore require that Staff facilitate a workshop process to 

:xplore the development of a DSM policy and an environmental risk management policy, with such 

sts and benefits of the respective policies, and 

o file a report informing the Commission of the progress achieved in the workshops, including a 

- 

ploration to include an examination of the possibl 

Staff recommendation on whether hearings should be held as suggested in Exhibits DB-2 and DB-3 

.O Exh. LAW-1. 

In a somewhat related recommendation, t LAW Fund has recommended that Staff and the 

pendent Monitor be required to provide, as part of their reports pursuant to the S 

Solicitation Process, en ronmental information including information on air emissions and water 

usage of the resources acquired and of the utilities' entire portfolios. The LAW Fund believes that 
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4. Environmental Portfolio Standard (‘CEPS”) 

WGMF asserts that generators with a renewable resource component should be permitted to 

nake proposals in the competitive solicitation, and that such proposals should receive appropriate 

:redit in recognition of the “added value” they provide the utilities in meeting their renewable 

.esource requirements under the EPS. WMGF urges that the Decision in this matter specifically state 

requirements under the EPS. 22 

APS agrees that proposals may be submitted to meet APS’ needs as part of the general 

procurement process, but does not believe that it should be required to include its EPS requirement in 

the solicitation, or that renewable proposals should receive any preference in the general procurement 

process. (Tr. at 691,699) APS noted at the hearing that it currently has an EPS RFP outstanding. 
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Staff states that bidders are free to submit bids that include renewable resources in response to 

utility solicitation, but that such bids should not be required in the initial solicitation. 

We agree with APS and Staff. While we are not opposed to the concept of a utility giving a 

reference to environmentally-friendly generation in its bid evaluation, we do not believe at this time 

nat the record in this proceeding supports the imposition of such a requirement. 

5. Ability to Reject AI1 Offers 

Staff states that the utilities should have the right to reject all bids if the bids do not 

easonably meet the needs of the utility and its customers, and that since the utilities are obligated to 

,upply electricity to their customers in a prudent manner, they will have an obligation to reject 

ineconomic bids. 

PGR agrees with Staff that the utilities should be able to reject all bids if it is truly in the 

PGR urges that the Commission articulate clear expectations of the -atepayers’ interest. 

:ircumstances under which the utilities will be expected to contract with bidders, such as when the 

itilities can “lock in” ratepayer savings. Harquahala supports PGR in this. AUIA urges that the 

Jtilities - be given the flexibility to carry out the responsibilities for which they will be held 

accountable. 

We agree with Staff and AUIA, and will again clarify that the utilities have the right to reject 

all bids if the bids do not reasonably meet the needs of the utility and its customers. We do expect 

the utilities to give serious consideration to all bids received, including long- and short-term bids, 

which consideration should include sound economic and deliverability analysis of the bids. The 

utilities’ goal should be to obtain for their customers the least-cost mix of reliable power over the 

long term, while being mindful of the air quality and water issues effects of their procurement 

decisions, as well as whether their procurement decisions will further this Commission’s goal of 

encouraging the development of a competitive wholesale generation market in Arizona. While we 
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A. APS 

1. nformation sharing between APS and its affiliates 

PGR, Reliant, and Harquahala believe that information sharing between APS and its a 

nay create an unfair competitive advantage to 

revent such sharing. PGR points out that Pinnacle West Capital Corp. (“Pinnacle West”) has all 

WS unit cost information, as it has been performing APS’ generation dispatch on unit commitment 

fecisions (Tr. at 604-606), and would continue to have access tG such information under th 

he “confidential information” and “shared services” sections of the proposed Code of Conduct that 

WS has filed pursuant to Decision No. 65154. (Tr. At 607) Reliant also recognized that s u 4  

tocol. nformation sharing gives the competitive electric affiliate an advantage during dispat 

Xeliant recommended that the Commission require APS to adopt a Code of Conduct prohibiting its 

affiliates that intend to participate in the solicitation from handling system dispatch, risk management 

3r contract management for APS or receiving information from APS (directly or indirectly) that 

would advantage them in the solicitation process. Reliant stated that if such information sharing 

cannot be avoided, the remedy should be that in the short term, all participants in the competitive 

process should be provided the same information about APS and its products as is available tc 
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2. APS conduct of its solicitation process 

PGR has requested that the Independent Monitor run the solicitation process for APS, and 

:arquahala has stated its agreement with PGR on this point. PGR believes that the contemplated 

articipation of APS’ merchant affiliate in the proposed solicitation makes third-party independent 

ianagement of the APS solicitation necessary, and further submits that on the basis of the testimony, 

ctions and filings by APS regarding its affiliate,23 that the showing referred to in the Staff Report has 

een made that an independent party should manage the APS solicitation and have the final say in 

etermining the acceptable products and winning bidders. PGR asserts that it is only through such 

iversight that the Commission can ensure that ratepayer benefits are not displaced by affiliate 

aeferences. 

The Staff Proposed Solicitation Process provides that absent evidence of abuse, the utility will 

be responsible for preparing the solicitation and conducting the solicitation process. (Exh. S-1 at 8) 

t also provides that if the Commission finds that the utility failed to conduct an appropriate 

;olicitaiion, the Commission may order that a new solicitation be conducted by an independent party. 

Id. at 12) Staff also addressed this issue in the section of its Staff Report addressing unresolved 

ssues, and is of the opinion that the judgment of a third party should not, in the ordinary situation, be 

xbstituted for that of the utility. (Exh. S-1 at 37) Staff believes, however, that the Commission 

should, through the Staff and an Independent Monitor, review the actions of the utility and be 

prepared to appoint a third party to conduct the solicitation should the utility fail to conduct a fair and 

. . .  

. . .  

PGR believes that APS’ pending $500 million refinancing proposal, if approved, would provide a significant 
ion invested in PWEC, that APS 
solicitation. Harquahala claims 

the upcoming rate case, 

competitive advantage to APS’ merchant afftiliate, and in addition, if APS had 
would have a substantial interest in assuring that PWEC is successful in the c 
that APS’ stated intent, in the financing request, to request rate base treatment o 
if granted, would provide a year-round capacity payment to those affiliate assets. 
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APS agrees with Staff that the utility needs to be the decision-maker on the products, process 

ing bids. APS responds to PGR and Harquahala that the fact that APS has md selection of 

mblicly filed the financing appIication, and has publicly discussed - its intent to seek rate b 

treatment of the PWEC assets in t 

solicitation unfairly or in bad faith. 

upcoming rate case, does not mean that APS will 

3. Standards of Conduct 

The Staff Report outlines a process by which Staff believes a utility should submit a draft 

standard of conduct to Staff and the Independent Monitor, and following a discussion of changes, the 

draft should be shared with prospective bidders. 

completion of a draft st 

Report sets forth th minimum reqttirements 

include monitoring by Staff and the Indepe 

The Staff Report process outline includes 

rd of conduct by the end of January 2003. (Exh. S-1 at 37-38) The Staff 
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:stified that the standard of conduct is intended to ensure that the utility and its affiliate have 

rocedures in place to provide for separation of information, rather than complete separation of 

mction. (Tr. at 139-140) 

PGR believes that it is necessary as part of this Track B proceeding to ensure that adequate 

rotections are written into the Track B process and coordinated with the Code of Conduct, which, as 

‘GR notes, is still subject to a separate hearing. PGR believes that the Track B standards of conduct 

lust, in coordination with APS’ Code of Conduct, at a minimum: 1) eliminate all affiliate 

references; 2) require APS to treat all suppliers, both affiliated and non-affiliated, in a non- 

liscriminatory fashion; 3)  keep the utility and its affiliate completely separate during the solicitation 

rocess; and 4) contain effective enforcement and penalty provisions. 

Staff stated that it recognizes that there are shared services between APS and Pinnacle West 

hat cannot realistically be separated or reorganized in time for the first solicitation. (Tr. at 139-140) 

staff states in its Reply Brief that although it would be ideal for the Commission to review the 

;tandards of conduct in a separate proceeding, the timing for the Track B solicitation does not allow 

:nough time to complete such a proceeding. Staff - proposed that the standards of conduct be 

iiddressed in the Pre-Solicitation materials, rather than by Commission order. 

Reliant is generally supportive of Staffs position regarding standards of conduct outlined in 

ept to the extent it could be construed as allowing APS and Pinnacle West to 

to system dispatch, risk management or contract management. Reliant asserts 

that these areas provide access to information that creates an unfair competitive advantage to the 

afiliate and must not be permitted. 

APS’ witness testified that the separation of Pinnacle West employees who are dispatching 

the system and who would thereby know APS’ costs of generation, from Pinnacle West employees 

who are bidding the PWEC facilities, is a work in progress and remains to be developed through this 
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4. Equal Treatment of PWEC and other bidders 

PGR takes the position that if an incumbent utility’s affiliate will bid in a Commission 

nandated competitive solicitation, the incumbent utility must treat the affiliated and non-affiliated 

,eneration equally in all respects. 
merit should apply to capacity, 

as, or electric transmission, and that if APS’ affiliate is to bid in the solicitation, then APS must 

lake gas capacity held by APS for the neet of Arizona available to any merchant 
I 

idder on the same terms as would be available to APS’ affiliate. Thus, before any APS a 

mld bid with gas capacity belonging to APS, that gas capacity would be made available to all 

idders on equal terms, such as through a tolling arrangement. Harquahala also believes that the 

ommission should require APS to offer to all the merchants any El Paso gas capacity either it or 

innacle West has. 

APS responded that APS and PWEC are co-shippers on a transportation service agreement 

TSA”) with El Paso Natu 

ose respective rights is currently befo the FERC. (Tr. at 615) 
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)es not believe it is .quired to offer its own gas transportation capacity to anyone just because they 

ant it (Tr. at 614), APS does believe that the TSA allows it  to use its own gas capacity through a 

Idling arrangement with any generator. (Tr. at 616-618, see also Exh. PGR-I) 

5. Discussion/Resolution 

We agree that the standards of conduct developed in this proceeding will be material to the 

ode of Conduct hearing which shall be scheduled to take place as soon as practicable after the initial 

)licitation, and that the experience of the initial solicitation will provide insight to the requirements 

f a  working Code of Conduct in an environment that includes the availability to regulated utilities of 

0th affiliated and non-affiliated generation resources. We will therefore direct Staff, following 

ompletion of the initial solicitation, to file reports in these dockets on the Codes of Conduct 

reviously filed by APS and TEP. The Staff Reports should include an analysis of the standards of 

onduct developed in this proceeding, their applicability to the respective Codes of Conduct filed by 

’EP and APS, and recommendations regarding their incorporation into the Codes of Conduct. 

Iearings will be scheduled on the Codes of Conduct following the filing of those Staff Reports. 

We agree with Staff that the oversight provided by the Independent Monitor, as well as Staff 

mticipation in the solicitation process, will aid in assuring that the utilities act in the best interests of 

:ustomers, while furthering the Commission’s goal of encouraging the development of a vibrant 

wholesale generation market in Arizona. We also acknowledge and appreciate APS’ assurances that 

t is identifying the team of employees that will conduct the solicitation and that it will take steps to 

msure that they do not share inappropriate information with employees of APS affiliates who may be 

tly involved in the prep ion of a bid in the solicitation process. The standards of conduct 

should go far toward alleviating the concerns of the merchants who face competition from APS’ 

, the content of the standards of conduct are not in 

the record of this proceeding. In addition, we have not completed our review of APS’ revised Code 

PS solicitation process. 
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lescribed on pages 26 and 27 of the Staff Report. 

In addition, the record in this proceeding supports a requirement that APS’ parent and 

iffiliates, including but not limited to M&T, PWEC and Pinnacle West, who may be invoIved in the 1 

he solicitation. We do not wish to harm APS customers by depriving APS of access to 

:xpertise provided by Pinnacle West “shared services,” such as consulting legal counsel or in-house 

:o allow APS’ parent and affiliates, including but not limited to M&T, PWEC and Pinnacle West, 

access to such expertise if such access could provide even an appearance of impropriet 

solicitation process. 

:nvironmental experts, the examples provided by APS in its Reply Brief. However, we see no reas 

We will therefore require that for the purposes of the solicitation and 

procurement, APS shall prohibit personnel who provide advice to APS in the solicitation process 

from communicating with personnel working for APS’ parent or affiliates who may be involved in 

the preparation of a bid in the solicitation process, concerning any business matter related to APS’ 

parent and affiliates pertaining to the Track B solicitation. Notwithstanding any other provision of 

this Opinion and Order to the contrary, nothing herein shall be construed as prohibiting APS, 
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nnacle West, or PWEC officers and directors from providing corporate oversight, support and 

Ivernance to their employees so long as such activities do not favor PWEC in Track B or provide 

WEC with confidential bidding information during the Track B procurement that is not available to 

1 other Track B bidders; nor prohibiting APS or Pinnacle West employees from communicating 

ith PWEC employees about non-Track B matters. If APS affiliates, including but not limited to 

I&T, PWEC and Pinnacle West, require access to expertise that is dedicated to APS in the 

rocurement process, they can obtain such expertise elsewhere, at their own expense. 

The time remaining for the initial solicitation process does not allow for a hearing on the 

:odes of Conduct as requested by Reliant. We believe that the requirements for standards of conduct 

et forth in the Staff Proposed Solicitation Process, along with the additional requirements stated 

bove, should provide adequate safeguards to address the merchants' concerns. 

We believe that a requirement that an incumbent utility treat affiliated generation equally in 

11 respects with non-affiliated generation in the solicitation process would logically extend to any 

.ontractual arrangements associated with the bidding and procurement process that the incumbent 

ttility enters into with any affiliated entity involved in the solicitation and procurement process, 

ncluding, but not limited to, access to gas capacity or transportation under APS' contract with El 

%SO Natural Gas Company. In the interest of a fair, open and transparent solicitation process, 

tffiliate preferences will not be permitted in any regard. 

While we adopt these guidelines, they do not constitute an all-inclusive list of the restrictions 

3n the type of activities that APS and its affiliates must prevent. We want to make clear that any 

ferential or discriminatory activity by APS, its parent or affiliates that interferes with a fair, 

unbiased solicitation process, whether specifically delineated or not in the standards of conduct, the 

Code of Conduct, or this Decision, \vi11 not be tolerated, and that we will closely scrutinize the 

solicitation process for signs of any such abuse. Notwithstanding any other provision of this Opinion 
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B. TEP - 
Because TEP does not have an affi g competitive soli 

n-ocess, TEP proposed that its Who1 

:ompetithe solicitation. (Exh. TEP-1 at 8-9 (Testimony of D 

arketing deprtmen 

issessment and Procurement Proposal), Exh TEP-2 at 5-6, 12 (Direct Testimony of David 

-3utchens)) TEP requested that the Commission waive the applicability of Section IV.C, paragraph 1 , 

ines 10-19 of the Staff Report 

iepartment to be involved in the solicitation process. (Exh. TEP-2 at 12) Staff had no obj 

TEP’s request for a waiver of this paragraph of the Staff Report’s - Solicitation Process for the initial 

solicitation (Tr. at 89-90), and no other party to the proceeding objected to TEP’s request. T E a  

acknowledged that if at some point in the future there is a TEP affiliate that could participate in a 

competitive solicitation on TEP contestable load, then appropriate steps should be taken to address 

respect to TEP, thus allowing TEP’s Wholesale Marketing 

the specific affiliate concerns. Based on this acknowledgement, and on the fact that TEP does not 

have an affiliate that will bid in the upcoming competitive solicitation process, we find that it is 

reasonable to grant TEP’s request to allow TEP’s Wholesale Marketing department to be involved in 

the solicitation process. 

. . .  
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C. Protocol for Short-Term EnerrJy Procurement by APS and TEP 

Harquahala recommended that in order to limit any advantage PWEC might receive from 

PS, that a protocol be adopted to guide APS’ procurement of short-term energy. APS has stated 

iat it increasingly uses “blind” procurement techniques for short-term economy purchases. (Exh. 

9s-5 at 10-13 (Rebuttal Testimony of Thomas J.  Carlson)) We believe that it would be wise for 

2s to adopt the practice of using such “bIind” procurement techniques, such as electronic auctions, 

lectronic trading platforms or independent brokers, for all its short term purchases with the 

xception of emergency purchases. We will require APS to file, for Commission approval, a draft 

rotoLol adopting such a przctice. 

TEP does not currently have an affiliate offering power on the wholesale market. However, if 

t does in the future, TEP should also adopt the practice of using “blind” procurement techniques, 

uch as electronic auctions, electronic trading platforms or independent brokers, for all its short term 

burchases with the exception of emergency purchases. We will therefore require that, if a 

:ompetitive affiliate of TEP will offer power on the wholesale market, TEP shall file, for 

:ommission approval, 60 days prior to the commencement of such offer, a draft protocol adopting 

;uch a practice. 

- 

V. PRUDENCY REVIEW 

The Staff Proposed Solicitation Process provides that after the co letion of each utility’s 

initial solicitation, Staff will commence a review of the utility’s power supply portfolio to examine 

the prudence of that utility’s planning and procurement practices, and to determine the effectiveness 

and efficiency of the solicitation process employed. 

APS proposes that after bid evaluation is complete, provisional contracts would be awarded to 

bidders, and that the Commission should either affirmatively approve such contracts within 15 days 

or alternatively, deem them as being approved if the independent Monitor’s report concludes that the 
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echanism or some similar pro 

nd other issues in the proceeding, and the process should provide a specific timeline 

pproval and the ability of the utility to reject accepted bids if the Commission does not find those 

1 ontracts reasonable and prudent. (Id. at 11) 

Staff believes that the requested expedited contract approval would not be in the public 

(Exh. S-2 at 2 (Direct Testimony of Ernest G. nterest and is unnecessary and inappropriate. 

he time to adopt an expedited approval process, and further, that expedited approval is not a 

Id. at 2-3) Staff believes that in light of the oversupply of generation that currently exists in 

4rizona, in-state generators will be compelled to bid for contestable load, and that out-of-state 

;uppliers may also find the solicitation process amenable and contestable load desirable, such that 

:xpedited approval is not required to attract bidders at this time. (Id. at 3) Staff believes that 

consumers. (See Id.) 
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Staff states that ultimately, the Commission must evaluate whether the utility was prudent in 

s selection of its portfolio as a whole and whether the utility solicited the right products (Tr. at 78- 

9, 107-108), and argues that neither of these factors is addressed by an expedited approval process 

iat assumes the prudence of any contract that results from a competitive bid. 

RUCO generally shares Staffs concerns about prematurely declaring contracts prudent, but 

tates that the traditional IRP process, which it advocates, is sufficient to assure the Commission that 

he utility has engaged in prudent planning. (Exh. RUCO-1 at 33-34 (Direct Testimony of Dr. 

tichard A. Rosen), RUCO-2 at 7-8 (Rebuttal Testimony of Dr. Richard A. Rosen)) Even if an IRP 

rocess would assure prudent planning, however, RUCO states that implementation of the plan 

hould still be subject to prudency review only in a proceeding that determines final cost recovery. 

Sempra and SWPG generally agree with the balance that Staffs position strikes between 

illowing the utility to conduct the competitive solicitation and make the final bid selections, and 

Iroviding for continuing Commission oversight and subsequent prudency review. They believe that 

Iecause the utility must implement and live with the results of a given power procurement decision, it 

s appropriate that the utility perform a significant role in the making of such decision. Sempra and 

SWPG believe that the utility should be held accountable for the results of its decision and its 

:ompliance or lack of compliance with the Commission-approved competitive procurement process, 

and that the contemplated subsequent prudency review is the appropriate setting for such 

accountability to be determined. 

Reliant asserts that the role and responsibilities of the Independent Monitor provide sufficient 

safeguards in the solicitation process to allow the Comm ion to make a prudency determination of 

the solicitation process, products, and outcome within 5 to 30 days. Reliant argues that with 

extensive participation by Staff. the Independent Monitor, and other participants throughout this 

process, the Commission will already have access to the knowledge of all facets of the solicitation by 
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$ven that the Commission has m d this procurement through a fo 

,chedule not entirely of the Compan oosing, and which is in contrast to 

he current version of A.A.C. R14-2-1606(B). (Exh. APS-3 at 7 (Direct 

Nheeler)) We disagree with the pre 

hat the Track B solicitation process 

es of that assertion. Firstly, we disagree with APS’ argument 

ricts the manner by which APS procures power. 

igree with Staff, and AUIA, that the utility should have decision-making authority regardin 

ieeds and the responsibility to act prudently, and our Decision in this matter adopts Staffs wi$ 

recommendation to leave the responsibility and choice of procurement squarely in the lap of the 

utility. Secondly, the Track B solicitation process is, rather than a “mandated procurement,” the 

means by which this Commission is dealing with the fact that leading up to our determination, in 

Decision No. 65154, to stay the requirements of A.A.C. R14-2-1606(B)24, APS had chosen not to 

commence the competitive bid process that rule required, but had chosen instead to propose a 

. . .  

A.A.C. R14-2-1606(B) provides: After January I ,  2001, power purchased by an investor owned Utility 
Distribution Company for Standard Offer Senice shall be acquired from the competitive market through prudent, arm’s 
length transactions, and with at least ough a competitive bid process. 

24 
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variance from the ni * in order to allow it to enter into a purchase power agreement with its affiliate 
1 

2 

3 

4 

5 

PWEC. 

To the extent that the utilities need guidance as to review of their procurement decisions, 

among the issues the Commission may look to are: 1) whether the process was fair and non- 

discriminatory, or whether it favored an affiliate; 2) evidence to support a determination that the 

decision was in the best interests of the ratepayers; and 3) whether the utility’s decision facilitated the 

development of a competitive wholesale generation market in Arizona. 

We believe that the solicitation process outlined in the Staff Report and clarified in this 

s not necessary for the protection of either the utilities or the merchants, and further, that such 

xpedited approval would pose a substantial risk to consumers. The “Price to Beat” concept (page 

4, line 2 through page 26, line 14 of the Staff Report attached hereto as Exhibit A) was abandoned at 

earing and the expedited approval of procurement contracts entered as a result of the competitive 

should utilize that expertise in the solicitation process that has been developed in this proceeding in 

order to take advantage of the existence of the new supply of competitive generation resources. 
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The Commission notes th 

lidder must agree to permit the 

)r controls from which it propos 

my contract awarded as a result of this solicitation. 

Zommission in ensuring that 

3s a tool for market manipulat 

market manipulation in Arizon 

process and the public interest at stake for Arizona electric consumers. Therefor 

This important - provision wil 

requires that in addition, each bidder shall provide written assurance as a guarantee that it will not 

engage in unlawful market manipulation in either the solicitation process or in the carrying out of its 

Reliant has requested that the Co 
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mtract if it is a successful bidder. Likewise, similar written assurances shall also be required of the 

idding entities’ chief financial officers that will serve as guarantees that the bidding entity is not 

igaging in and shall not engage in any unlawful market manipulation in the Western 

iterconnection wholesale market of which Arizona is a part. Specifically, the written assurance 

iall provide that allegations of a bidder’s failure to abide by the written assurances/guarantees will 

mstitute grounds for the institution of Commission proceedings to determine whether the bidder or 

s officers are in violation of the assurances/guarantees. If the assurances/guarantees against market 

ianipulation are determined to have been violated, the Commission in its discretion shall be entitled 

3 take appropriate action, after notice and an opportunity for hearing, including but not limited to 

enalties, fines, rescission of the contract and/or exclusion from future solicitation processes. To 

any out this requirement, Staff is directed to include these provisions as part of the solicitation 

cocess. 

VII. REVIEW OF SOLICITATION PROCESS 

The Staff Proposed Solicitation Process adopted herein provides that after the completion of 

:ach utility’s initial solicitation, Staff will commence a review - of the utility’s power supply portfolio 

o examine the prudence of that utility’s planning and procurement practices, and to determine the 

:ffectiveness and efficiency of the solicitation process employed. 

The Staff Proposed Solicitation Process adopted herein also contemplates that Staff will 

:ommence a proceeding to review the icitation process, address the planning for future 

solicitations, and recommend such changes to the process as may be appropriate. Sempra and SWPG 

recommended that a Decision in this matter expressly indicate that all fbture competitive solicitations 

will be conducted with the same openness and opportunity to participate as have characterized the 

current Track B proceeding, and that merchant plant competitors and other interested persons who 

were not in a position to participate in the initial solicitation in 2003 should not be precluded from 
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ecommendations in the AISA Docket No. E-00000A-01-0630 on or before May 30, 2003. The 

3earing Division is directed to notic 

tnd an opportunity to be heard to the affecte 

imely aspossible upon the filin e updated Staff Report. 

* * * * * * * * 
Having considered the entire 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. On October 18, 2001, Arizona Public Service Company filed a Request for a Partial 

Variance to A.A.C. R14-2-1606tB) and for Approval of a Purchase Power Agreement. 

2. By Procedural Order issued January 22, 2002, the Commission opened this generic 

docket on electric restructuring (Docket No. E-00000A-02-005 1). 

3. On Janu son Electric Power Compan 

(Docket No. E-O1933A-02-0069). 

11 rn erou s parties. 
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5. 

6. 

On March 19,2002, Panda Gila River, L.P. filed a Request for Order to Show Cause. 

On March 22,2002, Staff filed its Staff Report in the generic docket. 

7. On April 25, 2002, the Commission held a Special Open Meeting at which the 

ommission directed that certain issues be addressed in the Generic Docket. 

8. By Procedural Order issued on May 2,2002, a hearing was set on the issues identified 

y the Commission as “Track A” issues. Track B, Competitive Procurement, was also established. 

9. The May 2, 2002 Procedural Order also directed that Track B proceed concurrently 

rith Track A, and instructed interested parties to file by May 13, 2002, a list of proposed issues for 

msideration, and a procedural timetable (including comment periods) for the Track B issues. 

10. On May 13, 2002, TEP, APS, the Arizona Competitive Power Alliance, RUCO, and 

taff filed Track B proposals in compliance with the May 2, 2002 Procedural Order. Staff indicated 

I its filing that it anticipated awarding a contract to an Independent Evaluator on or around July 8, 

002. 

1 1. 

12. 

On May 3 1,2002, Staff filed a list of issues for comment of the other parties. 

On June 20, 2002, based on the proposals submitted on May 13, 2002, the First 

’rocedural Order on Track B Issues established a procedural schedule that included workshops, as 

iroposed bystaff, on July 24 and 25,2002. The First Procedural Order stated that the balance of the 

rocedural schedule would be dependent upon the Commission’s Decision on the Track A issues, the 

:onsensus reached by the parties during the workshops or otherwise, and whether a hearing on any 

hack B issues became necessary. The First Procedural Order set a deadline for the parties to 

Sespond to Staffs May 31, 2002 list of iss s by July 1, 2002, which response was to include any 

:ompetithe solicitation issues not addressed in Sta s May 3 1,2002 filing, and also set a deadline of 

luly 17, 2002, Staff and the Independent Evaluator to file a list of issues to be addressed at the 

luly 24 and 25,2002 workshops, 

13. Hearings were held on the Track A issues during the last two weeks of June, 2002, and 

September 10, 2002, in these dockets. In addition to its 

determination of Track A ssues, Decision No. 65154 ordered the parties to continue their efforts in 

Track B to develop a competitive solicitation process that can begin by March 1,2003. 
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nd required the parties to fil 

iearing to be held following 

emained to be addressed at t 

ober 1, 2002, their p 

orkshop, and a list o 

18. 

19. 

A procedural conference was held as scheduled on October 2,2002. 

The Third Procedural Order on Track B Issues, issued on October 9, 20 

4PS and TEP to file a needs assessment and procurement proposal, sufficient to 

Sommission in its determination of the minimum amount of power, the timing, and the fo 

irocurement as required by Decision No. 65 154. 

20. Public notice of the proceedings on the Track B issues was published in newspapers of 

;enera1 circulation in the APS and TEP service areas statewide between November 4 and 6, 2002. 

Yo further intervention requests were filed following the publication. 

The hearing was held as scheduled. 21. Mr. Bob Liden of Stirling Energy Systems 

provided public comment at the hearing. No other parties appeared to provide public comment on the 

Track B issues. Witnesses testified on behalf of Staff, APS. TEP, Harquahala, PGR, Reliant, Sempra, 

WMGF, the LAW Fund and RUCO. 
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24. APS, TEP, Harquahala, PGR, Reliant, SemprdSWPG, WMGF, the LAW Fund, 

UCO and Staff filed Reply Briefs on December 3 1, 2002. 

25. The solicitation process developed in the workshop process by the parties, as set forth 

I the Detailed Staff Proposed Solicitation Process appearing at pages 6-27 of the October 25, 2002 

taff Report, is a necessary step in the Commission’s goal of encouraging the development of a 

lmpetitive wholesale generation market in Arizona while protecting Arizona’s ratepayers, and 

iould be adopted, as modified by the discussions and Findings of Fact herein. That section of the 

ktober 25,2002 Staff Report is attached hereto as Exhibit A. 

26. The Detailed Staff Proposed Solicitation Process requires that each bidder must agree 

permit the Commission Staff to inspect any generating facility the bidder owns or controls from 

rhich it proposes to provide capacity or energy to any Arizona utility pursuant to any contract 

warded as a result of this solicitation. This important provision will aid the Commission in ensuring 

iat any claimed outages by a successful bidder are legitimate and not used as a tool for market 

ianipulation. Additional safeguards against market manipulation in Arizona are necessary to protect 

ne fundamental fairness of the solicitation process and the public interest at stake for Arizona electric 

onsumers. Therefore, the Commission requires that in addition, each bidder shall provide written 

ssurance as a guarantee that it will not engage in unlawful market manipulation in either the 

process or in the carrying out of its contract if it is a successful bidder. Likewise, similar 

vritten assurances shall also be required of the bidding entities’ chief financial officers that will serve 

s guarantees that the bidding entity is not engaging in and shall not engage in any unlawful market 

nanipulation in the Western Interconnection wholesale market of whch Arizona is a part. 

Specifically, the written assurance shall provide that allegations of a bidder’s failure to abide by the 

written assurancedguarantees will constitute grounds for the institution of Commission proceedings 

;o determine whether the bidder or its officers are in violation of the assurancedguarantees. If the 

assurances/guarantees against market manipulation are determined to have been violated, the 

Commission in its discretion shall be entitled to take appropriate action, after notice and an 

opportunity for hearing, including but not limited to penalties, fines, rescission of the contract and/or 

exclusion from future solicitation processes. Staff is directed to include these provisions as part of 



1 

2 

3 

4 

5 

6 

7 

8 

12 

12 

1r 

1: 

1i 

1’ 

I 

~ 

j 
I 21 

2 

2. 

2 

2 

2 

2 

2 

7 
1 

29. Decision No. 65154 set t mum baseline amount of power that AP 

letermination of the actual minimum amount of power to be acquired, the timing 

rocurement, and the form of the nt 

30. Decision No. 65154 does not limit the amount of power that the Commi 

- .equire APS and TEP to solicit in the c 

31. APS and TEP shall test the market in this solicitation, b 

;annot be produced from their respective existing assets or existing contracts, which will also allow 

4pS and TEP to evaluate whether reliable generation is available at a lower cost than that produced 

PY their own existing assets, or at a comparable level of cost. The amount by which APS and TEP 

must test the market in this competitive solicitation, and which will include required power that 

cannot be produced from their respective existing assets or existing contracts, is their contestable 

load. While this record has not 

and weighing environmental impacts, we are 

fired, combined cycle, combu 

fired generation. That said, 
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jcle, combustion turbine plant in a highly populated airshed. These contradictions make it 

npossible for LIS to set a firm benchmark in this Order. Therefore, we will require the utilities to 

repare an environmental analysis for this Commission and submit it to this docket within 90 days of 

Dmpletion of the solicitation. That analysis will detail the environmental effects of the utilities’ 

ower supply portfolio resulting from this solicitation against a benchmark analysis of the 

nvironmental impacts of the utilities’ past five years of operations. 

32. If the competitive solicitation for contestable load yields bids for capacity or energy 

eyond required power that cannot be produced from A X ’  and TEP’s respective existing assets or 

xisting contracts, and if APS and TEP determine, after serious economic and technical analysis of all 

ids, including long-term and short-term bids, that the offered capacity or energy would serve their 

ustomers more economically than their existing assets, then APS and TEP should make 

irocurements accordingly, keeping in mind that the goal of the competitive solicitation is to provide 

atepayers with reliable power at the lowest cost. To resolve our inability to properly assess and 

veigh environmental factors as noted above and to ensure that future competitive solicitations are 

ible to accurately and reliably assess the environmental impacts of solicitation decisions, we direct 

staff to begin a series of environmental risk management workshops, commencing in the summer, in 

vhich Staff and the parties sha!! ?,ei:e!cq? a set of criteria that are knowable and measurable and which 

:an be used in future solicitations to weigh the environmental impact of offers received in the 

jolicitation process. 

33. Transmission constraints currently limit the capacity and energy that can be delivered 

kom particular ge erators over particular lines to load in the Phoenix, Tucson, and Yu 

may give rise to RMR requirements inside those load pockets. 

34. Inclusion of RMR in contestable load should increase the benefits to be d 

competitive bidding by providing a m rket response reference regarding the relative economic and 

environmental merits of competitive generation solutions to Arizona’s load pocket problems. 

35. All generation that can reliably deliver ener 

contestability conditions set forth i 

fair and open manner to supply energy and capacity to both APS and TEP in the solicitation process. 

indings of Fact No. 36 below, shall be abwed  to compete in a 

ISION NO. 65743 
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38. It is reasonable for Staff and the Independent Evaluator to review th 

MR study results, and comments to those 

WR amounts appearing in Staffs contestab 

orth in the Staff Report. 

39. The utilities shall evaluate RMR and non-RMR bids concurrently, in order t 

letermine their best least-cost portfolio. 

40. The protocois applicable to RMR bids and contract management shall be the AISA o 

41. APS shall solicit capacity in amounts Conforming to, at a minimum, Staffs estimate 

NestConnect protocols, whichever are in effect 

is set forth in its December 18, 2002 revision to Exh. S-5, attached hereto as Exhibit B, with the 

iddition of the necessary RMR amounts as determined by Staff and the Independent Evaluator 

rollowing their receipt and review of comments to the January, 2003 RMR Study Results, during the 

?re-Solicitation process set forth in the Staff Report. 

42. TEP shall solicit capacity in amounts conforming, at a minimum, to Staffs estimates 

as set forth in its December 18, 2002 revision to Exh. S-5, attached hereto as Exhibit B, with the 

addition of the necessary RMR amounts as determined by Staff and the Independent Evaluator 

following their receipt and review of c the January9 2003 RkfR Study Results, during the 

43. APS shall solicit energ onforming to, at a minimum. Staffs estimates as 

73  DECISION NO. 6 



1 

2 

3 

4 

5 

6 

7 

8 

DOCKET NO. E-00000A-02-005 1 ET AL. 

set forth in its December 18, 2002 revision to Exh. S-5, attached hereto as Exhibit B, with the 

addition of the necessary RMR amounts as determined by Staff and the Independent Evaluator 

following their receipt and review of comments to the January, 2003 RMR Study Results, during the 

Pre-Solicitation process set forth in the Staff Report. 

44. TEP shall solicit energy in amounts conforming to, at a minimum, Staffs estimates as 

set forth in its December 18, 2002 revision to Exh. S-5, attached hereto as Exhibit B, with the 

addition of the necessary RMR amounts as determined by Staff and the Independent Evaluator 

1 following their receipt and review of comments to the January, 2003 FUR Study Results, during the 

9 Pre-Solicitation process set forth in the Staff Report. ,,e 45. The utilities shall use least cost planning principles to develop their overall portfolios. 

11 

12 

13 

14 

In determining the appropriate resource portfolio in the best interests of their customers, APS and 

TEP shall seriously consider a well-balanced mixture of contracts, including long-term contracts, in 

order to protect ratepayers from future upswings in power prices. 

46. APS and TEP shall have the right to reject all bids if the bids do not reasonably meet 

the needs of the utility and its customers, after sound economic and deliverability analysis of all bids 

received, including long- and short-term bids. The utilities’ goal should be to obtain for their 

customers the least-cost mix of-reliable power over the long term, while being mindful of the air 

quality and water issues effects of their procurement decisions, as well as whether their procurement 

mission’s goal of encouraging the development of a competitively 

I 20 I robust wholesale generation market in Arizona. While we are not requiring APS and TEP to accept 1 
ids in the solicitation process that are unreasonable, uneconomical, or unreliable, APS and TEP 

ould be on notice that the Commission will closely scrutinize the offered bids md  the utilities’ 

curement decisions based on those bids for conformity with those goals. If the utility accepts no 

all notify the Commission by filing a detailed written explanation within 72 hours 

its decision. The Commission may take whatever action it deems appropriate at that time. 

47. APS buys ponw on the wholesale market, and its affiliate offers power on the 

48. Merchant generators have expressed concern that allowing Pinnacle West to share 

F 



50. While we acknowledge and appreciate APS’ efforts regarding standards o 

51. APS shall treat non-affiliated generation equally in all respects with affiliated 

53. Employees of and contractors for APS’s parent and affiliates, including but not limited 
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rho provide advice to APS in the solicitation process from communicating with any personnel 

forking for or contracted to APS’s parent or affiliates who may be involved in the preparation of a 

id in the solicitation process, concerning any business matter related to APS’ parent or affiliates 

ertaining to the Track E3 solicitation. Notwithstanding any other provision of this Opinion and Order 

3 the contrary, nothing herein shall be construed as prohibiting APS,  Pinnacle West, or PWEC 

)fficers and directors from providing corporate oversight, support and governance to their employees 

o long as such activities do not favor PWEC in Track B or provide PWEC with confidential bidding 

nformation during the Track B procurement that is not available to all other Track B‘bidders; nor 

irohibiting APS or Pinnacle West employees from communicating with PWEC employees about 

ion- rrack B matters. 

5 5 .  APS shall adopt the practice of using “blind” procurement techniques, such as 

:lectronic auctions, electronic trading platforms or independent brokers, for all its short term 

Iurchases with the exception of emergency purchases. APS shall file a draft protocol adopting this 

jractice, for Commission approval, by March 30,2003. 

56. While we adopt the guidelines set forth in Findings of Fact Nos. 51-55 above, they do 

lot constitute an all-inclusive list of the restrictions on the type of activities that APS and its affiliates 

t. We want to make clear that any preferential or discriminatory activity by APS, its 

liates that interferes with a fair, unbiased solicitation process, whether s p e c i f i c 4  

jelineated or not in the standards of conduct, the Code of Conduct, or this Decision, will not be 

tolerated, and that we will closely scrutinize the solicitation process for signs of any such abuse. 

Notwithstanding any other provision of this Opinion and Order to the contrary, nothing h 

be construed as prohibiting APS, Pinnacle West, or PWEC officers and directors from 

corporate oversight, support and governance to their 

PWEC in Track B or provide PWEC with confi 

loyees so long as such activities do not favor 

1 bidding information during the 

that is not available to all other Track B bidders; nor prohibiting APS or Pinnacle West 

m communicating with PWEC employees about non-Track B matters. 

57. TEP buys power on the wholesale market, but currently has no affiliate offering power 

olesale market. 



1 

2 

3 

4 

5 

6 

7 

8 

12 

1L 

... 1’ 

I t  

1’ . 1I 

l! 

2( 

2 

2. 

2 

2 

2 

2 

2 

2 

:ommission approval, 60 days prior to a 

61. Based on the record in this proceeding, it is not necessary at this time to require that 

UPS or TEP solicit DSM bids, but this finding does not prohibit the submission of such bids. I 
62. It is reasonable for the Commission to hold workshops to explore the development of 

i DSM policy and an environme 

:xamination of the possible cost efits of the respective policies. We 

ilitate a workshop process to 

:nvironmental risk management policy, wi 

3ossible costs and benefits of the r 

late of this Decision, informing the Commission of the progress achieved in the worksh 

including a Staff recommendation on whether hearings should be held as suggested in Exhibits D 

and DB-3 to Exh. LAW-1. 

63. The Codes of Conduct have not yet been addressed in these dockets. We will 1 
therefore direct Staff to file reports in these dockets, within 60 days from the date of the Independent 

Reports should include, but not be limited to, an analysis of the standards of conduct developed in 
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:heduled on the Codes of Conduct following the filing of those Staff Reports. 

64. The issue of the continuation of the AISA under the Commission’s rules and the 

ommission’s decisions approving the APS and TEP Settlement Agreements should be further 

tamined. Staff is directed to file an update to its November 2001 Staff Report that considers the 

ommission’s recent decisions in these consolidated dockets and makes appropriate 

:commendations in the AISA Docket No. E-00000A-01-0630 on or before May 30, 2003. The 

[earing Division is directed to notice a proceeding in compliance with A.R.S. 0 40-252, with notice 

nd an opportunity to be heard to the affected parties concerning the continuation of the AISA, as 

mely as possible upon the filing of the updated Staff Report. 

65. Expedited approval of procurement contracts entered as a result of the competiti .I) 
Dlicitation would pose a substantial risk to consumers and is not necessary at this time for the 

rotection of either the utilities or the merchants. The “Price to Beat” concept (page 24, line 24 

zrough page 26, line 14 of the Staff Report attached hereto as.Exhibit A) was abandoned at hearing 

nd the expedited approval of procurement contracts entered as a result of the competitive solicitation 

3 not necessary at this time for the protection of either the utilities or the merchants and neither is 

dopted by the Commission. 

66. The review processes setforth in the Staff Report at page 27, including the prudency 

eview, are reasonable. We will require that Staff file a report in these dockets by July 15, 2003,. 

;arlier, informing the Cornmission of its progress in the contemplated reviews described at page 27 of 

he Staff Report. 

67. Notwithstanding any other provisions of this Order, TEP and APS shall evaluate all 

)ids, including those that may cover hours of the year designated as RMR hours, to determine 

vYhether or not they provide benefits to consumers. 

68. The target dates enumerated in the Staff solicitation time line provided at page 29 of - 

the Staff Report may be adjusted by the utilities, after consultation with the Staff and the Independent 

Monitor. to accommodate both the issuance of this Order and to provide more time for the concurrent 

of bids, including those that do not conform to the RFPs issued by APS and TEP. 

ation shall be entered on or before However, any contracts for senice from this initial Trac 
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4. Pursuant to A.R.S. 5 40-361, ev 

fficient, and reasonable. 

5. Pursuant to A.R.S. 0 40-321 and 40-331, the Commission has broad aut’--:ity to 

gulate the service and facilities of public service corporations in order to protect the public. 

It is reasonable and in the public interest to require that APS and TEP test the market 

1 this solicitation, beyond the required power that cannot be produced from their respective existing 

ssets or existing contracts, which will also allow APS and TEP to evaluate whether reliable 

6. 

:omparable level of cost. 

7. It is reasonable and in the public interest to require APS to solicit for capacity an 

:nergy in the amounts referenced in Findings of Fact Nos. 41 and 43 above. 

8. It is reasonable and in the public interest to require TEP to solicit for capacity an 

energy in the amounts referenced in Findings of Fact Nos. 42 and 44 above. 

It is also reasonable and in the public interest to require APS and TEP to determin 

after serious economic and technical analysis, using least cost planning principles, whether bi 

offered in the solicitation, including both long- and short-term bids, would serve their custome 

9. 
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rtepayers with reliable power at the lowest cost, while considering the air quality and water issues 

ffects of their procurement decisions, as well as whether their decisions further the Commission’s 

oal of encouraging the development of a robust competitive wholesale generation market. 

10. Imposition of the conduct requirements set forth in Findings of Fact Nos. 51-56 and 

0 is reasonable and necessary in order to protect the integrity of the solicitation process and the 

ublic interest. 

11. It is reasonable and in the public interest to allow TEP’s Wholesale Marketing 

epartment to be involved in the initial solicitation process, as TEP has no affiliate offering power on 

?e wholesale market at this time. 

12. It is not in the public interest for the Commission to review the prudency d 
irocurement contracts resulting from this solicitation on an expedited basis. 

13. The record in this proceeding supports Commission adoption of the Detailed Staff 

’roposed Solicitation Process appearing at pages 6-27 of the October 25, 2002 Staff Report and 

rttached hereto as Exhibit A, as modified by the discussions and Findings of Fact herein. 

ORDER 

IT IS THEREFORE ORDERED that the Detalkd Staff Proposed Solicitation Process 

ippearing at pages 6-27 of the Ortoher 25, 2002 Staff Report, and attached hereto as Exhibit A, is 

iereby adopted, as modified by the discussions and Findings of Fact herein, and APS, TEP and S t a  

;hall comply with its requirements, as modified by the discussions and Findings of Fact herein. 

IT IS FURTHER ORDERED that APS, TEP and Staff shall comp with the directives of the 

discussions and Findings of Fact herein. 

IT IS FURTHER ORDERED that all bidders shall comply with the Detailed Staff Proposed 

Solicitation Process and permit plant inspections, and shall also provide written assurances that serve 

as guarantees against a bidder’s engaging in unlawful market manipulation as discussed in this Order 

and Findings of Fact No. 26. 

. . .  

. . .  

. . .  
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IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 

he Capitol, in the City of 
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contracts with Qualifying Facilities or Environmental Portfolio Standard requiremer'q thzt ! 

will also not be contestable. Any generation capacity owned by a utility that has not be 

included in the utility's rate base may be bid by the utility in the initial solicitation on the s 

terms and conditiolis as all other bidders, incluc'ing affiliated bidders. 

management commitments in place as of September 1, 2002, shall be considered in 

contestable load. 

All demand-s 

For solicitations during 2003. each utility may contract for energy and capacity deliveries 

for differing time periods in order to test the efficiency of this process for acquiring short-term, 

medium-term and long-term contracts. While it is anticipated that during 2003 each utility will 

primarily require peaking capacity and energy with contract terms of one to three years, if, in the 

judgment of the utility, market conditions or economic opportunities dictate contract terms longer 

than three years, it will be the responsibility of the utility to enter into such contracts as are 

reasonable. For resource planning purposes each utility must demonstrate that its power supply 

portfolio contract durations are adequately diversified and that its portfolio's structure mitigates 

and reliability risks appropriately. 

6 65743 
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Based ?n information available at this time. contesfable loads for each utility for each year 

CAPACITY (MW;! 

ENERGY ( V W H ) 

The above capacity numbers for APS were provided by APS at the August workshop and 

11. Roles & Responsibilities 
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regarding the completeness or qu?';t]r o f t  information provided. Bidders and i 

may also provide comments to the utility, the Independent Monitor or the Sta 

process being employed or the dec ons made regarding execution of the solicitat 

All bidders xi11 be required to consent to 11t.e appropriate alternative dispute 

practices, specified by the utility and fully disclosed in the Solicitation material 

arises. 

Each bidder mus Commission Staff to inspect any gen 

the bidder owns or controls from which it  proposes to provide capacity or energy to any Arizona 

utility pursuant to any contract awarded as a result of this solicitation. 

1. Access to data 

Bidders will have the opportunity to review non-restricted information used by the utility 

materials, before the solicitation is 

ents to the Staff and the Independent Monitor regarding the 

in preparation for the solicitation, as well as draft solicitat 

released. Bidders 

materials at any ti 
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2. Opportunities to contribute & review 

One or more bidders’ conferences will be held SO that all interested parties will have the 

opportunity to ask questions directly of the utility as well as to identify any deficiencies in the 

solicitation documents or supporting data. The bidders’ conference will be held at least 10 days 

before the release of the solicitation. 

Each utility shall schedule at least one bidders’ conference prior to the distribution of its 

solicitation materials in final form to answer questions and to receive comments and suggestions 

regarding the materials to be distributed from interested persons. The first bidders’ conference 

must occur no later than February 15.2003. 

Bidders will be invited to review non-proprietary materials produced by the utility and to 

address comments or inquiries to the utility, Staff or the Independent Monitor regarding those 

materials at any time between the release of reports, plans or drafts and the conclusion of the 

bidders’ conference. 

C. Independent Monitor 

1. Overview 

To assist the Staff and to assure all parties to the Solicitation for power supplies that the 

process employed is conducted in a transparent, effective, efficient and equitable manner, an 

Independent Monitor will be appointed by the Staff of the Commission to oversee the conduct of 

the Solicitation. The Independent Monitor will be selected by the Staff and will work at the 

Staffs direction. Any person expecting to participate in the solicitation process may suggest to 

the Staff any individual to serve as the Independent Monitor. The utility will retain the 

hdependent Monitor selected by the Staff and will be responsible for all related costs. The 

Independent Monitor shall submit all invoices to the Staff for review. The Staff shall forward the 

invoices to the utility with a recommendation as to payment. 
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Following the bidders conferences and k fo re  the distribution of the solicitation materials, 

the Independent Monitor shall submit a status report to the Commission and the Staff noting any 

unresolved issues that could impair the equity or appropriateness of the solicitation process. 

2. Post Selection Requirements 

Subsequent to the final bid selections and prior to announcing the selection of winning 

bids, the utility shall meet with the Staff and the Independent Monitor to review its bid 

evaluations and to explain the basis for its selections. Within 3 days of the selection of winning 

bids, the Independent Monitor will file with the Commission a status report identifying the 

Ninning bids and out”ning any deficiencies noted in the solicitation process. 

The Independent Monitor will also file with the Commission a report on the fairness 2nd 

effectiveness of the solicitation within 14 days of the selection of winning bids. In that report, the 

Independent Monitor will describe the process employed and will evaluate the utilities’ 

conformity with the process requirements. If the independent Monitor finds that the utility 

unfairly or erroneously conducted the solicitation, the report should SO state. If the Independent 

Monitor believes that the selection process was flawed, the report submitted should detail the 

Independent Monitor’s basis for such belief. 
- 

D. Staff 

Throughout the solicitation process, the Staff and Independent Monitor will review data, 

ation materials, an onitor the solicitation pro 

the solicitation process, b 

activities. If any disagre ent concerning the 

Monitor will promptly notify the utility of its co 

will not approve any ac 

The Staff, in conjunction with the In responsible for reviewing 

the resource plans, the price and cost forecasts, and the network transmission assessment to 

encourage the utility to develop comprehensive supporting data, and advise the Commission 

should the utility fail to address the information needs of the 
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the Commission finds that the utility failed to conduct an appropriate solicitation, it may order 

that a new solicitation, conducted by an independent party, be commenced forthwith. 

111. Pre-Solicitation 
- 

A. Overview of pr 

In order to be ready to conduct a solicitation by March 1, 2003, as required by the Track A 

order, the utility must assemble information supporting the determination of products to be 

solicited and the amount of each product that is needed. The utility must be prepared to evaluate, 

points that may differ , all offers presented, including offers 

's requested points of interconnection. The required data 

of business will serve as t provided to the Staff, 

Independent Mo 
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solicitation. To facilitate a timely solicitation, the utility should begin assembling the necessaq 

information without delay. 

B. Data Collection 

Prior to preparation of solicitation materials, supporting data shall be assembled by the 

utility and provided to the Staff and the Independent Monitor for their review at tk,e earliest date 

practicable. These data shall include resource plans, load. price, and cost forecasts, and a network 

transmission assessment containing such information and in formats acceptable to the Staff, 

designed to facilitate the solicitation process. Once the Staff and the Independent Monitor have 

completed their review, the following data shall be made available to bidders expressing intent to 

bid and who have signed a confidentiality agreement: load forecasts, resource plans, needs 

assessments, and transmission assessments, as appropriate. Price and cost forecasts for power 

supplies and fuel costs prepared by, or available to the utility, will not be made available to 

bidders. Bidders may provide comments to the Staff or Independent Monitor on the quality or 

completeness of any information provided at any time. 

In preparation for the solicitation, each utility shall prepare a list of potential bidders to 

whom bid materials will be sent. That list should be as expansive as is reasonable. Once 

assembled, that list is to be provided to the Staff and the Independent Monitor and posted on the 

solicitation website. Identified potential bidders are to be contacted and vited to submit a letter 

of intent to bid. Prospective bidders not identified by the utility will be added to the bidders list 

- 

. 

by submitting a letter of intent to bid. 

C. Resource Plans 

Prior to the first solicitation, each utility that will solicit power during 2003 must provide 

to the Staff and the Independent Monitor its current IO-year Ioad and energy forecast and resource 

plan. Utility personnel must be made available to discuss the load forecast and resource plans 

with the Staff and the Independent Monitor. 
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that load. 

Based on the utility’s load and energy forecast and the r 

develop a needs assessment. The needs assessment will be designe 

and energy needs and such other services and/or facilities as may be needed over the term of the 

load forecast. 

The load forecast, resource plan and needs assessment will be reviewed with the S;aff and 

the Independent Monitor. 

D. Price & Cost Forecasts e 
Each utility will provide to the Staff and the Independent Monitor its four-year forecast of 

its power supply costs from its existing power sources. 

Each utility shall provide to the Staff and the Independent Monitor the forecast of fuel 

prices that the utility used in preparation of its power supply costs and all other fuel forecasts 

relied on, or reviewed by, the utility. 

Additionally, each utility shall provide to the Staff and the Independent Monitor a four- 

year forecast of the * of wholesale power products, includi 

products by season 

prepared by an indep 

me period, in Western wholesale m 

source that makes such estimates ava 

14 
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business. Each utility shall also provide to the Staff and the Independent Monitor copies of all 

other forecasts of the prices of wholesale power supplies in Western wholesale markets for 

delivery in Arizona in the possession of or reviewed by the utility. The utility shall identify the 

source of each such forecast, and explain the strengths and weaknesses of each of the forecasts 

suppl i ed. 

Potential bidders may also submit wholesale price forecasts to the Staff. Those forecasts 

must clearly identify the source of the forecast and all assumptions relied on in preparing the 

forecast. 

All forecasts provided will remain confidential and will serve as the basis for certain 

evaluative and review purposes as are discussed later in this document. During the reviews 

described above, the Staff and the Independent Monitor will examine the assumptions relied on in 

making the forecasts and assessments presented. 

E. Deliverability Qualifications 

The utility must provide Staff and the Independent Monitor with a listing of each 

committed use of its trarlsmission Lspacity for the pcr'Dd over which resources are to be solicited. 

and submit for review by the Staff and the Independent Monitor a 

network transmission assessment of the maximum resource capacity that an be physically and 

reliably accommodated simultaneously at all technologically feasible interconnection and delivery 

points. Such transmission limitations are to be used as a guide i 

The utility will perfo 

tions of bid resource apacity and energy. 

of this review, the utility will be responsible for preparing and 

The conducting a solicitation that encourages multiple bidders to respond to the solicitation. 

specifics of products to be solicited, contract terms 

agreement, and the specific solicitation mechanics to be employed will be at the discretion of the 

utility. In any event, the process must be designed to promote acquisition of reliable power at 

onditions, terms of the co 

over the long term. 

15 
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capacity and energy sought on a time-differe ted basis and the periods for wh 

ed. The solicitation 

uding the right of the 

without notice. The colicitation m 

will contain the terms and conditions 

and to amend t 

1s shall include a model contract. 

IV. Preparation Of I 

A. Overview 

The materials to be provided to potential bidders shall be prepared by the utility and shall 

be developed in a manner that facilitates the preparation of responsive and competitive bids. The 

materials must be accurate and sufficiently detailed so that no bidder is afforded an undue 

advantage. The terms and conditions must be reasonable and commercially acceptable and must 

be reviewed by ependent Monitor and the 

16 
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1 B. Solicitation Material Content 

The utility will have responsibility for preparing all solicitation materials. The materials 

I 
-. 

will be prepared in a timely manner SO that the Staff and the Independent Monitor will have time 

to review the documents and suggest changes, before they are provided to interested parties for 

The utility will prepare bid packages that contain a description of the specific products to 

d, the capacity and energy to be acquired, the bidding method to be employed (e.g. 

r Proposal or Descending Clock Auction), a copy of the contract to be executed, the 

elivery points, the evaluation criteria to be used, bid fees (if any), credit requirements, 

nd such other information as may be appropriate. 

It will be the responsibility of the utility to prepare draft solicitation materials and to discuss 

with the Staff and the Independent Monitor prior to distributing them in draft form to 

ders. These drafts will include but will not be limited to: the specific power supply 

ght, points of delivery, a model contract and confidentiality agreement, the bid 

pre-qualification reqbirements, creditworthiness requirements, the solicitation 

employed, information describing the utility and its forecast load, and the evaluation 

In the Solicitation materials the utility will describe in detail how it will conduct bidding, 

rounds of bids will be accepted, Descending Clock Auction procedures, etc. 

ecify that bids must be firm and for how long bids must be open after the 

d. If a Request for Proposal is used, a utility may specify that bids must be 

Price caps or auction reserve prices may be established by the utiIity. Any caps or auction 

ed must be disclosed to and discussed with the Staff and the Independent 

icitation occurs. No limitations are to be pIaced on the maximum or 

ergy that any bidder may bid for or provide. 

9 
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- Other criteria as appropriate and made publicly available 

The bid package prepared by the utility should specify preferred delivery 

available, equivalent delivery points and any incremental costs the utility will incur i f  bidders 

deliver to those equivalent delivery points. The utility shall disclose to the bidders the existence of 

the network transmission assessment previously provided to the Staff and the independent 

Monitor, and disclose that the assessment will be used in evaluating equivalent delivery point 

The solicitation materials will specify the 

constraints would be created on its system as a result of deliveries to any alternative delivery 

point, how it will estimate the cost and time required to relieve the constraint, and the costs a 

bidder will incur to mitigate the constraint. 

ess the utility will use to identify whether 

The bid materials will also describe the Supplier information to be provided and the dates 

when such information is due. This requirement may include a demonstration of the bidder's 

experience in providing services and eviden of the bidder's creditworthiness. Utilities shall 

require bidders to provide a description of the sources of electricity they intend to use to supply 

servi 

ill specifically describe the credit support acceptable to the utility both 

to form and amount. However, bidders may provide alternative credit support arrangements 

18 
2EGmoN NO" 



DOCKET NO.  E-00000A-02-0051 et al. 

c 

l -  

1 

- 2 

and, if equivalent to that specified, the utility must evaluate the proposal as it  would a conforming 

bid. Equivalent credit support arrangements may include, but will not be limited to, appropriate 

4 

5 

3 parental or affiliate guarantees. I1 
Bid materials will also include: 

- A draft Confidentiality Agreement 

6 

7 

- Identification of any pre-qualification requirements 

- Identification of any bid fees 

8 C. Communications 

9 

Only those emp' lyees, officers, directors or contractors of the utility or its affiliates 

specifically assigned by January 1 ,  2003, to prepare the solicitation materials or to evaluate bids 

received, may participate in the preparation of solicitation materials or evaluation of bids. A11 

persons assiged to the solicitation by the utility shall be subject to a standard of conduct 

established for the purpose of maintaining a separation between the utility and any affiliated 

0 lo 
11 

12 

13 

14 

15 entity or person. Persons who work for an affiliate, parent, or part of the utility involved in the 
.. II 

16 11 sale or marketing of resources from generating assets owned by the utility shall not particiFate in 

17 

e l8 
19 

1 
* 20 

22 

i 23 

24 

I 25 
1 

the solicitation preparation or evaluation of bids, or have any contact regarding the solicitation 

with any personnel assigned to conduct the zolicitation, except on the s 

bidder. 

terms as any other 

A protocol shall be established for all communications between the utility and all 

prospective bidders, regardless of whether they are affiliates or third party bidders. The protocol 

must prohibit the dissemi 

other interested persons o 

and the Independent Mo 

interested persons. 

data to an affiliated person that 

s and at the same time. The utility will ide 

ation it proposes to restrict access to by bidden and other 

The Staff and the Independent Monitor will review all draft solicitation materials before 

e released to the parties for their review. 
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use to be placed on the bidders list. 

Pre-solicitation data shall be posted on the website as soon as it has been reviewed by 

Staff and the Independent Monitor but in no case less than 5 days before the last bidders’ 

conference. 

Bidder inquires to the Independent Monitor may also be addressed using th 

website. All bidder inquiries to the Independent Monitor and the response provided, regardless of 

how the inquiry is made, will be posted on t solicitation website for review by all bidders. 

As part of the communications protocols established by the utility, each utility shall 
i 

establish a system for logging all contacts between utility personnel and bidders afid potential 

bidders. That protocol must, at a minimum, require recording the da?e and time of any 

conversation, whether telephonic or in person, the substance of that discussion and whether the 

Independent Monitor participated in the contact. The utility shall maintain copies of all e-mails 

exchanged between the utility and bidders or potential bidders, copies of all correspondence, and 

all such other communications as may occur regarding the solicitati , for the terms set forth 

below. 

Each utility shal dule one or mo rs’ conferences to answer questions posed by 

potential bidders and to take comments regarding the adequacy and quality of the information 

20 
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provided to bidders. All bidders’ conferences must be completed at least 10 days before the 

release of the final bid package. 

Based on the comments received, the utility, after consultation with the Staff and the 

Independent Monitor, shall make such changes, as it deems necessary and produce in final form 

its solicitation materials. 

D. Pre-qualification 

Participation in pre-qualification shall be a prerequisite to having a bid accepted. The 

utility shall begin pre-qualifying bidders at the same time it assembles the list of prospective 

bidders. As bidders indicate their intent to submit a bid, the utility shall provide all necessarv 

documents to complete the pre-qualification and undertake the review of completed bidder 

submissions as they are received. 

Bidders shall be pre-qualified for: 

Creditworthiness 

Deliverability 

Reliability 

Business reputation and experience 

The utility shall notify bidders of their pre-qualification status no less than 14 days before 

bids are due. Any bidder that has not successfully pre-qualified by that date shall be afforded the 

opportunity to submit pre-qualification materials or to cure any failure to pre-qualify before the 

bid date. 

The specific pre-qualification requirements are dependent on the products to be contracted 

for and will be established by the utility. Standards for prequalification, including minimum 

credit worthiness, shall be included in the solicitation materials. Information provided by bidders 

part of the pre-qualification process is to be considered confidential. 
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Once a solicitation is provided to potential bidders. the utility will employ the steps laid 

out in the following section (V. Conducting the Solicitation) for each type of solicitation. 

V. Conducting The Solicitation 

A. Overview 

In conducting the solicitation, whether by Request for Proposal or Descending C i a  

Auction, the utility shall employ standard sets of requirements and evaluative tools, appropriate to 

the type of solicitation conducted. 

Bid evaluation will be conducted by a team of personnel including representatives of the 

utility and the Independent Monitor. In evaluating bids, the utility shall use a standard set of 

evaluative criteria, including a single fuel forecast for each type of fuel. The utility will also 

determine creditworthiness and deliverability using criteria that are unbiased and allow differing 

means of providing risk mitigation. Final bid selections will be at the sole discretion of the utility. 

During the solicitation process, the Independent Monitor will oversee the 

process to ensure compliance with process re ents and to assure that evaluations are 

22 
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conducted in an ur.,iased fas ion. The Staff may be present during bid evaluations and may 

observe the solicitation process at its discretion. 

B. Bid Evaluation 

Bid evaluations should be conducted in three phases. The first should be to rank order the 

bids by price using valuation methods that equalize volumetric and or duration differences on a 

price basis. In the case of a Descending Clock Auction for firm power at fixed prices, only pre- 

qualified bids will be rank ordered. In the case of unit contingent Requests for Proposals or for 

non-conforming offers, approaches to valuing the bids that determine an equivalent per MWh net 

present value of the cost of the bid to the utility by using approved annuity-based approaches may 

be employed. 

Phase Two should, to the extent not determined during pre-qualification, evaluate 

deliverability using the network transmission assessment previously provided to the Staff and the 

Independent Monitor. To the extent practicable, network resource status should be assigned to 

appropriate bids. Network service is to be provided pursuant to each utility's OATT. Bidders 

may propose delivery to alternahe points (i.e. gcintq other than those specified). In such case, 

the utility shall determine the deIivetability of the capacity and energy bid using its best efforts. 

If a bid imposes delivery costs on the utility, the bid price as evaluated should be adjusted to 

reflect those costs and a new rank order established. If the bidder is prepared to mitigate those 

its expense, no such adjustment need be made. All assessments of alternative delivery 

points shall be provided to the Staff and the Independent Monitor prior to the selection of winning 

bids. 

During Phase Three all other factors not previously considered are to be evaluated. These 

include evaluations of creditworthiness, experience and proposed exceptions 

terms and/or conditions. 

To the extent necessary, the utility may conduct post bid negotiatio 

bidders to clarify bid terms or to resolve issues relating to exceptions noted in submitted bids. 

Additionally, the utility may conduct final negotiations with selected bidders to resolve my other 

23 
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Bids in response to a R 

30 days or until rejected by the ut 

If the utility determines that all bids submitted are to be rejected, it will notify all bidders 

of its decision to reject all bids within 2 of the day bids were opened. 

D. Descending Clock id Evahation Procedures 

ust bc firm until the auction has been completet 

red and may not be reviewed except in the p 

the Independent Monitor. If feasible, bids will be reviewed at the offices of the CO 

The Staff and RUCO may also attend. However, no person selling or which may sell energy in 

competitive markets may review the bids (except of course for utility personnel assigned to the 

solicitation.) 

e All bids are confidential 

ically submitted bids mus 

E. Terms Required for Staff Recommendation 

Based on the utility’s forecasts its power suppIy cost, the submitte 

wholesale power supply in Arizona, and other information as it deems appropriate, the Staff, 

assisted by the Independent Monitor, shall establish “prices to beat” for each product solicited for 
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each utility. The “prices to beat” established by the Staff will be used for the purpose of 

determining whether the Staff will recommend without further analysis a finding that prices 

contained in any contract meeting the conditions outlined below are reasonable. For contracts not 

meeting the “prices to beat” conditions outlined below, the Staff will, after further analysis, make 

findings and recommendations relating to prudence, reasonableness and used and usehlness as 

appropriate in any subsequent proceedings as scheduled by the Commission. 

In any subsequent proceedings to recover the cost of power purchased pursuant to 

contracts entered as a result of the initial solicitation, the Staff will, without further analysis, 

recommend the Commission find the prices contained in such contracts are reasonable if  the 

Monitor determines the solicitation was conducted appropriately and the following conditions are 

met: 

0 For contracts with durations of three years or less, the Staff will recommend 

without further analysis approving contract prices when such prices in each year of the 

contract are less than the “prices to beat” established by the Staff and permit, at the 

utility’s sole discretion, extension of the contract for the same number of years at 

comparahle prices and on t’ie same terms. 

For contracts with durations longer than three years but less than eight years, the 

Staff will recommend without fbrther analysis that the Com 

contained in any contract reasonable when, in each year of the contract delivery 

period, prices for power are less than the “prices to beat” established by the Staff 

pursuant to the llowing schedule: 

- Contracts of 4 years if contract prices are less than the “prices to beat” by 

4% or more during each year 

- Contracts of 5 or 6 years if contract prices are less than the “prices to beat” 

by 6% or more during each year 

65143 25 
EGlSIOM NO. 



- 
1 

4 

5 

6 

7 

8 

9 

., 

I 13 

14 

15 
.. 

1 17 

18 

I S  

2c 

21 

22 

2: - 
2L 

2: 

a 

teria will need to be evaluated by Staff in subsequent proceedings. 

The “prices to beat” set by the Staff will not be disclosed. After final bid selections are 

announced, the Staff will identify those winning bids that have met the conditions set forth above. 

VI. Post Selection Requirements 

Within 14 days of the selection of winning bids, the utility will submit to the Commissi 

a detailed report on the process employed to condu 

basis for selecting the winning bids. To the extent that confidential information is to be provided 

it should be noted. 

he solicitation and an explanation of 

Within 3 days of the selection of winning bids the Independent Monitor will submit a 

status report on the solicitation process employed by the utility to the Commission. Within 14 

days of the completion of the solicitation, the Independent Monitor will submit to the 

Commission the report described in Section I1 C 2 above. 

Each utility shall maintain a complete record of all materials developed for, generated 

during or used in conducting the solicitation for the life of the longest contract, plus 5 years. The 

records shall include, but not be limited to, reports, internal and external 

communications, analyses, contracts, forecasts, bids submitted, questions received from bidders 
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Also, sometime after the completion of the initial solicitation, the Commission Staff will 

commence a proceeding to review the solicitation process described in this document and will 

recommend such chmges to the process as may be appropriate. Any refinements will be intended 

DOCKET NO. E-00000A-02-0051 et al. 

and the answers provided in response, and resource plans. These materials will be available to the 

Staff. To the extent that the material is not subject to a confidentiality agreement, these materials 

will be available to the bidders upon reasonable terms and conditions. 

Sometime after the completion of each utility’s initial solicitation, the Commission Staff 

will commence a review of the utility’b power supply portfolio to examine the prudence of that 

utility’s planning and procurement practices, and to determine the effectiveness and efficiency of 

the solicitation process employed. 



-Transmission Import Limit’ 

ENERGY (GWH) 

.. YEAR 

APS 

Unmet Needs’ 

Local RMR Generation Supplied’ 

Economy Purchases’ 

TEP 

37 I 

Schedule PME- 1, Peter M. Ewen, ’ Work Papers, APS Metro Phoenix 
Schedule PME-9, Peter M. Ewen, 
Exhibit 5 ,  Track B Needs Assessment and Procurement Proposal, David Hutchins, November 4,2002. 
Ibid, existing capability with no local generation plus 182 MW for Saguaro to Tortolita 500 kV line #2 in 2003. 
Schedule PME-13, Peter M. Ewen, November 4,2002. 
Exhibit 1, Track B Needs Assessment and Procurement Proposal, David Hutchins, November 4,2002. 

TEP Purchase Power Summary (12/12) based on Nov. 2 Load Forecast. 
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