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EXECUTIVE SUMMARY
DRAFT STAFF REPORT ON COMPETITIVE PROCUREMENT ISSUES

FOR THE GENERIC INVESTIGATION INTO ELECTRIC RESOURCE PLANNING
DOCKET no. E-00000E-05-0431

Commission Decision No. 67744 directed Staff  to schedule workshops on resource
planning issues, Additionally, as part of the Settlement Agreement of that case, it was agreed
that "the Commission Staff will schedule workshops on resource planning issues to focus on
developing needed infrastructure and developing a  flexible,  t imely,  and fa ir  competit ive
procurement process." (Paragraph 79, Settlement Agreement)

On April 5, 2007, Staff docketed a Request for Meetings Notice, and indicated that a
series of three workshops specifically related to issues of competitive procurement would be
held, and that the remaining issues related to resource planning would be conducted in other
workshops and noticed separately. Three workshops on competitive procurement were held on
April 25, 2007, May 23, 2007, and July 13, 2007. Seven entities have tiled eight sets of written
comments.

It is Staffs intention to continue to facilitate competitive wholesale market options for the
acquisition of resources to serve electric consumers. Staff believes that conducting a Rulemaking
on procurement issues is premature at this time. To enable the procurement process to go
forward expeditiously, Staff recommends tha t  the Commission adopt  Recommended Best
Practices for Procurement. The Recommended Best Practices include types of acceptable
methods of procurement, a preference for requests for proposals ("RFPs"), and the role of an
independent monitor. Staff believes that these Recommended Best Practices would provide a
means by which the Commission, ratepayers, and bidders in the wholesale market can be assured
that the procedures for obtaining new resources are fair,  transparent, and result in the most
economical resources being selected.
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In t ro d u c t io n

Commis s ion De cis ion No. 67744 dire cte d S ta ff to  s che dule  works hops  to cons ide r
re source  planning is sues . Additiona lly, Pa ragraph 79 of the  Se ttlement Agreement, adopted a s
part of Decis ion 67744, s ta tes :

79. The  Commis s ion S ta ff will s che dule  works hops  on re s ource  pla nning
issues  to focus  on deve loping needed infra s tructure a nd  de ve lop ing  a  fle xib le ,
time ly, and fa ir compe titive  procurement proces s . The se  workshops  will a lso
cons ide r whe the r and to wha t extent the  compe titive  procurement should include
a n a ppropria te  cons ide ra tion of a  dive rs e  portfolio of short, me dium, a nd long-
te rm pu rcha s e d  powe r,  u tility-owne d  ge ne ra tion ,  re ne wa b le s ,  DS M, a nd
dis tributed gene ra tion. The  workshops  will be  open to a ll s takeholde rs  and to the
public. If necessa ry, the  workshops  may be  followed with Rulemaking. (Emphas is
added)

The  firs t workshops  on re source  pla nning is sue s  we re  conducte d on July 6, 2005 a nd
August 24, 2005. On April 5, 2007, S ta ff docke ted a  Reques t for Mee tings  Notice , and indica ted
tha t a  s e rie s  of thre e  more  re s ource  pla nning works hops s p e c ific a lly re la te d  to  is s u e s  o f
competitive  procurement would be  he ld, and tha t the  remaining resource  planning issues  would
be conducted in other workshops and noticed separate ly.1

P a rtie s  we re  a dvis e d in the  Re que s t for Me e tings  Notice  tha t the  Commis s ion S ta ff
pla nne d to a ddre s s  is s ue s  re la te d to de ve loping a "fle xib le , tim e ly, a n d  fa ir  c o m p e titive
procurement proces s ." As  pa rt of the s e  works hops , dis cus s ion wa s  to include  is s ue s  a nd
matte rs  conta ined in the  Colnmiss ion's  Decis ion No. 65743, Docke t Nos . E-00000A-02-0051, e t
a l. ("Tra ck B"). The  pa rtie s  we re  a dditiona lly informe d tha t the  works hops  ma y be  followe d
with Rulemaking.

S ta ff noticed and conducted three  workshops , on April 25, 2007, May 23, 2007, and July
13, 2007.2 The  workshops  we re  ge ne ra lly we ll a tte nde d a nd re sulte d in s ignifica nt discuss ion,
much of which has  been documented in minutes  of the  workshops Additiona lly, se ve n e ntitie s
(Arizona  P ublic S e rvice  Compa ny ("AP S "), Tucson Ele ctric P owe r Compa ny ("TEP "), Arizona
Electric Power Coope ra tive , Arizona  Compe titive  Power Alliance , SouthWes te rn Power Group,
Conve rge , a nd Inte re s t Ene rgy Allia nce ) ha ve  docke te d e ight s e ts  of comme nts  re la te d to
questions tha t Staff posed to the  parties  and other written comments  they wished to submit.

1 4

2

3

An additiona l workshop rela ted to a ll other aspects  of resource planning was  held on June 22, 2007, and future
rela ted workshops  are anticipated.
All workshops  were publicly noticed as  Specia l Open Meetings .
The minutes  of each of the works hops  have been e-ma iled to a ll of the pa rties  who a re on S ta ff's  ema il lis t of
pa rties  who ha ve  a ttended a ny of the  res ource  pla nning works hop, or indica ted a  des ire  to be  on the  e-ma il
dis tribution lis t. The minutes  a re a lso ava ilable for review on the Commiss ion's  webs ite.
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Wo rks h o p s

The  Firs t Works hop  (April 25, 2007)

Review of Commission 's Track B Decision

At the  firs t works hop on April .25, 2007, S ta ff ma de  a  pre s e nta tion of the  "Tra ck B
proce e ding (De cis ion No. 65743) a s  it re la te d to the  "S ta ff P ropos e d S olicita tion P roce s s
Among othe r things , the  Tra ck B De cis ion s e t forth how AP S  a nd TEP  we re  to s olicit ne w
wholesa le  power sources  for the  yea rs  2003-2006, including the  use  of an independent monitor
hire d by a nd ove rs e e n by the  Commis s ion S ta ff Copie s  of the  re le va nt pa rt of the  Tra ck B
decis ion, entitled "D. De ta iled S ta ff Proposed Solicita tion Process" were  dis tributed to the  group

Review of Competitive Procurement Rules in other States

Also a t the  firs t workshop, S ta ff made  a  presenta tion of mies  which had been adopted by
re gula tory commis s ions  in five  othe r juris dictions  re la te d to compe titive  procure me nt." S ta ff
presented copies  of those  rules , as  well as  summaries  of some of the  fea tures  of the  rules , which
va ry cons ide ra bly. Four of the  five  juris dictions ' ru le s  re quire  the  us e  of a n inde pe nde nt
e va lua tor in  a ll b ids  or in  b ids  whe re  the  u tility or its  a ffilia te  is  b idding (s ubje ct to  a  fe w
exceptions, such as emergencies)

Issues Identgfi

At the  firs t workshop he ld April 25, pa rtie s  we re  a ske d to ide ntify the  ma jor is sue s  a nd
topics  of inte res t for these  workshops . Afte r identifying a  number of issues  and a reas  of inte res t
se ve ra l pa rtie s  sugge s te d S ta ff re -orga nize  a nd consolida te  the  is sue s . S ta ff did so, include d
these  issues  in the  written minutes  of the  mee ting, and invited pa rtie s  to file  written responses  to
the  issues  tha t had been identified. Those  issues  identified were  the  following

1 . Whe the r the  Commis s ion  s hould  go  th rough  a  fon ta l Rule ma king  to  forma lize
procurement procedures

2. Wha t type s  of ge ne ra tion, purcha s e  powe r, or fue l re s ource s  s hould be  s ubje ct to
formalized procurement procedures

3. Whe the r or not a n Inde pe nde nt Eva lua tor should be  re quire d a s  pa rt of the  proce ss
and if so, the  Independent Evalua tor's  role  in the  process
Any re quire d protocols  for the  utility se lf-build or a ffilia te  bid a nd build options
Whe the r the  Commiss ion should ha ve  a  dire ct role  in the  procure me nt proce ss  (i.e
whe the r the  Commis s ion s hould a pprove  dra ft RFP s , the  timing of a ny re quire d
Commission proceedings, and cost recovery and prudence  issues for utilities)

4.
5.

Washington, Oregon, Utah, Oklahoma, and Iowa
And as a practical matter, independent evaluators are always used in the fifth jurisdiction (Washington State)
even though the mle doesn't require it, according to discussions Staff had with a member of the Washington
Commission Staff
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6. The  de s ign, me cha nics , a nd timing of the  RFP , including e va lua tion crite ria  to be
used

7. The  inte ra ction of a  forma lize d procure me nt proce s s  with a  utility which is  pre se ntly
subj e t to a  building mora torium

8. Protocols  for the  process  of eva lua ting RFPs tha t insure  integrity of the  process
9. How confidentia l and trade  secre t informa tion provided by bidde rs  should be  handled
10. Whe the r a nd to  wha t e xte nt the re  s hould be  bid fe e s , or othe r pre qua lifica tion

requirements  for bidders
ll. The  tre a tme nt of "non-conforming" proposa ls
12. What to do about bids received outside  the  RFP process
13. How to  ha ndle  de ma nd-s ide  ma na ge me nt a nd re ne wa ble s  propos a ls  a nd the

eva lua tion crite ria  for each to insure  tha t the  va lue  of each is  fa irly re flected
14. Whe the r the  procure me nt proce s s  s hould be  ta ilore d to  inte ra ct with  a  utility's

inte gra te d re source  pla n, should the  Commiss ion be gin to re quire  the  filing of such
plans

15. The  adoption of "Codes  of Conduct" and "Best Practices" procedures  by the  utility
16. What waivers or exceptions to this  process should be  adopted
17. Other issues re la ted to competitive  procurement

The Second Workshop (May 23, 2007)

For the  s e cond workshop, S ta ff invite d pa rticipa nts  to ma re  the ir own pre se nta tions  of
how the y re comme nd the  re s ource  procure me nt proce s s  ope ra te . Two e ntitie s , AP S  a nd the
Arizona  Compe titive  P owe r Allia nce , ma de  pre se nta tions  to the  group. AP S  a lso e xpla ine d its
"S e conda ry P rotocol," which wa s  re ce ntly a pprove d by the  Commiss ion a s  pa rt of its  Code  of
Conduct. The  s e cond  works hop  a ls o  con ta ine d  s ign ifica n t d is cus s ion  o f whe the r the
Commis s ion s hould go into a  Rule ma king proce e ding to de a l with re s ource  procure me nt.
Although some  pa rtie s  saw va lue  in eventua lly crea ting procurement rule s  in conjunction with a
re vise d inte gra te d re source  pla nning ("IP ") proce ss , the re  wa s  little  se ntime nt in the  workshop
for conducting a  Rule ma king a t this  time  spe cifica lly to de a l with re source  procure me nt. The re
was sentiment expressed for using APS' secondary protocol and fea tures  of the  Track B decis ion
as guidelines for the  procurement process.

The  Third  Works hop  (J u ly 13, 2007)

In the  third works hop, Mr. Erne s t J ohns on a nnounce d tha t it would like ly be  S ta ff' s
position tha t independent monitors  be  genera lly used in resource  procurement processes, and Mr.
Johnson invited discussion of when it might make  sense  not to use  a  monitor. There  was genera l
discussion of the  role  tha t the  monitor should or should not have  in the  process .

Track B Process and APS' "Seeondaw Protocol" for Resource Procurement

He re tofore , the re  ha ve  be e n two ins ta nce s  whe re  procure me nt proce dure s  ha ve  be e n
orde re d by the  Commis s ion, or file d with the  Commis s ion by a  utility. The  firs t, a s  pre vious ly
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note d, wa s  pa rt of the  Commiss ion's  "Tra ckB" De cis ion, in which TEP  a nd AP S  we re  dire cte d
by the  Commis s ion to s olicit re s ource s  for the  pe riod be twe e n 2003 a nd 2006. The  Tra ck B
Decis ion was  the  firs t ins tance  in which the  Commiss ion had orde red the  use  of an Independent
Monitor, a long with othe r protocols  a ppropria te  for the  solicita tion proce s s . While  the  Tra ck B
compe titive  procure me nt proce s s  a pplie d to Arizona 's  two la rge s t re gula te d e le ctric utilitie s ,
there  was no discussion of the  procurement process  tha t should be  utilized by other utilities .

The  s e cond ins ta nce  wa s  with the  "S e conda ry P rotocol" tha t the  Tra ck B De cis ion
required APS to file  by June  14, 2006.6 and tha t was la te r approved by the  Commission as  pan of
AP S ' Code  of Conduct on J une  5, 2006 (De cis ion No. 68741) The  S e conda ry P rotocol lis ts
a cce pta ble  procure me nt me thods  for AP S  to us e  in a cquiring re s ource s  for its  cus tome rs ,
including proce dure s  if AP S  is  de a ling with its  own a ffilia te . An inde pe nde nt monitor is  a ls o
ca lled for a s  pa rt of the  Seconda ry P rotocol, but only when an a ffilia te  of APS  pa rticipa te s  a s  a
bidder in the  competitive  process .

Competitive Procurement Requirements in other Jurisdictions

S ta ff ha s  found writte n  ru le s  a nd/or orde rs  s e tting  forth  compe titive  procure me nt
re quire me nts  from e ight othe r jurisdictions  (including the  five  discusse d a t the  firs t workshop.)
S ta ff ha s  a na lyze d critica l fe a ture s  of e a ch of the se  jurisdictions ' mos t re le va nt provis ions  a nd
summarized them in a  table , a ttached here to as  Appendix 2. These  jurisdictions  a re  Utah (whose
ru le s  we re  in itia te d  by a n  a c t o f le g is la tion  a nd  we n t in to  e ffe c t on  J u ly l o f th is  ye a r),
Wa shington, Ore gon, Okla homa , Colora do, Iowa , Ge orgia , a nd Florida . Re fe re nce s  to the se
jurisdictions ' mie s  a re  include d in Appe ndix 2.

Staff's Analvsis and Recommendations

General Observations

Sta ff a ppre cia te s  the  work, comme nts , a nd sugge s tions  ma de  by a ll of the  pa rtie s  who
ha ve  pa rticipa te d in the s e  works hops , a nd this  pa rticipa tion ha s  be e n inva lua ble  to S ta ff in
deve loping its  recommendations .

Sta ff be lieves  tha t in a  s ta te  with such dynamic growth as  Arizona , it is  essentia l to have  a
he a ldiy whole sa le  ma rke t for e le ctricity. A compe titive , functiona l whole sa le  ma rke t ma y ma ke
it more  like ly tha t the  cos ts  and burdens  a ssocia ted with adding la rge  amounts  of infra s tructure
yearly a re  kept as  low as  poss ible , which in tum he lps  keep e lectrica l ra tes  for consumers  as  low
as  poss ible . In orde r for tha t to occur, howeve r, S ta ff be lieves  tha t merchants , deve lope rs , and
othe r non-utility gene ra tors  must have  confidence  tha t the  re source  acquis ition process  is  a  fa ir,
transparent, and non-discriminatory process.

6 Docket Nos . E-00000A-02-0051 and E-00000A-01 -0630
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Analysis of the Process to Date

A fundamenta l question Sta ff had ente ring this  process  was whether it was  appropria te  to
initia te  a  Rulemaking proceeding in order to deve lop formalized resource  procurement rules , such
a s  e xis t in othe r jurisdictions . Throughout the  workshop proce s s , S ta ff did not de te ct a  s trong
inte re s t from a ny pa rty to initia te  Rule ma king proce e dings  on this  ma tte r. At mos t, some  of the
pa rtie s  s e e me d to sugge s t tha t forma l rule s  could be  more  a ppropria te ly a dopte d a s  pa rt of a
compre he ns ive  re vie w of Arizona 's  IP  p roce s s , which  is  e xpe cte d  to  ta ke  more  time  to
comple te . There  seemed to be  a  s trong view tha t S ta ff should recommend policies , guide lines , or
be s t p ra ctice s -s ome th ing  s hort o f forma l ru le s , which  a ll ju ris d ic tiona l u tilitie s  would  be
encouraged (though not necessa rily obliga ted) to follow, and which could be  put into e ffect in a
short time  frame .

Most non-utility pa rtie s  seemed to agree  tha t the  Track B process  for APS  and TEP had
genera lly been a  success , and fe lt tha t the  procedures  adopted there in, especia lly as  they re la ted
to an independent monitor, had been good ones . Non-utility pa rtie s  a lso seemed to support the
"se conda ry protocol" tha t APS  ha s  include d a s  pa rt of its  Code  of Conduct for its  de a lings  with
a ffilia te s , a nd e xpre sse d a  de s ire  tha t such a  protocol a pply to a ll e le ctric utilitie s  a nd unde r a ll
circumstances  (not jus t in dea lings  with a ffilia te s ).

Anothe r ite m of dis cus s ion in the  third works hop wa s  the  Commis s ion's  ope ning of a
ne w docke ts  pursua nt to De cis ion No. 69663, which would re quire  the  Commiss ion's  He a ring

67744 re la te d to AP S ' se lf-build option. Although some  of the  is sue s  be twe e n this  proce e ding
a nd the  ne w proce e ding ma y ove rla p, S ta ff note s  tha t this  ne w proce e ding will a pply only to
AP S  ra the r tha n to a ll jurisdictiona l e le ctric utilitie s . The re fore , S ta ff re comme nds  a ddre s s ing
procurement practices  in the  current proceeding, with the  unders tanding tha t the  outcome of this
proceeding may provide  some guidance  for the  APS case .

Given the  fact tha t the re  is  little  des ire  from the  pa rtie s  to ins tiga te  formal Rulemaking as
part of this  proceeding, Staff recommends tha t the  Commission adopt a  se t of recommended best
practices  to dea l with some of the  la rge  issues  involved with resource  procurement.

RFP Solic ita tion Proces s  Should Be  the  Primary Res ource  Acquis ition Tool

While  utilitie s  ha ve  a  numbe r of procure me nt options  a va ila ble , S ta ff be lie ve s  tha t a
utility s hould look firs t to the  ma rke t. Whe n a  utility doe s  look to the  ma rke t, a  re que s t for
propos a ls  ("RFP ") proce s s  s hould be  the  prima ry me a ns  by which utilitie s  a cquire  ne e de d

7

8
Docket No. E-01345A-07-0_20
Identification of the type of resources to be added, and amounts of resources to be added, are matters more
properly discussed in the main portion of this docket, which will consider resource planning issues at large,
including the possible renewal of an IP process.



Draft Staff Report on Competitive Procurement Issues
Docket No. E-00000E-05-0431
Page 6

At this  time , S ta ff does  not recommend tha t the  Commiss ion adopt an overly prescriptive
solicita tion regula tory scheme as has been done  in some other s ta tes . S ta ff recommends tha t the
utilitie s  be  fre e  to de ve lop the ir own RFP  proce s s  without Commis s ion pre -a pprova l (though
s ub je c t to  re vie w by the  Commis s ion ). Arizona 's  e le c tric  u tilitie s  ha ve  ve ry d iffe re n t
cha ra cte ris tics  a nd a  "one  s ize  fits  a ll" s e t of procure me nt rule s  might not a llow for fle xibility
tha t each of the  utilitie s  needs  to fulfill its  individua l growth requirements .

As  S ta ff a nd the  Commiss ion e xplore  the  re ins titution of IP , the re  will be  opportunitie s
to  fu rthe r de ve lop  th is  p roce s s  a nd , if ne ce s s a ry,  a dop t more  fo rma l ru le s . S ta ff is
recommending a  se t of bes t practice s  tha t the  utilitie s , S ta ff; and othe r inte re s ted pa rtie s  should
follow until the  Commis s ion ha s  the  opportunity to e xplore  whe the r a  more  forma lize d RFP
process  ought to be  adopted and integra ted into an IP  process .

Although Sta ff be lieves  tha t utilitie s  should seek to use  an RFP as  the  primary acquis ition
process, Staff recognizes that there  may be  exceptions:

A. For e me rge ncie s . The  pa rtie s  to the  proce e ding we re  virtua lly una nimous  tha t a
utility should not ha ve  to go through e ithe r a n RFP  proce s s  or use  a n inde pe nde nt
monitor.

B. For short-te rm a cquis itions  to ma inta in sys te m re lia bility.

C. When the  planning horizon is  two yea rs  or le ss .

D. Whe n a  utility e ncounte rs  a  ge nuine , una nticipa te d opportunity to a cquire  a  powe r
supply re source  a t a  cle a r a nd s ignifica nt discount whe n compa re d with the  cos t of
acquiring new genera ting facilitie s  tha t will provide  unique  va lue  to cus tomers .

E. For purchases  from dis tributed renewable  energy resources .

S ta ff re comme nds  tha t the  following procure me nt me thods  (ba se d on APS ' Se conda ry
P rotocol) be  cons ide re d a cce pta ble  for the  whole s a le  a cquis ition of e ne rgy, ca pa city, a nd
physica l hedge  transactions:

A. P urcha s e s  through third pa rty, on-line  tra ding s ys te ms , including but not limite d to
the  Inte rcontinenta l Exchange , Bloomberg, Ca lifornia  Independent Sys tem Gpera tor,
New York Mercantile  Exchange , or othe r s imila r on-line  diird pa rty sys tems .

B. Purchases  from qua lified, third pa rty, independent ene rgy brokers .

C. Purchases  from non-affilia ted entities  through auctions  or an REP process .

D. Bila te ra l contra cts  with non-a ffilia te d e ntitie s .
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Bila te ra l contra cts  with a ffilia te d e ntitie s , provide d tha t non-a ffilia te d e ntitie s  a re
provided notice  of and an oppo ity to bea t any proposed contract be fore  executing
the  transaction

F. Any othe r compe titive  procurement process  approved by the  Commiss ion

Inde pe nde n t Mon ito r

In mos t s ta te s  with a  re gula tory re quire me nt for compe titive  bidding, a n inde pe nde nt
monitor or "e va lua tor" is  a lwa ys  use d. Othe r s ta te s  use  a n e va lua tor whe n the re  is  a  like lihood
tha t the  utility its e lf will bid or its  a ffilia te  pla ns  to bid in the  proce ss . S ta ff is  pe rsuaded dirt the
u tility is a lwa ys  a pote ntia l b idde r, s ince  it ma y be  re quire d  to  cons truct or de ve lop  the
gene ra tion if none  of the  bids  mee ts  its  benclnna rk price . The re fore , given the  la rge  amounts  of
mone y tha t a re  involve d in de ve loping, cons tructing, a nd ope ra ting ge ne ra tion proje cts , S ta ff
be lie ve s  tha t the  cos t of a n inde pe nde nt monitor is  re la tive ly sma ll by compa rison, a nd a  good
means  by which the  Commiss ion and bidde rs  in the  whole sa le  marke t can rema in a ssured tha t
the  proce dure s  for s e le cting  ne w re s ource s  a re  fa ir, tra ns pa re nt, a nd  re s ult in  the  mos t
economical resource  being selected

Additiona lly, S ta ff be lie ve s  tha t the  us e  of a n inde pe nde nt monitor ca n a ls o be  in the
utility's  bes t inte re s t, because  an independent pa rty can potentia lly te s tify a s  to the  fa irness  and
transparency of the  process , and tha t the  lowest cost option was se lected. This  a rguably reduces
regula tory risk to the  utility. This  may be  the  reason, for example , tha t independent monitors  a re
routine ly used in Washington Sta te , despite  there  be ing no regula tory requirement to do so

S ta ff be lieves  tha t a  monitor should be  se lected from a  group of qua lified consultants  in
consulta tion with the  S ta ff of the  Commiss ion. Once  the  monitor is  s e le cte d, the  utility should
publicly a nnounce  which e ntity it ha s  s e le cte d a nd file  notice  of s uch with the  Commis s ion
Staff be lieves  tha t there  should be  a  30-day window for any inte rested party to ra ise  objections  to
the  se lection of the  monitor. If the re  a re  any objections , S ta ff should prepa re  a  report tha t e ithe r
re comme nds  proce e ding with the  s e le cte d monitor, or re comme nds  a ga ins t us ing the  chose n
monitor

The  monitor should have  no ves ted inte res t in the  outcome  of the  process  and be  free  of
a ny pote ntia l conflicts  of inte re s t. Any pote ntia l monitor s hould fully dis clos e  a ny pote ntia l

There has been much discussion about the use of the terms "independent monitor," "independent evaluator," and
independent auditor" and whether these terms are generally interchangeable or whether they are special terms

of art. APS has indicated that it believes an "auditor" is someone who reviews the project ex post facto, while a
monitor" and "evaluator" have involvement throughout the process. An "evaluator," according to APS, has a

much deeper level of involvement, and runs all of the calculations independently, whereas the "monitor" insures
that proper procedures are followed and lets the utility run all of the calculations. Staff has not observed a strict
delineation in use of the term in other states though, where this entity is generally called an "independent
evaluator," irrespective of the duties. In the Commission's Track B decision, the entity was referred to as an
independent monitor," therefore, in Arizona the parties have traditionally described the entity as an
independent monitor." Staff will continue to refer to this entity as an "independent monitor

E.
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conflicts  of inte re s t be fore  comme ncing work. Any monitor should be  re quire d to e nte r into a n
a gre e me nt to ke e p a ll informa tion confide ntia l tha t pe rta ins  to the  dis clos ure  a nd us e  of a ny
mode ls , a na lytica l tools , da ta , or othe r ma te ria ls  of a  confide ntia l or proprie ta ry na ture  ma de
a va ila ble  to it by the  utility.

The  monitor should issue  regula r reports  (a t leas t monthly) to S ta fani The  contract for the
monitor's  s e rvice s  should be  be twe e n the  utility a nd the  monitor. The  utility should pa y for the
monitor. S ta ff would mee t and communica te  directly and regula rly with the  monitor conce rning
the  ope ra tion of the  RFP  proce s s . S ta ff be lie ve s  tha t re a s ona ble  prude ntly incurre d cos ts
associa ted with utiliza tion of an independent monitor should be  recoverable  in ra tes . Reasonable
bidders fees may be used to help offset these costs.

S ta ff be lieves  the  role  of the  independent monitor may be  bes t de tennined by the  type  of
RFP  the  utility inte nds  to is sue . If it is  re a sona bly a nticipa te d tha t a  utility or its  a ffilia te  inte nds
to s ubmit a  propos a l, the n the  role  of the  monitor s hould be  a  la rge r one , with the  monitor
involve d in the  proce ss  of re ce iving bids  a nd inde pe nde ntly pe rforming the  scoring of the  bids .
On the  othe r hand, if the  utility or its  a ffilia te  does  not de s ire  or rea sonably anticipa te  bidding in

then the  role  of the  monitor may be  le ss  intrus ive  in the  process , with the  monitor reviewing the
proce dure s  a nd othe r work tha t the  utility a lone  is  pe rforming to ins ure  tha t proce dure s  ha ve
been followed and the process has been a  fa ir one.

The  monitor should provide  guidance  to make  sure  tha t the  utility utilizes  procedures that
insure  objectivity, such a s  intra -company sepa ra tion of the  group tha t prepa res  the  benchmarks
and/or bids, and the group that evaluates and scores the bids.

Co n c lu s io n

It is  S ta ffs  intention to continue  to facilita te  compe titive  whole sa le  marke t options  for the
acquis ition of resources  to se rve  e lectric consumers . S ta ff be lieves  tha t conducting a  Rulemaking
on procure me nt is s ue s  is  pre ma ture  a t this  time . To e na ble  the  procure me nt proce s s  to go
forwa rd e xpe ditious ly, S ta ff re comme nds  tha t the  Commiss ion a dopt the  Re comme nde d Be s t
P ra ctice s  for P rocure me nt tha t a re  lis te d in Appe ndix l. The  Re comme nde d Be s t P ra ctice s
include  types  of acceptable  me thods  of procurement, a  pre fe rence  for RePs , and the  role  of an
inde pe nde nt monitor. S ta ff be lie ve s  tha t the se  Re comme nde d Be s t P ra ctice s  would provide  a
means by which the  Commission, ra tepayers, and bidders in the  wholesa le  market can be  assured
tha t the  proce dure s  for obta ining ne w re s ource s  a re  fa ir, tra ns pa re nt, a nd re s ult in the  mos t
economical resources being selected.

10 A benchmark is a reference cost that the utility has developed against which to evaluate the bids.



APPENDIX 1

RECOMMENDED BEST PRACTICES
FOR PROCUREMENT

Procurement Methods

The  following procure me nt me thods  a re  cons ide re d to be  a cce pta ble  for die  whole sa le
acquisition of energy, capacity, and physica l hedge  transactions:

A. P urcha s e s  through third pa rty, on-line  tra ding s ys te ms , including but not limite d to
the  Inte rcontinenta l Exchange , Bloomberg, Ca lifornia  Independent Sys tem Opera tor,
New York Mercantile  Exchange , or othe r s imila r on-line  third pa rty sys tems .

B. Purchases  from qua lified, third pa rty, independent ene rgy brokers .

C. P urcha s e s  from non-a ffilia te d e ntitie s  through a uctions  or a  re que s t for propos a ls
("RFP") process .

D. Bila te ra l contra cts  with non-a ffilia te d e ntitie s .

Bila te ra l contra cts  with a ffilia te d e ntitie s , provide d tha t non-a ffilia te d e ntitie s  a re
provided notice  of and an opportunity to bea t any proposed contract be fore  executing
the  transaction.

F. Any othe r compe titive  procurement process  approved by the  Commiss ion.

2. Utilitie s  should se e k to use  a n RFP  a s  the  prima ry a cquis ition proce ss . Exce ptions  ma y
include  the  following:

A. For emergencie s . The  pa rtie s  to the  proceeding were  virtua lly unanimous  tha t a  utility
should not have to go through e ither an RFP process or use  an independent monitor.

B. For short-te rm a cquis itions  to ma inta in sys te m re lia bility.

C. When the  planning horizon is  two yea rs  or le ss .

D. Whe n a  utility e ncounte rs  a  ge nuine , una nticipa te d opportunity to a cquire  a  powe r
supply re source  a t a  cle a r a nd s ignifica nt discount whe n compa re d with the  cos t of
acquiring new genera ting facilitie s  tha t will provide  unique  va lue  to cus tomers .

1 .

E.

E. For purchases  from dis tributed renewable  energy resources .



Inde pe nde n t Monito r

1. An inde pe nde nt monitor should be  use d in a ll RFP  proce sse s  for procure me nt
of new resources.

2. The  utility s hould cre a te  a  s hort lis t of thre e  to five  compa nie s  or cons ulta nts
who ca n s e rve  a s  a n inde pe nde nt monitor. The  u tility s hould  cons ult with
Co mmis s io n  S ta ff a n d  jo in tly s e le c t a n  in d e p e n d e n t mo n ito r fo r e a ch
procurement project.

3. The  utility s hould publicly a nnounce  the  inde pe nde nt monitor tha t ha s  be e n
se lected and give  parties  30 days to object to the  se lection of the  monitor.

4. The  utility s hould e nte r into a  contra ct with the  monitor a nd s hould pa y the
monitor.

5 . One  we e k prior to  the  is s ua nce  of a ny RFP , the  u tility s hould  provide  the
inde pe nde nt monitor with a  copy of a ny bid proposa l pre pa re d by the  utility or
its  a ffilia te , or any benchmark or re fe rence  cost the  utility has  deve loped aga inst
which to e va lua te  the  bids . The  inde pe nde nt monitor s hould ta ke  s te ps  to
se cure  the  utility bid or be nchma rk price  in a  loca tion not known or a cce ss ible
to any of the  bidde rs  or the  utility or its  a ffilia te .

6 .  Th e  in d e p e n d e n t mo n ito r s h o u ld  p ro vid e  re p o rts  (a t le a s t mo n th ly) to
Commission Staff throughout the  RFP process .
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