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Re:  AEPCO Exception to the Final Staff Report and Recommended Opinion and
Order (November 6, 2007) for Competitive Procurement Issues;
Docket No. E-00000E-05-0431
Dear Sir/Madam:

Arizona Electric Power Cooperative, Inc. (“AEPCO”), as a generation cooperative,
submits this Exception to the Final Commission Staff Report and Recommended Opinion and
Order (“ROO”) for Competitive Procurement Issues, dated November 6, 2007. AEPCO focuses
its Exception on the requirement that an independent monitor should be used in certain requests
for proposal (“RFP”) processes for procurement of new resources. The Commission should
modify this language so that this requirement does not apply to cooperatives that are subject to
Rural Utilities Service (RUS) regulations under 7 CFR Section 1710.

AEPCO agrees with the Staff recommendations that: (1) a rulemaking on the resource
acquisition process should not be instituted and (2) an RFP solicitation process should be the
primary resource acquisition tool. As Staff notes, “Arizona’s electric utilities have very different

characteristics and a “one size fits all” set of procurement rules might not allow for flexibility

that each of the utilities needs to fulfill its individual growth requirements.”

120 North 44th Street, Suite 100. Phoenix, Arizona 85034 . 602/286-6925 . Fax 602/286-6932 . www.gcseca.org




Docket Control
November 19, 2007
Page 2

In that spirit, one of the things which is different about AEPCO is that, as an RUS
borrower, AEPCO is already subject to extensive federal RFP requirements as to how the
process is conducted. RUS oversees the entire RFP process, and no loan approval or loan funds
are provided to AEPCO until the RUS Requirements are met.

The principal criterion under 7 C.F.R. § 1710, ef seq. requires that any self-build
generation plan has to be justified through a competitive solicitation for purchased power which
is RUS-monitored and a highly transparent procedure. RUS is involved in a cooperative’s
process to self-build or purchase power from the beginning to the end of the process. For
example, the investigations of alternative sources of power must be coordinated in advance with
RUS. AEPCO must submit in advance studies including the comprehensive economic present-
value analyses of the costs and revenues of the available self-generation, load management,
energy conservation and purchased power options to the RUS. AEPCO is required to keep RUS
fully informed on evaluations of RFP responses and provide supporting information as requested
by RUS. Such evaluations of all the purchase power alternatives to generating unit construction
must demonstrate that any decision results in the most economical and effective way to meet the
power requirement.

RUS will determine, based on this information provided by the borrower or based on its
own assessment whether RUS will require further information or other methods of determining
how to supply needed generation capacity.

Finally, the RUS requires borrowers to solicit proposals from all potential sources of
power, including municipals, investor-owned utilities, independent power producers and co-

generators. To assure the broadest possible range of RFP participation, AEPCO must also
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publish the solicitations for proposals in at least three national publications. The RUS requires

copies of these publications..

RUS regulations under 7 CFR Section 1710.253 and 254 have been attached as Exhibit

AEPCO has cited for the Staff three examples of AEPCO’s implementation of the RUS
process that resulted in a multi-year purchase power agreements (“PPA”) being executed with
Arizona merchant power plants, one in 2003 and two in 2006.

In conclusion, an additional monitor should not be required for AEPCO or other
cooperatives that are RUS borrowers for their procurements. An additional monitor would be
duplicative of safeguards already in place, increase the required lead-time for project approval
and increase costs without providing additional benefit for such cooperatives, their members or
the entities likely to participate in the process.

AEPCO requests that the Cemmission modify the ROO such that the independent
monitor requirement does not apply to cooperatives that are RUS borrowers. Suggested

amendment language is attached as Exhibit A.

Very truly yours,

GRAND CANYON STATE ELECTRIC
COOPERATIVE ASSOCIATION

j{

/fohn Wallace

Director, Regulatory and Strategic Services
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Original and 13 copies filed with Docket
Control this 19™ day of November, 2007, with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Copies of the foregoing delivered
this 19" day of November, 2007, to:

Commissioner Mike Gleason, Chairman
Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

Commissioner William A. Mundell
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Commissioner Jeff Hatch-Miller
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Commissioner Kristin K. Mayes
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Commissioner Gary Pierce
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Ernest G. Johnson, Utilities Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Barbara Keene, Utilities Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007
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Christopher C. Kempley, Legal Division
Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

Copies of the foregoing mailed
this 19™ day of November, 2007, to:

Mr. Jeff Schlegel

Sweep

1167 West Samalayuca Drive
Tucson, AZ 85704

Mr. David Berry

Western Resource Advocates
PO Box 1064

Scottsdale, AZ 85252

Mr. Michael Grant
Gallagher & Kennedy

2575 East Camelback Road
Phoenix, AZ 85016

Mr. Arthur N. Olson
Technology, Energy & Mrkting
Strategies

Post Office Box 21446

Mesa, AZ 85277

Mr. Stan Barnes

Copper State Consulting Group
One North Central Ave., Ste. 1120
Phoenix, AZ 85004

Mr. Dave Couture
TEP

PO Box 711
Tucson, AZ 85702

Mr. Jay Moyes

Moyes Storey

1850 N. Central Avenue, Ste. 1100
Phoenix, AZ 85004
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Ms. Jana Brandt
Ms. Kelly Barr
Salt River Project
PO Box 52025, MS PAB221
Phoenix, AZ 85072

Ms. Donna M. Bronski
Scottsdale City Attorney’s Office
3939 North Drinkwater Blvd.
Scottsdale, AZ 85251

Ms. Lyn Farmer

Chief Administrative Law Judge,
Hearing Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

Mr. Robert Annan
Annan Group

6605 East Evening Glow
Scottsdale, AZ 85262

Mr. Eric C. Guidry

Western Resource Advocates
2260 Baseline, Suite 200
Boulder, CO 80302

Mr. C. Webb Crockett

Mr. Patrick J. Black

Fennemore Craig

3003 N. Central Ave., Ste. 2600
Phoenix, AZ 85012

Ms. Karen Haller

Southwest Gas Corporation
5421 Spring Mountain Road
Las Vegas, NV 89102

Mr. Larry Killman
Greystone Environmental
8222 S. 48" Street, Suite 140
Phoenix, AZ 85044-5353
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Mr. Jerry Payne
Cooperative International Forestry
333 Broadway SE
Albuquerque, NM 87102

Mr. Scott S. Wakefield

Mr. Stephen Ahearn

RUCO

1110 West Washington St., Ste. 220
Phoenix, AZ 85007

Mr. Dan Austin

Comverge, Inc.

6509 West Frye Road, Suite 4
Chandler, AZ 85226

Ms. Deborah R. Scott

Pinnacle West Capital Corporation
400 North 5™ Street

PO Box 53999, MS 8695

Phoenix, AZ 85072-3999

Ms. Amanda Ormond

The Ormond Group, LL.C
7650 South McClintock Drive,
Suite 103-282

Tempe, AZ 85284

Mr. Jerry Coffey

Mr. Erick Bonner

Ms. Rebecca Turner
Gila River Power, L.P.
702 N. Franklin Street
Tampa, FL 33602

Mr. Paul R. Michaud
Michaud Law Firm, P.L.C.
46 Eastham Bridge Road
East Hampton, CT 06424

Mr. Michael Patten

Ms. Laura Sixkiller

Roshka De Wulf & Patten

One Arizona Center

400 East Van Buren St, Ste. 800
Phoenix, AZ 85004
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Mr. Brian Hageman

Ms. Caren Peckerman

Mr. Richard Brill

Deluge, Inc.

4116 East Superior Avenue, Ste. D3
Phoenix, AZ 85040

Mr. Clifford A. Cathers

Sierra Southwest Cooperatives
Services, Inc.

1000 South Highway 80
Benson, AZ 85602

Mr. Troy Anatra

Comverge, Inc.

120 Eagle Rock Avenue, Ste. 190
East Hanover, NJ 07936
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EXHIBIT A

AEPCQO’s Requested Amendments to Competitive Procurement
Recommended Opinion and Order

In the ROO at p. 3, line 21, after the end of the sentence, insert the language: “Rural Utilities
Service (“RUS”) borrowers are exempt from this requirement because the RUS performs similar
functions as an independent monitor.”
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EXHIBIT B

RUS Regulations Under 7 CFR Section 1710.253
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§1710.2583

§1710.258 Engineering and cost stud-
ies—addition of generation capac-
ity.

(&) The consiruction or purchase of
additional geéneration capacity and as-
sociated transmission facilities by a
power supply or distribution bhorrower,
including the replacement of existing
capacity, shall be supported by gom-
prehensive projoct-specific enginesring
and cost studies ag specified by RUS.
The studies shall cover o period from
the beginning of the project o at least
10 years after the start of comimercial
operation of the facilities.

(b) The studies must include com-~
prehensive  economie  present-value
analyses of the costs and revenues of
the available self-generation, load
management, energy copservation, and
purchased-power options, including as-
sessments of service reliability and fi-
nancing reguirements and risks. Re-
guirements for analyzing purchased-
power options are set forth in §1710.254.

(o) Generally, studies of self-genera-
tion, load management, and energy
conservation options shdll include, as
appropriate, analyses of:

(1) Capital and operating costs;

{2) Financing requirements and risks;

(3) System reliability;

4y Alterpative unit sizes;

(5) Alternative types of generation:

6y Fuel albernatives;

(7) System stability:

{8) Load flows; and

(9) Bystem dispatching.

(d) At the reguest of a bhorrower,
RUS, in its sole disoreblon, fnay walve
specific requirements of this section if
such reguirements imposed a substan-
tial Uurden on the borrower and if such
waiver will not significantly affect the
aecomplishment of the objectives of
thig subpart.

§$1710.254 Alternative
power,

(a) General. (1) RUS will make loans
to financeé the construction 6L genera-
tion facilities by distribution or power
supply borrowers and transmission fa-
ocilities by power supply borrowers only
under the following conditions if sald
borrowers do not already owd and oper-
abe such types of facilities:

sources of

7 CFR Ch., XV} (1-1-07 Edition)

(1) Whers no adequate and dependable
source of power 18 available to meet
the consumers’ needs; or

(i) Where the rates offered by other
power scurges would result in a higher
cost of power to the consumers than
the cost from facilities [inanced by
RUS, and the amount of the power cost
savings that would result from the
RUS-financed facilities bears a signifis
sanb relationship to the amount of the
proposed loan.

(2} If a borrowey already cwns and op-
erabes the types of facilities included
in a loan request, Lhen-a lodan for the
purposes conbained in paragraph (a)1)
af this section, as well as for the con-
strucbion of transmission facilities by
a Qistribution borrower, will be consid~
ared and evaluated by RUS. in terms of
whether the proposed facilities con-
stitute an effective and. economical
means of meeting the power reguire-
ments of the consumers. A borrower
shall contact RUS a8 soon ax prac-
ticable in order for RUS to review in-
formation submitted by the borrower
and advise the borrower; in writing,
whetlier there is a need for the bor-
rower to investigate and seek alter-
native sources of power. RUS will de-
tormine, based on inforuiation provided
by the borrowel or otherwise available,
whether there is a need to investigate
albernative gources of power or wheth-
or RUS will require  information or
other methdgds of determining the need
for the generation capacity. RUS will
hage its determination ¢n whether RUS
ix able Lo conclude that the project is
needed,” the borrower would  imecur
delays and costs in pursuing an RIFP,

r that an REP {s not likely to produce
new glternatives to the project.

(h) Lioan requests for the addition of
generation capacity, including replace-
ment of existing capacity, will he ac-
cepted by RUS when the applicant has
completed thé requirements estab-
lished by RUS, in a manner satisfac-
tory to RUS. The invesgtigations of al-
ternabive sourées of power must be co-
ordinated in advance with RUS. "This
scetion applies to RUS financed gen-
erabion ecapacity whether owned solely
by the borrower, owned on an undi-
vided ownership basis with other utili-
tigs or substantially eontrolled by the
borrower.

140
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Rural Ulilities Service, USDA

(c) The applicant may be required to
sgek and ubilize capacity available
from RUS borrowers and other organi-
zations before developing plans for ad~
ditional generation capacity. RUS may
require, on a case by case basis, that
the applicant, among other things:

(1) Selicit power and energy purchase
proposals from all reasonable potential
sources of power, such as other éleciric
cooperatives; investor-owned utilities,
municipal ubility orgsnizations, and
Federal and state power authorities.

(2) Solicit proposals from inde-
pendent power producers, including co«
generators; to determine the terms-and
condisions under which these producers
can supply the additional power and
energy needs of the applicant, without
RUS financial assistance. SBuch solici-
tations should be placed in 4t léast
three national newspapérs or trade
publications, and they meet all plan-
ning, coordination or other reguire-
ments imposed by state authorities, as
well as the environmental require-
ments of RUS.

(d)-When solicitations ave received in
accordance with paragraph (¢) of this
section, the applicant will evaluate all
alternative proposals on an economie,
present-value basis, giving consider~
ation to cost-effectiveness, reliability
of service, the short-térm and long-
term financial viability of the supplier,
and the finaneldl risk to the borrower
and its creditors. The applicant will
keéep RUS fully informed on these eval-
uations and provide supporting infor-
mation and analysis as reguested hy
RUS.

(e) After ovaluation of all proposals
received in accordance with paragraph
(c) of this section, and having informed
RUS of the results, the applcant may
be required to negotiate final proposals
with the entities sybmitting the best
acceptable offers. Contracts requiring
RUS 4dpproval will either be approved
in advance by the Administrator or
contain a provision that the contract is
not valid until approved, inwriting; by
thé Administrator. The Administrator
will approve thes contracts in a timely
manner provided that the bortower has
met all applicable reguirements, in-
clnding, among other matters, evidence
thatb the alternative source of power se-

§1710.300

lected is an economical and effective
albernative.

) RUS may make independent in-
quiries with potential power suppliers
as to the availability of power to meet
borrowers’ needs. Information devel-
oped by RUS will be shaved with boi-
rowers at their request.

(g) Further details of RUS require-
maents for financing of generation and
bulk transmission . facilities are set
forth in 7 CFR part 1712.

{h) AL the. regquest of a horrower,
RUS, & its sole digcretion, may waive
specific requirements of parvagraphs (b)
through (&) of this section if such waiv-
er 15 required 16 prevent unreasonable
delays in obtaining generabtion cipac-
ity that could result in system . vell-
ability problems.

(Approved by the Office of Management and
Budget under contiol number 05720082)

{57 FR 1083, Jan. 9, 1992, as amended at 68 PR
31247, May 17, 2000}

$§ 1710:255-1710.299  [Reserved]

Subpart G—Long-Range Financial
Forecasts

§1710.300 General.

(a) RUS encourdges borrowsrs to
maintain a current long-range  finan-
cial forecast. The forecast should be
used by the board of directors and the
manager to guide the system towards
its financial goals,

(b) A borrower must prepare, for RUS
review and approval, a long-range f{i-
nancial forecast, approved hy its board
of directors, in support of its loan ap-
piication. The forecast must dem-
onstrate that the borrower’s system is
sconomically viable and that the pro-
posed loan i8 {inancially feasible: Loan
feasibility will be assessed based.on the
criteria-set forth In §1710,112,

() The financial forecast and related
projections submitted in support of a
lpan application shall include:

(1) The projected results of future ac
tions planned by the borrower's hoard
of directors;

{2) The financial goals established for
marging, TIER, DSC, equity, and levels
of general funds to be invested in plant;

3y A pro forma balange sheet, state-
ment. of operations, and general funds

141



