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An20na Corporation Commission

D O C K E T E D

Nov 19 2007

Docke t Control
Arizona  Corpora tion Commiss ion
1200 W. Washington
P hoe nix, AZ 85007

Re  : AEPCO Exception to the Final Staff Report and Recommended Opinion and
Order UVovernber 6, 2007) for Competitive Procurement Issues;
DocketNo. E-00000E-05-043]

De a r S ir/Ma da m:

Arizona  Electric Power Coope ra tive , Inc. ("AEPCO"), a s  a  gene ra tion coope ra tive ,

submits  this  Exception to the  Fina l Commiss ion S ta ff Report and Recommended Opinion and

Orde r ("ROO") for Compe titive  P rocurement Issues , da ted November 6, 2007. AEPCO focuses

its  Exception on the  requirement tha t an independent monitor should be  used in certa in requests

for proposa l ("RFP") processes  for procurement of new resources . The  Commiss ion should

modify this  language  so tha t this  requirement does  not apply to coopera tives  tha t a re  subject to

Rura l Utilitie s  Se rvice  (RUS) regula tions  unde r 7 CFR Section 1710.

AEPCO a gre e s  with the  S ta ff re comme nda tions  tha t: (1) a  Rule ma king on the  re source

a cquis ition proce s s  should not be  ins titute d a nd (2) a n RFP  solicita tion proce s s  should be  the

prima ry re source  a cquis ition tool. As S ta ff note s , "Arizona 's  e le ctric utilitie s  ha ve  ve ry diffe re nt

cha ra cte ris tics  a nd a  "one  s ize  tits  a ll" s e t of procure me nt rule s  might not a llow for fle xibility

tha t e ach of the  utilitie s  needs  to fulfill its  individua l growth requirements .
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In tha t spirit, one  of the  things  which is  diffe rent about AEPCO is  tha t, a s  an RUS

borrower, AEPCO is  a lready subj act to extensive  federa l 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  a re  met.

gene ra tion plan has  to be  jus tified through a  compe titive  solicita tion for purchased power which

is  RUS-monitored and a  highly transpa rent procedure . RUS is  involved in a  coope ra tive 's

process  to se lf-build or purchase  power from the  beginning to the  end of the  process . For

example , the  investiga tions  of a lte rna tive  sources  of power must be  coordina ted in advance  with

RUS. AEPCO must submit in advance  s tudies  including the  comprehensive  economic present-

value  analyses of the  costs  and revenues of the  available  se lf-genera tion, load management,

energy conserva tion and purchased power options  to the  RUS. AEPC() is  required to keep RUS

fully informed on eva lua tions  of RFP responses  and provide  supporting information as  requested

by RUS. Such eva lua tions  of a ll the  purchase  power a lte rna tives  to genera ting unit cons truction

must demonstra te  tha t any decis ion results  in the  most economica l and e ffective  way to meet the

power requirement.

RUS will de temiine , based on this  informa tion provided by the  borrower or based on its

own assessment whe the r RUS will require  furthe r informa tion or othe r me thods  of de tennining

how to supply needed genera tion capacity.

Fina lly, the  RUS  re quire s  borrowe rs  to s olicit propos a ls  from a ll pote ntia l s ource s  of

powe r, including munioipa ls , inve s tor-owne d utilitie s , inde pe nde nt powe r produce rs  a nd co-

genera tors . To assure  the  broadest possible  range  of RFP participa tion, AEPCO must a lso
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publish the  solicita tions  for proposa ls  in a t le a s t thre e  na tiona l publica tions . The  RUS  re quire s

proce s s  tha t re sulte d in a  multi-ye a r purcha se  powe r a gre e me nts  ("P P A") be ing e xe cute d with

Docke t Control
November 19, 2007
Page 3

the  entitie s  like ly to pa rticipa te  in the  process .

monitor re quire me nt doe s  not a pply to  coope ra tive s  tha t a re  RUS  borrowe rs .

B.

Arizona  merchant power plants , one  in 2003 and two in 2006.

coope ra tive s  tha t a re  RUS  borrowe rs  for the ir procure me nts . An a dditiona l monitor would be

duplica tive  of sa fe gua rds  a lre a dy in pla ce , incre a se  the  re quire d le a d-time  for proje ct a pprova l

a nd incre a se  cos ts  without providing a dditiona l be ne fit for such coope ra tive s , the ir me mbe rs  or

amendment language  is  a ttached as  Exhibit A.

copies  of these  publica tions ..

AEP CO re que s ts  tha t the  Commis s ion modify the  ROO s uch tha t the  inde pe nde nt

In  conc lus ion , a n  a dd itiona l mon ito r s hou ld  no t be  re qu ire d  fo r AEP CO or o the r

AEP CO ha s  cite d for the  S ta ff thre e  e xa mple s  of AEP CO's  imple me nta tion of the  RUS

RUS regula tions under 7 CFR Section 1710.253 and 254 have  been a ttached as  Exhibit

Ve ry truly yours ,

By

GRAND CANYON S TATE ELECTRIC
COOP ERATWE AS S OCIATION

I/

ohm Wallace
Director, Regulatory and Strategic Services

J
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Origina l a nd 13 copie s  file d with Docke t
Control this  19th day of November, 2007, with:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

Copies  of the  foregoing de live red
this 19th day of November, 2007, to :

Commiss ione r Mike  Gleason, Cha irman
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

Commis s ione r Willia m A. Munde ll
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

Commiss ione r J e ff Ha tch-Mille r
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

Commiss ione r Kris tin K. Ma ye s
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

Commiss ioner Gary P ie rce
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

Erne s t G. Johnson, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

1

Ba rba ra  Ke e ne , Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007
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Chris tophe r C. Ke rnple y, Le ga l Divis ion
Arizona  Corpora tion Coinrnis s ion
1200 West Washington
P hoe nix, Arizona  85007

Copies of the  foregoing ma iled
this 19111 day of November, 2007, to:

Mr. Je ff Schle ge l
Sweep
1167 West Samalayuca  Drive
Tucson, AZ 85704

Mr. Da vid Be rry
Western Resource Advocates
PO BOX 1064
Scottsda le , AZ 85252

Mr. Micha e l Gra nt
Ga lla ghe r & Ke mle dy
2575 East Camelback Road
Phoe nix, AZ 85016

Mr. Arthur N. Ols on
Te chnology, Ene rgy & Mrkting
Strategies
Pos t Office  Box 21446
Mesa , AZ 85277

Mr. S tan Barnes
Copper S ta te  Consulting Group
One  North Centra l Ave ., S te . 1120
Phoe nix, AZ 85004

Mr. Da ve  Couture
TEP
PO BOX 711
Tucson, AZ 85702

Mr. J a y Ma ye s
Moye s  S tore y
1850 N. Centra l Avenue , S te . l 100
Phoe nix, AZ 85004
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Ms. Jana  Brandt
Ms . Ke lly Ba rr
S a lt Rive r P roj e t
P O Box 52025, MS  P AB221
Phoe nix, AZ 85072

Ms . Domla  M. Brons ki
S cottsda le  City Attorne y's  Office
3939 North Drinkwa te r Blvd.
Scottsda le , AZ 85251

Ms . Lyn Fa rme r
Chie f Adminis tra tive  La w Judge ,
He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoe nix, AZ 85007

Mr. Robert Amman
Anuran Group
6605 East Evening Glow
Scottsda le , AZ 85262

Mr. Eric C. Gundry
Western Resource Advocates
2260 Base line , Suite  200
Boulde r, CO 80302

Mr. C. We bb Crocke tt
Mr. P a trick J . Bla ck
Femiemore  Cra ig
3003 N. Centra l Ave ., S te . 2600
Phoe nix, AZ 85012

Ms . Ka re n Ha lte r
Southwest Gas Corpora tion
5421 Spring Mounta in Road
Las  Vegas , NV 89102

Mr.  La rry Killia n
Greys tone  Environmenta l
8222 s. 48th Street, Suite  140
Phoenix, AZ 85044-5353
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Mr. Je rry Payne
Coopera tive  Inte rna tiona l Fores try
333 Broadway SE
Albuque rque , NM 87102

Mr. S cott S . Wa ke fie ld
Mr. S tephen Ahea rn
RUCO
1110 West Washington St., Ste . 220
Phoe nix, AZ 85007

Mr. Da n Aus tin
Conve rge , Inc.
6509 West Frye  Road, Suite  4
Chandle r, AZ 85226

Ms. Deborah R. Scott
P innacle  West Capita l Corpora tion
400 North 5'1' Street
PO Box 53999, MS 8695
Phoenix, AZ 85072-3999

Ms . Ama nda  Ormond
The  Ormond Group, LLC
7650 S outh McClintock Drive ,
Suite  103-282
Tempe , AZ 85284

Mr. J e rry Coffe y
Mr. Erick Bonne r
Ms. Rebecca  Turner
Gila  Rive r Powe r, L.P .
702 N. Franklin S tree t
Tampa , FL 33602

Mr. P a ul R. Micha ud
Micha ud La w Firm, P .L.C.
46 Eastham Bridge  Road
East Hampton, CT 06424

Mr. Micha e l P a tte n
Ms . La ura  S ixkille r
Roshka  De  Wulf & Pa tte n
One  Arizona  Cente r
400 East Van Buren St, Ste . 800
Phoe nix, AZ 85004
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Mr. Bria n Ha ge ma n
Ms. Caren Peckerman
Mr. Richa rd Brill
De luge , Inc.
4116 East Superior Avenue, Ste . DO
Phoe nix, AZ 85040

Mr. Clifford A. Cithe rs
Sierra  Southwest Coopera tives
Services , Inc.
1000 South Highway 80
Benson, AZ 85602

Mr. Troy Anitra
Conve rge , Inc.
120 Eagle  Rock Avenue , Ste . 190
East Hanover, NJ 07936
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EXHIBIT A

AEPCO's Requested Amendments to Competitive Procurement
Recommended Opinion and Order

In the  ROO a t p. 3, line  21, a fte r the  end of the  sentence , inse rt the  language : "Rura l Utilitie s
Se rvice  ("RUS") borrowers  a re  exempt from this  requirement because  the  RUS pe rforms s imila r
functions  as  an independent monitor."
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EXHIBIT B

RUS Regula tions  Under 7 CFR Sec tion  1710.253
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§ 1710.253 7 CFR ch. XVII (1-1-07 Edlilon)

91710258 Engineering and cost. stud-
les-addition of generation capac-
i ty.

(a) The construction or purchase of
additional generation capaoiby and as-
sociated transmission facil ities by a
power supply or distribution borrower,
including the replacemenii at existing
capacity. shall be supported by wom-
prehenslve project-specific engineering
and cost. studies as specified by RUS.
The studios shell cover e period from
the beginning at the project to at least
10 years after the start of commercial
oparataion of the facllitlas.

(b) The studios must, Include com-
prehensive economy present.-value
analyses of the costs and revenues of
the available self-generation, load
management, energy oonsorva.t1on, and
purchased-power options. including as-
sessments of service rullabllity and fl-
nanoing requirements and risks. Re-
qulrenlonts for analyzing purchased-
power options are set. forth in §l'll0.254.

(c) Generally, studies or soII-genera,-
tlon, load manngcxnent, and energy
oonsorvatlon options shall include, as
approprlaw. analyses or

(1) Capital and operating costs;
(2) Financing requirements and risks;
(3) System reliability;
(4) Altenmttve unit sizes;
(5) Alternative types of generation:
(G) Fuel alternatives:
(7) System stability;
(8) Load flows; and
(9) System dispatching.
(d) At the request at n. borrower,

RUS, in its sole discretion, may waive
upeciiic requirements of this section if
such requirements imposed a substan-
tial be-den on the borrower and if such
waiver will not. significantly Mfeut the
aocomplishmnent or the objeotivea of
this subpart.

§1710.254 Alternative
power.

(a) General. (1) RUS will mu.ka lows
to flnanca ha coustrucblon of genera-
Mon facilities by diswlbutlon or power
supply borrowers and transmission fa-
ollltles by power supply borrowers only
under she following conditions if said
borrowers do not already own aural oper-
sW such types of faclllbies:

sources of

(1) Where no adequate :Md dependable
source Ni power is available Lo meet
the consumers' roads. or

(ii) Where the rates offered by other
power sources would result; in a higher
cost of power to the Co I\sLu'll6lf's than
the cost; from faci l i ties financed by
RUS, and the amount of the power cost;
savings that would resul t from the
RUS~flnzt.ncecl facilities bears a signifi-
cant relationship to the amount. of the
proposed loan.

(2) If a borrower a.lrca.dy owns and op-
orabcs the typos of facilities included
in a loan request, Lien u loan for the
purposes cont-ainecl in paragraph (a)(1)
of this section, as well as for the con-
aLrL1ction of transmission facllitlos by
a disLrlbut.ion lwrrower, will Ba consid-
ered and evaluated by RUS in terms of
whether the proposed facil ities con-
si i tutc am effective and economical
means of meaning the power requlro-
ments of the consumers. A borrower
s'1al1 contact, RUN as soon as pray
(livable in order for RUN to review in-
fornlabion Subrnitbod by the borrower
and advise the borrower, in writing,
whether taherfa is a, need for the bor-
rower Lo Invcsbigate and seek alter-
native sources of power. RUN will Oc-
tcrmine, based on information provided
by the borrower or ot.he1-wise available,
whether there is a need t.o lnvestlgabo
alternative sources of power or wheth-
Gr RUN wil l  require informa.tion or
other methods of determining the need
for the gene1~at.ion capacity. RUN wm
base its debermixxation on wheLhor RUS
is able to conclude that the project is
naecled. the bor rower  would i ncur
ciclays and costs in pursuing an RFP,
or hlzat an REP is not. likely to produce
new alternatives to the project.

(b) Loan requests for the addition of
generation capacity, including replaoe~
men. of existlug capacity, will Ba ac-
ccpted by RUS when the applicant has
completed the requirements estab-
lished by RUS, in :L manner satisfac-
tory to RUN. The invcstigewloiis of axl-
tc1~nat»lve sources of power must be co-
ordmated in advance w3Lh RUN. Tlzls
suction applies Bo RUN financed gen-
ei-ation capacity whether owned solely
by the borrower, owned on an undi-
vided ownership basis with other utili-
ties or substantially con1,ro1lecl by the
borrower.

140
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Rural Utilities Service, USDA 5 1710.300

looted is an economical and effective
alternamlve,

(f) RUS may make indopurident in-
quiries with potential power suppliers
as to the availability of power to meet
borrowers' needs. In0orma,bion devel-
oped by RUS will be shared with bor-
rowers at their request.

(g) Further details of RUS require-
menbs for financing of generation and
bulk transmission faci l i t ies are son
forth in 7 CFR part 1712.

(lm) At the request: of a borrower,
RUS, in its solo discretion, may waive
specific requirements of paragraphs (b)
through (0) of nhls section if such waiv-
er is required Bo prevent unreasonable
delays in obtaining generation capac-
i tzy that could result in system rol l-
ability problems.
(Approved by the office of Management and
Budget, under control number 057?»43032)
[57 FR 1053, Jan. 9. 1992, as amended at 65 1-*n
am, May 17, 2000]

§§ 1710.255-1710.299 [Ikserved]

(0) The applicant may he required to
seek and uti l ize uapaetby avai lable
from RUN borrowers and other o1~ga,ni-
zatlons before developing plans for ad-
ditional generation capacity. RUS may
require, on a, case by casa basis, that
Lhe applicant. among other things:

(1) Solicit; power and energy purohasc
proposals from all reasonable pol;enlsi8J
sources of power, such as other electric
cooperatives, investor-owned utilities,
municipal uti l i ty organizations, and
Federal and state power authorities.

(2) Solicit proposals from indo-
pondent. power producers, Including co~
genera.tors, to determine the terms and
conditions under which these producers
oar supply the additional power and
energy needs of the applicant., without
RUS financial assistance, Such solici-
tations should be placed in at least,
Lhrae natJona.l newspapers or trade
publlcaulons, and they meet; all plan-
nmg, coordination or other require-
ments imposrxl by state a,uthm*iLlcs. as
well as the ezxviroxmmczxtal require-
ments of RUS.

(d) When sol1<:lt,a.l;ious are received in
accordance with paragraph (o) of this
section, the applicant will ovxxluatle all
alternative proposals on an economic,
pr4esont.~valuo basis. giving c(1ns1dor-
ation to cost-effectiveness, rolia.b111Ly
of service, Lho short,-term and long-
Lorm llnancial viability of the supplier,
and the financial risk to the borrower
and its creditors. The applicant wil l
keep MIS fully informcxl on those oval-
uatdons and provide supporting' Infor-
mation and analysis as requested by
RUS.

(as) After evaluation of all proposals
received in accordance Winn paragraph
(c) of bells section. and having informed
RUS of the results, the znpplieaut may
be required co negotiate final proposals
with the entities submitting the best
acceptable offers. Coif,racLs requiring
RUS approval will oitzher be approved
in advlulco by the Administrator or
contain a provision that; the cont,1'ac1; is
not; valid until approved. in writing, by
the Admiiiislsrator. The Adinlnistrubox*
will approve the Conti-anus in a timely
manner provided that the borrower has
met. all applicable requirements. in-
oluciirxg, among other matters, evidence
that tile alternative source of power Se»

Subpart G-Long-Range Financial
Forecasts

§l'710.300 General.
(a) RUS encourages borrowers Lo

inainbain a cmtrreuh long-range flna.n~
coal forecast. The forecast, should be
used by the board of directors and the
mzmager to guide the system t.owa.rds
its financial goals.

(b) A borrower must; prepare, i01' RUS
review and approval, a. long-range fi-
nzmoial forecast, approved by its boarcl
of directors, In support of its loan ap-
pl icanion. The forecast must; dem-
onstrate that the borrowed sys wm is
economically viable and that the pro-
posed loan is financially feasible. Loan
feasibility will be assessed based on the
criteria set forth in §1710,112,

(c) The financial forecast; and relaters
projections submitted in support; of a
loan appllcalzion shall include:

(1) The projected results of [arturo ac»
sons planned by the box'1'owex~'s board
of clirectors,

(2) The Fina,ncial goals established for
margins. TIER, DSC, equity, and levels
of general funds to be invested in plant.

(3) A pro forma balance sheet, sLat;e~
went; or operations. and general funds

141


