Arizona Corporation Commission >

o =
November 19, 2007 DOCKETED So £ x
= &5 M
NOV 19 2007 s 2 4
w g€ » m
Docket Control DOCKETED \(\Q’ £§ > =
Arizona Corporation Commission ZDO @© = m
~S = QO

z M

w

ORIGINAL — wypppmmin

MOHAVE ELECTRIC COOPERATIVE, INC.
Post Office Box 1045 2
Bullhead City, Arizona 86430

NAVOPACHE ELECTRIC COOPERATIVE, INC.
1878 West White Mountain Boulevard
Lakeside, Arizona 85929

1200 W. Washington
Phoenix, AZ 85007

Re:

Dear Sir/Madam:

MEC/NEC Exception to the Final Staff Report and Recommended Opinion and
Order (November 6, 2007) for Competitive Procurement Issues; Docket No. E-

00000E-05-0431

Mohave Electric Cooperative, Inc. (“MEC”) and Navopache Electric Cooperative,

Inc. (“NEC”), collectively referred to as “MEC/NEC”, as distribution electric cooperatives, submit
this Exception to the Final Commission Staff Report and Recommended Opinion and Order
(“RO0O”) for Competitive Procurement Issues, dated November 6, 2007. MEC/NEC 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. MEC/NEC are subject to

the RUS regulations.

MEC/NEC agree 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.”

In that spirit, one of the things which is different about MEC/NEC but is the same

for AEPCO is that, as an RUS borrower, MEC/NEC and AEPCO are aiready 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 MEC/NEC or AEPCO until the RUS

requirements are met.
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The principal criterion under 7 C.F.R. § 1710, et seq. requires that any self-build
generation plan has to be justified through a competitive solicitation for purchased power RUS-
monitored, 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. Just
like AEPCO, MEC/NEC 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. Just like AEPCO,
MEC/NEC are 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, MEC/NEC just like
AEPCO must also 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 B.

In conclusion, an additional monitor should not be required for MEC/NEC 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.

MEC/NEC requests that the Commission 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,

MOHAVE ELECTRIC COOPERATIVE, INC. NAVOPACHE ELECTRIC COOPERATIVE, INC.
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Original and 13 copies filed with Docket
Control this _LS_ day of November, 2007, with:

Docket Control

Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Copies of the foregoing delivered
this _I_a_ 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

Commiissioner 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
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Barbara Keene, Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Christopher C. Kempley, Legal Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Copies_of the foregoing mailed
this _/ _ day of November, 2007, to:

John Wallace, GCSECA

120 North 44t Street

Suite 100

Phoenix, Arizona 85034-1899
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EXHIBIT A

MEC/NEC 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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§1710.253

§1710.358 Engineering and cost stud.
::;-—cddmon of generation capae

(a) The construction or purchase of
additional generation capacity and as-
sociated transmission facilities by a
power supply or distribution borrower,
including the replacement of existing
capacity, shall be supported by com-
prehensive project-specific engineering
and cost studies as specified by RUS.
The studies shall cover a period from
the beginning of the project to at least
10 years afier the start of commercial
operation of the facilities,

(b) The studies must include com-
prehensive  economic  present-value
analysea of the coasts and revenues of
the available self-generation, load
management, energy conservation, and
purchased-power opiions, including as-
sesaments of service reliability and fi-
nancing requirements and risks. Re-
quirements for ahnalyzing purchased-
power options are set forth in §1710.254.

(¢) Gonerally, studles of seif-genera.
tion, load management, and energy

7 CFR Ch. XVR (1-1-07 kdilion)

(1) Where no adequate and depondable
sourcs of power is available to meet
the consumers’ needs; or

(1) Where the rates offered by other
power sources would result in a higher
cost of power to the oonsumers than
the cost from faoilities financed by
RUS, and the amount of the power cost
savings that would result from. the
RUS-financed facilities bears a signifi-
cant relationship to the amount of the
proposed ican.

(2) If & borrower already owns and op-
erates the types of faeilities included
in a loan reguest, then a loan for the
purposes oontained in paragraph (aX1)
of this section, as well as for the con-
struction of transmission facilities by
a distribution borrower, will be consid-
ered and evaluated by RUS in terms of
whether the proposed facilities oon-
stitute an effective and economical
means of meeting the power require-
ments of the consumers. A borrower
shall contact RUS as soon as prao-
tioabls ir order for RUS to review in-
formation submitted by the borrower
and advise the borrower, in writing,

tion optt shall include, as
appropriate, analyses of:

(1) Capital and operating costs;

(2) Financing requirements and rislks;

(8) Bystem reliability;

(4) Alternative unit sives;

(8) Alternative types of generation;

(8) Fuel alternatives;

(7) Bystom stability;

(8) Load flows; and

(9) System dispatohing.

(d) At the request of s borrower,
RUS, in its sole disoretion, may waive
specific requlremeonta of this section if
such requiremnents imposed a subsian-
tisl burden on the borrower and if such
waiver will not significantly affect the
acoomplishment of the objectives of
this subpart.

§1710.284 Alternetive
power.

{a) General. (1) RUS will make loana
to finance the construction of genera-
tion factlities by distribution or power
supply borrowers and transmission fa-
cilities.by power supply borrowers only
under the:following conditions if said
borrawers do not already own and oper-
ate such types of facilities:

sources  of

hather there is a need for the bor-
rower to investigate and seek alter-
native sources of power. RUS will de-
termine, based on information provided
by the borrower or otherwise available,
whether thers is a need (o investigale
alternative sources of power or wheth-
er RUS will require infermation or
other methods of determining Lhe need
for the generation capacity, RUS will
basge its determination on whether RUS
is able to conolude that the project is
needod, the Dborrower would inour
delays and costs in pursuing an RFP,
or that an RFP is not likely t0 produce
now alternatives to the project.

(b) Loan requests for the addition of
generation capaoity, including replace-
ment of existing oapacity, will be ap-
cepted by RUB when the applicant has
completed the requirements estab-
lished by RUS, in a manner satisfao-
tory to RUS. The investigations of al-
ternative sources of power must be ¢o-
ordinatsd in advance with RUS. This
seotion applies to RUS financed gen-
eration capacity whether owned solely
by the borrower, owned on an undi-
vided ownership basis with other util-
ties or substantially controlled by the
borrower.

140
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Rural Utliities Service, USDA

(c) The applicani may be required to
ssek and utilige capacity avallable
from RUS borrowers and other organi-
zations before developing plans for ad-
ditional generation capacity. RUS may
require, on & case by camse baais, Lhat
the applicant, among other things:

(1) 8oliolt power and energy purchase
proposais trom all r ble potential
sources of power, such as other electrio
vooperatives, investor-owned utilities,
municipal utility organisations, and
Foderal and state power authorities.

(2) Soliolt proposals from inde-
pendent power producers, including co-
generators, to determine the terms and
conditions under which thess producers
can supply the additional power and
energy needs ol the applicant, without
RUS financial assistance. Such solici-
tations should be placed in at least
three national newapapers or trade
publications, and they meet all plan-
ning, coordinalion or other require-
ments imposed by state authoritios, as
well as the environmental require-
ments of RUS.

(d) When solicitations are received in
accordance with paragraph (o) of this
section, the applicant will evaluate all
alternative proposals on an economic,
presant-value basia, giving consider-
ation to cost-effectiveness, reliability
of service, the short-term and long-
term financial viability of the supplier,
and the financial risk to the borrower
and its creditors. The applloant will
koep RUS fully informed on these sval-
uations and provide supporting infor-
mation and analysis as requested by
RUS,

(e) After ovaluation of all proposals
recsived {n accordance with paragraph
(c) of this section, and having informed
RUS of the results, the applicant may
be required 1o negotiate final proposals
with the entities submitting the best
acceptable offers. Contraots requiring
RUS approval will oither be approved
in advance by the Adminiastrator or
contain a provision that the contract is
not valid until approved, in writing, by
the Administrator. The Administrator
will approve the contracts in & timely
manner provided that the borrower has
meb all applicable requirements, in.
cluding, among other matters, svidence
that the alternative source of power se-

§1710.300

lected i3 an sconomioal and effective
alternative.

(f) RUS may make independent in-
quiries with potemtial power suppliers
as to the availability of power to meel
borrowers' needs. Information devel-
oped by RUS will be shared with bor-
rowera at their request,

(¥) Further detalls of RUB require-
ments for financing of generation and
bulk transmission faoilities aro set
forth in 7 OFR part 1713,

(h) At the requost of & borrower,
RUS, in its sole discretion, may waive
specific requirements of paragraphs (b)
through (8) of this ssotion if such wajv-
er is required to prevent unreasonable
delays in obtaining generation capac-
ity that could result in system reli-
ability problems.

{Approved by the Office of Mansgement and
Budget under vontrol number 0872-0033)

{67 PR 1053, Jan. 0, 1982, as amended at €5 FR
31247, Mey 17, 2000]

§81710.285-1710.200 [Reserved)

Fonc.:om

$1710.800 General.

{&) RUS encourages borrowers to
maintein a current long-range finan-
oial forecast, The forecast should be
used by the board of directors and the
manager to gulde the system towards
its financial goals.

(b) A borrower must prepare, for RUB
review and approval, a leng-range fi-
nancial forecast, approved by its hoard
of directors, in support of its loan ap-
plication. The forecast must dem-
onstrate that the borrower’s system is
eoonomically viable and that the pro-
posed loan ia finanoially feasible. Loan
feasibility will be assessed based on the
criteria set forth in §1710.112.

(¢) The financial forecast and ralated
projections submitted in support of a
loan application shall inciude:

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

(2) The financial goals eatablished for
marging, TIRR, D8O, equity, and levels
of general funds to be invested in plant;

(3) A pro forma balance shoet, state-
ment of operations, and general funds
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