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Re: MEC/NEC Exception to the Final Staff Report and Recommended Opinion and
Order (November 6, 2007) for Competitive Procurement issues; Docket No. E-
00000E-05-048' 1

Dear Sir/Madam:

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
("ROO") 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 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 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.

ByBy.,
tfwnéral CO S General 'Cou"nsel



1
I

lI

ACC Docket Control
1 1/19/07
Page 3

Original and 13 copies filed with Docket
Control this _l_9- day of November, 2007, with:

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Copies of the foregoing delivered
this J_?¢_ 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
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Barbara Keene, Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Christopher C. Kempiey, Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Copies of the foregoing mailed
this 1.5L day of November, 2007, to:

John Wallace, GCSECA
120 North 44th 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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s mms: 7 cm Ch. xi (I-I-07 won:

ll'll0.I6l lags-u-ku; no cut -ua-
ies-¢4l1ii¢ion of gooaunUem cnpao
tty.

(a.) The oonatructlon or vurohm of
aaalcxonu generation capacity and as-
sootated transmission feollltles by a
power supply or distribution borrower.
including the replacement or oxlltlng
capacity. shall be supported by com-
prehensive project-epaclflc engineering
and coat studies as specified by RUS.
The etaxdles shall cover a period from
the beginning of the project to sO lesnsO
10 years after the start. of oommerclel
operation of tlle facllltlos.

(b) The studlea must; include com-
prehenslve economic present.-value
analyses of the Costa and revenues at
the avaliable self-generation. load
management" energy coneervatWn, and
purchased~power options, including aa-
seasmenbe or service reliability and fl-
nanolns' requirements and risks. Re-
qulrernema for analyzing purohued-
power options are eat forth in u710.254.

(fs) Generally, studies of self-generv
Mon, load management., and energy
conservation options shall include. as
appropriate. mzlyaea of:

(1) Capital Ana operetlnz oostl;
(2) Financing requirements and rlska;
(3) BW-emrelilmliby&
(4) Almernablve unit eases;
(5) Alternative Wma at generation;
(B) Fuel alternatives;
(7) System sMblllw;
(B) Load flows: and
(9) System dlspatohlns.
(d) At. the request of s. borrower,

nus. in its sole disoretlon. may wl.ive
specific requirements of this section it
such requirements imposed a substan-
ml burden on the borrower and ll' such
waiver will not significantly aftaot the
socompllshmentz of the objectives of
this subqsaurt.

5

ii710.264 Mhernative acumen d
pnvnr.

(1) Where no adequate and dopnndsblo
sours of power is available to meet
the oonuumors' needs: or
(ll) Where the qantas offered by other

power sources would rssult~ In s hizhsr
cost of power to the consumers then
who cost from facilities llnonced by
RUS, and the amount of the power cost
savings num would result (mm the
RUS~finanoad fsoillblos bears a signifi-
cant relstimnslxlp w the amount of the
proposed loan.

(2) If a borrower already owns and op-
orztes the types of Owsxnses Included
in a loan request, than a loan for the
purposes contained in paragraph (sX1)
of this section. aB well as for the con-
struction or transmission fwllluss by
a dlstrlbubloo borrower, will be oonsld-
ered and evslubtod by RUB In terms or
whether the proposed fwllltles oun-
sbltute an effective and economical
moans of meotlng the power requlre~
merits of she consumers, A borrower
shall eontaot RUN as noon as pray
tlcable In order for RUS Bo review ln-
formauon submitted by the borrower
and udale the borrower, in wrltinfr.
whether there is A need for the bor-
rower to lnvoutizsbe Md leak alter-
nablva neuron of power. RUS wm de
tasrmlne, bleed on lnlornnatton provided
by the borrower or otherwise avsllsble.
whether Nuts 11 an need Bo lnvnUgste
alternative sources of power or wheth-
er ROB will require Informalzlon or
other methods of daurmlnlng the need
for the generation uayeelw. RUB wm
base its detmrmlnatlon on whether RUB
is able no conolvxle that the proleol; is
needed, the borrower would incur
delays and our.; in pursuing an RFP.
or that nm RFP is not likely so produce
new altmrnativea so the project.

(b) Loa lf requontu for the sddltlon al'
genermlon ocpaolty. lnolulllnz replace-
ment of oxlstlng capaolty, will be an-
oeptod by RUB when the npplloanb has
complobod the roqulromenca estab-
llaized by RUB, in a manner satlafac-
Wry t.o Aus. The lnventlgnlonu of nl-
lsernatlve sources of power must. be of-»
ordlnstod in aavanoo with RUS. This
sootlon smiles No RUN financed non-
exmblon capcclty whether owned aclaly
by the borrower. owned on an unCl-
vlded ownership basis with other ulzlll-
ties or subatantlally controller by the
borrower.

la) General. (1) RUN will make loans
to finance the construction of genera-
tion faeillblos by dlsnrlbuhlon or power
supply borrowers and transmission fv
oilitiss by power supply borrowers only
under the following oondltlons If aid
borrowers do not already own and oper-
ate such types of facdlltlosz

140



»
Jim* r e

ACC Docket Control
1 1/19/07
Page 8

num WMO! Semen. USDA §1710.J00

lobed is an economical and srfecuva
alternative.

(0 RUB may make lmlapandsnla in-
quiries with potential power suppliers
as to the availability of power to meet
borrowers' undo. information devel-
oped by RUN will be shared with bor-
rowers at blnvlr requests,

(al Furtlwar dowN of RUB ruqulra-
ments for tlnanolnz of ueneraUnn and
bulk branumlsslou taol l l t les uh set
forth In v CAR part ma.

(h) Av the request of A borrower.
RUN. in ass sole dlacrouon, may waive
speoMc requirements of paragraphs (b)
through (9) at this seuUon If such wolv-
er as roqulrod to prevent unreasonable
delays in obtslolng generation capac-
ity Lhnl, could result, oh system rsl1~
ablnuy problems.
(Approved by the Office of Mnnngsmsnt :um
Budget under uonlrol number 0672-0082)
(av PR 1058. Jan. D. 1902. As amended at 95 FR
51247. 1vn.v 17. zone]

§§1'll1.ll5-1710.850 Meaervai]

(c) The appllcanb may be required to
seek and uti l ize capaci ty avai lable
from RUS borrowers Md other organi-
nsatione before developing plans for ed-
ditlonnl nneratlon °w¢°lty~ nos may
require, on 4 oaae by one heels, that
the applicant, amen: other things:

(1) Bollolt power and energy purolnae
proposals from ell reasonable Dementia
sources al' power, such as other electric
uooperetlvea. lnveetobowned utllltlee,
munlolpul  uti l i ty orxmlutlous, OnO
lledernl and state power euthoarltlee.

(2) Bollcl t proposals from lnde-
pendent power producers, lneludlng oo-
generators. to determine the terms and
oondlt-lone under which these produoeru
can supply the additional power and
energy needs of the applicant, without
RUN financial assistance. Such solici-
taticms should be placed In at least
three national newspapers or trade
publications, and they meet. all plan-
ning, coordination or other require-
ments imposed by state authorities. as
wal l  ea the environmental  require-
ments of RUB.

(d) When aolicltatlons are received in
accordance with paragraph (c) of this
section, the applicant w11l evaluate all
alternative proposals on an economic.
present-va.lue basis, giving consider-
ation to cost-effectiveness. reliability
of eerie, the short-term and long-
term llnanclal vleblllty of the supplier,
and the nnanoiu rink to the borrower
and ate credltore. The wplloamt wm
keep RUB l\1lLv informed cm these ev1l-
nations and provide supporting infor-
malalon and analysis ea requested by
RUB.

(e) After evaluation of all proposaLs
reooivad in accordance wlnh paragraph
(o) of this section. and having* Intoned
xis of me results. the applloant may
be required ho negotiate flnsl proposals
with the enélblen submltlzlng the best
aooepcnble offers. ConlnuoU rsquirlng
R-US approval will elbhor be Approved
in advsmoe by the Administrator or
oonlsaln a. provision that the oonhrwt is
non valid until approved, in writing, by
the Administrator. The Administrator
wlllappsrove the contracts in a. timely
marmara provided that the borrower has
met. all applicable requirements. ln~
eluding, among other mutton, evidence
that Use alternative source or power se-

. nnancsaa
F a o c o M

ll 'llB.109 Genwrel.
(a) RUB encourages borrowers to

maintain n. uurxent ion:-rsnge Nnan-
ol|.1 forecast, The forecast. should be
used by the bono of dlrecabors and the
manager W guide the system towards
lim financial goxla.

(b) A borrower must prepare, for RUB
review and approval, a. long-ranze tl-
nenclal forecast, approved W 185 board
of dlreotors, in support at in loan ap-
pl ication. The foreoaal. must dom-
onatrela that me bou'rower'l eyltem is
economically voluble aha beet the pro-
posed loan Le flnnnolslly feeble. Loan
feafslblllty will be assessed banned on the
erlterlu eel; forth in §l'fl0.1l2.

(c) The financial forecast and related
projeoslonl eubmltted in support of e-
loan appllcaUon mum include:

(l) The nroleobed results or future as
Mons plenneo by the borx~owor'l board
of cllraowz-az

(2) The tlnnnolsl souls eetebllzhevi for
muglna. TIER. neo. equity. and levels
or general fund: no be invested in plant;

(8) A pro forma balance sheet. state-
mom. of oparamlons. and uenenl ,funds
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