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IN THE MATTER OF THE APPLICATION OF 
ARIZONA ELECTRIC POWER COOPERATIVE, 
INC. FOR AUTHORIZATION TO INCUR DEBT 
AND SECURE LIENS IN ITS PROPERTY TO 
FINANCE ITS CONSTRUCTION WORK PLAN. 

BEFORE THE ARIZONA CORPORATION COMMISSION 

DOCKET NO. E-01773A-06-0084 

DECISION NO. 69238 

ORDER 

Arizona Corporation Commission 
DOCKETED ZOMMIS SIONERS 

Having considered the entire record herein and being fully advised in the premises, the 

Arizona Corporation Commission (“Commission”) finds, concludes, and orders that: 
* * * * * * * * * 

FINDINGS OF FACT 

1. On February 10, 2006, Arizona Electric Power Cooperative, Inc. (“AEPCO” or 

“Cooperative”) filed an application with the Commission requesting authorization to incur debt and 

secure liens in its property to finance its construction work plan for 2005-2008 (“CWP”). 

2. The Cooperative requests authorization to secure interim financing for its CWP in an 

amount not to exceed $ .2 million from the National Rural Utilities Cooperative Finance 

Corporation (“CFC”) and t ecure a permanent loan in an amount not to exceed $29.2 million from 

the Rural Utili nancing Bank (“RUSEFB”) long-term loan program, when 

available, to repay and replace the CFC interim financing. In addition, AEPCO requests 

authorization to change the specific facilities to be financed in the CWP without the necessity of 

ServicelFederal 

filing an amended application so long as the total amount financed remains below the requested 
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affidavit of publication veri 

Kingman Daily Miner on February 23, 

Citizen on the same date. These publications are 

AEPCO’s service area. 

ommission Utilities Division Staff (“Staff’) filed a Staff 

taff recommended that the Commission 

to changes to the CWP. 

5 .  On October 17, 2006, AEPCO filed a Response to the Staff Report. In its Response, 

AEPCO urges the Commission to approve its interim and long-term financing requests in relation to 

the 2005-2008 CWP “as the same may be amended” in an amount not to exceed $29.2 million. 

AEPCO argues that growth, technological changes and other factors which impact the CWP over the 

time horizon of the plan, will inevitably require changes to the CWP. AEPCO asserts that by its 

request, it is trying to conserve both the Commission’s and Cooperative’s time and resources. 

~ 
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member and to the Salt River Project Agricultural Improvement District as a Class C member. 

7. AEPCO’s rates, and two additional phases to become effective in September of the 

years 2006 and 2007, were approved in Decision No. 6807 1 , dated August 17,2005. 

8. The proposed CFC loan would have a maturity of December 31,2035. At the time of 

the Staff Report, the interest rate for a CFC loan was 7.15 percent. No p 

apply to the proposed interim CFC financing. 

The RUSEFB loan would re 

an terms with a final maturity d 

establishes daily the interest rate that will be applicable to draws on the RUSEFB loans on that date. 

The interest rate as of the date of the Staff Report for a RUS/FFB loan was 5.19 percent. 

10. AEPCO expected to receive RUS/FFB approval of its loan application by the third 

plicable interest rate on the RUS/FFB loan will be fixed at the time that each 

idvance is made and AEPCO would be able to draw down on the loan as needed to proceed with the 

Zooperative’s CWP. 

11. Commission Engineering Staff has reviewed the current list of projects in AEPCO’s 

2005-2008 CWP, which total $29,201,061, to be disbursed over the plan’s years as follows: 

IEPCO’s capital structure consisted of 7.7 percent short-term debt, 87.0 percent long-term debt and 
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5.4 percent equity. The 2006 pro forma reflects that issuance of the proposed debt would further 

exacerbate AEPCO’s highly leveraged capital structure 

comprised of 7.3 percent short-term debt, 87.7 percent long-term debt and 5.0 percent equity. 

AEPCO’s 2008 pro forma capital structure indicates 8.5 percent short-term debt, 85.7 percent long- 

term debt and 5.9 percent equity. 

13. The Times Interest Earned Ratio (“TIER’) represents the number of times earnings 

cover interest expense on long-term debt. A TIER greater than 1.0 means that operating income is 

greater than interest expense. A TIER less than 1.0 is not sustainable in the long term but does not 

mean that debt obligations cannot be met in the short term. 

14. Debt Service Coverage Ratio (“DSC”) represents the number of times internally 

generated cash will cover required principal and interest payments on long-term debt. A DSC greater 

than 1.0 indicates that operating cash flow is sufficient to cover debt obligations. A DSC less than 

1.0 means that debt service obligations cannot be met by cash generated from operations and that 

another source of funds is needed to avoid default. 

15. Staffs financial analysis indicates that the 2006 pro forma TIER and DSC for 

AEPCO’s proposed debt are 1.60 and 1.00, respectively, which Staff states shows that operating 
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remains below 20 percent o 

earnings if its equity is between 20 and 30 percent of its capitalization. 

23. On June 15, 2006, AEPCO filed an Equity Improvement Analysis in compliance with 

Decision No. 68071. AEPCO’s equity analysis shows equity climbing to 20.36 percent of total assets 

by 2012 without any rate increases for the period 2008 to 2015. 

24. Decision No. 68071 requires AEPCO to file another rate case no later than five years 

after the date of that Decision, or August 2010. 

25. We concur with Staffs conclusion that approving the finance request is in the public 

interest. The capital improvements projects that comprise the CWP are reasonably necessary to meet 

the needs of AEPCO’s members and to provide safe and reliable generation service. Financial 

projections indicate that AEPCO will be able to meet its on-going obligations. 

26. The Staff Report did not elaborate on Staffs recommended denial of AEPCO’s 

request that the finance authorization be extended to include capital projects different than those 

listed in the CWP. We believe that in general it is not good public policy to approve financing 

requests for unknown projects. The statutes that give the Commission authority to approve finance 

requests require as a prerequisite to approval that the Commission find the financing request to be 

reasonably necessary or appropriate for the purposes specified in t order. A.R.S. $40-302. We 

cannot make a finding of reasonableness or appropriateness without knowing the purposes of the 

financing request. In this case, howe , we believe that with AEPCO’s willingness to submit the 

d with the added safeguards provided by RUS oversight, 

proval granted herein. To provide 
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FORE ORDE 

authorized to borrow up to $29,200,000 from the National Rural Utilities Cooperative Finance 

Corporation with a maturity date of 2035, at the interest rate prevailing when the draw is executed. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. is hereby 

authorized to borrow up to $29,200,000 from the Rural Utilities Service/Federal Financing Bank, to 

repay and replace the National Rural Utilities Cooperative Finance Corporation loan, with a maturity 

date of 2035, at the interest rate prevailing when the draw is executed. 

IT IS FURTHER ORDERED that such finance authority shall be expressly contingent upon 

Arizona Electric Power Cooperative, Inc.’s use of the proceeds for the purposes stated in its 

application and approved herein. 

IT IS FURTHER ORDERED that use of the loan proceeds authorized herein shall be 

restricted to financing capital improvement projects as described in Arizona Electric Power 

Cooperative, Inc.’s 2005-2008 Construction Work Plan as that plan may be amended as set forth 

herein, in an amount not to exceed $29.2 million. 

IT IS FURTHER ORDERED that Arizona Electric Power Cooperative, Inc. may, without 
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