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Atta che d is the  S ta ff Re port for Arizona  Ele ctric P owe r Coope ra tive , Inc.'s  a pplica tion
for a uthoriza tion to  e xte nd a  portion of the  s hort-te rm borrowing a uthoriza tion gra nte d in
Decis ion No. 69337. S ta ff recommends approva l of the  proposed extension.

Any pa rty who wis he s  ma y file  comme nts  to the  S ta ff Re port with the  Commis s ion's
Docke t Control by 4:00 p.m. on or be fore  March 14, 2008.
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EXECUTIVE SUMMARY
ARIZONA ELECTRIC POWER COOPERATIVE,INC.

DOCKET no. E-01773A-07-0632

Arizona  Ele ctric  P owe r Coope ra tive , Inc . ("AEP CO" or "Coope ra tive ") file d  a n
applica tion with the  Arizona  Corpora tion Commiss ion ("Commiss ion") on November 2, 2007,
requesting authoriza tion to extend a  portion of the  short-term borrowing authoriza tion granted in
De cis ion No. 69337. AEP CO is  a  Cla s s  "A" Arizona  public s e rvice  corpora tion a nd a  non-
profit, member owned coope ra tive  tha t supplie s  the  power needs  of its  s ix Arizona  cla ss  "A"
cooperatives and other customers.

On January 6, 2006, AEPCO reques ted Commiss ion authoriza tion pursuant to A.R.S .

tota l capita l through 2006. Specifica lly, AEPCO reques ted authoriza tion to increase  its  short-
te rm borrowing to $30 million. The  Coopera tive  a sse rted tha t the  la rge r short-te rm borrowing
limit was needed to finance large under-collections caused by increasing costs of natural gas and
purchased power and othe r ope ra tiona l e fficiencie s . The  Commiss ion authorized AEPCO to
incre a se  its  short-te rm borrowing to $30 million in De cis ion No. 68481, da te d Fe brua ry 15,
2006. S ubs e que ntly, De cis ion No. 68594, da te d Ma rch 23, 2006, a uthorize d AEP CO to
a cce le ra te  the  imple me nta tion da te  from Octobe r 1, 2006 to April 1, 2006, for the  Fue l a nd
Purchased Power Cost Adjustor approved in the  Cooperative 's  most recent ra te  case  (Decision
No. 68071, dated August, 17, 2005) to improve its  cash flow.

On September 26, 2006, AEPCO filed an applica tion requesting authoriza tion to extend
$25 million of the  short-te rm borrowing granted in Decis ion No. 68481 through the  ca lenda r
year 2007. The  Coopera tive  asserted tha t a lthough increasing short-te rm debt borrowings and
implementing adjus tor ra tes  a llowed AEPCO to continue  to fund opera tions , it was  not able  to
make  substantia l progress  in reducing its  short-tenn debt. The  Commiss ion granted AEPCO's
request in Decision No. 69337, dated February 20, 2007.

AEPCO asserts that despite  making substantial repayments on its line of credit in the year
2007, it estimates that a t the  end of January 2008 tota l short-term borrowings will s till exceed the
seven percent s ta tutory limit. In addition, the  Coopera tive 's  cash flow forecas t indica tes  tha t it
will need to make  some  additiona l draws  on the  line  of credit in September 2008. Hence , the
Coopera tive  requests  tha t the  Commission authorize  a  short-te rm borrowing limit of $20 million
through the year 2008.

Sta ff concludes  tha t the  proposed use  of funds  is  appropria te  and tha t authoriza tion to
increase  short-te rm borrowing to $20 million is  within the  corpora te  Powers  of the  Coopera tive ,
is  compatible  with the  public inte res t, and would not impair AEPCO's  ability to provide  se rvice .
Exte nding the  borrowing a uthoriza tion is  a lso sound pra ctice  from the  pe rspe ctive  tha t not
e xte nding the  a uthoriza tion ha s  pote ntia lly gre a te r de trime nta l e ffe cts  for AEP CO a nd its
customers.

E-01773A-07-0632



S ta ff re comme nds  gra n ting  a u thoriza tion  to  incre a s e  the  limit on  s hort-te nn  de bt
borrowing to a n a mount not to e xce e d $20 million until De ce mbe r 31, 2008, unde r the  te rns
proposed and for the  purposes described here in.

E-01773A-07-0632



TABLE OF CONTENTS

P AGE

INTRODUCTION •

NOTICE l 1

BACKGROUND al

PURPOSE AND DESCRIPTION OF THE PROPOSED FINANCING Tl 2

FINANCIAL ANALYSIS.. 2

COMPLIANCE..

CONCLUSIONS AND RECOMMENDATIONS.. 3

SCHEDULES

AEPCO's Cash Flow and Short-Term
Borrowing Projections for the year 2008 .. .  Schedule PMC- 1

ATTACHMENTS

Affidavit of Publication .

E-01773A-07-0632

i i

.A

.3



Arizona  Electric Power Coope ra tive , Inc.
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Introduction

O n  No ve mb e r 5 ,  2 0 0 7 ,  Arizo n a  E le c tric  P o we r Co o p e ra tive ,  In c .  ("AE P CO " o r
"Coope ra tive "), a n Arizona  cla s s  "A" public s e rvice  corpora tion a nd a  non-profit, me mbe r
owne d coope ra tive  loca te d in Be nson, Arizona , file d a n a pplica tion re que s ting a uthoriza tion to
extend a  portion of the  short-te rm borrowing granted in Decis ion No. 69337, da ted Februa ry 20,
2007.

Notic e

On November 30, 2007, the  CoOpera tive  filed an a ffidavit of publica tion ve rifying public
notice  of its  fina ncing a pplica tion. The  Coope ra tive  publishe d notice  of its  fina ncing a pplica tion
in The  Kins ma n Da ily Mine r on  Nove mbe r ll,  2007 , a nd in The  Arizona  Da ily S ta r/Tue s on
Citize n on Nove mbe r 14, 2007. The Kins ma n Da ily Mine r is  a  ne wspa pe r of ge ne ra l circula tion
in the  City of Kingma n, County of Moha ve , Arizona  a nd The  Arizona  Da ily S ta r/Tucson Citize n
is  a  ne ws pa pe r o f ge ne ra l c ircu la tion  in  the  County o f P ima , Arizona . Th e  a ffid a vit o f
publica tion is  a ttached a long with a  copy of the  Notice .

Background

AEP CO is  a n  Arizona  non-pro tit,  me mbe r-owne d  coope ra tive  loca te d  in  Be ns on ,
Arizona . AEP CO provide s  powe r a nd e ne rgy a t whole sa le  prima rily to its  s ix Cla s s  A me mbe r
dis tribution coope ra tive s  (Anza  Ele ctric Coope ra tive , Dunca n Ele ctric Coope ra tive , Gra ha m
County Ele ctric Coope ra tive , Moha ve  Ele ctric Coope ra tive , S ulphur S prings  Va lle y Ele ctric
Coope ra tive  a nd Trico Ele ctric Coope ra tive ) unde r the  te rms  of a ll-re quire me nts  or pa rtia l-
requirements  capacity and energy agreements . AEPCO a lso provides  se rvice  to the  City of Mesa
as  a  Class  B member unde r the  te rms of a  capacity and ene rgy agreement. In addition, AEPCO
provides  se rvice  to the  Sa lt Rive r P roj e t Agriculture  Improvement Dis trict a s  a  Cla ss  C member
unde r the  te rms  of a  ca pa city a nd e ne rgy a gre e me nt. AEPCO's  curre nt ra te s  we re  a pprove d in
Decis ion No. 68071, da ted August 17, 2005.

On January 6, 2006, AEPCO requested authoriza tion to increase  its  short-te rm borrowing
to $30 million. The  Coope ra tive  a s se rte d tha t the  la rge r short-te rm borrowing limit wa s  ne e de d
to finance  la rge  under-collections caused by increasing costs  of na tura l gas  and purchased power
a nd othe r ope ra tiona l e fficie ncie s . Without the  incre a s e d borrowing a uthority, AEP CO would
have  defaulted on accounts  payable  obliga tions  to purchased power providers . The  Commission,
in De cis ion No. 68481, da te d Fe brua ry 15, 2006, a uthorize d AEPCO to incre a se  its  short-te rm
borrowing to $30 million through December 31, 2006.

O n  Ma rc h  2 3 ,  2 0 0 6 ,  th e  C o m m is s io n  a u th o riz e d  AE P C O  to a cce le ra te  the
implementa tion da te , from Octobe r 1, 2006, to April 1, 2006, for the  Fue l and Purchased Power

E-01773A-07-0632
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Cos t Adjus tor ("FP P CA") a pprove d in  the  Coope ra tive 's  mos t re ce nt ra te  ca s e  in  orde r to
improve  its  ca sh flow.l

On Septembe r 26, 2006, AEPCO filed an applica tion reques ting authoriza tion to extend
$25 million of the  s hort-te rm borrowing gra nte d in De cis ion No. 68481 through the  ca le nda r
ye a r 2007. The  Coope ra tive  a s se rte d tha t a lthough incre a s ing short-te rm de bt borrowings  a nd
imple me nting a djus tor ra te s  a llowe d AEP CO to continue  to fund ope ra tions , it wa s  not a ble  to
ma ke  subs ta ntia l progre s s  in re ducing its  short-te rm de bt. The  Commiss ion gra nte d AEP CO's
request in Decis ion No. 69337, da ted February 20, 2007.

Purpos e  and Des cription of the  Propos ed Financing

AEP CO re que s ts  Commis s ion  a u tho riza tion  pu rs ua n t to  A.R.S .
te mpora rily e xce e d the  s ta tutory s hort-te rm borrowing limit of s e ve n pe rce nt of tota l ca pita l.
S pe cifica lly, AEP CO re que s ts  a uthority for s hort-te rm borrowing up to $20 million through
ca le nda r ye a r 2008. The  Coope ra tive 's  a pplica tion a s se rts  tha t a  short-te rm borrowing limit of
$20 million through the  ye a r 2008 "provide s  a  mode s t "cushion" of a bout $4 million to a ddre ss
emergencies and unanticipated changes in assumptions used in the  cash flow forecast".2

AEPCO indica te s  tha t de spite  ma king subs ta ntia l re pa yme nts  on its  line  of cre dit in the
ye a r 2007, it e s tima te s  tha t a t the  e nd of J a nua ry 2008 tota l s hort-te rm borrowings  will s till
e xce e d the  s e ve n pe rce nt s ta tutory limit. In a ddition, the  Coope ra tive 's  ca s h flow fore ca s t
indica te s  tha t it will ne e d to ma ke  s ome  a dditiona l dra ws  on the  line  of cre dit in Ma rch, April,
August and September 2008.

Financ ia l Ana lys is

AEP CO curre ntly ha s  two source s  of short-te rm borrowing: (1) a  line  of cre dit from the
Na tiona l Rura l Utilitie s  Coope ra tive  Fina nce  Corpora tion ("CFC") a nd (2) a  Note  P a rticipa tion
P rogra m ("NP P ")3. The  Coope ra tive  ha s  indica te d tha t a s  of De ce mbe r 31, 2007, it ha d
borrowe d a pproxima te ly $13.9 million from the  CFC line  of cre dit a nd a pproxima te ly $10.8
million from the  NP P  for a  tota l of a pproxima te ly $24.7 million.

S che dule  P MC-1 de picts  AEP CO's  ca sh flow a nd line  of cre dit proje ctions  for the  ye a r
2008. AEP CO's  ca s h How proje ctions  illus tra te  tha t, de s pite  the  e a rly imple me nta tion of the
FPPCA and the  short-te rm borrowing extens ions  authorized in Decis ion Nos . 68481 and 69337,
the  Coope ra tive  is  a t ris k of e xce e ding the  s ta tutory limit s e t for its  s hort-te rm borrowings
throughout the  yea r 2008. If AEPCO's  projections  a s  depicted in Schedule  PMC-1 were  to hold

1 Decis ion No. 68594, da ted March 23, 2006.
2 AEPCO's  applica tion, page 3.

3 The NPP a llows  the Coopera tive to borrow money from its  members  a t ra tes  lower than AEPCO would be charged
by others , but a t a  higher ra te than the members  could earn on their short-term deposits . For the year 2007, the NPP
balances  have ranged from $3.9 million in January to $10.8 million in December.

E-01773A-07-0632
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true , its  ne e d for a uthoriza tion to e xce e d the  s hort-te rm borrowing s ta tutory limit of s e ve n
percent of tota l capita l would need to be  extended through December 2008.

Compliance

There  a re  no compliance  issues  with AEPCO.

Conclusions and Recommendations

S ta ff conclude s  tha t AEP CO is  a t ris k of e xce e ding the  s ta tutory limit s e t for its  s hort-
tenn borrowings  throughout the  yea r 2008.

S ta ff a lso concludes  tha t the  proposed use  of funds  is  appropria te  and tha t authoriza tion
to  in c re a s e  s h o rt-te rm b o rro win g  to  $ 2 0  millio n  is  with in  th e  co rp o ra te  P o we rs  o f th e
Coope ra tive , is  compa tible  with the  public inte re s t a nd would not impa ir AEP CO's  a bility to
provide  s e rvice . Exte nding  the  borrowing  a u thoriza tion  is  a ls o  s ound pra ctice  from the
pe rspe ctive  tha t not e xte nding the  a uthoriza tion ha s  pote ntia lly gre a te r de trime nta l e ffe cts  for
AEPCO and its  customers .

S ta ff re comme nds  gra nting  a u thoriza tion  to  incre a s e  the  limit on  s hort-te rm de bt
borrowing to a n a mount not to e xce e d $20 million until De ce mbe r 31, 2008, unde r the  te rms
proposed and for the  purposes described in this  report.

S ta ff furthe r re comme nds  a uthorizing AQEP CO to e nga ge  in a ny tra ns a ctions  a nd to
execute  any documents necessary to effectuate  the  authorizations granted.

E-01773A-07-0632
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MICHAEL m. GRANT
DIRECTDIAI; (602) 530-8291

E-MAIL! MMG@GKNET.COM
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II AZ C899 Co§l~lff*ii3sfon

DOCKET CGNTRGL

2575 EAST CAMELBACK ROAD

pHoEnix, ARIZONA 85016-9225

PHONE! (602) 530-8000

FAX: (602) 530-8500

WWW.GKNET.COM
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I

November 30, 2007

HAND DELIVERED

Docket Control
Arizona Corporation Commission
1200 w. Washington St.
Phoenix, AZ 85007

Ajax"idavits of Publication,' AEPCO 's Appliealion to Extend Its Short-Term
Borrowing Authorization; Docket No.E-01773A-07-0632

De a r S ir/Ma da m:

Enclosed are the original and 13 copies of Affidavits of Publication from Tucson's
Newspapers Company and the Kinsman Daily Miner confirming published notice in relation to
this matter. Your assistance is appreciated.

Very truly yours,

GALLAGHER & KENNEDY, P.A.

WM QQ;
I

I
I

Micha e l M. Gra nt

MeG/plp
10421 -45/1690856

Enclosures

cc (w/enclosures): P edro Chaves , Utilitie s  Divis ion (de live red)

n\1sM\a Gmxwmm Q,<>mm\s§mu
Original and 13 copies filed with Docket
Control this 30th day of November, 2007.

we *s Q in

Re:

99lGi1\l!=l.

By:
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TUCSON'S NEWSPAPERS

Tucson, Arizona

STATE OF ARIZONA)
COUNTY OF PIMA)

!
i

I
runlcnoncsor

AnAmlcAnourunAn° " ' $ 3 ° . .
nssnon

Debbie Capanear, being first duly sworn deposes and
says: that she is the Legal Advertising Representative
of  the TUCSON'S NEWSPAPERS COMPANY, a
corporation organized and existing under the laws of
the State of  Arizona, and that the said TUCSON'S
NEWSPAPERS PUBLISHING COMPANY prints and
publishes the Arizona Daily Star and T.ucson Citizen,
daily newspapers printed and published in the City of
Tucson, Pima County, State of Arizona, and having a
general circulation in said City, County, State and
elsewhere, and that the attached

-am: me

Md!!! NO.z-ax -0632

Le ga l Notice

Coo ratlve, Inc. has filed an
éopprecatgm with the Arizona

anmoggr
temporarily

8 short-term

of
was printed and published correctly in the entire issue
of the said Arizona Daily Star and Tucson Citizen on
each of the following dates, to-wit:

19, 3007

proceeding
. the  9=F§w\ l°» shall 88

E r  I  e
aw .

a a nga.dIrec§ s
tiillmere8t nr; thus matter.

(

1;
of

"°°"~":;mm4
H

388m8nt

so Mele in proc "D-
Whether the »=~,»>->s=3

. a  a r m
hearing on the

of the
mter~

Subscribed and sworn to before me this' 2 ' day of
rvgtp ) 3007

¢'Z'8.3L§4'§""»4m the

J -  " - ; . e : ~ a  y a9 lntemnnltand

3.;':82*a**2oo1

&/ ZM9Ll@4&4
JP

!

1
ggLv5A I

Notate e -
Pima County
Expires 12/15/09

DEZ

Arizona

TNI AD no .

y commission
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AFFIDAVIT OF PUBLICATIUN

\

I
I

Kingman Daily Miner
PUBLIC nonce

OF AN AP'l'ELlCATlON FOR
AN ORDER 'm

TEMPORAIILY Exam) THE7% Sliolnr
TERM DEBT LIMITATION

DY Tm; ARIZUNA auzcnuc POWER co-
OPERATIVE, INC.

Duded Nu. E-ol'/73A-v1-asa:
3015 Stockton Hill Road, Kingman, AZ 86401

web: www.kingmandailyminencom - e-mail: Iegals@kingmar\doilyminer.com
Phone (928)753-6397, ext. 242 • Fax (928)753-5661

.Serving Kingman since 1882 :mg it \o rat
sham-\am ddzc he:

STATE OF ARIZONA
County of Mohave

)
)ss

'Ì hcA1iz0nn E1ectric Power cooperative Inc lm
5led m1Ap'plic|!ionvlrit!\theJ4d&olna | 'gen
QlumnnissioufncanosdmraxaMosi '
l1Y¢@l¢¢edt3\eseve:;p¢g¢¢m 'za-
tiONofA.R.SQ40-302.D.11m¢ppli¢;¢kmi;,v¢§l-
'bl'f°""'H°'E"°'*'l'0i118f¢8\\lIIbD8incsshou:1a1

Ind the y'sofEces-at i60b-".""' I M*
80» B¢}1s§Jll._Arizona .85602. Innervendun in mi
F°¢l*°l5F*°¢3*PW°¢¢¢l1l¢=lonMe

. law hoinhcr
'°'===*adh¢vir=ll submnanrhlfnmczsstinthia
I§»\1er.§e1ao|nsdeui;i::g.toinnervunemuuiknMo-
be . icunrlrli ll. up ""-°": 4-11sh," `g at a mznnnmg

1.Them!I1t.!d¢¢sslndtdnphonenunnber f the
P1°P°l¢¢inuBrvenornndof o
"WP¢l'°4"\*pDnwhomserviceddocumeutsis
be made ifdiffexem than

I, Me lin d a  Ma u s e r, be ing firs t duly swam on he r oa th says
Tha t she  is  the  Le ga ls  Cle rk of THE KINGMAN DAILY MINER
An Arizona  corpora tion, which owns and publishes the  Miner
a  Daily Newspaper published in the  City of Kinsman, County of Mohave
Arizona, that the notice attached hereto, namely

1 A|n|n in »
we»~°==$» a

lllteiwnnrduiinunhr

Public Notice
Ad. No. 7125

npplicadon ma rue »¢=§.»m for sue: s naming
' Anarmuu l:nd13'° s ow oflhc mus
nqlnwrvene his been mailed n ¢°P)' on
m W l i w m

T o ng of Motions iv lntcrvme shall be gov
by A.A.C. RI4-3-105

Published: 11/11/07 Ad. No. 7115

Has, to the personal knowledge of affiant, n t h day of November, 2007
to the n t h day of November, 2007 inclusive without change, interruption or
omission, amounting in 1 insertions, made on the following dates
11/11/2007

By
Clerk, 14th Day of November, 2007

State of Arizona

County of Mohave

On this IQ day of IVw/m484 ,2097
Legal Clerk, whom I know personally to be
the person who signed th.e above document
and she proved she signed it

I

Notary Public
My Commission Expims Noverfmblér 30, 2009

GFFICIALSELI
I . REBECCA ..`.`-"§ §]nurAt4ypuBuc Stateg1.Ar1zona

M0HAVL \l\|-I-
Mv Comm. Exdres Nov.

14
3U.Q908


