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Utilities Division
DATE: February 29, 2008

STAFF REPORT FOR THE ARIZONA ELECTRIC POWER COOPERATIVE,
INC. APPLICATION TO EXTEND A PORTION OF THE SHORT-TERM

BORROWING AUTHORIZATION GRANTED IN DECISION NO. 69337
(DOCKET NO. E-01773A-07-0632)

Attached is the Staff Report for Arizona Electric Power Cooperative, Inc.’s application

for authorization to extend a portion of the short-term borrowing authorization granted in
Decision No. 69337. Staff recommends approval of the proposed extension.

Any party who wishes may file comments to the Staff Report with the Commission’s
Docket Control by 4:00 p.m. on or before March 14, 2008.
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Originator: Pedro M. Chaves

Attachment: Original and fourteen copies
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EXECUTIVE SUMMARY
ARIZONA ELECTRIC POWER COOPERATIVE, INC.
DOCKET NO. E-01773A-07-0632

Arizona Electric Power Cooperative, Inc. (“AEPCO” or “Cooperative”) filed an
application with the Arizona Corporation Commission (“Commission”) on November 2, 2007,
requesting authorization to extend a portion of the short-term borrowing authorization granted in
Decision No. 69337. AEPCO is a Class “A” Arizona public service corporation and a non-
profit, member owned cooperative that supplies the power needs of its six Arizona class “A”
cooperatives and other customers.

On January 6, 2006, AEPCO requested Commission authorization pursuant to A.R.S.
§40-302(D) to temporarily exceed the statutory short-term borrowing limit of seven percent of
total capital through 2006. Specifically, AEPCO requested authorization to increase its short-
term borrowing to $30 million. The Cooperative asserted that the larger short-term borrowing
limit was needed to finance large under-collections caused by increasing costs of natural gas and
purchased power and other operational efficiencies. The Commission authorized AEPCO to
increase its short-term borrowing to $30 million in Decision No. 68481, dated February 15,
2006. Subsequently, Decision No. 68594, dated March 23, 2006, authorized AEPCO to
accelerate the implementation date from October 1, 2006 to April 1, 2006, for the Fuel and
Purchased Power Cost Adjustor approved in the Cooperative’s most recent rate case (Decision
No. 68071, dated August, 17, 2005) to improve its cash flow.

On September 26, 2006, AEPCO filed an application requesting authorization to extend
$25 million of the shori-term borrowing granted in Decision No. 68481 through the calendar
year 2007. The Cooperative asserted that although increasing short-term debt borrowings and
implementing adjustor rates allowed AEPCO to continue to fund operations, it was not able to
make substantial progress in reducing its short-term debt. The Commission granted AEPCO’s
request in Decision No. 69337, dated February 20, 2007.

AFEPCO asserts that despite making substantial repayments on its line of credit in the year
2007, it estimates that at the end of January 2008 total short-term borrowings will still exceed the
seven percent statutory limit. In addition, the Cooperative’s cash flow forecast indicates that it
will need to make some additional draws on the line of credit in September 2008. Hence, the
Cooperative requests that the Commission authorize a short-term borrowing limit of $20 million
through the year 2008.

Staff concludes that the proposed use of funds is appropriate and that authorization to
increase short-term borrowing to $20 million is within the corporate powers of the Cooperative,
is compatible with the public interest, and would not impair AEPCO’s ability to provide service.
Extending the borrowing authorization is also sound practice from the perspective that not
extending the authorization has potentially greater detrimental effects for AEPCO and its
customers.
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Staff recommends granting authorization to increase the limit on short-term debt
borrowing to an amount not to exceed $20 million until December 31, 2008, under the terms
proposed and for the purposes described herein.
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Arizona Electric Power Cooperative, Inc.
Docket No. E-01773A-07-0632
Page 1

Introduction

On November 5, 2007, Arizona Electric Power Cooperative, Inc. (“AEPCO” or
“Cooperative”), an Arizona class “A” public service corporation and a non-profit, member
owned cooperative located in Benson, Arizona, filed an application requesting authorization to
extend a portion of the short-term borrowing granted in Decision No. 69337, dated February 20,
2007.

Notice

On November 30, 2007, the Cooperative filed an affidavit of publication verifying public
notice of its financing application. The Cooperative published notice of its financing application
in The Kingman Daily Miner on November 11, 2007, and in The Arizona Daily Star/Tucson
Citizen on November 14, 2007. The Kingman Daily Miner is a newspaper of general circulation
in the City of Kingman, County of Mohave, Arizona and The Arizona Daily Star/Tucson Citizen
is a newspaper of general circulation in the County of Pima, Arizona. The affidavit of
publication is attached along with a copy of the Notice.

Background

AEPCO is an Arizona non-profit, member-owned cooperative located in Benson,
Arizona. AEPCO provides power and energy at wholesale primarily to its six Class A member
distribution cooperatives (Anza Electric Cooperative, Duncan Electric Cooperative, Graham
County Electric Cooperative, Mohave Electric Cooperative, Sulphur Springs Valley Electric
Cooperative and Trico Electric Cooperative) under the terms of all-requirements or partial-
requirements capacity and energy agreements. AEPCO also provides service to the City of Mesa
as a Class B member under the terms of a capacity and energy agreement. In addition, AEPCO
provides service to the Salt River Project Agriculture Improvement District as a Class C member
under the terms of a capacity and energy agreement. AEPCO’s current rates were approved in
Decision No. 68071, dated August 17, 2005.

On January 6, 2006, AEPCO requested authorization to increase its short-term borrowing
to $30 million. The Cooperative asserted that the larger short-term borrowing limit was needed
to finance large under-collections caused by increasing costs of natural gas and purchased power
and other operational efficiencies. Without the increased borrowing authority, AEPCO would
have defaulted on accounts payable obligations to purchased power providers. The Commission,
in Decision No. 68481, dated February 15, 2006, authorized AEPCO to increase its short-term
borrowing to $30 million through December 31, 2006.

On March 23, 2006, the Commission authorized AEPCO to accelerate the
implementation date, from October 1, 2006, to April 1, 2006, for the Fuel and Purchased Power

E-01773A-07-0632
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Cost Adjustor (“FPPCA”) approved in the Cooperative’s most recent rate case in order to
improve its cash flow.!

On September 26, 2006, AEPCO filed an application requesting authorization to extend
$25 million of the short-term borrowing granted in Decision No. 68481 through the calendar
year 2007. The Cooperative asserted that although increasing short-term debt borrowings and
implementing adjustor rates allowed AEPCO to continue to fund operations, it was not able to
make substantial progress in reducing its short-term debt. The Commission granted AEPCO’s
request in Decision No. 69337, dated February 20, 2007.

Purpose and Description of the Proposed Financing

AEPCO requests Commission authorization pursuant to A.R.S. §40-302(D) to
temporarily exceed the statutory short-term borrowing limit of seven percent of total capital.
Specifically, AEPCO requests authority for short-term borrowing up to $20 million through
calendar year 2008. The Cooperative’s application asserts that a short-term borrowing limit of
$20 million through the year 2008 “provides a modest “cushion” of about $4 million to address
emergencies and unanticipated changes in assumptions used in the cash flow forecast” 2

AEPCO indicates that despite making substantial repayments on its line of credit in the
year 2007, it estimates that at the end of January 2008 total short-term borrowings will still
exceed the seven percent statutory limit. In addition, the Cooperative’s cash flow forecast
indicates that it will need to make some additional draws on the line of credit in March, April,
August and September 2008.

Financial Analysis

AEPCO currently has two sources of short-term borrowing: (1) a line of credit from the
National Rural Utilities Cooperative Finance Corporation (“CFC”) and (2) a Note Participation
Program (“NPP”)3 . The Cooperative has indicated that as of December 31, 2007, it had
borrowed approximately $13.9 million from the CFC line of credit and approximately $10.8
million from the NPP for a total of approximately $24.7 million.

Schedule PMC-1 depicts AEPCO’s cash flow and line of credit projections for the year
2008. AEPCO’s cash flow projections illustrate that, despite the early implementation of the
FPPCA and the short-term borrowing extensions authorized in Decision Nos. 68481 and 69337,
the Cooperative is at risk of exceeding the statutory limit set for its short-term borrowings
throughout the year 2008. If AEPCO’s projections as depicted in Schedule PMC-1 were to hold

! Decision No. 68594, dated March 23, 2006.
> AEPCO’s application, page 3.

The NPP allows the Cooperative to borrow money from its members at rates lower than AEPCO would be charged
by others, but at a higher rate 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.
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true, its need for authorization to exceed the short-term borrowing statutory limit of seven
percent of total capital would need to be extended through December 2008.

Compliance
There are no compliance issues with AEPCO.
Conclusions and Recommendations

Staff concludes that AEPCO is at risk of exceeding the statutory limit set for its short-
term borrowings throughout the year 2008.

Staff also concludes that the proposed use of funds is appropriate and that authorization
to increase short-term borrowing to $20 million is within the corporate powers of the
Cooperative, is compatible with the public interest and would not impair AEPCO’s ability to
provide service. Extending the borrowing authorization is also sound practice from the
perspective that not extending the authorization has potentially greater detrimental effects for
AEPCO and its customers.

Staff recommends granting authorization to increase the limit on short-term debt
borrowing to an amount not to exceed $20 million until December 31, 2008, under the terms

proposed and for the purposes described in this report.

Staff further recommends authorizing AEPCO to engage in any transactions and to
execute any documents necessary to effectuate the authorizations granted.
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Attachment A

GALLAGHER & KENNEDY UUUUUl YC o
P.A. )
LAW OFFICES R EC E' v E D O'L”D
| 2575 EasT CAMELBACK ROAD
MICHAEL M. GRANT MHGY 30 P 1 21 o (602) 530.6000

DIRECT DIAL: (602) 530-8291

E-MAIL: MMG@GKNET.COM FAx: (602) 530-8500

AZ CORP COMMISSION WWW.GKNET.COM
DOCKET CONTADL |

November 30, 2007

HAND DELIVERED

Docket Control

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ 85007

Re:  Affidavits of Publication; AEPCO’s Application to Extend Its Short-Term
Borrowing Authorization; Docket No. E-01773A4-07-0632

Dear Sir/Madam:

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

Very truly yours,

GALLAGHER & KENNEDY, P.A.

Michael M. Grant

MMG/plp -
10421-45/1690856
Enclosures

Ty
cc (w/encloéures): Pedro Chaves, Utilities Division (delivered) — mwmaﬁﬁ“e\%mg\—%?\.
Original and 13 copies filed with Docket N\IGD G\{

Control this 30™ day of November, 2007.




TUCSON'S NEWSPAPERS
Tucson, Arizona

STATE OF ARIZONA)
COUNTY OF PIMA)

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 Tucson 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

Legal Notice
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:

W‘ )L[( 3007
@%l’)g/ CfvﬂﬂaMﬂ/Z

Subscribed and sworn to before me this ‘z’ﬂ\day of
N, S00

Notary Public
v sivia wialoez
Notary @udic - Arizona

Pima County
Expires 12/15/09

My commission expires
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AFFIDAVIT OF PUBLICATION

Kingman Daily Miner
3015 Stockton Hill Road, Kingman, AZ 86401
web: www.kingmandailyminer.com « e-mail: legals@kingmandailyminer.com
Phone (928) 753-6397, ext. 242 - Fax (928) 753-5661
*Serving Kingman since 1882"

STATE OF ARIZONA )
County of Mohave ) ss.

I, Melinda Mauser, being first duly sworn on her oath says:

That she is the Legals Clerk of THE KINGMAN DAILY MINER

An Arizona corporation, which owns and publishes the Miner,

a Daily Newspaper published in the City of Kingman, County of Mohave,
Arizona, that the notice attached hereto, namely,

Public Notice
Ad. No. 7125

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

11/11/2007

By:
Tegal Clerk, 14th Day of November, 2007

State of Arizona
County of Mohave

On this}Q_day of /\/W .2097

Legal Clerk, whom | know personally to be
the person who signed the above document

and she proved she signed it.

, , 7
Notary Public
My Commission Expires Noverfibgr 30, 2009
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