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Report of the COMMISSION

Richard S. Walden, Chairman
Appointed to the Commission in 1984 and re-appointed 

through his present term expiring in 2016, Richard Walden is the 

President and CEO of Farmers Investment Co., a family-owned, 

pecan growing and processing company headquartered 

in Sahuarita, Arizona. He is a member of the Board of the 

International Tree Nut Council and in that capacity serves 

as the chairman of the Committee for Nutrition Research 

and Education associated with the Nutrition Research and 

Education Foundation. He is also a former member of the 

Advisory Council on Small Business and Agriculture for the 

Federal Reserve Bank of San Francisco and a past member of 

the Board of the National Pecan Shellers Association.

Joe A. Albo
Joe Albo was appointed to the Commission in 2010 for a 

term to run until 2016, having served an earlier partial term as 

Commissioner on the Arizona Power Authority Commission from 

1983 to 1984. He is a fourth generation native Arizonan. Joe 

Albo is a career public sector attorney. Mr. Albo is a graduate 

of Northern Arizona University and of the University of Arizona 

College of Law. Mr. Albo served on the NAU Alumni Association 

Board of Directors from 1978 through 1986, and received the 

Northern Arizona University Distinguished Citizen Alumni Award 

in 1995.  

LT Gen. John I. Hudson USMC (Ret.), Vice-Chairman
First appointed to the Arizona Power Authority Commission in 

March 2000, John I. Hudson was elected Vice-Chairman in January 

2010 with his current term expiring in 2012. A retired Lieutenant 

General in the U.S. Marine Corps where he served for 37 years, 

John Hudson is past member and past Chairman of the Board of 

Directors of the Yuma Regional Medical Center. In addition, he is a 

past-member and past chairman of the Greater Yuma Port Authority 

Board of Directors, a founding Director of the Foothills Bank of 

Yuma, and past president of Yuma’s 78-CRIME Board of Directors.
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Dalton H. Cole
Appointed to the Commission in January 2002 and re-

appointed through his present term expiring in 2014, Dalton 

Cole is a retired businessman and farmer. A past-member of the 

Central Arizona Water Conservation District Board, Mr. Cole co-

founded and chaired the HoHoKam Irrigation District.  He also 

served on the board of Electrical District No. 2 in Pinal County 

for 18 years and is a past chairman. In addition, Mr. Cole is a 

past chairman of the State Board of Directors for Community 

Colleges. He has served on the Ground Water Management 

Committee for Pinal County, as well as advisory committees to 

the Arizona Legislature regarding water and power issues.

Stephen M. Brophy
Stephen M. Brophy, appointed to the Commission in 2009 

for a term to expire in 2014, is president of Page Land & 

Cattle Co. and Aztec Land and Cattle Company, Limited, 

and a partner in Santa Lucia Farms.  Among his affiliations, 

he is chairman of Mountain States Legal Foundation, past 

chairman of the Economic Advisory Council of the Federal 

Reserve Bank of San Francisco, and past president of the 

Arizona Cattle Growers Association.  He received a bachelor’s 

degree from the University of Arizona and an M.B.A. from 

Stanford University.

“Change is the law of life. And those who look only to the past 

or present are certain to miss the future.”

     

      – John F. Kennedy
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STABILITY FOR PROSPERITY  
MOVING FORWARD

Arizona is the home of the Sonoran Desert and rich, fertile farm 

land.  Consequently, agriculture in Arizona is highly dependent 

on water from electrically driven irrigation pumps.  A successful 

future for agriculture in this state calls for reliable, affordable 

electric power. The Arizona Power Authority is central in fulfilling 

this role as it continues to oversee the distribution of Hoover 

power to its customers, many of which are agriculturally-oriented.  

Several of the Power Authority Commissioners traveled to 

Washington, DC this past year in support of federal legislation 

that continues the availability of Hoover power to the agricultural 

community in Arizona.

In December 2011, Congress passed new legislation governing 

the allocation of Hoover power for the 2017-2067 timeframe, with 

a potential 20-year renewal. The legislation defines how Hoover 

power will be shared among Arizona, California and Nevada, and 

ensures a significant energy allotment to our state consistent with 

what Arizona has received in past years. 

With the stability gained through this legislation, the Authority  

is now turning its focus to determine how best to allocate  

Arizona’s share of Hoover power to qualified applicants within  

the state. This new apportionment will become effective on  

October 1, 2017.  The Authority is engaged in a comprehensive,  

transparent review in order to develop a fair and beneficial 

allocation.  By distributing this power in a well-reasoned manner 

to both new and existing customers, the Authority will help 

support the continued growth and competitiveness of Arizona’s 

agricultural community.

In the near term, the Arizona Power Authority continues to 

keep rates stable through controlling costs both at the state 

and federal levels.  For this reason the Authority anticipates no 

significant rate increase in the coming year. 

Another source of stability is the Authority’s historically 

strong bond rating, which remains unchanged.  Standard & 

Poor’s conducted a comprehensive review this past year, and 

determined that the AA stable ranking it has awarded the 

Authority is fully merited. This strong bond rating was affirmed by 

Moody’s, which conferred its own Aa2 ranking. 

The Arizona Power Authority is also securing future performance 

by supporting the continued maintenance and improvement 

of the equipment at the Hoover power plant. The Authority 

helps ensure that equipment is kept in top working condition 

with reliability, longevity and generating efficiency in mind.  In 

these ways the Arizona Power Authority remains dedicated to its 

mission to deliver affordable, reliable clean electric power to its 

customers throughout Arizona. 

Joe Mulholland,  
Executive Director

Report of the
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AND ENVIRONMENTS

This year also saw significant infrastructure improvements at the 

Hoover power plant. The replacement of cast iron wicket gates 

with stainless steel gates will reduce water loss and improve 

generation efficiency.  In addition, the restroking of wicket gates 

and the improvement of pressure relief valves have significantly 

improved generator ramp rates, dynamic performance and 

efficiency.  In all, 10 megawatts of capacity at lower lake levels 

have been added to the plant through these improvements. 

Future plans call for the installation of two new turbines to greatly 

increase efficiency by reducing “rough zone” issues, which occur 

when Lake Mead water levels are lower. 

A higher than average year of precipitation has relieved the 

drought conditions that have extended for over a decade in the 

Upper Colorado basin.  Snow accumulation was a welcomed 

129% of normal, and this led to more plentiful snowmelt and 

runoff resulting in higher water elevations in Lake Mead. In 

addition, Lake Powell recorded the sixth highest inflow of water 

on record, receiving 140% of its average annual inflow in water 

year 2011. 

Operations

“The best way to predict your 
future is to create it” 

-Abraham Lincoln
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INTRODUCTION

The following is a discussion and analysis of the Arizona Power 

Authority’s (“Authority”) financial performance for the operating 

year ended September 30, 2011. This discussion is designed to:

(a) assist the reader in focusing on significant financial issues, (b) 

provide an overview of the Authority’s financial activity, and (c) 

identify changes in the Authority’s financial position.

The Management’s Discussion and Analysis (“MD&A”) focuses on 

the 2011 and 2010 operating year’s activities, resulting changes 

and known facts. 

This MD&A is an introduction to the basic financial statements of 

the Authority, which are comprised of two components. 

 

(1) Fund Financial Statements

(2) Notes to the Financial Statements

The Fund Financial Statements begin on page 9 and provide 

detailed information about the individual funds. A fund is a fiscal 

and accounting entity with a self-balancing set of accounts that

the Authority uses to keep track of specific sources of revenues 

and disbursements for specific purposes. The Authority’s funds 

are treated as proprietary funds and are independent of each

other. Most of the Authority’s financial dealings are with  

contracts outside of state government. A separate fund is not 

maintained for government activities. The Authority does not act 

as a fiduciary.

USING THIS FINANCIAL REPORT

This financial report consists of a series of financial statements. 

The Statements of Net Assets, the Statements of Revenues, 

Expenses and Changes in Net Assets and the Statements of Cash 

Flows (on pages 19, 20, and 21 respectively) provide information 

about the activities of the Authority as a whole and present a 

longer-term view of the Authority’s finances. The Authority is 

a Body, Corporate and Politic, of the State of Arizona and is a 

special-purpose government entity engaged only in business-

type activities. Accordingly, the financial statements presented 

in this Annual Report are the required basic financial statements 

in accordance with the provisions of Governmental Accounting 

Standards Board Statement No. 34, Basic Financial Statements - 

and Management’s Discussion and Analysis - for State and Local 

Governments, as amended.

AUTHORITY HIGHLIGHTS

Transmission Agreement 
On January 24, 2003, the Authority and the Western Area Power 

Administration (“Western”) entered into an agreement for the 

Advancement of Funds for Transmission Services. The Authority 

had an existing agreement with Western that provided for the 

delivery of power and energy. The agreement provides for the 

Authority to advance funds to Western on a monthly basis to fund 

operations, maintenance and  replacement costs associated with 

Western’s transmission services. For the years ended  

September 30, 2011 and 2010, the Authority advanced a net 

prepaid deposit of $485,005 each year, which is included in the 

Statements of Net Assets. This contract gives Western greater 

flexibility and allows them to work more effectively with the 

Authority and other customers.

Contributions 

During operating years 2011 and 2010, the Authority contributed 

$60,000 to Arizona universities via the Arizona Power Authority 

Scholarship Program.

DISCUSSION & ANALYSISManagement’s
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Effects of Drought on Hoover Energy 

The Colorado River Basin has been experiencing  severe drought 

conditions for eleven years. However, the Colorado River Basin 

was given a reprieve during operating year 2011, and the River 

Basin storage improved significantly. In response to customer 

requests, the Authority continues to purchase supplemental 

power. The supplemental power costs are significantly higher 

than Hoover rates, and are passed directly to the requesting 

customers. These supplemental revenues and costs are reflected 

on the Authority’s books, resulting in higher revenue and 

purchased power costs. 

Arizona State Treasurer-Held Investment Write-off 

The Authority is statutorily required to invest funds through the 

Arizona State Treasurer (“Treasurer”), who has sole investment 

decision making authority. In November 2002, the Authority was 

advised that one of the Treasurer’s chosen investments managed 

by National Century Financial Enterprises was under investigation 

for fraud. In December 2002, the Authority was informed that 

the Treasurer was vitiating the investment in question, thereby 

reducing the value to zero. Since that time, litigation was initiated 

and continues. There is no guarantee that the litigation will result 

in the recovery of the Authority’s funds, which total $227,224. 

Therefore, the Authority wrote off the lost investment amount as 

of June 30, 2003. As of September 30, 2011, a total of $120,934 

has been recovered.

REVENUES

Increase/Decrease in Commission Approved  
Power Rates 

State statute requires the rates be set at levels to recover the 

cost of supplying services. In addition, contracts between the 

Authority and its customers provide specific details regarding rate  

determination. The Arizona Power Authority Commission is solely 

responsible for periodically adjusting rates, as appropriate.

Market Impacts on Investment Income  

Market conditions during operating year 2011 resulted in 

a continuance of extremely low interest rates, yielding less 

investment income for the year than was anticipated.

Economic Drought Condition 

Although the drought condition in the Colorado River Basin 

continues, increased efficiency improvements at Hoover Dam 

have helped to offset the decreases resulting from reduced water 

levels.

EXPENSES

Introduction of New Programs 

There were no changes during these operating years; however, 

individual programs may be added or deleted to meet changing 

Authority needs.  

Increase/Decrease in Authorized Personnel 
Changes in the Authority’s services may result in increasing/

decreasing authorized staffing. Operating year 2011 staffing costs 

(salary and related benefits) represent 4.00% of the Authority’s 

operating  costs. For Operating Year 2010, staffing costs represent 

3.80% of the Authority’s operating costs. 

Salary Structure 

The ability to attract and retain competent personnel requires 

the Authority to provide a competitive salary structure, which is 

reviewed annually, and is within State guidelines.

DISCUSSION & ANALYSIS
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FINANCIAL HIGHLIGHTS

There are three normal transactions that will affect the 

comparability of the Statements of Net Assets summary 

presentation:

Net Results of Activities which will impact (increase/decrease) 

current assets and undesignated net assets.

Principal Payment on Debt which will reduce current assets and 

reduce long-term debt.

Reduction of Capital Assets through Depreciation which will 

reduce capital assets and investment in capital assets, net of 

related debt.

STATEMENTS OF NET ASSETS

• The Authority’s Operating Year 2011 net assets increased by 

$207,492 due primarily to reduced expenses.

• The Authority’s Operating Year 2011 operating revenues 

increased by $324,612 due primarily to increased revenues 

resulting from a small increase in energy available for 

sale and increased Hoover Dam operating costs, which 

necessitated increased power rates.

• The Authority’s Operating Year 2010 net assets decreased 

by $(235,659) due primarily to a write-off of an asset and a 

decrease in Accounts Receivable due to the reduction in 

supplemental sales.

• The Authority’s Operating Year 2010 operating revenues 

decreased by $(1,786,965) due primarily to the reduction in 

supplemental sales.

DISCUSSION & ANALYSISManagement’s
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CONDENSED STATEMENTS OF NET ASSETS BUSINESS TYPE ACTIVITIES

Current assets increased due primarily to increased short-term 

investments (relating to the current year bond payment amount) 

and an increase in cash resulting from increased sales.

Long-term assets decreased because of the application of credits 

for the payment of principal for the current year debt service for 

the Uprating Program.

Capital assets, net decreased because of normal depreciation/

attrition of capital assets.

Current liabilities increased due to an increase in customer 

refunds, and increased short-term Bonds payable (which is in 

keeping with the schedule established by the Bond Covenant).

Long-term liabilities decreased due to a pay down of the bond 

principal. See further explanation on page 11.

Net assets are explained on page 14.

 2011  2010  Diff  %

CURRENT ASSETS  $ 15,198,078 $ 14,331,196 $ 866,882 6.0

LONG-TERM ASSETS   30,404,676  34,779,074  (4,374,398) (12.6)

CAPITAL ASSETS, NET   119,001  133,045  (14,044) (10.6)

TOTAL ASSETS  $ 45,721,755 $ 49,243,315 $ (3,521,560) (7.2)

CURRENT LIABILITIES  $ 8,147,042 $ 7,208,798 $ 938,244 13.0

LONG-TERM (BONDS PAYABLE, NET)   33,210,171  37,877,467  (4,667,296) (12.3)

TOTAL LIABILITIES   41,357,213  45,086,265  (3,729,052) (8.3)

INVESTED IN CAPITAL ASSETS   119,001  133,045  (14,044) (10.6)

UNRESTRICTED  4,245,541  4,024,005  221,536 5.5

TOTAL NET ASSETS   4,364,542  4,157,050  207,492 5.0

TOTAL LIABILITIES/ NET ASSETS  $ 45,721,755 $ 49,243,315 $ (3,521,560) (7.2)

OPERATING YEAR 2011 CONDENSED STATEMENTS OF NET  
ASSETS DISCUSSION

DISCUSSION & ANALYSIS

September 30
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Current assets decreased due to a write-off of a current asset 

and a reduction in supplemental power receivables.

Long-term assets decreased because of the application of credits 

for the payment of principal for the current year debt service for 

the Uprating Program.

Capital assets, net decreased because of normal depreciation/

attrition of capital assets.

Current liabilities decreased due to mainly to a reduction in 

customer refunds owed for the previous Operating Year.

Long-term liabilities decreased due to a pay down of the bond 

principal. See further explanation on page 11.

Net assets are explained on page 16.

CONDENSED STATEMENTS OF NET ASSETS BUSINESS TYPE ACTIVITIES

OPERATING YEAR 2010 CONDENSED STATEMENTS OF NET  
ASSETS DISCUSSION

DISCUSSION & ANALYSISManagement’s

 2010 2009  Difference  %

CURRENT ASSETS $ 14,331,196 $ 15,188,239 $ (857,043) (5.6)

LONG-TERM ASSETS   34,779,074  39,173,351  (4,394,277) (11.2)

CAPITAL ASSETS, NET  133,045  163,337  (30,292) (18.5)

TOTAL ASSETS  $ 49,243,315 $ 54,524,927 $ (5,281,612) (9.7)

CURRENT LIABILITIES  $ 7,208,798 $ 7,943,587 $ (734,789) (9.3)

LONG-TERM (BONDS PAYABLE, NET)  37,877,467  42,188,631  (4,311,164) (10.2)

TOTAL LIABILITIES   45,086,265  50,132,218  (5,045,953) (10.1)

INVESTED IN CAPITAL ASSETS   133,045  163,337  (30,292) (18.5)

UNRESTRICTED   4,024,005  4,229,372  (205,367) (4.9)

TOTAL NET ASSETS   4,157,050  4,392,709  (235,659) (5.4)

TOTAL LIABILITIES/NET ASSETS  $ 49,243,315 $ 54,524,927 $ (5,281,612) (9.7)

September 30
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As of September 30, 2011, the Authority had $119,001 invested in a variety of capital assets, as reflected in the following schedule, 

which represents a net decrease (additions less retirements and depreciation) of $(14,044) or (10.6)% during operating year 2011.

The following reconciliation summarizes the change in Capital Assets for the years ended June 30, 2011 and 2010, which is presented in 

detail in Note 4:

September 30

 2011 2010 

TRANSMISSION PLANT  $ 11,444 $ 14,495

DISTRIBUTION PLANT   13,243  15,547

GENERAL PLANT – OFFICE   94,314   103,003

INVESTED IN CAPITAL ASSETS,  $  119,001 $ 133,045

END OF YEAR

As of September 30, 2011, the Authority had $37,530,000 in  

debt outstanding, compared to $41,750,000 in the prior year,  

as a result of a principal payment of $4,220,000, which was paid 

on October 1, 2010. This payment was the scheduled principal 

payment during the year. Also see Note 6 to the Financial 

Statements for a detailed summary of debt activity during  

the year. 

As of September 30, 2010, the Authority had $41,750,000 in  

debt outstanding, compared to $45,565,000 in the prior year,  

as a result of a principal payment of $3,815,000, which was paid 

on October 1, 2009. This payment was the scheduled principal 

payment during the year. Also see Note 6 to the Financial 

Statements for a detailed summary of debt activity during  

the year.

DEBT OUTSTANDING

CAPITAL ASSETS

DISCUSSION & ANALYSIS

BEGINNING BALANCE  $ 133,045 $ 163,337

ADDITIONS  8,449   -

DEPRECIATION   (22,493)  (30,292)

ENDING BALANCE  $ 119,001 $ 133,045

September 30

 2011 2010 
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Pursuant to Arizona Revised Statutes (A.R.S.) Section 30-124, 

the Commission of the Authority shall establish electric rates to 

include such price components as are necessary to maintain the 

Authority, to provide and maintain reasonable working capital 

and depreciation and other necessary and proper reserves. 

Components that are necessary to maintain the Authority 

include employee payroll, occupancy costs, cost of purchases 

or construction of generation and transmission services, and 

any cost factors chargeable to the cost of providing service as 

the Commission deems necessary or advisable to establish and 

maintain the financial integrity of the Authority. Contracts for 

sale of electric power to the Authority’s customers include rates 

which may be modified upon 24-hour notice when such action 

is necessary in the sole judgment of the Commission in order to 

achieve the purposes of A.R.S. Section 30-124. The Commission, 

on a monthly basis, reviews the financial status of the Authority, 

including expenses and revenues and the adequacy of the rates 

to maintain the Authority’s financial integrity. During Operating 

Year 2011, the Commission did not change rates. During 

Operating Year 2010, the Commission raised rates 7.2% effective 

May 2010.

There are normal transactions that will affect the comparability of 

the Statements of Revenues, Expenses and Changes in the Net 

Assets summary presentation: 

Operating Revenues which increase/decrease as a result of 

economic conditions and power usage.

Operating Expenses which increase/decrease as a result of 

purchased power costs, transmission costs, and operating costs. 

Other Income (Deductions) which increase/decrease as a result 

of investment market conditions.

LIQUIDITY

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

DISCUSSION & ANALYSISManagement’s
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STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS 
BUSINESS TYPE ACTIVITIES

DISCUSSION & ANALYSIS

OPERATING REVENUES  $ 29,835,610 $ 29,510,998 $ 324,612 1.10

OPERATING EXPENSES

 Purchased power   21,844,486  21,594,312  250,174 1.16

 Western credits   (6,507,651)  (6,649,521)  141,870 (2.13)

 Amortization of Hoover
 Uprating program costs   6,507,651  6,649,521  (141,870) (2.13)

 Transmission and distribution  6,045,260  5,941,050  104,210 1.75

 Administrative and general   1,671,821  1,906,916  (235,095) (12.33)

 Depreciation   22,493  30,292  (7,799) (25.75)

 Other   60,000  293,192  (233,192) (79.54)

TOTAL OPERATING EXPENSES   29,644,060  29,765,762  (121,702) (0.41) 

OPERATING INCOME (LOSS)   191,550  (254,764)  446,314 175.19

OTHER (DEDUCTIONS) INCOME

 Interest expense   (1,958,861)  (2,169,863)  211,002 (9.72)

 Deferred interest expense   1,878,817  2,065,021  (186,204) (9.02)

 Amortization   82,296  91,164  (8,868) (9.73)

 Interest income   13,690  32,729  (19,039) (58.17)

 Other, net   -  54  (54) (100.00)

NET OTHER (DEDUCTIONS) INCOME  15,942  19,105  (3,163) (16.56)

CHANGE IN NET ASSETS   207,492  (235,659)  443,151 188.05

NET ASSETS BEGINNING OF YEAR  4,157,050  4,392,709  (235,659) (5.36)

NET ASSETS, END OF YEAR  $ 4,364,542 $ 4,157,050 $ 207,492 4.99

 2011  2010 Difference  %  

September 30
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OPERATING YEAR 2011 CHANGES IN NET ASSETS DISCUSSION

Net assets decreased overall because of the following: 

• Operating revenues increased due mainly to a small 

increase in energy available for sale and increased Hoover 

Dam operating costs, which necessitated increased  

power rates.

• Total operating expenses decreased due primarily to  

a reduction in Administrative and General expenses.

• Western Credits change each year, due to changes in debt 

payments and associated costs related to the  

Uprating Program.

• Amortization of the Uprating Program decreased because 

of changes in debt payments and associated costs related 

to the Uprating Program.

• Administrative and General expenses decreased by 

$235,095, or 12.3% due to a decrease in outside  

professional expenses.

• Depreciation decreased due to normal attrition in the 

carrying value of property, plant, and equipment.

• Other expenses decreased due to the inclusion in 

Operating Year 2010 of a reclassification of an asset. 

BUSINESS TYPE ACTIVITIES
The following chart depicts the sources of revenues for the operating year 2011:

Hoover Power
$25,614,805= 85.81%

Supplemental Power
$4,220,805= 14.14%

Interest Income
$13,690= 0.5%

Other Costs
$82,493= 0.28%

Net Interest Expense
$80,044= 0.27%

Hoover Power
$17,721,402= 59.62%

Administration & General
$1,671,821= 5.62%

Supplemental Power Purchased
$4,123,084= 13.87%

Transmission & Distribution
$6,045,260= 20.34%

REVENUES 2011 Expenses 2011

DISCUSSION & ANALYSISManagement’s
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STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS  
BUSINESS TYPE ACTIVITIES

DISCUSSION & ANALYSIS

 2010  2009  Difference  %

OPERATING REVENUES  $ 29,510,998 $ 31,297,963 $ (1,786,965) (5.7)

OPERATING EXPENSES

 Purchased power   21,594,312  22,877,210  (1,282,898) (5.6)

 Western credits   (6,649,521)  (5,842,790)  (806,731) 13.8

 Amortization of Hoover
 Uprating program costs   6,649,521  5,842,790  806,731 13.8

 Transmission and distribution  5,941,050  6,156,461  (215,411) (3.5)

 Administrative and general   1,906,916  1,478,892  428,024 28.9

 Depreciation   30,292  32,175  (1,883) (5.9)

 Other   293,192  60,000  233,192 388.7

TOTAL OPERATING EXPENSES   29,765,762  30,604,738  (838,976) (2.7)

OPERATING INCOME (LOSS)   (254,764)  693,225  (947,989) (136.8)

OTHER (DEDUCTIONS) INCOME

 Interest expense   (2,169,863)  (2,360,613)  190,750 (8.1)

 Deferred interest expense   2,065,021  2,222,465  (157,444) (7.1)

 Amortization   91,164  99,180  (8,016) (8.1)

 Interest income   32,729  72,304  (39,575) (54.7)

 Other, net   54  -  54 0.0

NET OTHER (DEDUCTIONS) INCOME  19,105  33,336  (14,231) (42.7)

CHANGE IN NET ASSETS   (235,659)  726,561  (962,220) (132.4)

NET ASSETS BEGINNING OF YEAR  4,392,709  3,666,148  726,561 19.8

NET ASSETS, END OF YEAR  $ 4,157,050 $ 4,392,709 $ (235,659) (5.4)

September 30
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BUSINESS TYPE ACTIVITIES
The following chart depicts the sources of revenues for the operating year 2010:

OPERATING YEAR 2010 CHANGES IN NET ASSETS DISCUSSION

Net assets increased overall because of the following: 

• Operating revenues decreased due mainly to a decrease in 

supplemental power sales.

• Total operating expenses decreased due mainly to  

reduced expenses resulting from reduced supplemental 

power purchases.

• Western Credits change each year, due to changes in  

debt payments and associated costs related to the  

Uprating Program.

• Amortization of the Uprating Program decreased because 

of changes in debt payments and associated costs related 

to the Uprating Program. 

• Administrative and general expenses increased by $428,024, 

or 28.9% due to increased expenses resulting from federal 

legislation related to the allocation of Hoover power, and 

industry studies requiring the engagement of outside 

professional services.

• Depreciation decreased due to normal attrition in the 

carrying value of property, plant, and equipment.

• Other expenses increased due to the reclassification  

of an asset.

Hoover Power
$24,405,788= 82.35%

Other Income
$91,218= .31%

Supplemental Power
$5,105,210= 17.23%

Interest Income
$32,729= 0.11%

Other Costs
$323,484= 1.08%

Net Interest Expense
$104,842= 0.35%

Hoover Power
$16,529,575= 55.34%

Administration & General
$1,906,916= 7%

Supplemental Power Purchased
$5,064,737= 16.96%

Transmission & Distribution
$5,941,050= 19.89%

REVENUES 2010 Expenses 2010

DISCUSSION & ANALYSISManagement’s
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The information contained in the Management’s discussion and Analysis is intended to provide a general overview of the Authority’s 

finances. Questions concerning any of the information provided in this report or requests for additional financial information should be 

addressed to the Accounting Department, Arizona Power Authority, 1810 West Adams Street, Phoenix, Arizona 85007.

REQUEST FOR FINANCIAL INFORMATION

DISCUSSION & ANALYSIS
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OF INDEPENDENT AUDITORSReport 

To the Arizona Power Authority Commission

Phoenix, Arizona

We have audited the accompanying statements of net assets of Arizona Power Authority (A Body, Corporate and Politic, 

of the State of Arizona) (Authority) as of September 30, 2011 and 2010, and the related statements of revenues, expenses 

and changes in net assets and cash flows for the years then ended. These financial statements are the responsibility of the 

Authority’s management. Our responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. 

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 

statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 

amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 

significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe 

that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the 

Arizona Power Authority as of September 30, 2011 and 2010 and the changes in its financial position and its cash flows for 

the years then ended, in conformity with accounting principles generally accepted in the United States of America. 

Management’s discussion and analysis on pages 6 through 17 is not a required part of the basic financial statements but 

is supplementary information required by accounting principles generally accepted in the United States of America. We 

have applied certain limited procedures, which consisted principally of inquiries of management regarding the methods of 

measurement and presentation of the required supplementary information. However, we did not audit the information and 

express no opinion on it.

Phoenix, Arizona

January 10, 2012
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STATEMENTS OF NET ASSETS

HIGHLIGHTSFinancial

CURRENT ASSETS

 Cash & Cash Equivalents  $ 3,259,345 $ 3,290,837 $ 3,362,094 $ 2,580,748 $ 6,621,439 $ 5,871,585

 Investments - Short-Term   -  -  5,883,252  5,641,758  5,883,252  5,641,758 

 Accounts receivable, customer
 power purchases   102,638  149,393  2,590,749  2,666,392  2,693,387  2,815,785

 Prepaid purchased power   -  -  -  2,068  -  2,068  

 Total Current Assets   3,361,983  3,440,230  11,836,095  10,890,966  15,198,078  14,331,196

CAPITAL ASSETS, NET   119,001  133,045  -  -  119,001  133,045

INVESTMENTS - LONG-TERM   -  -  6,546,690  6,556,001  6,546,690  6,556,001

ADVANCES FOR HOOVER UPRATING  
PROGRAM, NET   -  -  23,372,981  27,738,068  23,372,981  27,738,068

PREPAID TRANSMISSION   485,005  485,005   -   -  485,005  485,005

TOTAL ASSETS  $ 3,965,989 $ 4,058,280 $ 41,755,766 $ 45,185,035 $ 45,721,755 $ 49,243,315

CURRENT LIABILITIES

 Accounts payable and other   $ 94,908 $ 141,112 $ 104,019 $ 110,584 $ 198,927 $ 251,696

 Customer refunds    -  -  1,011,806  368,171  1,011,806  368,171

 Power contracts payable    -  -  1,371,878  1,284,000  1,371,878  1,284,000

 Accrued interest payable    -  -  979,431  1,084,931  979,431  1,084,931

 Bonds payable - short-term   -  -  4,585,000  4,220,000  4,585,000  4,220,000

 Total current liabilities   94,908  141,112  8,052,134  7,067,686  8,147,042  7,208,798

LONG-TERM LIABILITIES

 Bonds payable - long-term   -  -  32,945,000  37,530,000  32,945,000  37,530,000

 Premium on bonds payable, net  -  -  265,171  347,467  265,171  347,467

 Total long-term liabilities    -  -  33,210,171  37,877,467  33,210,171  37,877,467

TOTAL LIABILITIES    94,908  141,112  41,262,305  44,945,153  41,357,213  45,086,265

NET ASSETS

 Invested in capital assets   119,001  133,045  -  -  119,001  133,045

 Unrestricted    3,752,080  3,784,123  493,461  239,882  4,245,541  4,024,005

TOTAL NET ASSETS    3,871,081  3,917,168  493,461  239,882  4,364,542  4,157,050

TOTAL LIABILITIES AND NET ASSETS $ 3,965,989 $ 4,058,280 $ 41,755,766 $ 45,185,035 $ 45,721,755 $ 49,243,315

The accompanying notes are an integral part of the financial statements.

 2011  2010  2011 2010 2011  2010

APA General Fund Hoover Uprating Fund TOTAL
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STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
Years ended September 30, 2011 and 2010

HIGHLIGHTSFinancial

OPERATING REVENUES  $ 4,220,805 $ 5,105,210 $ 25,614,805 $ 24,405,788 $ 29,835,610 $ 29,510,998

OPERATING EXPENSES

 Purchased power   4,123,084  5,064,737  17,721,402  16,529,575  21,844,486  21,594,312

 Western credits    -  -  (6,507,651)  (6,649,521)  (6,507,651)  (6,649,521)

 Amortization of Hoover Uprating
 Program costs   -  -  6,507,651  6,649,521  6,507,651  6,649,521

 Transmission and distribution  81,250  29,145  5,964,010  5,911,905  6,045,260  5,941,050

 Administrative and general   -  -  1,671,821  1,906,916  1,671,821  1,906,916

 Depreciation   22,493  30,292  -  -  22,493  30,292

 Other   42,862  268,256  17,138  24,936  60,000  293,192

TOTAL OPERATING EXPENSES   4,269,689  5,392,430  25,374,371  24,373,332  29,644,060  29,765,762

OPERATING INCOME (LOSS)   (48,884)  (287,220)  240,434  32,456  191,550  (254,764)

OTHER INCOME (DEDUCTIONS)

 Interest expense   -  -  (1,958,861)  (2,169,863)  (1,958,861)  (2,169,863)

 Deferred interest expense   -  -  1,878,817  2,065,021  1,878,817  2,065,021

 Amortization   -  -  82,296  91,164  82,296  91,164

 Interest income   2,797  3,179  10,893  29,550  13,690  32,729

 Other   -  54  -  -  -  54

NET OTHER INCOME   2,797  3,233  13,145  15,872  15,942  19,105

CHANGES IN NET ASSETS   (46,087)  (283,987)  253,579  48,328  207,492  (235,659)

NET ASSETS (DEFICIT),  
BEGINNING OF YEAR   3,917,168  4,201,155  239,882  191,554  4,157,050  4,392,709

NET ASSETS, END OF YEAR  $ 3,871,081 $ 3,917,168 $ 493,461 $ 239,882 $ 4,364,542 $ 4,157,050

The accompanying notes are an integral part of the financial statements.

 2011  2010  2011 2010 2011  2010

APA General Fund Hoover Uprating Fund TOTAL
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STATEMENTS OF CASH FLOWS
Years ended September 30, 2011 and 2010

 2011  2010  2011 2010 2011  2010

CASH FLOWS FROM OPERATING ACTIVITIES

 Cash received from customers $ 4,267,559 $ 5,598,747 $ 25,690,448 $ 24,437,580 $ 29,958,007 $ 30,036,327

 Cash payments to suppliers for  
 goods or services   (4,293,399)  (5,629,027)  (23,866,937)  (24,428,840)  (28,160,336)  (30,057,867)

 Cash payments to employees 
 for services   -  -  (780,418)  (724,083)  (780,418)  (724,083)

NET CASH PROVIDED BY (USED IN)
OPERATING ACTIVITIES   (25,840)  (30,280)  1,043,093  (715,343)  1,017,253  (745,623)

CASH FLOWS FROM INVESTING ACTIVITIES

 Interest on investments   2,795  3,179  10,893  29,550  13,688  32,729

 Purchase of investments   (8,447)  -  (232,184)  (519,432)  (240,631)  (519,432)

NET CASH PROVIDED BY (USED IN)
INVESTING ACTIVITIES   (5,652)  3,179  (221,291)  (489,882)  (226,943)  (486,703)

CASH FLOWS FROM CAPITAL AND 
RELATED FINANCING ACTIVITIES

 Interest payments on bonds payable  -  -  (2,064,361)  (2,265,239)  (2,064,361)  (2,265,239)

 Payments on bonds payable    -  -  (4,220,000)  (3,815,000)  (4,220,000)  (3,815,000)

 Acquisition of capital assets   -  -  -  -  -  -

 Proceeds on sale of assets    -  54  -  -  -  54

 Other costs relating to Hoover 
 Uprating Program   -  -  (263,746)  (231,521)  (263,746)  (231,521)

 Western credits received for  
 Hoover UpratingProgram   -  -  6,507,651  6,649,521  6,507,651  6,649,521

NET CASH PROVIDED BY (USED IN) CAPITAL
AND RELATED FINANCING ACTIVITIES  -  54  (40,456)  337,761  (40,456)  337,815

NET INCREASE (DECREASE) IN CASH 
AND CASH EQUIVALENTS   (31,492)  (27,047)  781,346  (867,464)  749,854  (894,511)

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR    3,290,837  3,317,884  2,580,748  3,448,212  5,871,585  6,766,096

CASH AND CASH EQUIVALENTS,
END OF YEAR  $ 3,259,345 $ 3,290,837 $ 3,362,094 $ 2,580,748 $ 6,621,439 $ 5,871,585

APA General Fund Hoover Uprating Fund TOTAL
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STATEMENTS OF CASH FLOWS (CONTINUED)
Years ended September 30, 2011 and 2010

HIGHLIGHTSFinancial

The accompanying notes are an integral part of the financial statements.

RECONCILIATION OF  
OPERATING INCOME (LOSS) TO  
NET CASH PROVIDED BY (USED IN)  
OPERATING ACTIVITIES

 Operating income (loss)  $ (48,884) $ (287,220) $ 240,434 $ 32,456 $ 191,550 $ (254,764)
 
ADJUSTMENTS TO RECONCILE OPERATING  
INCOME (LOSS) TO NET CASH PROVIDED  
BY (USED IN) OPERATING ACTIVITIES:

 Depreciation   22,493  30,292  -  -  22,493  30,292

INCREASE (DECREASE) IN CASH  
RESULTING FROM CHANGES IN:

 Accounts receivable   46,755  260,345  75,643  31,792  122,398  292,137

 Other assets   -  233,193  -  -  -  233,193

PREPAID PURCHASED POWER

 Prepaid purchased power   -  -  2,068  (2,068)  2,068  (2,068)

 Prepaid transmission   -  -  -  -  -  -

 Accounts payable and other   (46,204)  -  (6,565)  (18,311)  (52,769)  (18,311)

 Customer refunds   -  -  643,635  (712,769)  643,635  (712,769)

 Power contracts payable   -  (266,890)  87,878  (46,443)  87,878  (313,333)

 Total adjustments   23,044  226,648  802,659  (747,799)  825,703  (490,859)

NET CASH PROVIDED BY (USED IN)
OPERATING ACTIVITIES  $ (25,840) $ (30,280) $ 1,043,093 $ (715,343) $ 1,017,253 $ (745,623)

SUPPLEMENTAL SCHEDULE OF  
NON CASH CAPITAL AND RELATING  
FINANCING ACTIVITIES

DEFERRED INTEREST EXPENSE  $ - $ - $ 1,878,817 $ 2,222,465 $ 1,878,817 $ 2,222,465

 2011  2010  2011 2010 2011  2010

APA General Fund Hoover Uprating Fund TOTAL
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TO FINANCIAL STATEMENTS

Description of Business
The Arizona Power Authority (the “Authority”) is a Body, 

Corporate and Politic, without taxing power, established by the 

Arizona Legislature on May 27, 1944 by the Power Authority Act. 

Under the Power Authority Act, the Authority is directed to obtain 

electric power developed from the mainstream of the Colorado 

River and sell such power to certain qualified purchasers. The 

Power Authority Act provides that the Authority must be a self 

supporting agency and prohibits the Authority from incurring any 

obligation, which would be binding upon the State of Arizona. 

The Authority supplies capacity and energy on a wholesale 

basis to certain power purchasers in the State of Arizona. The 

Authority’s primary source of power and energy is the Hoover 

Power Plant at Hoover Dam, located approximately 25 miles 

from Las Vegas, Nevada. Hoover power is produced by the 

Boulder Canyon Project hydropower plant owned by the Bureau 

of Reclamation. Hoover Dam is the highest and third largest 

concrete dam in the United States of America. Hoover Dam was 

dedicated in 1935 and the first generator of the Hoover Power 

Plant was in full operation in October 1936 and has been in 

continuous operation since. Power and energy from the Hoover 

Power Plant is transmitted to load centers in Arizona, California 

and Nevada. The Authority first contracted for Arizona’s share of 

Hoover power in 1952 and has continuously provided power and 

energy to its customers since that time. 

The Authority is governed by a commission of five members 

appointed by the Governor and approved by the State Senate 

(the “Commission”). The term of office for each member is six 

years and the members select a chairman and vice-chairman from 

among its membership for two-year terms. 

Pursuant to Arizona law, the Commission serves as the Authority’s 

regulatory body with the exclusive authority to establish electric 

prices. The Authority is required to follow certain procedures, 

pertaining to public notice requirements and public meetings, 

before implementing changes in electric price schedules. 

The Authority’s fiscal year-end is June 30th. However, the 

Authority has prepared the accompanying financial statements as 

of and for the year ended September 30th, to coincide with the 

Authority’s operating year-end.

Measurement Focus
The Authority’s funds are accounted for on a flow of economic 

resources measurement focus. All assets and liabilities (whether 

current or noncurrent) associated with their activity are included 

in the Statements of Net Assets. The Statements of Revenues, 

Expenses and Changes in Net Assets present increases (revenues)  

and decreases (expenses) in total net assets. The Authority’s 

reported total net assets are segregated into invested in capital 

assets and unrestricted components.

Basis of Accounting
The accompanying financial statements are presented in 

conformity with accounting principles generally accepted in  

the United States of America (“GAAP”) applicable to a 

governmental entity. Basis of Accounting refers to the time at 

which revenues and expenses are recognized in the accounts 

and reported in the financial statements, regardless of the 

measurement focus applied. The accrual basis of accounting 

is used by the Authority whereby revenues are recognized in 

the accounting period in which they are earned and become 

measurable, and expenses are recognized when incurred.

Accounting Standards
The Authority implemented Government Accounting  

Standards Board (GASB) Statement No. 62, Codification of 

Accounting and Financial Reporting Guidance contained in 

Pre-November 30, 1989 FASB and AICPA pronouncements. The 

adoption of this guidance did not have a material effect on the 

financial statements.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Notes
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Use of Estimates 
The preparation of financial statements in conformity with 

accounting principles generally accepted in the United States of 

America requires management to make a number of estimates 

and assumptions that affect the reported amounts of assets and 

liabilities and disclosures of contingent assets and liabilities at 

the date of the financial statements and the reported amounts of 

revenues and expenses during the reporting period. Actual results  

could differ from those estimates.

Revenue Recognition
The Authority recognizes revenue when power is delivered to  

the customers.

Cash and Cash Equivalents
The Authority treats short-term temporary cash investments with 

original maturities of three months or less, when purchased, as 

cash equivalents.

Capital Assets and Depreciation
Capital assets are initially recorded at cost less accumulated 

depreciation. Depreciation is provided on the straight-line 

method based on the estimated useful lives of the property 

items, which range from 3 to 20 years. The costs of additions 

and replacements are capitalized. Repairs and maintenance are 

charged to expense as incurred. Retirements, sales and disposals 

are recorded by removing the cost and accumulated depreciation 

from the asset and accumulated depreciation accounts with 

any resulting gain or loss reflected in other income or expense 

within the Statements of Revenues, Expenses and Changes in 

Net Assets. Assets are reviewed for impairment whenever events 

or changes in circumstances indicate that the carrying amount 

may not be recoverable. If the fair value is less than the carrying 

amount of the asset, a loss is recognized for the difference.

Advances for Hoover Uprating Program
Proceeds from bonds payable were advanced by the Authority for 

uprating the Hoover Power Plant and are recorded as advances. 

Such advances, including debt issue costs, plus net interest 

expense incurred by the Authority are reimbursed in the form 

of credits on the monthly power bills rendered by the Western 

Area Power Administration of the U.S. Department of Energy 

(“Western”). These credits will be issued over the 30-year life of 

the bonds. Substantially all advances, net interest expense and 

other related costs on the bonds are charged to the Uprating 

Program as amounts to be recovered from future credits. These 

amounts are included in the Amortization of Hoover Uprating 

Program Costs in the Statements of Revenues, Expenses and 

Changes in Net Assets.

TO FINANCIAL STATEMENTSNotes
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Operating Revenues
Operating revenues are derived from the sale of power to 

customers or from other contractual agreements. Operating 

revenues include $5,400,000 received from Salt River Project for 

scheduling entity services during the operating years ended 

September 30, 2011 and 2010. The revenues are the result of 

an agreement between the Authority and the Salt River Project 

which will yield $5,400,000 annual revenues to the Authority 

thereby reducing the overall revenue requirements to be paid 

by the Authority’s customers through power rates. The current 

Scheduling Entity Agreement between the Power Authority and 

Salt River Project expired September 30, 2011. A new Scheduling 

Entity Agreement was reached between the Power Authority 

and Salt River Project for an annual payment of $5,452,000. This 

Agreement became effective as of October 1, 2011, and shall 

remain in effect until September 30, 2017.

Application of Net Assets to Expenses Incurred
The Authority applies unrestricted, undesignated net assets to 

expenses incurred. To the extent undesignated net assets are  

unavailable, unrestricted, designated net assets will be applied to 

expenses incurred. 

Customer Credits
The Authority operates on a nonprofit basis and reduces charges 

to its customers through credits on power bills or checks to 

customers, for any revenues in excess of expenses after the close 

of the operating year. Likewise, the Authority bills its customers 

for any deficit in revenues versus expenses incurred during the 

operating year. 

Refunds of $368,171 and $1,078,079 were paid to the customers 

during the operating years ended September 30, 2011 and 2010, 

respectively. 

The accrued amount to be refunded  to the customers was 

$1,011,806 and $368,171 at September 30, 2011 and 2010, 

respectively. 

Income Taxes  

The Authority is exempt from federal and Arizona state corporate 

income taxes. Accordingly, no provision for income taxes has 

been recorded in the accompanying financial statements.

Geographic and Product Concentration
The Authority’s revenues are derived from the sale of electrical 

power and services to water districts, electrical and irrigation 

districts, and cities, which represent contracted customers in the 

state of Arizona. The Hoover Uprating Fund is used to purchase 

electric power solely from Western. The Authority’s APA General 

Fund is used to purchase supplemental electric power from 

various providers.

TO FINANCIAL STATEMENTS
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NOTE 2 – FUND ACCOUNTING

NOTE 3 – CASH AND CASH EQUIVALENTS

The Authority utilizes two proprietary-type funds to conduct its 

business activities.

Hoover Uprating Fund
The Hoover Power Plant Act of 1984 (“Hoover Act”) authorized 

the U.S. government to increase the capacity of existing 

generating equipment at the Hoover Dam Power Plant (“Uprating 

Program”). Instead of appropriating further federal funds for the 

Uprating Program, Congress implemented an advancement of 

funds procedure whereby prospective non-federal purchasers of 

the Uprated Hoover capacity and associated energy contribute to 

the financing of the Uprating Program. The Uprating Program  

was determined to be complete in September 1995. The 

Authority financed a portion of the total Uprating Program by 

issuing bonds. 

All cash and cash equivalent balances are maintained by the State 

of Arizona Treasurer within the Local Government Investment 

Pool (“LGIP”). By investing in the LGIP, participants are able to 

benefit from the substantial aggregate buying power of the state 

portfolio as well as a pool of monies from other participants.  

Therefore, the Authority has no individual investments in excess 

of 5% of the total investments as of September 30, 2011 and 

2010. The Authority does not have a credit risk policy for pooled 

investments.

The Hoover Uprating Fund accounts for advances by the 

Authority in connection with the Uprating Program. Effective 

June 1, 1987, the Authority executed new power contracts with 

Western and its customers which expire in 2017. The revenues 

and expenses applicable to the sale and transmission of power 

and energy received by the Authority from Western under these 

contracts are accounted for in the Hoover Uprating Fund.

APA General Fund
The Authority’s operations other than those applicable to the 

Hoover Uprating Fund are accounted for in the APA General 

Fund. The purchase of supplemental power and the sale and 

transmission of such power to the Authority’s customers comprise 

the majority of this fund’s activity.

The LGIP is not registered with the Securities and Exchange 

Commission and investments are not subject to custodial credit 

risk. The State Board of Investment conducts monthly reviews of 

investment activity and performance. LGIP amounts are carried  

at fair value. Participant shares are purchased and sold based 

on the Net Asset Value (“NAV”) of the shares. The NAV is 

determined by dividing the fair value of the portfolio by the total 

shares outstanding.

The Authority’s LGIP investment balance represents its cash and 

cash equivalents as of September 30, 2011 and 2010.

TO FINANCIAL STATEMENTSNotes
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Capital assets of the Authority at September 30, 2011 and 2010 were as follows::

NOTE 4 – CAPITAL ASSETS

Balances September 30 Balances September 30

 2009 Additions  Deletions  2010

TRANSMISSION PLANT  $ 319,565 $ - $ - $ 319,565

DISTRIBUTION PLANT    227,518  -  -  227,518

GENERAL PLANT – OFFICE   781,264  -  6,123  775,141

TOTAL DEPRECIABLE ASSETS  1,328,347  -  6,123  1,322,224

LESS ACCUMULATED DEPRECIATION FOR:

 Transmission plant   302,018  3,052  -  305,070

 Distribution plant   209,668  2,303  -  211,971

 General plant – office   653,324  24,937  6,123  672,138

TOTAL ACCUMULATED DEPRECIATION  1,165,010  30,292  6,123  1,189,179

CAPITAL ASSETS, NET   $ 163,337 $ (30,292) $ - $ 133,045

TO FINANCIAL STATEMENTS

TRANSMISSION PLANT  $ 319,565 $ - $ - $ 319,565

DISTRIBUTION PLANT    227,518  -  -   227,518

GENERAL PLANT – OFFICE   775,141  8,449  15,771  767,819

TOTAL DEPRECIABLE ASSETS  1,322,224  8,449  15,771  1,314,902

LESS ACCUMULATED DEPRECIATION FOR:

 Transmission plant   305,070  3,052  -  308,122

 Distribution plant   211,971  2,303  -  214,274

 General plant – office   672,138  7,138  (15,771)  673,505

TOTAL ACCUMULATED DEPRECIATION  1,189,179  22,493  (15,771)  1,195,901

CAPITAL ASSETS, NET   $ 133,045 $ (14,044) $ - $ 119,001

Balances September 30 Balances September 30

 2010 Additions  Deletions  2011



28 I  PERSPECTIVE & PURPOSE

Bonds payable consists of the following:

The Authority’s depreciation expense was $22,493 and $30,292 for 

the years ended September 30, 2011 and 2010, respectively.

The transmission and distribution plant is comprised of a 

Advances for the Hoover Uprating Program were reimbursed 

by Western through credits on the Authority’s power bills in 

the  amount of $6,507,651 and $6,649,521 for the years ended 

September 30, 2011 and 2010, respectively. Credits were received 

substation and related equipment. Purchased power is delivered 

over transmission facilities owned by Western.

for the Upraters’ portion of principal and interest expense  

on the bonds and other costs associated with the Hoover 

Uprating Program.

NOTE 5 – ADVANCES FOR HOOVER UPRATING PROGRAM

NOTE 6 – BONDS PAYABLE

 2010 Increases Reductions  Transfers  2011

Bonds payable short-term  $ 4,220,000 $ - $ (4,220,000) $ 4,585,000 $ 4,585,000

Bonds payable long-term   37,530,000  -  -  (4,585,000)  32,945,000

TOTAL BONDS PAYABLE  $ 41,750,000 $ - $ (4,220,000) $ - $ 37,530,000

September 30 September 30

 2009 Increases Reductions  Transfers  2010

Bonds payable short-term  $ 3,815,000 $ - $ (3,815,000) $ 4,220,000 $ 4,220,000

Bonds payable long-term   41,750,000  -  -  (4,220,000)  37,530,000

TOTAL BONDS PAYABLE  $ 45,565,000 $ - $ (3,815,000) $ - $ 41,750,000

September 30 September 30

TO FINANCIAL STATEMENTSNotes
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In prior years, the Authority defeased various issues of bonds by 

purchasing U.S. government securities which were deposited in 

an irrevocable trust with an escrow agent to provide for future 

debt service until the call dates. As a result, those bonds are 

considered to be defeased and the corresponding liability has 

been removed from the Hoover Uprating Fund. Accordingly, the 

trust account assets and related liabilities are not included in the 

Authority’s financial statements.

 The Authority’s outstanding bonds, totaling $37,530,000, bear 

interest ranging from 5.00% to 5.25%, are due through 2018, 

and are secured by the pledged property, as defined by the 

Resolution, which includes the  proceeds from the sale of the 

bonds, rights and interest in various contracts and revenues. 

The Authority amortizes the bond premium (discount) using 

the interest method. Principal amounts  due over the next five 

operating years ending September 30 and thereafter are as 

follows:

The Authority called the $62,630,000 of the 1993 Series Power 

Resource Revenue Refunding Bonds maturing on and after 

October 1, 2005. 

The proceeds in the government securities escrow trust account, 

together with the income realized from investment of trust assets 

served as collateral for the Special Obligation Crossover Bonds 

and paid the debt service on those bonds until the Crossover 

Date. The Special Obligation Crossover Bonds were payable 

solely from the amounts in the escrow trust account and were not 

payable from any other source. 

As a result of the crossover refunding transaction on October 1, 

2003, the 2001 Series Bonds are reflected as obligations of the 

Authority at September 30, 2011 and 2010 and the called  

portion of the 1993 Series Bonds are no longer outstanding and 

cease to be entitled to any lien on the revenues pledged to 

payment of those bonds. Instead, the revenue stream originally 

pledged to secure the called portion of the 1993 Series Bonds 

“crossed over” to pay debt service on the 2001 Series Bonds 

on October 1, 2003. The 2001 Series Bonds bear interest at 

a rate of 5.00% and 5.25% payable on April 1 and October 1, 

respectively, of each year, commencing April 1, 2004 and maturing 

in 2017. In addition, the Authority recognized an economic gain 

(difference between the present value of the old and new debt 

service payments) of $2,095,648. The crossover refunding also 

resulted in the recognition of a deferred amount of $2,411,956 

that has been reflected as a decrease in bonds payable and which 

will be amortized using the interest method as a component 

of interest expense over the life of the refunded bonds. The 

Authority amortized $176,484 and $195,496 for the  years ended 

September 30, 2011 and 2010, respectively, resulting in a net 

deferred amount of $568,729 and $745,209 in the Statements of 

Net Assets, respectively. The Authority also recognized a premium 

of $3,536,652 on the crossover refunding which has been reflected 

as an increase in bonds payable and which will be amortized 

using the interest method. The Authority amortized $258,780 

and $286,660 for the years ended September 30, 2011 and 2010, 

respectively, resulting in a net premium of bonds payable of 

$833,900 and $1,092,676 in the Statements of Net Assets.

Crossover Refunding
On September 12, 2001, the Authority issued $57,520,000 of 

Special Obligation Crossover Refunding Bonds. Proceeds 

from the sale of the bonds along with a fund contribution by 

the Authority were held in an escrow trust account invested in 

government securities until October 1, 2003 (the “Crossover 

Date”) when a crossover refunding took place. The crossover 

refunding resulted in $57,520,000 of Special Obligation Crossover 

Refunding Bonds being exchanged for 2001 Series Power 

Resource Revenue Refunding Bonds of the same principal 

amount, maturity date and interest rates as the crossover bonds. 

 Principal Interest 

2012  $ 4,585,000 $ 1,958,863

2013  4,810,000  1,729,613

2014  5,065,000  1,477,088

2015  5,330,000  1,211,175

2016  5,615,000  931,350

2017-2018  12,125,000  963,113

TOTAL $ 37,530,000 $ 8,271,202

TO FINANCIAL STATEMENTS
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The Authority contributes to the retirement plan described below. 

Benefits are established by state statute and generally provide 

retirement, death, long-term disability, survivor, and health 

insurance premium benefits. 

The Arizona State Retirement System (the “Plan” or “ASRS”) 

administers a cost-sharing multiple employer defined benefit 

pension plan that covers permanent, full-time employees 

of the Authority. The ASRS is governed by the Arizona State 

Retirement System Board according to the provisions of ARS 

NOTE 9 – RETIREMENT PLAN

 2011 2010 

U.S. Treasury obligations $ 6,546,690 $ 6,556,001

U.S. government securities  5,883,252  5,641,758

TOTAL INVESTMENTS HELD BY TRUSTEE $ 12,429,942 $ 12,197,759

The Lower Colorado Multi-Species Conservation Program 

(“MSCP”) is a cooperative effort between Federal and non-federal 

entities that will create more than 8,100 acres of riparian, marsh  

and backwater habitat for 31 species of fish, birds, mammals 

and plants. The program became effective on April 4, 2005 and 

expires April 30, 2055. As a party to this Agreement, the Arizona 

Power Authority’s financial obligation is approximately $119,000 

per year (in 2003 dollars, adjusted annually for inflation). For the 

As of September 30, 2011 and 2010, investments were 

collateralized with securities held by the Authority’s trustee.  

The fair value of the investment securities at September 30  

is as follows:

years ended September 30, 2011 and 2010, the Authority paid 

$142,294 and $150,922, respectively, for the MSCP. 

The Authority is involved in various claims arising in the ordinary 

course of business, none of which, in the opinion of management, 

if determined adversely against the Authority, will have a material 

adverse effect on the financial condition or results of operations 

of the Authority.

On October 2, 1996, the Authority entered into a repurchase 

and custody agreement with MBIA Investment Management 

Corporation (“IMC”) wherein the Authority agreed to effect 

a series of repurchase transactions with IMC, in investments 

allowable under the bond resolution agreements and state law, 

with a fixed earnings rate of 5.00%. The securities were held in 

trust by The Bank of New York. In response to financial market 

conditions, on November 7, 2008, the Authority terminated its 

Debt Service Reserve Fund Investment Agreement with MBIA and 

received the par value and accrued interest of such investment, 

totaling $6,584,738. These funds were invested in direct U.S. 

Treasury Obligations, which mature on dates coinciding with 

the principal and interest payment dates for the Authority’s 

outstanding bonds. 

As of September 30, 2011, the investments held by the trustee 

consists of U.S. Treasury obligations, which are direct obligations 

of the United States of America, as required by the Bond 

Resolution. The U.S. Treasury obligations are rated AAA by S&P 

and AAA by Moody’s. There is minimal interest rate risk.

NOTE 7 – COMMITMENTS AND CONTINGENCIES

NOTE 8 – INVESTMENTS HELD BY TRUSTEE

TO FINANCIAL STATEMENTSNotes
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Title 38, Chapter 5, Article 2. The ASRS issues a publicly available 

financial report that includes its financial statements and required 

supplementary information. Prior to July 1, 2011, the percentage 

of contributions for  retirement and long-term disability were split 

evenly (50% contribution by the employee and 50% contribution 

by the employer). However, as of July 1, 2011, that percentage 

was changed to a 53% employee and 47% employer split. Thus, 

the contribution rate for employees and employers is no longer 

identical. Therefore, by actuarial computation:

• Employee member contributions for retirement are fixed at  

 11.13% and long-term contributions are fixed at 0.26%

• Authority contributions to the Plan for retirement were fixed  

 at 9.87% and Authority contributions for long-term disability  

 are fixed at 0.23%.

In Operating Year 2010, the employee and Authority  

contributions  were evenly split (50% / 50%), so each contributed  

a fixed percentage of 9.85% (9.60% retirement and 0.25% 

long-term disability) of their compensation for the year ended 

September 30, 2010, with the contributions made through payroll 

deductions. Employee contributions vest immediately. Total 

contributions to the Plan for the years ended September 30, 2011 

and 2010, by the Authority’s covered employees were $75,909 and 

$69,236, respectively.  

In the event the Plan’s actuary determines that  additional 

contributions are needed in order to amortize an unfunded 

accrued liability, every employer member will be required 

to contribute the revised contribution percentage which is 

established by the Arizona State Legislature. 

All full-time employees of the Authority are required to become 

members of  the Plan. The Authority’s total payroll for employees 

covered by this Plan for the years ended September 30, 2011 and 

2010 were $780,418 and $724,082, respectively. Contributions to 

the Plan by the Authority for its covered employees vest over five 

years. All required employer contributions are made to the Plan 

by the end of each month.

NOTE 10 – ADDITIONAL BENEFITS

In addition to the pension benefits described above, ASRS offers 

health care benefits to retired and disabled members who are 

no longer eligible for health care benefits through their former 

member employer’s group health plan. Retired is defined as 

actively receiving an annuity benefit and disabled is defined as 

receiving a long-term disability (“LTD”) benefit through the LTD 

program administered by ASRS. A premium benefit is applied 

to the member’s health insurance cost. The following chart 

illustrates the maximum amount of the monthly available benefit 

supplement for eligible members and their dependents:

 5.0 – 5.9 50% $ 75.00 $ 50.00 $ 130.00 $ 85.00

 6.0 – 6.9 60%  90.00  60.00  156.00  102.00

 7.0 – 7.9 70%  105.00  70.00  182.00  119.00

 8.0 – 8.9 80%  120.00  80.00  208.00  136.00

 9.0 – 9.9  90%  135.00  90.00  234.00  153.00

 10.0 +  100%  150.00  100.00  260.00  170.00

Member Member & Dependent(s)

Medicare 
Eligible

Medicare 
Eligible

Percent of 
Premium Benefit

Not Medicare 
Eligible

Not Medicare 
Eligible

Years of 
Credited Service
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NOTE 12 – SUBSEQUENT EVENT

NOTE 11 – PURCHASED POWER, SALES AND TRANSMISSION COMMITMENTS

The Authority is party to Firm Electric Service and Transmission 

Service Contracts with terms expiring September 30, 2017. This 

requires the Authority to pay approximately 19% of Western’s 

revenue requirements each operating year until the contract 

expires. During the years ended September 30, 2011 and 2010,  

the Authority paid $17,721,402 and $16,529,575, respectively, for 

purchased power under this contract. The Authority is obligated 

to pay these costs under the contract even in the unlikely event 

that no power is supplied. 

The Authority also has a contract with Western for transmission 

services. During the years ended September 30, 2011 and 2010, 

the Authority paid $5,964,010 and $5,911,905, respectively, for 

transmission costs to Western. On January 24, 2003, the  

Authority entered into the Advancement of Funds for 

Transmission Services contract with Western. The contract 

provides for the Authority to advance funds to Western on a 

monthly basis to fund operations, maintenance and replacement 

costs associated with Western’s transmission services. The 

advanced funds are then applied to the subsequent month’s 

transmission invoice. As of September 30, 2011 and 2010, the 

Authority recognized a prepayment of $485,005 and $485,005, 

The Hoover Power Allocation Act of 2011 (H.R. 470 / S. 519) 

was passed by the House and Senate, and was signed by the 

President on December 20, 2011. This Bill will both allocate and 

expand the availability of hydroelectric power generated at 

Hoover Dam for 50 years, to 2067. In addition, the Bill redirects 

five percent of Hoover capacity and associated energy from 

current contractors to a resource pool that will be made available 

to new allottees in Nevada, Arizona and California, who do not 

receive any Hoover power today. This Bill will allow federally 

respectively, which applies to the last payment upon termination 

of the contract. The Authority has sales contracts with  all 

customers. Under these contracts, customers are obligated 

to pay for their percentage allocation if any Hoover power is 

delivered or made available for delivery. These sales contracts 

expire September 30, 2017, but some can be terminated by the 

Authority on June 1, 2007 or thereafter. 

The Authority also has contracts with Salt River Project for the 

purchase and transmission of power to the Authority’s customers. 

Under the transmission contract, the Authority must pay an 

annual transmission fee of $63,898 until September 30, 2017. The 

Authority has a power contract with SRP in which supplemental  

power purchases can be made by the Authority on behalf of its 

customers. There are no minimum quantities that the Authority 

is required to purchase. This agreement is applicable when 

supplemental power is necessary, during such times of low 

production of Hoover energy, and during summer months when  

customers require higher levels of energy. During the years ended  

September 30, 2011 and 2010, the Authority paid $4,123,084 and 

$5,064,737, respectively, for purchased power under this contract 

for its customers.

recognized Indian tribes to receive this power for the first time. 

Existing customers, such as states, municipal corporations and 

political subdivisions, will also be allowed to continue receiving an 

allocation of Hoover power.

Management evaluated subsequent events through  

January 10, 2012, the date the financial statements were available 

to be issued.
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TO FINANCIAL STATEMENTS

NET INCOME  $ 253,579  

 

ADD: 

 Interest Expense  1,958,861

 Amortization  176,484 

 Depreciation  17,138 

 Western Credits  6,507,651 

 Credits to Customers for Prior Years  1,011,806 

    

TOTAL ADDITIONS   $9,925,519 

    

DEDUCT: 

 Deferred Interest Expenses $ (1,878,817)

 Premium Amortization  (258,780)

TOTAL DEDUCTIONS  (2,137,597)

   

INCOME AVAILABLE FOR DEBT SERVICE  7,787,922 

DEBT SERVICE $ 6,543,863 

    

DEBT SERVICE COVERAGE RATIO  1.19%

OY 11

DEBT SERVICE COVERAGE RATIO
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