ENERGY OUTFITTERS, LLC

Via E-mail & USPS

January 11, 2007

Mr. J. Tyler Carlson

Regional Manager

Western Area Power Administration
Desert Southwest Region

P. O. Box 6457

Phoenix, AZ 85005-6457

Re: City of Safford Integrated Resource Plan

Dear Mr. Carlson,

As you know, Western Area Power Administration's (“Western”) Integrated Resource Planning Approval Criteria
require Western's customers to submit updated Integrated Resource (or Small Customer) Plans to the
appropriate Regional Manager every five years after Western's approval of the initial Plan. Enclosed on behalf
of the City of Safford (“Safford”), pursuant to 10 C.F.R. § 905.13(b), is the second five-year update to Safford’s
Integrated Resource Plan. This update was approved by Safford’s City Council at a public meeting held on
January 8, 2007,

If you have any questions regarding this Integrated Resource Plan, please do not hesitate to contact me.

Sincerely,

yfer M. 5{ orpey /

Saline & Associates, PLC

Enclosure

(elo3 John Li (w/encl.)
Joe Mulholland (w/encl.)
Jay Howe (w/encl.)

K. R. Saline & Associates. PLC
160 N. Pasadena. Suite 101 » Mesa. A7 §3201-6764 ¢ Phone 480.610.8741 » Fax 480.610.8796
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Profile Data

The City of Safford (“City” or “Safford”) is located in southeastern Arizona on the south
bank of the Gila River in Graham County. The City was established in 1874 and as a
result of its proximity to the Gila River immediately became a major supplier of
agricultural products in Arizona. Since 1874 Safford has grown and has become the
anchor to the economic development in Graham County. Although the City’s economy
is still highly dependent upon agricultural products, recent copper mining, tourism,
government facilities and small industrial growth throughout Graham County are
providing additional sources for economic growth as well as substantial pressures on
Safford utilities. Historically the City’s population has grown at an average annual rate
of less than 1% per year; however, current population estimates indicate that the growth
rate is increasing.

The City currently serves water, wastewater, gas and electricity and is governed by a
mayor, six council members and a city manager. In OY2006, Safford served electricity
to approximately 4,000 customers with 52.4% of total sales going to the commercial
class, 46.3% to residential customers, and 1.3% to other customers. To facilitate these
sales, Safford owns and operates one 69/12.47 kV substation which is used to distribute
electric service to its customers. Safford’s electric service territory is currently limited to
electric loads located within the City of Safford limits.

Safford’s current staff consists of 10 employees. The City’s current council members
and relevant contact persons are detailed below.

City Council Members

Ronald M. Green—Mayor
J.T. Cotter—Vice Mayor
Danny Hoopes

Richard Ortega

Ed Ragland

Danny Smith

Ed Zappia

Contact Persons

Jay Howe—Ultilities Director Dennis Delaney—Engineering Consultant
City of Safford K. R. Saline & Associates, PLC

405 W. Discovery Park Blvd. 160 N. Pasadena, Ste. 101

Safford, AZ 85546-4203 Mesa, AZ 85201-6764

Ph: (928) 348-3143 Ph: (480) 610-8741

Fax: (928) 348-3150 Fax: (480) 610-8796



Safford receives federal preference power and energy to serve its customers from its
entitlements to Hoover power, Navajo power and Colorado River Storage Project power
(“CRSP” or “SLCA/IP” power). This power is transported by the Southwest
Transmission Cooperative, Inc. (“Southwest”) and Graham County Electric Cooperative
(“GCEC") from delivery points on the federal transmission systems to Safford’s Eighth
Avenue Substation. Safford receives these Hoover, Navajo, and CRSP power and
energy resources from the Arizona Power Authority (“the Authority”), Salt River Project
(“SRP”), and Western Area Power Administration (“Western”), respectively. In addition,
Safford has a supplemental supply arrangement with Arizona Electric Power
Cooperative, Inc. (“AEPCO”) and transmission contracts with Southwest and GCEC.
Safford is also a participant in the Hoover Power Resource Exchange Program and a
party to an Integrated Resource Scheduling Agreement with other similarly situated
utilities to integrate and exchange Hoover and SLCA/IP power resources, respectively.
The power and energy from the Authority, SRP, and Western are transmitted over
Western’'s Parker-Davis and Navajo transmission system to Southwest’s transmission
system, which in turn delivers the power and energy over the GCEC sub-transmission
system to the City-owned substation. The City does own and operate a very small
portion of 69kV sub-transmission from a tap at the GCEC substation to Safford’s
substation. The power and energy are distributed to City customers over facilities
owned and operated by the City.

The policies for service, rates and taxes for power provided by Safford to its customers
are determined and set by Safford’s City Council. Copies of Safford’s current rate
schedules are attached as Appendix B.

The financial outlook for Safford’s customers continues to be bright. Since the early
nineties, Safford has become more aggressive in the management of the electric utility
with renewed emphasis on power supply costs and efficient use of its resources. The
current projection of Safford’s loads for the upcoming two-year and five-year periods
does not indicate that additional resources are needed. The resource scheduling and
utilization of the City’s resources have been and will continue to be managed through
the Authority’s Hoover Power Resource Exchange Program and through the City’s
participation in the Integrated Resource Scheduling Agreement for Hoover and SLCA/IP
resources, respectively. These resource management programs have provided the
necessary flexibility for the City to re-pattern its resources monthly to meet its changing
loads and exchange the resources with other preference entities who can temporarily
utilize the power during the same periods. With the continuation of these programs
using current loads and resources, there is not any long-term need for additional
resources for the City. Therefore, Safford will use its current entitlements of Hoover,
Navajo, and SLCA/IP resources with intermittent purchases of supplemental power to
meet its projected loads through the five-year planning period.



Safford Goals and Objectives

Provide Reliable Electric Power at Lowest Practicable Cost, Consistent With
Sound Business Principles

Continue to Participate with other Utilities in Graham County to Provide Reliable
Electric Service and Promote County Wide Economic Growth

Enhance Customer Financial Stability by Providing Services which
Provide Long-Term Stability in Electric Power Rates

Competitive Situation

Contract Information

Arizona Power Authority (Hoover Power Contract)

Western Area Power Administration (SLCA/IP Contract)

Salt River Project (Navajo Power)

Arizona Electric Power Cooperative (Scheduling, Trading and Displacement
Services Agreement)

Southwest Transmission Cooperative (Transmission Agreement)

Graham County Electric Cooperative (Transmission Agreement)

Integrated Resource Scheduling Agreement

Requlations Applicable to Safford

Energy Planning and Management Program (EPACT ’00)
Service Territory Agreement with GCEC

Requlations Applicable to Safford Customers

Low Income Rate Support
Emergency Medical Rate

Competition With Safford Service

There is aggressive competition for new as well as existing customers within
Graham County from GCEC and the Town of Thatcher. Therefore, to the extent
that Safford’s electric rates become significantly higher than other areas, the
competition for electric load may significantly impact the electric load of the City.
In OY2006, the City’'s top ten customers (metered points) accounted for



approximately 16.6% of the City’s total load and are the most susceptible to
competition. These top 10 customers are detailed below.

Energy Sales - Top 10 Meters

Percentage of

Customer Name Annual KWh Total Annual kWh
MT GRAHAM REGIONAL MEDICAL CTR (1) 2,410,185 3.5%
THRIFTEE SUPER MRKT 2,017,738 2.9%
CITY OF SAFFORD WRP 1,757,851 2.5%
MT GRAHAM REGIONAL MEDICAL CTR (2) 1,447,700 2.1%
IMPRESSIVE LABELS INC 1,268,557 1.8%
SAFFORD UNIFIED SCHOOLS 650,900 0.9%
MC DONALD'S 600,400 0.9%
QWEST 542,700 0.8%
SAFFORD UNIFIED SCHOOLS 445,682 0.6%
BUREAU OF LAND MGT 440,143 0.6%
TOTAL 16.6%
Load and Resource Information
Historical and Five-Year Load Forecast:
Winter Summer
Demand Demand Energy Energy
CP @ Sub CP @Sub Peak Annual @Substation @Meters Load
Oct-Sep (kW) (kW) Growth (kwh) (kwh) Factor
1997 9,792 13,444 55,348,860 54,263,590 47%
1998 11,159 13,831 3% 56,118,657 54,018,300 46%
1999 10,139 13,974 1% 54,788,340 53,714,060 45%
2000 9,364 15,015 7% 56,677,996 55,566,660 43%
2001 12,199 15,402 3% 61,937,522 60,742,470 46%
2002 10,649 15,361 0% 64,438,052 63,174,560 48%
2003 9,649 16,014 4% 64,671,659 63,401,080 46%
2004 13,735 16,653 4% 62,522,141 61,271,700 43%
2005 11,919 16,674 0% 67,347,152 66,000,210 46%
2006 11,898 17,984 8% 69,101,996 67,719,954 44%
Current Forecast
2007 13,179 18,372 2% 70,591,950 65,913,891 44%
2008 13,661 19,077 4% 73,300,357 68,442,815 44%
2009 13,964 19,813 4% 76,129,643 71,084,607 44%
2010 14,445 20,583 4% 79,087,061 73,846,039 44%
2011 15,289 21,388 4% 82,180,299 76,734,291 44%



See Appendix C for a summary of the historical monthly load information (by
operating year) as well as a graphical illustration of how the City schedules its
resources to cover its loads in a typical year.

Customer Profile Information

The City’s customers are currently divided amongst the customer classes as
follows:

Commercial—13.7%

o Large Demand—1.3%

o Small Demand—0.8%

o Other Commercial—11.6%
Residential—85.9%
Other—0.4%

See Appendix C for a graphical illustration.

Detailed below is a summary of the historical energy sales by customer class for
each of the past seven years.

ENERGY SALES BY CUSTOMER CLASS (KWH)

PUBLIC USE/
OPERATING STREET

YEAR  RESIDENTIAL COMMERCIAL AGRICULTURAL LIGHTING TOTAL % CHANGE
2000 25,433,814 28,880,657 374,877 423796 55,113,144

2001 26,015,885 30,510,573 327,117 423796 57,277,369 3.93%
2002 25,833,866 31,256,855 403,401 423796 57,917,918 1.12%
2003 26,066,710 30,814,362 299,037 423796 57,603,905 -0.54%
2004 27,770,774 32,236,267 350,519 423796 60,781,356 5.5206
2005 26,729,961 31,602,320 283,844 423796 59,039,921 -2.87%
2006 29,577,704 33,495,184 402,629 423796 63,899,313 8.23%

The below chart outlines the historical energy sales by customer class in terms of
percentages of total sales.

2000 2001 2002 2003 2004 2005 2006
COMMERCIAL 52.4% 53.3% 54.0% 53.5% 53.0% 53.5% 52.4%
LARGE DEMAND 30.1% 31.4% 32.4% 32.5% 32.0% 32.5% 32.8%
SMALL DEMAND 54% 52% 53% 52% 54% 52 6.8%
NON DEMAND 16.9% 16.6% 16.2% 15.8% 15.7% 15.7% 12.8%
RESIDENTIAL 46.1% 45.4% 44.6% 45.3% 45.7% 45.3% 46.3%
AGRICULTURAL 0.7% 0.6% 0.7% 05% 0.6% 0.5% 0.6%
PUBLIC USE/ STREET LIGHTING 08% 07% 07% 07% 07% 0.7% 0.7%



Supply Side Resources

Safford anticipates that current federal resources and other resources under
contract and continuation of the Integrated Resource Scheduling procedures and
the Authority Hoover Resource Exchange Program will be sufficient for the City
to meet its monthly power and energy requirements through the short-term and
long-term planning periods. Some supplemental power will continue to be
purchased from time-to-time to cover any short-term power deviations. Detailed
below are the City’s current contractual commitments:

Arizona Power Authority (Hoover Power) at AEPCO’s Apache Substation
o0 Hoover B Capacity & Energy
2,000 kW (Maximum with Hoover Firming Capacity)
2,255,000 kWh (Contract Entitlement)
o Expires September 30, 2017

Salt Lake City Area/lntegrated Project Capacity at Apache Substation
0 Winter Season CROD: 521 kW
0 Summer Season CROD: 1,141 kW
o Energy entitlements by fiscal year:

Winter Season Summer Season

Fiscal Year Energy (kWh) Energy (kWh)

FY 2006 898,819 1,953,662
FY 2007 917,705 1,994,714
FY 2008 936,592 2,035,766
FY 2009 - FY 2024 955,479 2,076,818

o Contract Term: Expires September 30, 2024

Salt River Project (Navajo Power) at Apache Substation
o Summer and Winter Season 10,000 kW CROD @ 70% minimal annual
load factor
0 Expires September 30, 2011

Supplemental Resources
o From time to time Safford purchases exchange power or layoff power to
meet its loads. To the extent exchange SLCA/IP power or layoff Hoover
power are not available, Safford will purchase supplemental resources
from AEPCO as needed to satisfy its load requirements.

Demand Side Resources

Safford has several ongoing Demand Side Management (“DSM”) activities,
including the distribution of conservation information and hot water heater wraps



to customers, as well as load management and lighting efficiency programs for
some of its new and old commercial customers. Safford also performs energy
audits for its customers upon request.

Identification and Comparison of Resource Options

The identification of options for additional resources within this Integrated Resource
Plan is coordinated through an examination of the costs and benefits for each resource.
Due to the somewhat limited nature of the City’s financial and administrative resources,
the examination of additional resources often indicates that the additional cost to the
City may be prohibitive. Nevertheless, Safford will continue to look for additional
opportunities for energy savings from evolving technological advances in energy
efficiency.

Designation of Options

If additional resources are needed, the least cost option is identified from a cost benefit
analysis. This information is considered by Safford’s City Council in public meetings
and combined with other information to select an Action Plan for the City which
conforms with the regulations and guidelines of the Energy Planning and Management
Program. The selection of the City’s Action Plan also includes consideration for
reliability of service, economics, rate impacts and price elasticity, environmental effects,
regulatory impacts and risks, legal considerations and risks, competitive impacts, social
acceptance and public considerations and any other factors which may be identified
from time-to-time which may be pertinent in selecting or implementing an Action Plan.

Action Plan

Resource Action Plan

The time period covered by Safford’s Action Plan is the five-year period from
2007 through 2011.

Safford has determined that to provide reliable electric power at the lowest
practicable cost, consistent with sound business principles, the City will continue
using its long-term entitlements of Hoover, SLCA/IP and Navajo power to supply
its projected long-term power requirements. The current federal and SRP
resources and continuation of the Integrated Resource Scheduling procedures
and the Authority Hoover Resource Exchange Program will be sufficient for the
City to meet its monthly power and energy requirements through the short-term
and long-term planning periods. Additional purchases of supplemental power will



continue to be made from time-to-time to cover any short-term power deviations.
The City is not experiencing any significant load growth and therefore does not
need any new resources at this time. However, the City continues to participate
in the Southwest Public Power Resources (“SPPR”) Group in evaluating future
resource opportunities. The SPPR Group represents 20 Participants comprised
of thirty-nine public power entities providing service in Arizona, California, and
Nevada. Although Safford does not anticipate any immediate change in resource
options due to the efforts of the SPPR Group, it may assist the City in accessing
new long-term options in the future. Safford continuously reevaluates the
possible need for new resources, the availability of less costly resources and the
potential for additional DSM activities. The City’s Resource Action Plan
enhances customer financial stability by providing services that will enhance
property values and provide long-term stability in electric power rates.

Since no new resources are needed, there are no milestones to evaluate
accomplishment of the Plan activities. Nevertheless, Safford will monitor any
adjustments to the Plan for the long-term resource needs and will annually
review its electric loads and resources for any significant changes. In the event
the loads of the City are projected to materially increase above those levels
represented in the Load and Resource information, other than normal deviations
due to weather impacts, the City will review its forecast and evaluate the need for
modifying its Integrated Resource Plan (“IRP”) and notify Western accordingly.
In any event, Safford will evaluate its load forecast and resource information in
detail every five years and refresh its IRP, in accordance with Western’s
regulations.

Conservation Action Plan

The City has decided to continue certain conservation activities to promote and
maintain energy efficiency and customer awareness for conserving electric
resources.

Period: Calendar Year 2007 through 2011
Activity: Distribution System Monitoring and Efficiency Improvements
Commercial User Load Monitoring and Municipal and Commercial
Lighting Efficiency
Public Information and Education

Validation and Evaluation

Distribution System Monitoring and Efficiency Improvements

Safford’s activities on its distribution system include the use of monitoring
equipment and ongoing distribution system analysis to examine ways to improve
efficiencies and develop a system expansion plan to serve current and future
loads. A few years ago, Safford completed a major capital reconstruction of its
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substation including higher efficiency equipment as a result of this activity, and
upgrades continue. Currently, Safford is realizing a 99% or greater level of
efficiency at its substation.

Commercial User Load Monitoring and Municipal and Commercial Lighting
Efficiency

Safford has continued to work with new and old commercial customers to discuss
load management and how their loads contribute to the City’'s power
requirements. In the past few years Safford has contacted commercial customers
to advise and assist them in improving energy efficiencies. Safford continues to
sponsor lighting efficiency by the following activities:

o Lighting surveys of City facilities

o Lighting surveys of commercial customer facilities

o Conversion to radio controlled airport runway lighting

0 Low pressure sodium City street and security lights

Safford has sponsored lighting surveys and has current information on efficient
lighting technologies available to all customers. Over the past few years Safford
has performed energy efficient lighting surveys of all the-City owned facilities and
25 of the large commercial customers. Based upon the results of these surveys,
the estimated annual potential savings is estimated to be 472,000 kWh. These
estimated power savings include all possible savings, without regard to the cost
effectiveness of the replacements that would be required to achieve such
savings. As an additional incentive, the City offers several demand rates to
encourage efficient use of power for its commercial customers. The City is also
implementing an electronic metering program that will report time of use
information; this program will be phased in over the next five years. Safford
continues to benefit from the City’s conversion to low pressure sodium street and
security lights and the radio controlled runway lights. The estimated annual
energy savings from these projects is 485,000 kWh.

Public Information and Education

Safford continues to provide updated conservation literature and "Energy Tips" to
its customers. Energy conservation and load management tips are periodically
submitted to the local newspapers and radio station. Individual customers are
contacted to provide additional assistance. Safford also offers its customers,
both residential and business, the opportunity to have an energy audit performed
to identify areas where energy efficiency could be improved.

The ability of Safford to stabilize its rates and power supply costs relies upon
economically feasible conservation of every resource. Some of the other
activities pursued by Safford and its customers are:

o0 Infra red surveys of Safford’s electrical system and City owned facilities.
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