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DOCKET NO. E-01575A-07-0446IN THE MATTER OF THE
APPLICATION OF SULPHUR
SPRINGS VALLEY ELECTRIC
COOPERATIVE, INC., AN ARIZONA
NONPROFIT CORPORATION, FOR
AUTHORIZATION TO INCUR DEBT
TO FINANCE ITS CONSTRUCTION
WORK PLAN AND FOR RELATED
APPROVALS I

SULPHUR SPRINGS VALLEY
ELECRIC COOPERATIVE, INC'S
EXCEPTION TO RECOMMENDED
ORDER
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On July 27, 2007, Sulfur Springs Valley Electric Cooperative, Inc. ("SSVEC" or

"Co o perat ive")  filed  an Applicat io n wit h t he  Ar izo na Co rpo rat io n Co mmissio n

("Commission") for approval to borrow up to $70.78 million from the Natural Rural

Utilities Cooperative Finance Corporation ("CFC") to finance its 2008-2009 COnstruction

Work Plan ("CWP"). On November 9, 2007, the Administrat ive Law Judge ("ALJ")

filed a Recommended Order ("RO") that  approves SSVEC's authority to borrow the

funds for the purposes set forth in the application, but only up to an interest rate not to

exceed 7.5 percent. SSVEC, through counsel undersigned, hereby files this Exception

seeking a clarification to the RO that the 7.5 percent limitation is an average effective

interest rate applied to the total amount of borrowed loan proceeds.

As indicated in the RO and in the October 29, 2007 Staff Report  filed by the

Commission's Utilities Division ("Staff"), the Cooperative will utilize the much needed

proceeds from the financing to fund increased capital expenditures necessary to construct

new facilities to serve a growing customer base and to replace and improve various older

1 u . . 1 n
Effectlve rate refers to the actual interest rate that the Cooperatlve pays after applying any CFC credits

and discounts to the stated interest rate.
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fa cilitie s  throughout its  sys te m. SSVEC e xpe cts  tha t the  proce e ds  from the  loa n will be

dra wn down a t re gula r inte rva ls  ove r the  two ye a r pe riod cove re d by the  CWP . In

a na lyzing the  Applica tion, S ta ff a mortize d the  tota l a mount of the  loa n ove r 35 ye a rs  a t

a n a s sume d inte re s t ra te  of 7.5 pe rce nt with the  Coope ra tive  a nnua lly dra wing $35.75

million in 2008 a nd $35.03 million in 2009.2 Ba s e d upon this  cons e rva tive  a na lys is ,

SSVEC's  Debt Service  Coverage  ("DSC") was  ca lcula ted to be  1.10 a t the  end of2009.3

SSVEC does  not oppose  the  7.5 percent inte res t ra te  cap per Se  as  it unders tands

the  Commiss ion's  de s ire  tha t the  Coope ra tive  ma inta in a  DSC of a t le a s t 1.0. Howeve r,

to the  e xte nt the  Commis s ion will re quire  a  ca p of 7.5 pe rce nt on this  loa n, s uch ca p

s hould be  ca lcula te d ba s e d upon the  a ve ra ge  e ffe ctive  inte re s t ra te  a s  a pplie d to the

a mount of borrowe d loa n proce e ds . For e xa mple , us ing S ta ffs  a na lys is , if in 2008 the

Coope ra tive  borrowed $35.5 million a t an e ffective  inte re s t ra te  of 7.4 pe rcent, it should

be  pe rmitted to borrow the  rema ining $35.03 million a t an e ffective  inte re s t ra te  of up to

7.6 pe rcent which would re sult in an ave rage  e ffective  inte re s t ra te  of not more  than 7.5

pe rce nt. SSVEC be lie ve s  this  is  cons is te nt with the  inte nt of the  RO in e ns uring tha t if

S S VEC borrows  the  full $70.8  million, the  a ve ra ge  e ffe ctive  inte re s t ra te  for s uch

borrowing does  not exceed 7.5 pe rcent, the reby re sulting in SSVEC ma inta ining a  DSC

above 1.0. .

SSVEC has  been informed by the  CFC tha t its  current 35-year inte res t ra te  is  7.10

pe rce nt. Although this  is  curre ntly be low the  7.5 pe rce nt ca p, be ca use  this  loa n will be

taken down through a  se rie s  of draws  to corre spond with the  CWP so tha t SSVEC does

not borrow money and pay interest expenses  any earlie r than necessary, it is  possible  tha t

a t some point over the  next two years , the  CFC inte res t ra te  tha t is  in e ffect a t the  time  of

a  pa rticula r dra w could be  ove r 7.5 pe rce nt. S S VEC s hould not be  pre clude d from

2 The 7.5 percent maximum interest rate was provided by SSVEC to Staff in response to an August 7,
2007 data request. As of August 9, 2007, the CFC's interest rates ranged from 6.8 percent for a 1-year
period to 7.5 percent for a 35-year period.
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It should be noted that the projections do not take into account revenues that will result from projected
growth. (See, RO at Finding of Fact 24.) This additional revenue will help to improve SSVEC's DSC.
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borrowing the  needed funds  for its  CWP a t a  higher inte res t ra te , if such higher ra te  when

averaged into its  prior borrowings , results  in an average  e ffective  inte res t ra te  a t or be low

7.5 pe rce nt which would ma inta in the  Coope ra tive 's  ove ra ll DSC a bove  1.0, cons is te nt

with the  intent of the  RO .

On the  bas is  of the  foregoing, SSVEC respectfully reques ts  tha t page  7, line  28 of

the  RO be  cla rified by inse rting the  word "average  e ffective" be fore  "inte res t ra te".

RESPECTFULLY SUBMITTED this  19th da y of Nove mbe r, 2007.

SNELL & WILMER L.LP ,

By
Bra dle y S .

400 East Van Buren
85004-2202

Attorneys  for Sulphur Springs  Va lley Electric

Erroll
One  Arizona  Cente r

Phoe nix, Arizona

Coopera tive , Inc.

ORIGINAL a nd 13 copie s  file d this
19th day of November, 2007, with:

Docke t Control
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington
Phoe nix, Arizona  85007

COPY of the  foregoing hand-de live red
19th day of November, 2007, to:

Ernest G. Johnson, Director
Utilitie s  Divis ion
ARIZONA CORP GRATION COMMIS S ION
1200 West Washington Street
Phoe nix, Arizona  85007
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Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoe nix, Arizona  85007
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Lyn Fa rmer, Chie f Adminis tra tive  Law Judge
He a ring Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoe nix, Arizona  85007

J a ne  Rodda , Adminis tra tive  La w J udge
He a rin g  Divis io n
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 We s t Wa s hington S tre e t
P hoe n ix, Arizona  85007

Gordon Fox
Pedro Chaves
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoe nix, Arizona  85007
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Robin R. Mitche ll, Esq.
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S IUN
1200 West Washington Street
Phoe nix, Arizona  85007|-:
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