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IN THE MATTER OF THE APPLICATION OF
SULPHUR SPRINGS VALLEY ELECTRIC
COOPERATWE, INC. FOR AUTHORIZATION
TO INCUR DEBT TO FINANCE ITS
CONSTRUCTION WORK PLAN AND FOR
RELATED APPROVALS . ORDER

Open Meeting
November 27 and 28, 2007
Phoenix, Arizona

BY THE COMMIS S ION:

* * * * * * * * * *
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14 Ha ving  cons ide re d the  e ntire  re cord he re in  a nd b e ing  fully a dvis e d in  the  p re m is e s , the

15 Arizona  Corpora tion Commis s ion ("Commis s ion") finds , concludes , and orde rs  tha t:

16

17

18 On J uly 27, 2007, S ulphur S p rings  Va lle y Ele c tric  Coope ra tive , Inc . ("S S VEC" or

19 "Coop e ra tive ") file d  a n  a p p lica tion  with  the  Arizona  Corp ora tion  Com m is s ion  ("Com m is s ion")

20 re que s ting  a uthoriza tion to incur de bt to fina nce  its  cons truction work p la n for 2008-2009 ("2008-

21 2009 CWP ").

22 On S e p te m b e r 6 , 2007, the  Coop e ra tive  file d a n a ffida vit of p ub lica tion ve rifying

23 p ub lic  no tic e  o f its  fina nc ing  a p p lic a tion .

24 a p p lica tion  in th e  E a s te rn  Arizo n a  C o u rie r o n  Au g u s t  2 6 ,  2 0 0 7 ,  a n d in  th e  S ie r ra  Vis ta

25 Hera ld/Eis bee  Da ily Review and the  San Pedro Va lley News -Sun on Augus t 29, 2007.

26 On Octobe r 29, 2007, the  Commis s ion's  Utilitie s  Divis ion S ta ff ("S ta ff") file d its S ta ff

27 Re port in this  ma tte r, re comme nding a pprova l of the  a pplica tion. On Nove mbe r 1, 2007, S ta ff file d

2g an Amended S ta ff Report, a ttaching an inadve rtently omitted s chedule  from the  origina l S ta ff Report.

The  C oop e ra tive  p ub lis he d  no tice  o f its  fina nc ing

I
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6 Arizona .

On Nove mbe r 5, 2007, S S VEC file d a  Re s pons e  to the  S ta ff Re port. S S VEC s ta te d  it

ha s  no comme nts  to the  S ta ff Re port findings  or re comme nda tions , but re que s te d cons ide ra tion of its

a pplica tion by the  Commis s ion a s  s oon a s  pos s ible  s o tha t it ma y clos e  the  loa n a nd ha ve  a cce s s  to

the  loa n proce e ds  by the  e nd of the  ye a r 2007.

5. S S VE C is  a n  Arizo n a  n o n -p ro fit,  m e m b e r-o wn e d  c o o p e ra tive  lo c a te d  in  Willc o x,

It p rovide s  e le c tric  d is tribu tion  s e rvice  to  a pproxima te ly 49 ,000  cus tome rs  in  pa rts  o f

7 Cochis e , S a nta  Cruz, P ima  a nd Gra ha m Countie s .

6.8

9

SSVEC's  current ra tes  were  approved in Decis ion No. 58358 (July 23, 1993).

S S VEC is  re que s ting Commis s ion a pprova l to borrow up to $70.78 million from the

10

11

12

13

14

15

Na tiona l Rura l Utilitie s  Coope ra tive  Fina nce  Corpora tion ("CFC"), a nd to ple dge , mortga ge , lie n

and/or encumber its  a sse ts  in connection with the  CFC Credit Facility.

The  Coope ra tive  pla ns  to utilize  the  de bt proce e ds  to fund the  incre a s e d ca pita l

expenditure s  necessa ry to cons truct new facilitie s  to se rve  a  growing cus tomer ba se  and to replace

and improve  va rious  olde r fa cilitie s .

9.

16

17

The 2008-2009 CWP addresses  s ix a reas  of concern, including:

a . Rapid growth from la rge r subdivis ions  ha s  crea ted a  conductor ove rload of portions  of

the  05 fe e de r. Upgra de s  of conductor s ize  will a lle via te  much of the  ove rloa ding

18

19

20

21

proble ms .

b. The  RE fe e de r out of the  Ra ms e y S ubs ta tion s e rve s  a  fa s t growing a re a  in the  s outhe rn

pa rt of S S VEC's  s e rvice  a re a . S S VEC is  cons ide ring its  options  for a  ne w s ubs ta tion.

c . The  V7 ra dia l fe e de r tha t s e rve s  the  S onoita /P a ta gonia  a re a  is  a  s ource  of fre que nt

22

23

outa ge s . S VE C C  p la n s  to  c o n s t ru c t  a p p ro x im a te ly 2 3  m ile s  o f 6 9  kV s u b -

tra ns mis s ion line  a nd a  ne w 69/25' kV s ubs ta tion a nd fe e de rs .

24

25

26

27

d. The  S uns ite s  a nd P e a rce  a re a s  ha ve  e xpe rie nce d s te a dy growth for a  numbe r of ye a rs ,

a nd the re  is  a  ne w la rge  s ubdivis ion a pprove d in  S uns ite s . S S VEC pla ns  to  a cquire

la nd a nd rights -of-wa y for a  ne w S uns ite s  s ubs ta tion. Cons truc tion of the  s ubs ta tion

will occur a fte r the  2008-2009 CWP .

28 e . The  W5 fe e de r s e rve s  Ha uchuca  City, Whe ts tone  a nd the  forme r Ba boca ma ri La nd

I

4.

7.

8.
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PROJECT DESCRIPTION 2008 2009 Total

1 . DISTRIBUTION

New Lines $1,505,000 $1,550,000 $3,055,000

Major Subdivisions (over $200,000 each) $1,100,000 $1,200,000 $2,300,000

New Feeders and Tie Lines $745,000 $3,000,000 $3,745,000

Conversions & Line Changes $4,210,000 $3,530,000 $7,740,000

New Substations $4,100,000 33,900,000 $8,000,000

Substation Changes $250,000 $50,000 $300,000

Misc. Distribution Items $6,980,000 $7,795,000 $14,775,000

$3,295,000 $3,295,000 $6,590,000

Distribution Totals $22,185,000 $24,320,000 $46,505,000

2. TRANSMISSION

New Transmission Line $3,250,000 $7,670,000 $10,920,000

&SubstationsNew Transmission
Switching Stations $500,000 $500,000

DOCKET NO. E-01575A~07-0446
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5

6

Grant. The Babocamari land has over 800 platted home sites, with approximately 100

homes now built.  SVVEC plans to convert its line serving the area to 25 kg. Even

with the upgrade the area remains a concern, but SVECC does not plan additional

action in the 2008-2009 CWP.

SSVEC proposes to construct a new Stewart to Mortenson 69 kV line, as the old line

is not expected to remain standing for the next three to five years without significant

7 rebuilding.

10. The 2008-2009 CWP includes $46,505,000 in distribution projects, $19,970,000 in

9 transmission prob eats and $6,195,000 for other projects. The cost of the projects included in the 2008-

10 2009 CWP totals $72,670,000, of which CFC has agreed to finance $70,780,000 The 2008-2009

l l CWP budget is summarized as follows:

8

1 2

1 3

1 4

1 5

1 6

17

1 8

1 9

20

2 1

22 Other distribution Items

23

24

25

26

27

28

f.
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Transmlss ion Line  Changes $3,625,000 $3,825,000 $7,450,000

Transmission Substa tion Changes $1,050,000 $50,000 $1,100,000

Transmiss ion Tota ls $8,425,000 $11,545,000 $19,970,000

3. OTHER PROJECTS

Communica tions $50,000 $25,000 $75,000

Buildings , La nd Improve me nts $110,000 $10,000 $120,000

Dis tribute d Ge ne ra tion $6,000,000 $6,000,000

$6,160,000 $35,000 $6,195,000

G RAND TO TALS $36,770,000 $35,900,000 $72,670,000

Inc e p tion  Da te Amo u n t Dra wn Maturity

1/2/2008 $9,000,000 1/2/2043

4/1/2008 9,000,000 4/1/2043

7/1/2008 9,000,000 7/1/2043

10/1/2008 8,753,000 10/1/2043

1/2/2009 9,000,000 1/2/2043

4/1/2009 9,000,000 4/1/2044

7/1/2009 9,000,000 7/1/2044

10/2/2009 8,026,067 10/1/2044

To ta l $70,779,067

DOCKET NO. E-01575A-07-0446
L

Other Proj acts  Tota l

S S VEC e xpe cts  the  loa n will be  dra wn down a t re gula r inte rva ls  ove r the  two-ye a r

period covered by the  2008-2009 CWP as  follows:

11.
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exceed 7.5 percent.

The  Coope ra tive  e xpe cts  the  ne w CFC Cre dit Fa cility to ha ve  a n inte re s t ra te  not to
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The  CFC a pprove d the  Cre dit Fa cility on J uly ll,  2007 .

The  Com m is s ion's  Engine e ring S ta ff re vie we d the  2008-2009 CWP  a nd finds  tha t the

lis t of proje c ts  is  a ppropria te  to  m e e t both  the  ne w loa d growth in  S S VEC's  s e rvice  te rritory a nd to

ma inta in the  e xis ting dis tribution sys te m in a  s a fe  a nd re lia ble  ma nne r.

S ta ff finds  tha t the  projected cos ts  of the  planned prob ea ts  a re  re a sonable .

S ta ff ca u tions ,  howe ve r,  tha t its  conc lus ions  conce rn ing  the  a ppropria te ne s s  of the

pla nne d proje cts  s hould not be  inte rpre te d to im ply a  s pe cific  tre a tm e nt for ra te  ba s e  or ra te -m a king

purpos e s  in the  Coope ra tive 's  future  ra te case filings .

As  of De ce m be r 31 ,  2006 ,  S S VEC ha d  a  ca p ita l s truc ture  cons is ting  of 3 .4  pe rce n t

s hort-te rm de bt, 62.4 pe rce nt long-te rm de bt a nd 34.2 pe rce nt common e quity. At tha t time , ba s e d on

its  e xis ting  de b t,  the  Coope ra tive  ha d  a  Tim e  In te re s t E a rne d  Ra tio  ("TIE R") o f 1 .801  a nd  De b t

S e rvice  Cove ra ge  ("DS C") of 1.562.

13 18. Ba s e d  on  fina nc ia l in fo rma tion  fo r the  ye a r e nde d  De ce mbe r 31 , 2006 , S ta ff

14

15

16

17

18

19

ZN

2 1

performed a  pro folia  ana lys is , based on current ra tes , to re flect the  e ffect of the  issuance  of the  new

debt through 2009. S ta ff" s  a ssumptions  incorpora ted a  loan amortized ove r 35 yea rs  a t an inte re s t

ra te  of 7.5 pe rce nt. S ta ffs  a na lys is  indica te s  tha t a fte r dra wing $35.75 million through the  e nd of

2008, the  Coope ra tive  would have  a  capita l s tnlcture  cons is ting of 2.7 pe rcent short-te rm debt, 71.6

pe rce nt long-te rm de bt a nd 25.7 pe rce nt e quity, a  TIER of 1.27 a nd DS C of 1.45. Afte r dra wing a n

a dditiona l $35.03 million, S ta ff's  a na lys is  indica te s  tha t a t the  e nd of 2009, the  Coope ra tive  would

ha ve  a  ca pita l s tructure  cons is ting of 2.4 pe rce nt short-te rm de bt, 76.3 pe rce nt long-te nn de bt a nd

21.3 percent equity, and a  TIER of 0.76 and DSC of 1.10.

19. In its  S ta ff Re port S ta ff a cknowle dge s  tha t its  pro forma  TIER indica te s  tha t in 2009,

23 opera ting income would become insufficient to cover inte rest expense , but tha t the  DSC indica tes  tha t

22

24

25
1 TIER represents the number of times earnings cover interest expense on short-term and long-term debt. A TIER greater
than 1.0 means that operating income is greater than interest expense. A TIER less than 1.0 is not sustainable in the long
term but does not mean that debt obligations cannot be met in the short run.

26

27

28

2 DSC represents the number of times internally generated cash will cover required principal and interest payments on
short-term and long-term debt. A DSC greater than 1.0 indicates that operating cash flow is sufficient to cover debt
obligations. A DSC less than 1.0 means that debt service obligations cannot be met by cash generated from operations
and that another source of funds is needed to avoid default.
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2 20.

3

4

1 SSVEC would be  able  to mee t it debt obliga tions  with cash from opera tions .

S ta ff note d Mothe r tha t it typica lly re comme nds  tha t coope ra tive s  try to ma inta in a

ca pita l s tructure s  with a  minimum of 30 pe rce nt e quity of tota l ca pita l, a s  S ta ff be lie ve s  30 pe rce nt

e quity is  a ppropria te  to provide  a  ba la nce  be twe e n cos t a nd fina ncia l risk for re gula te d utilitie s  a nd

ra tepayers .3 S ta ff notes  tha t in this  case , it is  recommending approva l of the  debt tha t would, a ll e lse5

6 be ing e qua l, re duce  e quity from 34.2 pe rce nt of tota l ca pita l to 21.3 pe rce nt of tota l ca pita l. S ta ff

7

8

e xpla ins  tha t it ma ke s  its  re comme nda tion be ca us e  the re  is  no othe r known imme dia te  option to

finance  the  2008-2009 CWP. S ta ff note s  furthe r tha t in the  long-te rm, increased ra te s  would provide

10

9 additiona l equity.

S ta ff notes  further tha t SSVEC has no compliance issues.21.

11 22.

12

13

14

15 23.

16

17

18

19

20

Staff concludes tha t the  estimated costs  associa ted with the  2008-2009 CWP appear to

be  rea sonable , and tha t the  is suance  of the  proposed debt financing for the  purpose s  s ta ted by the

Coopera tive  is  within SSVEC's  corpora te  Powers , is  compa tible  with the  public inte re s t, is  cons is tent

with sound financia l practice s  and will not impa ir its  ability to provide  se rvice s .

S ta ff re comme nds  tha t the  Commiss ion a uthorize  S S VEC to obta in fina ncing for its

2008-2009 CWP  through a  cre dit fa cility not to e xce e d $70.78 million from CFC a nd to ple dge ,

mortga ge , lie n a nd/or e ncumbe r its  a s se ts  in corre ction with the  CFC loa n, to a uthorize  S S VEC to

engage  in any transaction and to execute  any documents  nece ssa ry to e ffectua te  the  authoriza tion

granted, and tha t SSVEC file  one  copy of the  executed loan document with Docke t Control within 60

days of execution.

21 24.

22

23

24

25

26

We  find tha t the  re que s te d de bt is  in the  public inte re s t, a s  it is  ne e de d to fina nce

important infra s tructure  cons truction and repa ir projects  tha t a re  required to provide  sa fe  and re liable

se rvice  in S S VEC's  s e rvice  a re a . S ta ff" s  fina ncia l a na lys is  indica te s  tha t, a t le a s t in the  short run,

S S VEC is  a ble  to me e t the  proje cte d de bt s e n/ice  obliga tions , but tha t its  fina ncia l ra tios  will be

s ignificantly nega tive ly impacted by the  additiona l debt. We  unde rs tand tha t S ta flf"s  projections  a re

ba se d on a  sna p shot in time  of the  Coope ra tive 's  fina ncia l condition, a nd do not ta ke  into a ccount

27

28 3 For investor-owned utilities Staff states it generally recommends a minimum equity ratio of 40 percent.
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1 additiona l revenue  from growth. We  note , however tha t SSVEC has  not had a  ra te  ca se  s ince  1993,

2 and depending on projected growth and continuing capita l inves tment needs  subsequent to the  2008-

3 2009 CWP , it ma y be  time  for S S VEC to cons ide r filing for ra te  re lie f Thus , unle s s  S S VEC file s  a n

4 a pplica tion for a  ra te  incre a se  by De ce mbe r 31, 2009, we  will re quire  the  Coope ra tive  to file  with the

5 Commis s ion by Ma rch l, 2010, docume nta tion de ta iling its  ca pita l s tructure , a nd if its  e quity is  not

6 equa l or grea te r to 23 pe rcent of its  tota l capita l a s  of yea r end 2009, it should include  an ana lys is  and

7 proje ctions  for e quity le ve ls  ove r the  following thre e  ye a rs . This  re port on S S VEC's  e quity pos ition

8 will ke e p  the  Commis s ion  informe d in  a  time ly ma nne r a bout th is  a s pe ct of the  Coope ra tive 's

9  fina ncia l condition .

10 25. For the  rea sons  s ta ted he re in, S ta ff re commenda tions  a re  re a sonable  and should be

CONCLUS IONS  OF L AW

11 adopted.

12

13 1. S S VEC is  a  pub lic  s e rvice  corpora tion  with in  the  me a ning  of Artic le  XV of the

15 2. The  Commis s ion  ha s  juris d iction  ove r S S VEC a nd of the  s ubje ct ma tte r of the

16 applica tion.

17 3. Notice  of the  applica tion was  given in accordance  with the  law.

18 4. The  fina ncing a pprove d is  for la wful purpose s  within S S VEC's  corpora te  P owe rs , is

19 compa tible  with the  public inte re s t, with sound fina ncia l pra ctice s , a nd with the  prope r pe rforma nce

20 by S S VEC of s e rvice  a s  public s e rvice  corpora tions , a nd will not impa ir its  a bility to pe rform the

21 service .

22 5. The  fina ncing  a pprove d  he re in  is  for the  purpos e s  s ta te d  in  the  a pplica tion , is

23 re a sona bly ne ce ssa ry for those  purpose s , a nd such purpose s  a re  not, wholly or in pa rt, re a sona bly

24 cha rgeable  to ope ra ting expenses  or to income .

25

26 IT IS  THEREFORE ORDERED tha t S ulfur S prings  Va lle y Ele ctric  Coope ra tive , Inc. is

27 he re by a uthorize d to borrow up to $70.78 million of long te rm de bt from the  Na tiona l Rura l Utilitie s

28 Coope ra tive  Finance  Corpora tion a t an ave rage  e ffective  inte re s t ra te  not to exceed 7.5 pe rcent, for

ORDER
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1 the  purposes  se t forth in the  applica tion and se t forth here in.

2 IT IS  FURTHER ORDERED tha t S u lphur S prings  Va lle y E le c tric  Coope ra tive , Inc . is

3 authorized to pledge , mortgage , lien and/or encumber its  a sse ts  in connection with the  loan approved

4  h e re in .

5 IT IS  FURTHER ORDERED tha t S u lphur S prings  Va lle y E le c tric  Coope ra tive , Inc . is

6 a uthorize d to e nga ge  in a ny tra nsa ctions  a nd to e xe cute  or ca use  to be  e xe cute d a ny docume nts  or

7 modifica tions  to e xis ting docume nts  to e ffe ctua te  the  a uthoriza tion gra nte d he re in, including note s

8 and bonds evidencing or securing the  indebtedness authorized here in.

9 IT IS  FURTHER ORDERED tha t such fina nce  a uthority sha ll be  e xpre s s ly continge nt upon

10 Sulphur Springs  Va lley Electric Coopera tive , Inc.'s  use  of the  proceeds  for the  purposes  s ta ted in the

l l applica tion and approved here in.

12 IT IS  FURTHER ORDERED tha t S ulphur S prings  Va lle y Ele ctric Coope ra tive , Inc. sha ll file

13 with Docke t Control, a s  a  compliance  item in this  docke t, a  copy of a ll executed financing documents

14 within 60 da ys  a fte r the  da te  of e xe cution.

IT IS  FURTHER ORDERED tha t unle s s  S ulphur S prings  Va lle y Ele ctric Coope ra tive , Inc.

16 file s  a n a pplica tion for a  ra te  incre a se  by De ce mbe r 31, 2009, it sha ll file  with the  Commiss ion, a s  a

17 complia nce  ite m in this  docke t, by Ma rch l, 2010, docume nta tion showing its  ca pita l s tructure  a s  of

18 De ce mbe r 31, 2009, a nd if its  e quity is  not e qua l or gre a te r to 23 pe rce nt of tota l ca pita l a s  of ye a r-

19 e nd 2009, such re port sha ll include  a n a na lys is  a nd proje ctions  for its  e quity ba la nce  ove r the  ne xt

20 thre e  ye a rs .

2 1 I 9 .

2 2

1 5

23

24

25

26

27

28
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1 14
;C COMMISSIONERS IONER

Commiss ion to be  a ffixed a t the  Capitol,
this ~Z~f~ 2007.

Z

IN W ITNE S S  W HE R E O F ,  1 ,  DE AN s .  MILLE R ,  In te rim
Exe cutive  Dire ctor of the  Arizona  Corpora tion Commis s ion,
ha ve  he re unto se t my ha nd a nd ca use d the  officia l s e a l of the

in the  City of P hoe nix,
day of 9.44, . ,

TERIM EXECUTIVE DIRECTOR
D
I

DIS S ENT

DIS S ENT

JR

9 70027DECISION no.

\
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1 IT IS  FURTHER ORDERED tha t a pprova l of the  fina ncing s e t forth he re ina bove  doe s  not

2 cons titute  or imply a pprova l or disa pprova l by the  Commiss ion of a ny pa rticula r e xpe nditure  of the

3 proceeds derived thereby for purposes of establishing just and reasonable  ra tes.

IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.
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