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BEFORE THE ARIZONA CORPORATION COMMISSION

MIKE GLEASON - Chainman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

DEC 241 2007

IN THE MATTER OF THE APPLICATION OF
SULPHUR SPRINGS VALLEY ELECTRIC
COOPERATIVE, INC. FOR AUTHORIZATION
TO INCUR DEBT TO FINANCE ITS CLEAN
RENEWABLE ENERGY BONDS FOR SCHOOLS
PROGRAM AND FOR RELATED APPROVALS .

DOCKET NO. E-01575A-07-0501

DECISION NO. 70097

OPINION AND ORDER

Open Meeting
December 18 and 19, 2007
Phoenix, Arizona

BY THE COMMISSION:
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16 Having considered the entire record herein and being fully advised in the premises,  the

17 Arizona Corporation Commission ("Commission") finds, concludes, and orders that:

18
19 On August 30, 2007, Sulfur Springs Valley Electric Cooperative, Inc. ("SSVEC" or

20 "Cooperative"), an Arizona class "A" public service corporation and non-profit cooperative, filed an

21 application with the Commission for authorization to incur debt to finance its Clean Renewable

22 Energy Bonds for Schools Program ("CREBS Program") and for related approvals.

23 O11 September 27, 2007, SSVEC filed an affidavit of publication verifying that it had

24 published the public notice of its financing application in the Eastern Arizona Courier on September

25 9, 2007, in the Sierra Vista Herald/Bisbee Daily Review on September 11, 2007, and in the San

26 Pedro Valley News-Sun and the Arizo/zcz Range News on September 12, 2007.

27 On November 16, 2007, the Commission's Utilities Division Staff ("Staflf") filed its

28 Staff Report, recommending approval of the application.

FINDINGS OF FACT

GF \G\NAL

S:\Iane\FINANCE\2007\SSVEC Renewable Finance Ordelzdoc

2.

1.

3.

1



*4

DOCKET no. E-0]575A-07-0501 2

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

On November 20, 2007, SSVEC tiled a  Response  to the  S ta ff Report. SSVEC had no

comme nts  on the  s ubs ta nce  of the  S ta ff re comme nda tions , but re que s te d tha t the  Commis s ion

cons ide r the  applica tion a t its  regula rly scheduled December Open Mee ting so tha t the  ma tte r could

be  approved be fore  the  end of the  yea r. The  Coopera tive  s ta te s  tha t the  contractor's  bid to ins ta ll the

photovolta ic shade  s tructure s  a t a ll public schools  in SSVEC's  se rvice  te rritory will expire  a t the  end

of the  yea r and fa ilure  to approve  the  project by then will require  a  re -bid of the  project and re sult in

highe r cos ts  to S S VEC prima rily a s  a  re sult of re ce nt incre a se s  in the  price  of s te e l. S S VEC s ta te s

furthe r tha t be ca us e  of the  inte r-re la tions hip be twe e n the  two docke ts , the  Commis s ion s hould

cons ide r a pprova l of the  Re ne wa ble  Ene rgy S ta nda rd Ta riff ("RES T P la n" or "RES  Ta riff') a t the

same time as the  current financing request.

S S VEC is  a n Arizona  non~profit, me mbe r-owne d coope ra tive  tha t provide s  e le ctric

dis tribution s e rvice  to a pproxima te ly 49,000 cus tome rs  in pa rts  of Cochise , S a nta  Cruz, P ima  a nd

Graham Countie s . The  Coope ra tive 's  headqua rte rs  is  in Willcox, Arizona .

The  Commis s ion a pprove d S S VEC's  curre nt ra te s  in De cis ion No. 58358 (J uly 23,

15 1993).
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S S VEC is  s e e king Commis s ion a uthoriza tion to obta in de bt fina ncing through a n

$11.48 million cre dit fa cility from the  Na tiona l Rura l Utilitie s  Coope ra tive  Fina nce  Corpora tion

("CFC"). SSVEC a lso reques ts  authoriza tion from the  Commiss ion to pledge , mortgage , lien and/or

encumber its  a sse ts  in connection with the  CFC credit facility.

The  purpose  of the  financing is  to cons truct photovolta ic ("PV") shade  s tructures  a t a ll

the  public s chools  in S S VEC's  s e rvice  te rritory a s  we ll a s  a t public colle ge s  a nd unive rs itie s . This

program is  a  ma jor pa rt of SSVEC's  REST P lan tha t is  currently be fore  the  Commiss ion for approva l

in Docke t No. E-01575A-07-0310. In its  Response  to the  S ta ff Report SSVEC s ta te s  tha t the  source

of re ve nue  for pa yme nt of the  CREBS  P rogra m loa n will come  dire ctly from S S VEC's  propos e d

REST Tariff which has  been incorpora ted into the  REST Plan.

26 The  CREBS  P rogra m is  e xpe cte d  to  lowe r the  e ne rgy b ills  of 4] s chools . The

27

28

P rogra m will ins ta ll a  tota l of 41 s ys te ms , e a ch s ys te m will produce  23 KW of e le ctricity a t pe a k

output. S S VEC will not cha rge  the  s chools  for the  e le ctricity produce d by the  P V s ys te ms . The
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CREBS Program will provide  an educa tiona l opportunity for the  schools , via  a  cable  connection to a

compute r in the  s chool libra ry which will s how s tude nts  a nd fa culty how the  s ys te m is  working.

SSVEC prepa red an economic ana lys is  of the  school PV sys tems , depending upon sys tem outputs

and annual energy cost increases, SSVEC's cost recovery analysis  estimates tha t the  cost recovery, or

5

6

payback, for the  school PV sys tems will range  from 16.7 to 27.8 yea rs .l

10. S S VEC re ce ive d  CFC a pp rova l fo r the  Cre d it Fa c ility on  J u ly 6 ,  2007 . The
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Coopera tive  es timates  an inte res t ra te  on the  loan of approximate ly 0.5 percent with a  maximum te rm

of 16 ye a rs . The  CFC loa n will be  subje ct to a  fe e  of 150 ba s is  points  to cove r the  le ga l e xpe nse s ,

pla ce me nt fe e s  a nd a dminis tra tive  cos ts . Unde r the  CFC commitme nt, the  funds  ma y be  use d for

re imbursement of qua lified CREBS Program project expenses  only.

The  Commiss ion's  Engine e ring S ta ff has  reviewed the  SSVEC CREBS Program and

Fina ncing Applica tion a nd finds  tha t the  P rogra m is  a ppropria te  to me e t a  portion of S S VEC's

Renewable  Energy Standard and Tariff requirements .

14 12. S ta ff a gre e s  with S S VEC tha t the  CREBS  P V progra m will be ne fit a ll of S S VEC's

SSVEC's  cus tome rs  a re  the  sa me15 cus tome rs  who will provide  funding through the  RES  Ta riff

16

17
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19 13.

20 14.

22 15.

23

pa rtie s  who provide  funding for the  loca l s chools  by- me a ns  of loca l ta xe s . S ta ff be lie ve s  tha t the

school P V progra m wa s  the  re sult of cus tome r focus  groups  tha t cle a rly showe d S S VEC cus tome r

support for such a  program .

Staff finds the  costs  of the  CREBS Program to be  reasonable .

S ta ff ca utions  tha t its  conclus ions  s hould  not be  in te rpre te d to  imply a  s pe cific

21 trea tment for ra te  base  or ra te -making purposes  in the  Coopera tive 's  future  ra te  filings .

S ta ff pe rformed a  financia l ana lys is  of the  e ffect of the  proposed debt. As  of yea r end

December 31, 2006, the  Coopera tive  had a  capita l s tructure  consis ting of 3.4 percent short-tenn debt,

62.4 pe rcent long-te rm debt and 34.2 percent equity. As of December 31, 2006, the  Coopera tive  had24

25

26

27

l Under SSVEC's analysis, if annual energy costs increase at a 4 percent rate each year, the SSVEC calculations estimate
a 17.8 year payback for a perfect system performance and a 19 year payback if the performance is 80 percent of the
perfect peak output. The longest payback calculated by SSVEC is 27.8 years, and assumes annual energy costs do not
increase at all. Staffs analysis suggests a payback in the range of 28-30 years based on more conservative assumptions.

28
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a  Time s  inte re s t Ea rne d Ra tio ("TIER") of 1.80 a nd De bt Se rvice  Cove ra ge  Ra tio ("DSC") of 1.56.2

Ba s e d on ye a r e nd 2006 da ta , the  a ddition of $6.8 million in pre vious ly a uthorize d de bt, a nd the

proposed new debt of $1 1.48 million a ssocia ted with the  CREBS Program, the  Coopera tive 's  capita l

s tructure  would cons is t of 3.5 pe rcent short-te rm debt, 66.6 pe rcent long-temi debt and 29.9 pe rcent

5 e quity, a nd its  TIER would drop to 1.61 a nd its  DS C to 1.49. 111 Docke t No. E-01575A-07-0446,

S S VEC re que s te d  a u tho rity to  bon 'ow $70 .43  million  from the  CFC to  fund  its  2008 -2009

Cons truction Work P la n ("CWP "). S ta ff pe rforme d a  pro Ronna  a na lys is  tha t a s sume d a  $35.03

million draw re la ted to the  CWP, and based on a  te rm of 35 yea rs  and an inte res t ra te  of 7.5 pe rcent,

de tennined tha t based on December 2006 numbers , the  Coopera tive 's  projected 2008 capita l s tricture

would cons is t of 2.94 pe rce nt short-te nn de bt, 72.92 long-te nn de bt a nd 24.14 pe rce nt e quity, a nd

would ha ve  a  TIER of 1.26 a nd DSC of 1.37. S ta ffs  proje ctions  indica te  tha t with a n a dditiona l $35

million dra w re la te d to the  CWP , in 2009, a ll e ls e  re ma ining e qua l, the  Coope ra tive  would ha ve  a

3

1 3 ca p ita l s tructure  cons is ting  of 2.6 pe rce nt s hort-te rm  de b t, 77.1 pe rce nt long-te rm  de b t a nd 20.3

14 pe rcent equity, a  TIER of 0.76 and DSC of 1 .06.

16.15

16

17

18

19

S ta ff note s  tha t its  pro forma  TIER indica te s  tha t ope ra ting income  would be come

insufficient to cover inte res t expense  in 2009, and would be  unsusta inable  in the  long-run. S ta ff states

tha t the  DSC indica tes  tha t SSVEC will be  able  to mee t a ll debt obliga tions  with cash genera ted from

opera tions . S ta ff notes  furthe r tha t should the  Commiss ion approve  the  proposed RES Tariff, SSVEC

would have incrementa l revenue to service  the  loan and have a  higher DSC, a ll e lse  being equal.4

20 Sta ff s ta te s  furthe r tha t it typica lly re comme nds  coope ra tive s  ha ve  a  minimum e quity

21 ra tio  of 30 pe rce nt a s  be ing a ppropria te  to  ba la nce  the  cos t of de bt a nd fina ncia l ris k. S ta ff

17.

22

23

2 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.

24

25

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.

26

27
3 Staffs pro forma analysis reflects the Cooperative's projected figures at current rates, exclusive of the proposed RES
Tariff in Docket No. E-ol 575A-07-0310.

28 4 The Staff Report does not estimate the revenues expected to be collected from the proposed RES Tariff.
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re cognize s  tha t the  inclus ion of the  $75.46 million in  ne w de bt for the  2008-2009 CWP  in

conjunction with the requested $11 .48 million in the current application results  in an overly leveraged

financial position. Staff states, however that there is  110 other known immediate  option tO finance the

CWP. S ta ff a ls o note s  tha t in the  long-run, incre a s e d ra te s  would provide  a dditiona l e quity.

Furthennore , the  Coopera tive  expects  the  RES Tariff to cover repayment of the  CREBS Program

6 debt.
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Staff states that SSVEC has no compliance issues.

19. Staff concludes that issuance of the proposed debt financing for the purposes stated in

the  a pplica tion is  within S S VEC's  corpora te  P owe rs , is  compa tible  with the  public inte re s t, is

consis tent with sound financia l practices  and will not impair SSVEC's  ability to provide  service .

20. Staff recommends that the  Commission authorize  SSVEC's request to obtain CREBS

Program financing through a  credit facility not to exceed $11.48 million from CFC and to pledge ,

mortgage, lien and/or encumber its assets, that SSVEC be authorized to engage in any transaction and

to execute any documents necessary to effectuate the authorizations granted, and that SSVEC file one

copy of the  executed loan documents with Docket Control within 60 days of execution.

We  find tha t S ta ffs  re comme nda tions  a re  re a s ona ble  a nd s hould be  a dopte d,

however, our approva l is  conditioned on the  approva l of a  RES Tariff tha t would provide  funds  for

repayment of the  loan. At our November 27, 2007, Open Meeting we authorized SSVEC to borrow

$70.78 million from the  CFC for its  2008-2009 CWP, and we  directed SSVEC to file  a  report of its

20

2 1

22

equity projections if it has not tiled a  ra te  case  before  December 31, 2009, and its  equity is  less  than

23 pe rcent of its  tota l capita l. Tha t requirement remains  in e ffect and will a llow the  Commiss ion to

monitor the effect o f both loan facilitie s on the Coopera tive 's capita l structure .

23 CONCLUS IONS  OF LAW

24 S S VEC is  a  public s e rvice  corpora tion within the  me a ning of Article  XV of the

25

26 The  Commis s ion ha s  juris diction ove r S S VEC a nd of the  s ubje ct ma tte r of the

27 a pplica tion.

28 Notice  of the  applica tion was given in accordance with the  law.
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The  fina ncing a pprove d is  for la wful purpose s  within S S VEC's  corpora te  P owe rs , is

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

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

se rvice .

5

6

7

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

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

chargeable  to operating expenses or to income.

8 ORDER

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

10

11

12

13

he re by a uthorize d to borrow up to $11,480,000 of long te mp de bt from the  Na tiona l Rura l Utilitie s

Coope ra tive  Finance  Corpora tion a t an inte re s t ra te  not to exceed 1.5 pe rcent, for the  purposes  se t

forth in the  a pplica tion a nd se t forth he re in, conditione d on the  a pprova l of a  compa tible  RES  P la n

and Tariff tha t include  the  CREBS Program.

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

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

16 he re in.

17 IT IS  FURTHER ORDERED th a t S u lfu r S p rin g s  Va lle y E le c tric  Co o p e ra tive ,  In c .  is

18

19

authorized to engage  in any transactions  and to execute  or cause  to be  executed any documents  or

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

21

22

23

24

25

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

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

Sulfur Springs  Va lle y Ele ctric Coope ra tive , Inc.'s  use  of the  proce e ds  for the  purpose s  s ta te d iii the

applica tion and approved here in.

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

with Docke t Control, a s  a  compliance  item in this  docke t, its  executed financing documents  within 60

days after the  date  of execution.26
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Commiss ion to be  a ffixed a t the  Capitol, in the  City of Phoenix,
, 2007.

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

this a t*day of MQ..

DEAN s . MTLLE
INTERIM EXECUTIVE D1RECTOR
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