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BY THE COMMISSION:

On April 24, 1998, Graham County Electric Cooperative, Inc. (“Graham Electric™ or
“Cooperative™) filed with the Arizona Corporation Commission (*Commission™) an application kar an
order authorizing it to borrow $6,738,242 from the National Rural Utilities Cooperative Financing |
Corporation (“CFC™) for a term of 35 years in order to finance various distribution and transmission
facilities projects. On August 11, 1998, Graham Electric also filed a rate application, which is currently
under Staff review for sufficiency. On August 17, 1998, the éommission’s Utilities Division Staff
(St1aff™) filed its Staff Report recommending approval of the proposcd financing without a hearing.

DISCUSSION

Graham FElectric is a non-profit rural electric distribution cooperative supplying power to
approximately 7.160 customers in and around Safford in Graham County, Arizona. In its application,
Graham Electric requested authority to borrow $6,738,242 from the CFC for a period of 35 years. The

: funds would be drawn over a period of three years as projects in the Cooperative’s three-year work plan
i are completed.

' Proposed Financing

Under the terms of the financing offered by the CFC, Graham Electric has the option of choosing

| either a long-term fixed rate or a long-term variable rate option. As of June 1, 1998, the long-term fixed




DOCKET NO. E-01749A-98-0203

-

¢ rate offered by CFC was 7.15 percent, and the long-term variable rate CFC offered was 6.55 percent.

| ]

Pursuant o Decision No. 60148 (April 17, 1997). Graham Electric may not take on variable rate long
3 || term debt that exceeds 30 percent of its total capital structure.

StafY analyzed the financial impact of the proposed debt on Graham Electric’s capital structure

L

6 I using CFC's long-term fixed rate option. Staff first analyzed the etfect of Graham Electric drawing the
- 7 1 full $6,738.242 over the anticipated three vear period on the Cooperative’s debt level. Staff projected
8

that, based on the rates under which Graham Electric currently operates. the Cooperative’s debt ratio level

9 I would increase to 53.6 percent in 1998, 64.6 percent in 1999 and 71.3 percent in 2000. Staff does not
10 4 anticipate that this projected capital structure will be realized, however, because Staff believes that

It Graham Electric's rate application is likely to result in an increased equity ratio. Staff also analyzed the
= i impact of the proposed financing and further drawdowns of previously approved loans on the
13 7 Cooperative’s ability 1o service the proposed debt. Staff projected, based on current revenues, that
14 Graham Electric’s Times Interest Earned Ratio ("TIER™) would decrease from the 1997 level of 0.71 to
15§ 0.29in 1998, 0.06 in 1999, and 0.00 in 2000; and that the Cooperative’s Debt Service Coverage ("DSC™)
16 il ratio would decrease from its 1997 level of 1.64 10 0.99 in 1998, 0.75 in 1999, and 0.67 in 2000. These
17 |l figures are well below levels preferred by StafT . Staff prefers a TIER of at least 1.50 and » DSC ratio
18 1 of at least 1.25. Despite the projected TIER and DSC levels based on current revenues, Staff
19 1l recommends granting Graham Electric’s financing request, because Statl expects revenues 1o increase
2001 after new rates are put in place, reducing the impact of the proposed financing on the Cooperative’s TIER
21 and DSC ratio.

23 An application for approval of financing of this magnitude would normally be consolidated with
24 1 and considered in conjunction with an application for rates to support the requested debt.  Graham
23 L Electric’s August 11, 1998 rate application includes a request for an increase in revenues to allow it to
26 i service the proposed debt. Staff has not completed its analysis of that rate application. but nevertheless
- recommends approval of the financing at this time due to the need for prompt implementation of the

28 | Cooperative's three year system improvement plan. We find that the transmission and distribution
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system projects that the Cooperative plans to fund with the CFC loan proceeds are necessary to maintain
the Cooperative’s system reliability. and that it is in the public interest to commence and complete the
projects as soon as possible. Therefore, in this instance, we will approve Graham Electric’s financing
request prior to our consideration of its rate case application. While the Commission will closely review
the Cooperative’s ability 1o service the new debt authorized herein in its pending rate application, we
have reached no conclusion at this time that a rate increase is absolutely necessary. 1t is possible that the
Cooperative can increase its {financial ratios through other means such as customer growth and/or more
efficient operations.

* . * . » * * » » * * »

Having considered the entire record herein and being fully advised in the premises, the
Commssion finds, concludes. and orders that:

1 Graham Electric is an Arizona nonprofit membership cooperative providing electrical
power 10 its member-owners in Graham County, Arizona pursuam to authority granted by the
Commission.

2. Ciraham Electric currently operates under rates authorized in Decision No. 58437 (October
18, 19933,

3 On April 15, 1998, Graham Electric caused notice of the financing application to be
published in the Eastern Arizona Courier.

4. On April 24, 1998, Graham Electric filed with the Commission an application requesting
approval to borrow $6.738.242 in long term debt from the CFC to finance the distribution and
transmission facilities improvement projects included in its three year work plan.

5. On August 11, 1998, Graham Electric filed with the Commission an application for an
increase in rates, which is carrently under Staff review for sufficiency.

6. Pursuant 1o the terms of the financing, Graham Electric will borrow $6.738.242 from the
CFC for a period of thirty-five years, with guarterly payments of interest and principal. CFC is offering
Graham FElectric a choice of cither a fixed rate or a variable rate option.  As of June 1, 1998, the

prevailing CFC long-term fixed rate was approximately 7.15 percent and the long-term variable rate was
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approximately 6.53 percent.
7. Decision No, 60148 (April 17, 1997) imposed a limit of 30 percent of Graham Electric’s
otal capitalization as variable rate debt.
8. Graham Electric plans to use the proceeds of the requested financing to make necessary
transmission and distribution system upgrades over a period of three years. The proposed upgrades

include increasing conductor size and rebuilding a substation to 10 MVA capacity; installing new tie

- lines, sectionalizing equipment, and voltage regulators: and replacing transmission and distribution poles.

9, The system improvements and upgrades Graham Electric proposes will reduce line losses
significantly and reduce system outages,

10.  On August 17, 1998, Staff filed its Staff Report, which recommended approval of the
application without a hearing and included a number of other recc mendations.

11, Staff has performed a technical review of the projects to be funded by the proceeds of the
proposed financing, and found the cost estimates reasonable and the projects appropriate and justified.

12, The Cooperative's current debt percentage level is 41.3 percent. with total outstanding
long-term debt. as of December 31, 1997, of $3.847,202. This figure includes seven ouistanding loans
from the CFC. Two of these CFC loans, totaling $165,033, mature in 1998. The remaining debt matures
between 2014 and 2032,

13, According to Graham Electric’s three vear construction work plan, Graham Electric would
draw $2,741.060 of the proposed loan amount during the remainder of 1998, $2,607,617 during 1999,
and $1.389.565 in 2000,

14, Based on the rates under which Graham Electric currently operates, if Graham Electric

| draws the full $6,738.242 requested in this application, Staff projects that its percentage of debt would

increase to 53.6 percent in 1998, 64.6 percent in 1999 and 71.3 pen .nt in 2000. Staff believes it likely
that revenues received from the rate case that is currently under review for sufficiency will increase
equity, and result in a percentage of debt lower than these projections.

15, Using Graham Electric’s current revenues, Staff analyzed the impaci of the proposed
financing and further drawdowns on previously approved loans. Staff projected. based on current

revenues, that the Cooperative’s TIER would decrease from the 1997 level 0of 0.71 10 0.29 in 1998, 0.06 |
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in 1999, and 0.00 in 2000: and the DSC ratio would decrease from its 1997 level of 1.64 1o 0.99 in 1998,
0.75 in 1999, and 0.67 in 2000. Staff believes that these projections of a weakening financial position
are not likely to materialize after new rates from the August 11, 1998 rate case go into effect, and
therefore recommended approval of Graham Electric’s financing request.
16, In addition to recommending approval of the Application without a hearing, Staff
recommended that:
{a)  Graham Electric continue to provide photovoltaic (“PV™) information to
potential customers according to the guidelines set forth in Decision No.

S8437 (October 18, 1993 and

(by  Graham Electric file a copy of all executed loan documents when
available which set forth the terms of the above-mentioned loan.

17. Staf¥ further recommended that Graham Electric receive rates that will provide sufficient
debt service for both the existing and proposed debt.
CONCLUSIONS OF LAW
1. Graham Electric is a public service corporation within the meaning of Article XV of the
Arizona Constitution and A.R.S. §§40-301 and 40-302.

2 The Commission has jurisdiction over the Cooperative and the subject matter of the
application.

3 Notice of the application was given as required by law.

4, Staff's recommendation as set forth in Findings of Fact No. 16 is reasonable and should
be adopted.

b Staff’s recommendation as set forth in Findings of Fact No, 17 cannot be adopted outside
a rate case.

6. The 30 percemt cap on variable rate long-term debt imposed on Graham Electric in

Decision No. 60148 should remain in place.

7. The financing approved herein is for lawful purposes within Graham Electric's corporate
powers. is compatible with the public interest, with sound financial practices, and with the proper
performance by the Cooperative of service as a public service corporation, and will not impair the

Cooperative's ability to perform that service.
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8. The financing approved herein is for the purposes stated in the application and i3
reasonably nccessary for those purposes, and such purposes are not, wholly or in part, reasonably
chargeable to operating expenses or to income.,

ORDER

1T IS THEREFORE ORDERED that Graham County Electric Cooperative, Inc. is hereby
authorized to borrow $6.738.242 in long term debt from the National Rural Ulilities Cooperative
Financing Corporation at the prevailing interest rate at execution, for a period of 35 years from the date
of execution. |

ITIS FURTHER ORDERED that Graham County Electric Cooperative, Inc. is hereby authorized

to engage in any transactions and to execute any documents necessary to effectuate the authorizations

| granted hereinabove.

IT 1S FURTHER ORDERED that such authority shall be expressly contingent upon Graham

i County Electric Cooperative, Inc.’s use of the proceeds for the purposes set forth in its application.

ITIS FURTHER ORDERED that Graham County Electric Cooperative, Inc. shall file copies of
all executed financing documents setting forth the terms of the financing with the Director of the Utilities
Division within 30 days of obtaining such loan.

IT 1S FURTHER ORDERED that Graham County Electric Cooperative, Inc.’s ability to service
the debt authorized herein shall be reviewed in the proceeding on the rate increase application filed on

August 11, 1998,
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IT IS FURTHER ORDERED that approval of the financing set forth hereinabove does not
constitute or imply approval or disapproval by the Commission of any particular expenditure of the
§ proceeds denved thereby for purposes of establishing just and reasonable rates.
|
! IT IS FURTHER ORDERED that this Decision shall become effective immediately,

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

Ao /'/b %

ISSIONER-CHAIRMAN COMMISSIONER

IN WITNESS WHEREOF, I, JACK ROSE, Executive Secretary of the Arizona
Corporation Commission, have hereunto set my hand and caused the official seal
of the Commission to be affixed at the Capitol, in the City of Phoenix, this /

§ day of 2ot . 1998.
g %7 JACK ROSE |
i EXECUTIVE SECRETARY
DISSENT _
TW:bbs
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SERVICE LIST FOR: GRAHAM COUNTY ELECTRIC
COOPERATIVE, INC.
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Nelson Peck, General Manager

GRAHAM COUNTY ELECTRIC COOPERATIVE, INC.
P.O. Drawer B |
Pima, Arizona 85543

Paul A. Bullis, Chief Counsel
egal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

Utilities Division Director

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007
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