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7.1 RURAL ELECTRIC COOPERATIVES (REC’S)

The following guidelines, developed by the Stat& Cammission, are furnished to each county
assessor for the valuation of REC’s. The Commisssoproviding these guidelines to assist
county assessors in valuing rural electric coopggat These guidelines are intended to be
supplemental to the appraiser’'s knowledge and @vailresources. It remains the responsibility
of each county assessor to defend the final essraftmarket value.

1. Overview

Electric cooperatives began in the 1930's whenidRres F. D. Roosevelt, by executive order,
authorized loans to anyone who would undertakensxte of electric service to people in rural
areas. Soon after, consumer-owned utilities wegarozed because existing utility companies
were not applying for those low interest loans.e Tongress extended this executive order by
enacting the Rural Electrification Act (R.E.A.) i®36. Presently, these are more than 1,000
rural electric cooperatives in the United Stat®lissouri has approximately 48 of these electric
cooperative systems providing service to consumers.

There are several major differences between ruegitrec cooperatives and investor owned
electric utilities (IOE’s). Seasonal demand andgda investment in distribution facilities
required per customer are unique to cooperatiVdss is primarily caused by the low density of
customers in rural areas. Most electric co-ops thel vast majority of their power to rural
customers while the IOE’s sell a larger percentafjgoower to commercial and industrial
customers. The low customer density and low peagenof revenue generating commercial and
industrial customers are forms of economic obselese.

An electric cooperative is nonprofit motivated atttys, it is difficult to arrive at a capitalized
income value. REC'’s rates are determined basemperating expenses, largely made up of the
cost of power and the needed funds required taceetlie debt. Because of the relationship of
REC rates to expenses, the operating margin omaeme is nominal and does not provide a
market rate of return on capital. The problem Iaed is in both measuring an income stream
and arriving at a capitalization rate of a co-okmg the capitalized income approach difficult
to perform.
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The market or comparable sales approach is alfoulifto perform due to the scarcity of sales.
With such limited sales taking place, this approaciuld be seldom used for appraising rural
electric cooperatives.

Therefore, the cost approach seems to be the rakable indicator of value. Net distribution
plant less obsolescence is the methodology to beneed in detail for the REC’s valuation.
Net transmission or production plant less obsoleseas used for generation and transmission
cooperatives.

The first section of these guidelines may be usedry county wishing to develop a value per
mile of the distribution assets for a Rural Elec@istribution Cooperative. The second section
of the guidelines describe the valuation processhi® miles of line, transformers and production
equipment of a Generation and Transmission coaperafrhe county will then have to develop

market value estimates for buildings and equipnmattincluded in plant accounts, i.e. office

buildings, land, construction-work-in-progress, orotehicles, materials and supplies, fixtures
and equipment and furniture. In addition to thewablisted accounts, the county will also have
to value the substation land for a generation esusmission cooperative.

2. Market Value Estimate

This guideline will present several factors whiale @onsidered applicable in obtaining the
appropriate amount of obsolescence in an REA @&emoperative. In using these factors, which
compares electric co-ops to investor owned compa(i®E), we must keep the following
thoughts in mind:

A. An IOE utility operating under good conditionsthre State of Missouri will be worth at
least net book,

B. Net book is the company's earnings base and,ftinereseveral measures of operating
efficiency will provide "standards" against whidh@mpanies can be compared, and

C. "Standards" will be those operating factors whatle representative of IOE utilities
operating efficiently and under good conditions.

Revenue statistics comparison of an REC to an I@&pany is hard to achieve because of: the
nonprofit nature of cooperatives, the exemptiomfrizderal income taxes, the receipt of low
interest loans, and other revenue and expensedfiffes. While there would be many factors
which could be considered when comparing one |IO&ntather, six factors were chosen for the
purpose of comparing IOE’s to cooperatives. THastors are used to determine obsolescence.
The factors of comparison are as follows:
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(2) (MWH/Customer) mega-watt hours sold to ultimaistomers per ultimate customer.

(2) (MWH/Dist. Plant) mega-watt hours sold to ultimatestomers per net dollar invested in

distribution plant.

3) (MWH/Oper. & Mtn. Expenses) mega-watt hours solditimate customers per dollar of
operating and maintenance expenses.

4) (MWH/Dist. Oper. & Mtn. Expenses) mega-watt hosotd to ultimate customers per
dollar of distribution operating and maintenancpenses.

(5) (Customer/Dist. Plant) number of ultimate custasy@r net dollar invested in

distribution plant.

(6) (Customer/Dist. Pole Miles) number of ultimatetonsers per mile of distribution line.

** Note: MWH should not include any amount for resa

These are ratios that a prospective buyer woulthex&@ Ratios 1, 5 and 6 give some indication
of the density or volume of the business. Ratias®4 give some indication of the efficiency of
the operations. Ratio 2 gives an indication ofdbst effectiveness and efficiency of the use of
the equipment. All six factors are intended talbrectly comparable to the IOE ratios.

The operating ratios are calculated using the I@Bpmanies operating in Missouri. The six
ratios which are calculated do not represent amypamticular electric company but rather a high
guality standard by which to compare the coopegativatios. In January of the odd-numbered
year, the Original Assessment Section of the StateCommission publishes ti&TANDARD
COMPANY FACTORS which are developed from information on investomew electric
companies. These factors are based upon informgdlen from IOE reports, containing data
from the prior year, submitted by the four (4) ist@-owned companies in April of the year
immediately proceeding the odd-numbered year. E€xample, the 2007STANDARD
COMPANY FACTORS will be calculated from information for the yearding December 31,
2005. Therefore, this information is representatof the same year in which the REC’s
information was used to calculate the Average adn8&ard Factor for the REC. The
STANDARD COMPANY FACTORS published by the State Tax Commission in the odd-
numbered year is also used in the valuation pracede even-numbered year.

3. _Special Instructions: Please note the following

Real property is to be valued on a two-year assesssoycle. The difference in data utilization
for a distribution cooperative and a generation taandsmission cooperative is explained below:
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A. Distribution Cooperative

In_the odd-numbered year, all information will be updated. The information to be updated
includes the Standard Company Factors publishedhbyState Tax Commission, net plant
information and the revenue statistics data thaised to calculate the comparison to standard
factors for the distribution cooperatives. Theomfiation used to calculate the standard factors
for the REC comes from a statistical report on Iretactric borrowers published by the United
States Department of Agriculture and the datarishife year prior to the year of publication. The
Bulletin 1-1 to be used is published the year imiawetly preceding the odd-numbered year. The
net plant information is taken from the REA Fornpages 3 & 4 for the year ended December
31 prior to the lien date. For example, in 200Ye 2005 Bulletin 1-1 and the net plant
information for the year ending December 31, 20@6be used.

In the even-numbered year, the rural electric distibution co-ops need only to be updated
for any added or retired plant. This updated information will come from the REGrf 7
pages 3 & 4 for the preceding year. Also, the snilkline and customers used in the “allocation
to the county” should be updated. For exampl&Q0@8, the net plant information, miles of line
and number of customers for the year ending DeceBhe2007 will be utilized.

B. Generation and Transmission Cooperative

In the odd-numbered year, all information is updateThe net plant value of transformers,

transmission lines and production plant (when aaplie) should come from REA Form 12, year
ending December 31 prior to the January 1 lien.ddte Aggregate Average of Standard Factor
will be updated using the odd-numbered year ndtildigion plant and Average of Standard

Factor for the distribution co-op as outlined ahov&or example, in 2007, the net plant

information for the generation and transmissioropofor the year ending December 31, 2006
will be used. In addition, the distribution co-opet plant and Average of Standard Factors
calculated for 2007 will be used to calculate thggregate Average of Standard Factor for the
generation and transmission co-op.

In the even-numbered year, the Aggregate Averag&tahdard Factor will be updated by
changing the Net Distribution Plant values for edidtribution co-op. Even though the Average
of Standard Factor for each distribution co-op wilit change, the Aggregate Average of
Standard Factor for the generation and transmissiesp may change based on a new weighting
of the distribution co-ops’ net plant figures. Tihensformer MVA and KV miles also need to be
updated. For example, in 2008, the net plant m&dion for the generation and transmission co-
ops transmission lines, transformers and produgdiant for the year ending December 31, 2007
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will be used. In addition, the distribution coogigres’ net plant for 2007 will be used to update
the calculation of the Aggregate Average of Staddactor of the generation and transmission
co-op for 2008.

For each tax year, construction-work-in-progressoisincluded in the valuation process outlined
by the guidelines. It must be added separateljhe Btate Tax Commission recommends
applying the appropriate obsolescence factor tostcoction-work-in-progress to arrive at a
market value for construction-work-in-progress. r Fbstribution co-ops, the Average of
Standard Factor is used; and for generation amsrirsssion co-ops, the Aggregate Average of
Standard Factor is used. When this property gaesservice in the future, these factors will be
applied, so it is logical to apply these factorgsnconstruction phase.
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