
 
 

  

2 PM - Governance Committee Meeting  
 
BOARD OF DIRECTORS MEETING  

   October 28, 2019 at 3:00 PM   
  

AGENDA    
1. Meeting Called to Order  
2. Determination of Quorum  
3. Approval of Agenda  
4. Member Communications  
5. Approval of Consent Agenda (Tab 2)    

  
a) Minutes from September 23, 2019  
b) New Members   
c) September 2019 – Form 7   
d) Statement of Operations   
e) Power & Service Data   
f) Capital Expenditures by Project 
g) Cash Flow   

 
6. Committee Reports   

a) Governance Committee  
 

7. Meetings Attended   
a) PNGC Annual Meeting - Portland, OR, September 

30th and October 1st – David and Alan 
b) PNGC Special Board Meeting – October 11th – By 

Conference Call - David 
c) WRECA Manager’s Meeting – October 22nd - North 

Bend – David  
 

8. Meetings to Attend   

Okanogan County Electric Cooperative, Inc.   



 
 

a) PNGC November Meeting – November 4th and 5th - 
Portland – David by Conference Call  

b) CFC IBES Conference/ CFC Compass Financial 
Model Training - November 11th to 13th – Huntington 
Beach, CA – David  

c) Washington State Electric Utilities Wildland Fire 
Task Force Meeting - November 15 – Olympia – 
David  

 
9.            General Managers Report (Tab 3) 

a) Office Update 
b) Operations Update  
c) Propane Update 

   
 
ITEMS OF BUSINESS    

1) Approve Equity Management Proposal (Tab 4)  
2) Decision on Possible New Rates - Final COSA 

documents were sent by earlier by e-mail.  
3) Approve 2019 Capital Credit Retirement  
4) Approve New Banking Resolution  

 

OPEN FLOOR FOR BOARD MEMBERS 
 
EXECUTIVE SESSION 

a) Subsidiary Update  
b) Litigation Update  
c) General Manager’s Goals Update  



















 
 

Okanogan County Electric Cooperative 10/23/2019 

New Members OCEC 
 
October 28, 2019 
 
REINSTATE 

1. MICHELSEN NATHAN       114141 
2. HINTON DOUGLAS B & EMERSON-HINTON DAWNA  114060 
3. BICKEL SONJA        115040 

 

NEW MEMBERS 
 

1. PRUETT-JONES STEPHEN & MELINDA    119139 
2. ANDREW REX & MARILEE      119140 
3. MOE SOKTHEARY & RENDYN      119141 
4. WIERSUM TODD & HELM LISA     119142 
5. RUSSELL TAMMY & LESLIE      119143 
6. NILSON ERIK        119144 
7. WHITEHEAD CONOR & FULLER STORMY    119145 
8. DARWOOD ALISON & MARK      119146 
9. STANTON THOMAS G & LESLIE D     119147 
10. MCLEAN GUY & LAURIE      119148 
11. SHINER MELINDA & TITUS ROBERT     119149 
12. THOMPSON ROSE       119150 
13. BRYANT ALEJANDRA & WORAS SHANE    119151 
14. GNUSCHKE JERALD & MICHELLE     119152 
15. SATKO REBECCA & WILLIAM      119153 
16. DYLAN PATRIK & JODY      119154 
17. DAMMER KARINE & JACOBSEN JENS    119155 















 

 

Okanogan County Electric Cooperative , Inc.  
 

General Manager’s Report to the Board – October 2019 

General Discussion:  

• Staff has started planning the 2020 OCEC Annual meeting for this coming April. For 

the program, I plan to continue discussion of the OCEC Fire Risk Mitigation plan. As a 

gift, we plan to give out a LED Lightbulb package similar to what we gave out two 

years ago. More discussion on this later.  

• You may have noticed a larger than expected per unit energy expense for 

September. This amount was 20% higher than August 2019 and 6.6% higher than 

September of 2018. Based on the lower per unit costs in August 2019 and September 

2018, the increased costs are approximately $31,000 and $12,000 respectively.   

PNGC has provided the following reason for this increase below:  

The majority of the increase in the OCEC September bill was due to the demand charge. The end of 

September got really cold, really fast and the OCEC peak (CSP) hit on 9/30 during that cold snap. 

Unfortunately, when a month only has a day or two of cold temperatures, while the rest of the month is 

moderate-to warm, you won’t have the sustained usage during the month to offset the high CSP. Below is a 

comparison of the 2 months billing determinant which illustrates this “peaky” occurrence. 

September Demand Billing Determinant: 

 

August Demand Billing Determinant: 

 

Also, the demand chart below is a nice visual of this as well. Had the month been a little more cold in general, 

your red bar (aMW HLH) in Sept-19 would be higher and would reduce your charge (difference between 

green dot and the cumulative stacked bars).  
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Finally, the below chart shows that the temperature dropped at the end of the month. 

•  
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Financial Discussion 

• Capital expenditures continue to track closely to budgeted amounts. We are current 

on member requested construction though there are a few projects that, if they 

finish, will require OCEC construction.  

• YTD September 2019 results for the O&M budget show an overage of $91k or 4.8%.  

• The equity ratio in September 2019 is 70.6%. The equity ratio in September 2018 was 

68.6%.   



OCEC 

Equity Management Proposal 

October 10, 2019 

 

Recommendation Summary 

Target capital credit payouts and other financial drivers at a rate that we anticipate will slow and then 

begin to reverse the recent rise of the equity ratio. Specifically: 

• Pay out capital credits each year equal to 1/20 (5%) of all outstanding capital credits due to 

patronage. (Patronage capital is the capital contributed by the members as opposed to the 

entire amount of capital on the books.) The 2019 payout will be approximately $350,000, with 

gradually increasing amounts over the next few years. 

• Borrow as necessary to maintain cash target (one month’s expenses, $450,000).  

• Keep rates at a level that produces a lower TIER ratio than has been customary in recent years. 

Specifically target for a TIER of between 2.4 and 3.0.  

Modify management goal #3. 

 

Policy Considerations 

Equity ratio: Should be high enough to minimize interest expense and provide ample borrowing 

capacity, but not so high as to keep members from recovering their share of past margins within a 

reasonable time. Over 40% is financially healthy. Somewhere between 60% and 70% is probably 

optimal. Allowing the ratio to increase regularly implies that current members are paying more than 

their costs of service. 

Capital credit payout amounts: Regular payments without too much year-to-year variation. Avoid 

retaining any patronage capital more than 20 years old. 

Cash reserves: Maintain cash on hand equal to one month’s average expenditures, $450,000.  

New debt: Borrow as necessary to maintain desired cash reserves. 

Net margins: Sufficient to meet debt covenants based on TIER and MDSC. 

Rates: Set rates in order to earn desired net margins, avoiding large increases from one year to the next. 

 

Motion (supported by the Finance Committee and Management) 

I move that: 

1. OCEC policy is to pay out capital credits annually equal to 5% of total patronage capital outstanding. 

2. OCEC will borrow funds from CFC when necessary to maintain cash reserves close to $450,000. 

3. The General Manager’s Goal #4 is amended to read: “4. (30%) Develop and implement a plan to 

manage equity, debt, and capital credit payouts over the next ten years.” 



 

 

Background: Assets, Equity, and the Equity Ratio 

A business needs sufficient assets to accomplish its objectives. For OCEC those assets include poles, 

lines, and transformers; trucks and repair equipment; inventories and construction work in process; 

office land, building, furniture, and equipment; cash and receivables; and various investments like our 

equity in OCEI and in PNGC. We would do our members a disservice by purchasing or accumulating 

more assets than we prudently need to carry out our business, but also a disservice if our provision of 

electricity and related service were to suffer because of insufficient assets. 

Assets must be financed by some combination of debt and equity. In accounting terms that is why the 

balance sheet must balance, with assets exactly equal to liabilities plus equity. Liabilities and equity are 

both sources of funds; the difference is that liabilities must be paid back according to the contract or 

implied terms on which they were supplied, while equities represent a residual claim with no specific 

required payback schedule. Liabilities include long-term debt, but also accounts payable and other 

accrued liabilities. Equity includes memberships and patronage capital, the accumulated net margins 

that have not yet been returned to members. Of these, only long-term debt and patronage capital are 

practical targets for managing the equity ratio.  

The board set a target equity ratio (total equity to total assets) of 60% when OCEC’s actual ratio was 

below that level. At that time 60% seemed like a healthy and achievable target. In recent years OCEC’s 

equity ratio (total equity to total assets) has been rising at around 3% per year and is now close to 70%. 

The optimal balance between debt and equity is difficult to determine precisely. The two must add up to 

the same value as total assets, but there is no clear answer to how much should be equity and how 

much should be debt. Both impose costs on the co-op and its members. The costs of debt are (1) 

interest expense, and (2) reduced ability to borrow additional funds when the debt ratio (the inverse of 

the equity ratio) is too high. The costs of patronage capital accrue to the members as foregone interest 

income on what are essentially forced, long-term, zero-interest loans by them to the co-op.  

OCEC’s equity ratio is significantly higher than most co-ops. (At the end of 2018 OCEC’s equity ratio, 

KRTA #16, was 69.55%, versus a US co-op median of 45.62% and a Washington co-op median of 

53.28%). Members could legitimately complain that we are holding their patronage capital longer than 

necessary. We could point out in response that there are costs to the membership from both equity and 

debt, and the Co-op is not required to pay out capital credits on any specific schedule. Nevertheless, we 

feel it is wise not to let the equity ratio rise further. 

Another issue besides the value of the equity ratio is its rate of change. If we let the equity ratio climb, 

we are in effect causing current members to pay more than necessary for the cost of service. If our debt 

levels were high (low equity ratio) this would be justified as we worked toward a healthier debt level. 

But with our current equity ratio as high as it is, the finance committee believes it would be fairer to 

members to stabilize the ratio rather than let it continue to rise.  

If we were to reduce the equity ratio to 60% rapidly, we would need to make unusually large capital 

credit payouts for one or a few years. Undoubtedly some members would begin to expect continuation 



of capital credit payoffs at that rate, and be upset when payoffs returned to more sustainable levels. If 

we accelerate capital credit payoffs by just enough to maintain the current equity ratio, we would avoid 

the future reduction that would occur from completion of a paydown. 

By keeping capital credit payouts relatively stable, but at a higher rate than in recent years, we can slow 

and even reverse the recent rise in the equity ratio.  

 

Financial Projections 

The attached spreadsheet (“OCEC Financial Projections 191008”) shows projected amounts for selected 

accounts and ratios, including capital credit payouts, equity ratio, and TIER. These projections are not 

expected to be precise; rather they show an approximate likely scenario. The projections are based on 

the output of the CFC Compass planning model using best estimates as of October 8, 2019. Further 

refinement of the model will produce updated numbers.  

Assumptions behind the projections: 

This is the output of the first run of the CFC Compass model. What has not been modeled yet is the 

annual equity contributions from the propane which will raise the equity ratio. Also not modelled is the 

A/R due from propane. David is taking a training course on the Compass Financial Model in November 

and these items will be addressed them. Also, CFC will go over the model and results when we are 

finished to make sure we didn’t miss anything.  

Assumptions:  

• Rates increase of 3 to 7% in 2022 (3% for G1-4, 5% for single-phase irrigation, and 7% for 3-

phase irrigation) and 2% in each of 2024, 2026, and 2028. 

• Expenses, including power, increase 3% per year, except that taxes increase 1% per year. 

• Capital credits are retired at 3.5% of total equity (approximately 5% of patronage capital). 

• Capital expenses in 2020 and 2021 will be higher than normal due to completion of the Mazama 

project and headquarters modifications. 

• Year-end cash is in the $400k to $500k range.   

• Consumer growth is assumed to be 1.31 % for 2021 and 2022 and decrease to .94% after this. 

Consumer growth for the last year is 1.46%.  

 



OCEC Financial Projections from CFC Compass Model, Oct 8, 2019

2016 2017 2018 2019 2020 2021 2022

Net Margins 745,783        888,186        834,472        514,483        493,245        468,877        580,972        

Capital Credit Payouts 210,579        166,584        210,307        328,115        334,638        340,189        344,693        

New Borrowing -                 -                 -                 300,000        850,000        400,000        

Cummulative Borrowing 3,508,912     3,367,225     3,241,658     3,107,063     3,255,142     3,934,867     4,148,717     

Cash Year End 580,809        570,393        650,516        500,628        454,393        477,697        411,433        

Assets Year End 12,505,658  13,176,371  13,478,994  13,520,366  13,908,206  14,734,973  15,200,978  

Equity Year End 8,028,942     8,750,544     9,374,709     9,561,077     9,719,684     9,848,373     10,084,652  

Equity Ratio 64.20% 66.41% 69.55% 70.72% 69.88% 66.84% 66.34%

TIER 4.42 5.24 5.14 3.65 3.54 3.22 3.51

MDSC 2.57 2.91 2.77 3.43 3.27 2.93 2.98

2023 2024 2025 2026 2027 2028

Net Margins 499,530        532,747        448,072        543,331        438,450        518,823        

Capital Credit Payouts 352,963        358,093        364,206        367,141        373,308        375,588        

New Borrowing 400,000        300,000        500,000        400,000        600,000        500,000        

Cummulative Borrowing 4,347,295     4,427,850     4,689,493     4,830,814     5,193,869     5,447,447     

Cash Year End 471,447        427,418        459,315        442,330        468,634        471,748        

Assets Year End 15,561,395  15,834,627  16,201,548  16,539,380  16,945,844  17,352,135  

Equity Year End 10,231,219  10,405,873  10,489,739  10,665,929  10,731,071  10,874,307  

Equity Ratio 65.75% 65.72% 64.75% 64.49% 63.33% 62.67%

TIER 3.06 3.13 2.72 2.98 2.51 2.67

MDSC 2.63 2.58 2.27 2.33 2 2.17
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