
United States 	 Rural 	 Office 
Dooaftmorit 	 Roan!tation 	 of the 
of Aprfailure 	 kinenietratfon 	 Adnentstrator 

Weshiroon. 
D.C.. 
20250 

Honorable Richard D. Heman, Jr. 
Chairman, Commonwealth of Kentucky 
Public. Service Commission 
730 Schenkel Lane 
Frankfort, Kentucky 40602  

near Chairman Homan:  

April 9, 1987  
RECEIveui 

APR 10 1981 

CHAIRMAN 
P.S.C. 

have carefully 'reviewed the March 17, 1987 Order of the Public. Service 
Commission of the„Commmonwealth of Kentucky In Case No. 9885 which dented a 
modest rate increase for big Rivers Electric corporatiOn. I have discussed 
this Order with the Secretary of Agriculture, the General Counsel of the 
Department, and officials of the Department of Justice. Frankly, we are all 
surprised and disappointed at this action of the Commission end the rationale 
on which the Order is based. 

The Order raises profoUnd and disturbing questions about the future feasi-
bility and security of loans made or guaranteed by the Rural Electrification 
Administration (REA) and the Rural Telephone Bank (RID) for use in the 
Commonwealth of Kentucky. It appears that the Commission wants to reserve to 
itself the final euthorfty to determine when and if loans will be repaid and 
the manner in which REA will exercise its jurisdiction over power sales of its 
bortOwers. 

The Commission's Order denying rate relief to Big Rivers has compromised the 
ability of Big Rivers to repay its Federal loans. Because of the position 
taken .by the Commission as expressed in this Order, REA is obligated to 
consider the options available to it to protect the Rural Electrification and 
Telephone programs and the interest of the American taxpayer. Until we are in 
a position to reach a final decision, REA and the RTB will suspend all loan 
and loan guarantee approvals and advances on loans and loan guarantees already 
approved to all electric and telephone borrowers in KentuckY. 

It would be helpful if you and the other members of the commission would meet 

with me in Washington, D. C. to discuss this matter and attempt to arrive at a 
satisfactory resolution assuring repayment of loans to Kentucky borrowers. 

For your information, Ian enclosing a copy of a letter which REA is sending 
to Its electric and telephone borrowers in Kentucky notifying them of REA's 
suspension action. 

Sincerely, . 

HAROLD V. HUNTER 
Administrator 

Enclosure 
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LETTER SENT TO ALL REA-FINANCED ELECTRIC AND TELEPHONE SYSTEMS IN KENTUCKY 

Dear Mr./Ms:.: 

.1 was Surprised and disappointed to learn of the March 17, 1987 Order of the 
PUblic Service CommissiOn of the CoMmonwealth of Kentucky in Case Ho. 9885 
denying a modest rate increase to Big Rivers Electric Corporation (Big Rivers). 
Big Rivers has sought the rate increase to reflect the commercialization last 
year of the Wilton Generating Plant, a revenue producing, state-of-the-art, 
coal-fired, 400 MW power Plant loCated in Western Kentucky. 

The Rural Electrification Adndnistration (REA), with the endorsement of the 
Commission, extended over $700 million in Federal loans and guarantees to Big 
Rivers to finance most Of the Wilson Plant. Big Rivers has been in default on 
its Government loans since 1984 and is presently More than $220 million in 
arrears. 

A similar attempt to Modestly increase rates was rejected by the Public 
Service COmmissien in 1985, some 6 months after Big Rivers had defaulted 
on its Government loans. This latest rejection came after years of arduous 
negotiations among Big Rivers, REA, and other interested parties. 

Big Rivets has not had a rate. increase since 1981 and currently charges its 
members the lOwest rates of any consumer-owned generating cooperative in the 
country. Had the Commission granted Big Rivers' reqUest in this case, its 
rates would. still have been far below those projected by. Big Rivers in.prior 
Commission proceedings authorizing the construction and financing of the 
Wilson Plant. 

The Commitsion has apparently Undertaken to allocate economic risks to REA In 
a manner not contemplated in the Rural Electrification Act or assumed by REA. 
The Order raises profound and disturbing ouestionsabout the feasibility of 
'Want made. or guaranteed by REA and the Rural. Telephone Sank (RTB) for use in 
the Commonwealth.of Kentucky. The Commission has seemingly reserved to itself 
the final authority to determine when Federal loans will be repaid,. if ever. 
The Order also suggests-that 'the Commission will take repayment of REA loans 
dependent upon how REA exercises its jurisdiction over power sales of its 
borrowers. 

The Commission's Order denying rate relief has compromised important Federal 
interests, including the ability of Big Rivers to repay its Federal loans. 
Because of the climate of uncertainty created by the Order of the Public 
Service Commission dated March 17, 1987. I am not able to conclude, r as.required 
by law, that the security for REA and RTB loans is reasonably adequate and 
that such loans will be repaid within the time agreed. Accordingly, I must 
ask you, Pursuant to your loan contract, to provide evidence satisfactory to 
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REA of the continuing economic feasibility of your system taking into account 
the Order of the Public Service Commission., Regretfully, until I receive 
satisfactory assurances in this matter, I must suspend any action on requests 
foi'. the adVance of funds on loans madetr.guaranteed by REA or the RTB, and on 
applications for additional loans trguarantees. 

For your information, a copy of my letter to the CommissiOn Chairman is 
enclosed. 

Sincerely, 

  

  

Enclosuee 

•• 
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