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MEMORANDUM
RECEIVE n Arizona G u;x‘mrm. uummw sion
TO: THE COMMISSION A
R 2: 29
FROM: Utilities Division
DATE: February 15, 2011 DOCHET ConTii
RE: SULPHUR SPRINGS VALLEY ELECTRIC COOPERATIVE, INC. FOR

APPROVAL TO INCUR DEBT TO FINANCE ITS 2010-2012 CONSTRUCTION
WORK PLAN AND FOR RELATED APPROVALS (DOCKET NO. E-01575A-10-
0311)

Introduction

On July 23, 2010, Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC” or
“Cooperative™), an Arizona class “A” public service corporation and non-profit cooperative with
its business office in Willcox, Arizona, filed an application with the Arizona Corporation
Commission (“Commission”) for authorization to incur debt to finance its 2010-2012
Construction Work Plan (“CWP”). On December 15, 2010, the Cooperative filed an amendment
to its original application requesting authorization to refinance some of its existing debt at more
favorable rates.

Background

SSVEC is an Arizona non-profit, member-owned cooperative located in Willcox,
Arizona. The Cooperative provides electric distribution service to approximately 51,000
customers in parts of Cochise, Santa Cruz, Pima and Graham Counties.

The Cooperative’s current rates were approved in Decision No. 71274, dated
September 8, 2009.

The Cooperative asks that the Commission authorize SSVEC to assume new debt in an
amount not to exceed $78,676,664 through a credit facility from the National Rural Utilities
“Cooperative Finance Corporation (“CFC”) and/or CoBank, ACB (“CoBank™) and to pledge,
mortgage, lien and/or encumber its assets in connection with the credit facility. The facility will
be managed in such a way in which SSVEC will draw funds periodically from either CFC or
CoBank, depending on which lender is offering better terms. However, regardless of which
lender the Cooperative chooses at each borrowing interval, the total credit facility will be reduced
by each lender by the amount borrowed.

The purpose of $72,676,664 of the proposed financing is to fund the upgrade and/or
replacement of existing utility infrastructure and construction of supplemental facilities pursuant
to SSVEC’s CWP. The remaining $6,000,000 of the proposed financing is to fund construction
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of a new 750 kW solar facility planned for Sonoita, Arizona, via a CoBank loan utilizing Clean
Renewable Energy Bonds (“CREBs”). The interest rate on the CREBs loan will not exceed 1
percent per annum.

SSVEC has also requested authorization to refinance its existing debt at a time of its
choosing without having to file an application with the Commission requesting authorization to
do so. According to its application, SSVEC anticipates that it may have opportunities over the
next several years to refinance much of its existing debt at more favorable interest rates and
under more favorable terms and conditions to save the Cooperative and its ratepayer-members
considerable money.

On October 1, 2010, the Cooperative filed an affidavit of publication verifying public
notice of its financing application. The Cooperative published notice of its financing application
in The Weekly Bulletin on September 1, 2010, in the Sierra Vista Herald/Bisbee Daily Review on
September 1, 2010, and in the San Pedro Valley News-Sun and the Arizona Range News on
September 1, 2010. SSVEC published a second notice in each of those publications on
January 12, 2011, pertaining to the refinancing of its existing debt pursuant to the Cooperative’s
amended application. The affidavits of publication are attached along with a copy of the Notice.

There are no outstanding compliance issues with the Cooperative.
Staff’s Analysis
Engineering Analysis

Staff’s Engineering Report is attached. Staff reviewed the Cooperative’s proposed capital
improvements and found the projects appropriate and the related cost estimates reasonable.
Staff’s conclusions should not be interpreted to imply a specific treatment for rate base or rate-
making purposes in the Cooperative’s future rate filings.

Financial Analysis

Staff’s analysis is illustrated on Schedule JCM-1. Column [A] reflects the Cooperative’s
historical financial information for the year ended December 31, 2009. Column [B] presents pro
forma financial information that modifies Column [A] to reflect SSVEC’s most recently
authorized operating income,’ issuance of the proposed $72.7 million financing amortized over
35 years at 7.5 percent per annum, issuance of the proposed $6 million CREB financing
amortized for 15 years at 1.0 percent per annum, the issuance of a previously undrawn loan in the
amount of $4,864,000% as well as $25.5 million in undrawn funds from a loan previously
authorized in Decision No. 70027 amortized over 30 years at 7.5 percent per annum.

! Commission Decision No. 71274 dated September 8, 2009.
%2 Commission Decision No. 67223 dated September 4, 2004. The final draw was made by the Cooperative in
November 2010.
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Times interest earned ratio (“TIER”) and Debt service coverage ratio (“DSC”)

Times interest earned ratio (“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 term.

Debt service coverage ratio (“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.

Schedule JCM-1, Column [A] shows that for the year ended December 31, 2009, SSVEC
had a 1.05 TIER and a 1.39 DSC. The pro forma TIER and DSC for SSVEC under the scenario
described above for Column [B] are 1.07 and 1.17, respectively. The DSC results show that cash
flow from operations is sufficient to cover all obligations.?

Capital Structure

At December 31, 2009, the Cooperative’s capital structure consisted of 2.1 percent short-
term debt, 65.8 percent long-term debt, and 32.1 percent equity (Schedule JCM-1, Column [A],
lines 16-22). Staff calculated a pro forma capital structure reflecting the scenario anticipated in
Column [B] described above. That capital structure is composed of 1.7 percent short-term debt,
77.3 percent long-term debt and 21.0 percent equity (Schedule JCM-1, Column [B], lines 16-22).

Staff Conclusions and Recommendations

Staff concludes that the Cooperative’s proposed capital projects are appropriate and that
the related cost estimates are reasonable. Staff makes no “used and useful” determination of the
proposed improvements nor any conclusions for rate base or ratemaking purposes.

Staff further concludes that issuance of the proposed debt financing for the purposes
stated in the application is within SSVEC’s corporate powers, is compatible with the public
interest, is consistent with sound financial practices and will not impair its ability to provide
services.

Staff recommends that the Commission authorize SSVEC’s request to obtain a credit
facility from both CFC and CoBank in an amount not to exceed $78,676,664, including

3 The loan covenants state that the Cooperative must maintain a 1.35 DSC, however, under CFC and CoBank’s
methodology SSVEC has a DSC of 1.90. The Cooperative, therefore, meets the lenders’ DSC covenants required
for the financing.
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$6,000,000 pertaining to CREBs, and to pledge, mortgage, lien and/or encumber its assets in
connection with this borrowing.

Staff further recommends that SSVEC be authorized to refinance its current debt without
subsequent Commission approval provided the following conditions are met:

a) The interest rate of the refinancing will be more favorable than that of the current
debt.

b) The term of the loan will not be shorter than the remaining term of the loan being
refinanced.

¢) The resulting loan will not be an interest-only loan. Rather, the resulting loan should
be an amortizing loan that requires the Cooperative to make periodic principal
payments no less frequently than yearly.

Staff further recommends authorizing SSVEC to engage in any transaction and to execute
any documents necessary to effectuate the authorizations granted.

Staff further recommends that SSVEC file with Docket Control, as a compliance item in
this matter, copies of the loan documents within 60 days of the execution of any financing
transaction authorized herein.

Staff further recommends that any authorization to incur debt granted in this proceeding,
not related to the r cing contemplated herein, terminate on December 31, 2014.

Steven M. Olea
Director
Utilities Division

SMO:JCM:Ihm\JFW

ORIGINATOR: Juan C. Manrique



Sulphur Springs Valley Electric Cooperative, Inc. Schedule JCM-1
Docket No. E-01575A-10-0311
Application For Financing

. FINANCIAL ANALYSIS

Selected Financial Information

(Al (BP?
12/31/2009 Pro Forma
! 1 Operating Income 5 $ 7,956,994 $ 15,319,473
! 2 Depreciation & Amort.” 8,480,907 7,574,650
3 Income Tax Expense 0 0
4
5 Interest Expense 7,549,401 14,255,169
6 Repayment of Principal 4,236,737 5,348,501
7
8 TIER
9 [1+3] = [5] 1.05 1.07
10
11 DSC
12 [1+2+3] + [5+6} 1.39 1.17
13
14
15
16  Short-term Debt $4,236,737 2.1% $5,348,501 1.7%
17
18 Long-term Debt $134,946,486 65.8% $242,855,386 77.3%
19
20 Common Equity $65,917,528 32.1% $65,917,528 21.0%
21
22 Total Capital $205,100,751 100.0% $314,121,415 100.0%
23

24 ' Column [A] is based on unaudited financial statements for the year ended December 31, 2009.

25 2 Column [B] is Column [A] modified to reflect rates approved by Decision No. 71274,

26 issuance of the proposed $72.7 million financing amortized for 35 years at 7.5 percent per annum,

27  issuance of the proposed $6 million CRERB financing amortized for 15 years at 1.0 percent per annum,

28 the issuance of a previously undrawn loan in the amount of $4,864,000 from Decision No. 67223

29  as well as $25.5 million in undrawn funds from previously authorized loan in Decision No. 70027 amortized for
30 30years.

S /AR/SSVEC 10-0311 Schedule JCM1 gf1 (2).xis/Schedule JCM-1



MEMORANDUM

TO: Juan Manrique
Public Utilities Analyst I
Utilities Division

FROM:  Margaret (Toby) Liu@lkﬁ%

Electric Utilities Engineer
Utilities Division

THRU:  Del Smith Q//
Engineering Supervisor
Utilities Division

DATE: February 1, 2011

SUBJECT: SULPHUR SPRINGS VALLEY ELECTRIC COOPERATIVE, INC’S
FINANCING APPLICATION DATED JULY 23, 2010;
DOCKET No. E-01575A-10-0311

Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC” or “Cooperative”)
submitted an application on July 23, 2010, to the Arizona Corporation Commission
(“Commission”) for authorization to borrow $78,676,664 from the National Rural Utilities
Cooperative Finance Corporation (“CFC”) and /or CoBank, ACB (“CoBank™) (collectively
“Lenders”). The purpose of this loan is to provide financing for the Cooperative’s 2010-2012
Construction Work Plan (“CWP”). This loan amount will enable SSVEC to invest in electric
utility infrastructure in terms of upgrades and new additions to the existing distribution and
subtransmission system to meet the projected customer demand in a reliable manner.

On December 15, 2010, SSVEC submitted an amendment to that application for
authorization to refinance a portion of its outstanding Commission-approved debt from time-to-
time in various amounts up to $126,282,240 (“Refinance Amount”). The purpose of the
authorization to refinance would be to allow SSVEC to periodically compare terms and
conditions offered by CFC and CoBank and to refinance portions of the Refinance Amount when
it is in the best interest of the Cooperative and its member-ratepayers to do so.

UTILITY OVERVIEW

SSVEC is an all-requirements cooperative, receiving all of its power supply from
Arizona Electric Power Cooperative (“AEPCO”). SSVEC currently provides electric power to
approximately 51,000 retail members over approximately 4,058 miles of subtransmission and
distribution lines (294 miles of 69 kV subtransmission, 3,024 miles of overhead distribution and
740 miles of underground distribution). The Cooperative spans 6,500 square miles of service
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territory, which covers parts of Cochise, Graham, Pima and Santa Cruz counties and includes the
communities of Sierra Vista, Huachuca City, Patagonia, Elfrida, Benson, St. David, Bowie, San
Simon, Wilcox, Sonoita and Pearce-Sunsites. The Cooperative’s service territory is located
within the Control Areas’' of Arizona Public Service Company and Southwest Transmission
Cooperative, Inc. The Cooperative’s retail peak load was 192.6 MW in 2010.

REVIEW OF CAPITAL PROJECTS

Staff has reviewed SSVEC’s 2010-2012 Construction Work Plan. In assessing the CWP,
Staff utilized the following criteria.

e Does the CWP adequately address the needs of the projected customer and load growth in
SSVEC’s service territory?

e Are the capital expenditures on subtransmission and distribution infrastructure upgrades
and new additions appropriate and reasonable?

e Is the Cooperative operating and maintaining its electric system in a reliable manner?

CUSTOMER AND LOAD GROWTH

Historically, SSVEC’s total number of customers grew from 46,773 in 2005 to 51,039 in
2010, indicating an average annual increase of 1.82 percent over the past five years. The system
load increased from 176 MW in 2006 to 193 MW in 2010, which represents an average increase
of 2.41 percent per year over the past four-year period.

The Cooperative projects an average system load growth of 2.9 percent per year from 193
MW in 2010 to 221 MW in 2015. The number of residential customers is expected to grow an
average of 1.3 percent per year. The projected load growth is consistent with the growth seen by
SSVEC in recent years. As has been the case with all utility companies in Arizona, recent load
growth has slowed considerably in the past few years, due mostly to the economic conditions in
the State and across the county. SSVEC’s forecast reflects some modest improvement in the
economy. According to the Cooperative, SSVEC has had stable and consistent growth in the
residential, commercial and irrigation customer sectors over the past few years.

PROJECTED CAPITAL EXPENDITURES
Staff has reviewed the Cooperative’s 2010-2012 Construction Work Plan, which

enumerates capital expenditures on subtransmission and distribution system upgrades and new
infrastructure.

' A Control Area monitors actual and scheduled transmission transactions to assure load and generation are balanced
within its system and power flows are within the ratings of the transmission facilities.
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Distribution system expenditures relate to new underground and overhead line
extensions, major subdivisionsz, and other new services; new feeders and tie lines; conversions
and changes in distribution lines; and substation changes, such as adding new equipment, making
changes in the protective relaying system, etc. New lines for new customers are expected to be
paid for using Contributions in Aid of Construction, (“CIAC”). The Plan also covers
expenditures for miscellaneous distribution system new items and upgrades, including pole and
pad mounted transformers, voltage regulators, metering equipment, etc. Costs for replacing
distribution poles and other general replacements needed for system reliability are also included.
Costs for SSVEC’s Demand Side Management Program, (including a new study), are also
included. The Cooperative has received a SmartGrid® grant from the federal government as part
of the American Recovery and Reinvestment Act that will pay half of the cost of this program,
along with half of the cost of many other system upgrades and additions including upgrades to
substations, voltage control equipment and switching. Other distribution items include site and
right-of-way purchases for future substations, supervisory control and data acquisition system
upgrades (“SCADA”), automatic meter reading equipment, etc. The SmartGrid Grant is
expected to pay for half of the cost of the SCADA and automatic meter reading equipment as
well.

Subtransmission line changes include, among others, replacing miscellaneous
subtransmission poles and upgrading approximately 26 miles of subtransmission line to a higher
capacity conductor. The Cooperative also plans to make upgrades to subtransmission lines at
junctions, (including connection points with APS), and at substations to enhance the ability of
SSVEC to control various devices from a central location. The SmartGrid Grant will pay for
half of the cost for these upgrades. Funding for engineering and Right of Way acquisition for
future subtransmission is also included in the CWP.

Other projects included in the CWP include Fiber Optics installations at various points on
their system, (designed to enhance communications and control and funded partially with the
SmartGrid grant) and an addition to the Sierra Vista Warchouse. Also included in the CWP are
six million dollars for the installation of a 750 MW solar generation facility and nine million
dollars for programs designed to reduce purchased energy amounts and costs through the use of
distributed generation and other local options. Managing the Smart Grid program is expected to
cost approximately $3.3 million, half of which will be paid out of Smart Grid grant funds.

% For purposes of this discussion major subdivisions consist of more than five lots.
* Refers to system improvements that enhance and automate the monitoring and control of the transmission and
distribution network. |
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The following table summarizes the annual capital expenditures for the 2010-2012 CWP.

SUMMARY OF CONSTRUCTION WORK PLAN

(Expenditures in Dollars)

Gross . )
CAPITAL Project Smart Grid Other Net Project
PROJECTS CIACS CIACS Dollars
Dollars
New Underground
and Overhead
Distribution Lines 11,852,000 - | 11,852,000 )
and Major
Subdivisions
New Feeders and 2,533,000 - - 2,533,000
Tie Lines
Conversions and 11,760,000 - - 11,760,000
Line Changes
New Substations 907,000 - - 907,000
Substation ,
Changes 4,625,560 1,317,282 - 4,308,278
Misc. Distribution 26,476,500 583,721 946,000 24,946,779
Items
Other Distribution 9,350,471 4,489,737 185,000 4,675,734
Items
Distribution 67,504,531 | 6,390,740 | 12,983,000 | 49,130,791
Grand Totals
New' . 1,476,000 56,217 - 1,419,783
Subtransmission
Lines
Subtransmission
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Line Changes 16,152,828 1,548,368 - 14,604,460
Subtransmission
Substation 702,451 175,726 - 526,725
Changes
Subtransmission | 18331279 | 1,780,311 -| 16,550,968
Grand Totals
Communications 9,697,094 4,848,541 - 4,848,553
‘Projects
Warehouse 459,000 - - 459,000
Addition
Solar Generation 15,000,000 - - 15,000,000
Project and
Distributed
Generation
SmartGrid Project
Management 3,279,807 1,639,904 - 1,639,903
Grand Totals 114,271,711 14,659,496 | 12,983,000 86,629,215

Staff finds the items included in the list of capital projects are appropriate to meet new
load growth and will enable SSVEC to operate and maintain the electric system in a safe and
reliable manner, and the expenditure amounts associated with these projects appear to be

reasonable.

SYSTEM RELIABILITY

The Cooperative has included in its CWP upgrades and needed additions of distribution
and subtransmission facilities for reliable operation of its system. There is provision in the CWP
for line upgrades, distribution voltage conversions, and the addition of voltage regulators and
capacitors necessary to serve load and maintain proper voltages on the system. The wooden pole
replacement program, copper replacement program and underground cable injection® and
replacement programs contribute to minimizing line outages and improving system reliability.

* A substance is injected into the cable to extend the life of underground cable that has deteriorated.
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SSVEC’s outage hours per consumer vary between 1.18 and 3.52 for the 2005-2010
period, showing an average of 2.18 outage hours per consumer. This is well within the RUS
guidelines of an average of 5 outage hours per consumer per year. This shows that the
Cooperative is providing reliable service to its customers and responding to emergencies in a
timely manner.

SYSTEM LOSSES

SSVEC’s annual system losses were between 6.33 percent and 7.24 percent for the period
2005-2010, and are projected to be slightly less than 7 percent’ in 2011-2012. These losses are
well with the industry guidelines of 10 percent per year for rural electric cooperatives.

CONCLUSION

Based on the aforementioned review of SSVEC’s distribution projects as included in its
FY2010-FY2012 Construction Work Plan and other information, Staff concludes that these
projects are appropriate to meet the projected demand of the Cooperative’s new customers and
will help ensure system reliability through the upgrade of existing electric facilities, replacement
of aged underground cables, and the addition of new subtransmission and distribution facilities.
Staff further concludes that the costs associated with these projects appear to be reasonable.
However, this does not imply a specific treatment for rate base or rate making purposes.

* Reflects improvement due to planned plant replacements and upgrades.
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LA+ JFFICES
One Arizona Center, 400 E. Van Buren

Phoenix, Arizona 85004-2202
(602) 382.6000

RESPECTFULLY SUBMITTED this 1st day of October, 2010.
SNELL & WILMER L.L.P.

By

Bradley S. Carroll

One Arizona Center

400 East Van Buren

Phoenix, Arizona 85004-2202

Attorneys for Sulphur Springs Valley Electric
Cooperative, Inc.

ORIGINAL and 13 copies filed this
1st day of October, 2010, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington

Phoenix, Arizona 85007

COPY of the foregoing hand-delivered
this 1st day of October, 2010, to:

Steve Olea, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Wesley C Van Cleve, Attorney

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona §5007

COPY of the foregoing mailed
this 1st day of October, 2010, to:

Jane Rodda, Administrative Law Judge
Hearing Division

ARIZONA CORPORATION COMMISSION
400 West Congress

Tucson, Arizotia 85701-134

12042627.1




AFFIDAVIT OF PUBL!CA‘[ION
STATE OF ARIZONA ) IAN KIRKWOOD e

o v
L = %g being first

COUNTY OF COCHISE ) duly sworn, deposes and says: That (he) (she} is the Agent fo the Publisher of the
SAN PEDRO VALLEY NEWS-SUN and or ARIZONA RANGE NEWS newspapers

printed and published weekly in the County of Cochise, State of Arizona, and of gen-
eral circulation in the city of Benson, County of Cachise, State of Arizona and else-

where, and the hereto attached

PUBLIC NOTICE

OF APPLICATION

INCUR DEBT TO

FINANCE 2010-2012

CONSTRUCTION

was-printed and published correctly in the regular and entire issue of said SAN PEDRO
VALLEY NEWS:SUN and or ARIZONA RANGEINEWS for

issues, that the first was

S lst SEPTEMBER 10

made on the day of 20

_ . 1st
and the-last publication thereof was mads on the day of

SEPTEMBER ‘10

20 that said publication
was made on each of the following dates, to wit:
09/01/10
‘Request of
SSVEC

3an Pedro Valley News-Sun
Arizona Range News

By s,

B ORI

A e TS S
1ist SEP’I{@‘S&SER

Subi%ribed sworn to before me this day of -

20

SUSAN C. PERRY

4 zb
‘ Notary Public - Arzona
| ‘ ; Cochise Counfy

Notary Public in and for the County of Cochise, State of Arizona

My Commission Expires: October 18, 2010




AFFIDAVIT OF PUBL’CATlONN
STATE OF ARIZONA ) IAN KTRKWOOD - j€;a~;:5;;;EF> being first

'SS. o
COUNTY OF COCHISE ) duly sworn, deposes and says: That (he) (she) is the Agent to the Publisher of the

- SAN PEDRO VALLEY NEWS-SUN and or ARIZONA RANGE NEWS newspapers

printed and published weekly in the County of Cochise, State of Arizona, and of gen-

gral circulation in the city of Benson, County of Cochise, State of Arizona and else-

wheére, and the herelo attached

PPLICATION TO INCUR
EBT 2010-2012
ONSTRUCTION WORK
PLAN

was printed and published correctly in the regular and entire issue of said SAN PEDRO
VALLEY NEWS-SUN and or ARIZONA RANGElNEWS for

issues, that the first was

, ist SEPTEMBER 10
made on the day of 20
ist
-and the last publication thereof was miade on the day of
SEPTEMBER 10
20 that said publication

“was made on each of the following dates, to wit:
09/01/10

saquest of
SSVEC
—

(SEBTEMBER
.

SUSAN C. PERRY
Notary Public - Arizona
Cochise County ;
118,2010 §

T

Notary Public in and for the County of Cochise, Stale of Arizona

My Commissioh Expires: October 18, 2010




STATE OF ARIZONA )

88,
COUNTY OF COCHISE )

AFFIDAVIT OF PUBLICATION

___PAMELA M. MCELROY

\CW-/\ " 0"4( E) being first

t to the Publisher of the
SIERRA VISTA HERALD and the BISBEE DAILY REVIEW newspapers printed and

duly swom, deposes and says: That (he) (she) is

published six days a week in the County of Cochise, State of Arizona, and of general
circutation in the cities of Sierra Vista and Bisbee, County of Cochise, State of Arizona

and elsewhere, and hereto attached

PUBLIC NOTICE OF AN
APPLICATION RY
SULPHUR SPRINGS
ELECTRIC COOPERATIVE
NATIONAL RURAL
was printed and published correctly in the regular and entire issue of said SIERRA VISTA

HERALD and BISBEE DAILY REVIEW for 1 issues, that the first was
made on the 1st day of SE PTEMBER20 10
and the last publication thereof was made on the 1et day of

sepTeMBER 2 10 that said publication

was made on each of the foliowing dates, to wit:

09/01/10

Request of

,

Bisbee Daily Review(,,,_.._u_,h.m,‘__\

By ~..
- P

Subscribed sworn to before me this 1t Y0 cporEMBER

0 19

OFF\C\AL SEAL
) JOANHANCOCE |
YBLIC Smeo
£ NOTARY FE](‘:\‘HSE COUNTY 012
7 1y Comm, Expiros May 21,2

Notary Public in and for the County of Cochise, State of Arizona

My Commission Expires:

2

[ T




STATE OF ARIZONA

“OUNTY OF SANTA CRUZ

:SS
)

AFFIDAVIT OF PUBLICATION

ELISA BERMUDE
%&-ﬂ@(a”é being first

Duly sworn, deposes and says: That (he) (she) is the Agent to the Publisher of the
THE WEEKLY BULLETIN  newspaper printed and published one day a week
in the City of Sonoita, County of Santa Cruz, State of Arizona. That the notice, a
copy of which is hereto attached, described as follows:

SULPHUR SPRINGS

VALLEY ELECTRIC CO-
OPERATIVE, INC. FOR
DEBT TO FINANCE ITS

2010-2012 WORK PLAN
was printed and published in the regular and entire issue of said

THE WEEKLY BULLETIN for 1 issues, that the first was
made on the lgst dayof SEPTEMBER 10

and the last publication thereof was made on the 1st day of

+SEPTEMBER 20 10 that said publication

‘was made on each of the following dates, to wit:

09/01/10

Request of SULPHUR SPRINGS VALLEY

THE WEEKLY BULLETIN

By

Subscribed sworn to before me this lst gayof SEPTEMBER

OFFICIAL SEAL
Manuel C. Coppola
Notary Public - Arizona
Santa Cruz County
My Commission Expires
February 26, 2011

Notary Public in and for the County of Santa Cruz, State of Arizona

My Commission Expires: ?_/2_(@,//
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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

GARY PIERCE, Chairman
BOB STUMP .

PAUL NEWMAN
SANDRA D. KENNEDY
BRENDA BURNS

IN THE MATTER OF THE
APPLICATION OF SULPHUR
SPRINGS VALLEY ELECTRIC
COOPERATIVE, INC., AN ARIZONA NOTICE OF FILING AFFIDAVITS
NONPROFIT CORPORATION, FOR OF PUBLICATION FOR AMENDED
AUTHORIZATION TO INCUR DEBT APPLICATION

TO FINANCE ITS 2010 - 2012
CONSTRUCTION WORK PLAN AND
FOR RELATED APPROVALS.

Docket No. E-1575A-10-0311

On July 23, 2010, Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC”)
filed a Financing Application (“Application”) in the above-captioned matter. On October
1, 2010, in accordance with the Application, SSVEC filed a Notice of Filing of Affidavits
of Publication pursuant to A.R.S. § 40-302(A). On December 15, 2010, SSVEC filed an
Amendment to the Application (“Amendment”). Section IV of the Amendment provides
that SSVEC will publish a second notice to incorporate the Amendment substantially in
the form attached as Exhibit C to the Amendment and that SSVEC will file proof of such
publication with the Commission once published.

In accordance with the Amendment, SSVEC, through counsel undersigned, hereby
submits Affidavits of Publication of public notice for the following newspapers of general
circulation within SSVEC’s service territory: San Pedro Valley News-Sun/Arizona Range

News; Sierra Vista Herald/Bisbee Daily Review; and The Weekly Bulletin.

125313031
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RESPECTFULLY SUBMITTED this 1st day of February, 2011.
SNELL & WILMER L.L.P.

By

Bradley S7 Carroll
One Arizona Center
400 East Van Buren

Phoenix, Arizona 85004-2202
Attorneys for Sulphur Springs Valley Electric

Cooperative, Inc.

ORIGINAL and 13 copies filed this
1st day of February, 2011, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington

Phoenix, Arizona 85007

COPY of the foregoing hand-delivered
this 1st day of February, 2011, to:

Steve Olea, Director

Utilities Division _

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Wesley C Van Cleve, Attorney

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

COPY of the foregoing mailed
this 1st day of February, 2011, to:

Jane Rodda, Administrative Law Judge
Hearing Division

ARIZONA CORPORATION COMMISSION
400 West Congress
Tucson, Arizona 85701-1347 -

12531303.1




STATE OF ARIZONA )

.88
COUNTY OF COCHISE )

AFFIDAVIT OF PUBLICATION

WPAMELA M. MCELROY
3

i ’ [‘ e . "
N, e J ~— f\f g™ KL\L/& being first

duly sworn, deposes and says: That (he} {shej is the Agenﬂﬁé PObISHET of the
SIERRA VISTA HERALD and the BISBEE DALY REVIEW newspapers printed and

published six days a week in the County of Cochise, State of Arizona, and of general

suc N‘TEC&

e Sirculation in the cities of Sierra Vista and Bisbee, County of Cochise, State of Arizona

and elsewhere, and hereto attached

PUBLIC NOTICE OF AN

APPLICATION BRY

SSVEC, INC. FOR AN

2010-2012 CONSTRUC-

© TICN WORK PLAN

was printed and published correctly in the regular and entire issue of said SIERRA VISTA

‘HERALD and BISBEE DAILY REVIEW for 1 issues, that the first was

:made on the 12th day of JANUARY 20 11

and the last publication thereof was made on the day of

12th

‘was made on each of the following dates, to wit:

01/12/11

' Request of

ietra Vista Herald—

Bisbee Daily Review

* Subscribed sworn to before me this 1ot Vol ganuary

T e OFFICIAL SEAL
LA JOAN HANCOCK

HOTAR LIC - State of Adzond
o YP‘@B 185 COUNTY
wy Gomm. Expies way 21,2012

Notary Public in and for the County of Cochise, State of Arizona

My Commission Expires:
4

[2)




STATE OF ARIZONA )
:$s. e
COUNTY OF COCHISE ) '

e apphcataon is avaﬂab!e

tas

upto $125 282,240 of exastmgv '

AFFIDAVIT OF PUBLICATION
_PAMELA M. MCELROY

D
¥ A '- C: g .
NI /\_ﬁ\“/}\\ 3\_/ \\ \*\.’ "(‘_ \\ s {\_‘”—\ bemg frst

3

duly sworn, deposes and says: That (he) (she} is the Agent*te%h\é Publisher of the
SIERRA VISTA HERALD and the BISBEE DAILY REVIEW newspapers printed and
published six days a week in the County of Cochise, State of Arizona, and of general
circulation in the cities of Sierra Vista and Bisbee, Gounty of Cochise, Stale of Arizona

and elsewhere, and hereto altached

PURLIC ROTICE OF AW
APPLICATION BY
S8VEC, INC. FOR AN
2010-2012 CONSTRUC-
TION WORK PLAN
was printed and published correctly in the regufar and entire issue of said SIERRAVISTA

HERALD and BISBEE DAILY REVIEW for 1 issuas, that the first was

i _ made on the 12th day of JARUARY 20 11

and the last publication thereof was made on the

JANUARY 20 49 that said publication

was mads on each of the following dates, to wit:

01/12/11

Request of

Blsbee Daﬂy Rewew

C

By l
SNSRI mr'wr»_:“__"_w’ e

Subscribed swom fo before me this 12tn g@yel  ganuary

200 44

AL SEAL_

h JOAN HANCOCK %
I \:“T{»DY PUBLIG - 8ta’xe of Arizona

» @ £OCHISE CO 2012
: THCP 1y Comm, Expires May 21.

Notary Public In and for the County of Cochise, State of Arizona

My Commission Expires. —




STATE OF ARIZONA )

COUNTY OF COCHISE )

SS.

AF VIT OF PUBLICATION

DEEDEE HICKS being first

duly sworn, deposes and says: That (he) (she) is the Agent o the Publisher of the

SAN PEDRO VALLEY NEWS-SUN and or ARIZONA RANGE NEWS newspapers
printed and published weekly in the County of Cochise, State of Arizona, and of gen-
eral circulation in the city of Benson, County of Cochise, State of Arizona and eiss-

where, and the hereto attached

APPLICATION- ORDER

AUTHCORIZING IT TGO

INCUR DEBT TO FINANC

2010-2012 COKSTRUCTI

WORK PLAN

was printed and published correctly in the requiar and entire issue of said SAN PEDRO
YALLEY NEWS-SUN and or ARIZONA RANGElNEWS for

issues, that the first was

i2th JANUARY 11
made on the day of 20

o 12th
and the last publication thereof was made on the day of

JANUARY 11 _
20 that said publication
was made on each of the following dates, to wit:
c1/12/11
Request of
SSVEC-

San Pedro Valley News-Sun
Arizona Range News

By
e O

12th
Subscribed sworn to before me this day of
11
20

Susan C Perry
NOTARY PUBLIC - ARIZONA
PIMA COUNTY
My Commission Expires
October 18, 2014

Netary Public in and for the Countyg%‘a&se, State of Arizona
™~ LA S L N
My Commission Expires: October 18, 20464 ot X




STATE OF ARIZONA )

8S.
COUNTY OF COCHISE )

AFFIDAV I: UBLICATI
ASHTON ESTRADA being first

duly sworn, deposes and says: That (he) (she) is the Agent to the Publisher of the

SAN PEDRO VALLEY NEWS-SUN and or ARIZONA RANGE NEWS newspapers
printed and published weekly in the County of Cochise, State of Arizona, and of gen-
eral circulation in the city of Benson, County of Cochise, State of Arizona and else-

where, and the hereto attached

APPLICATION FOR

AUTHORIZING TO INCUR

DEBT TO FINANCE

2010-2012

CONSTRUCTICON WRK PLN
was printed and published correcily in the regular and entire issue of said SAN PEDRQ
VALLEY NEWS-SUN and or ARIZONA RANGE NEWS for

1 .
issues, that the first was

12th JANUARY 11
made on the day of ; 20

L 12th
and the last publication thereof was made on the day of

JANUARY 11
20 that said publication
was made on each of the following dates, to wit:
01/12/11
Request of
SSVEC

San Pedro Valley News-Sun
Arizona Range News

Feond QA

_ 12t JANUARR®RY
Subscribed sworn {o before me this day of
11
20
Susan C P
NOTARY PUBLIC - ARIZONA
. PIMA COUNTY
My Commission Explres
QOctober 18, 2014
Notary Public in and for the %n y okGoshise, State of Arizona

My Commission Expires: Oclober 18, zwu—%



AFFIDAVIT OF PUBLICATION

STATE OF ARIZONA ) ELISA BERNUDFZ , - e
-85 v, _{_3,/ o £ I/” e
COUNTY OF SANTA CRUZ ) (_,Mw 78, being first

Duly sworn, deposes and says: That (he) (slu) is the Agent to the Publisher of the
THE WEEKLY BULLETIN  newspaper printed and published one day a week
in the City of Sonoita, County of Santa Cruz, State of‘/«\rizona, That the notice, 4
copy of which is hereto altached, described as follows:

PUBLIC NOTICE OF AN
APPLICATION BY
SULPHUR SPRINGS
VALLEY ELECTRIC

FINANCE 2010-2012
)} was printed and published in the regular and entire issue of said

THE WEEKLY BULLETIN for 1 issues, that the first was

made on the 12th dayof JANUARY 261

. and the lasi publication thereof was made on the 12th day of

JANUARY 20 11 that said publication

was made on each of the following dates, to wit:

01/12/11

ne number of the proposed intefve
gcumentsis to be rade if differs

Request of SULPHUR SPRINGS VALLEY

| THE WEEKLY BULLETIN

: 268 W VIEW POINT, NOGALES, AZ 85621 (520)375-5760

12th

Subscribed sworn to before me this

day of JANUARY

20 1l

OFEFICIAL BEAL {
tdmnuel ©. Coppola %
Metzary Public - Arizona
Sartts Crigz Courty i‘
My Conmnission Expires f
February 26, 2011 ‘

Notary Public in and for the County of Santa Cruz, State of Arizona

s

S //j 74

My Commission Expires:
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BEFORE THE ARIZONA CORPORATION COMMISSION

GARY PIERCE
Chairman

BOB STUMP
Commissioner

SANDRA D. KENNEDY
Commissioner

PAUL NEWMAN
Commissioner

BRENDA BURNS
Commissioner

IN THE MATTER OF THE APPLICATION DOCKET NO. E-01575A-10-0311
OF SULPHUR SPRINGS VALLEY

ELECTRIC COOPERATIVE, INC. FOR DECISION NO.

APPROVAL TO INCUR DEBT TO
FINANCE ITS 2010-2012 CONSTRUCTION ) ORDER
WORK PLAN AND FOR RELATED

APPROVALS

Open Meeting
March 1 and 2, 2011
Phoenix, Arizona

BY THE COMMISSION:

FINDINGS OF FACT
A. Introduction }

1. On July 23, 2010, Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC” or
“Cooperative”), an Arizona class “A” public service corporation and non-profit cooperative with
its business office in Willcox, Arizona, filed an application with the Arizona Corporation
Commission (“Commission”) for authorization to incur debt to finance its 2010-2012 Construction
Work Plan (“CWP”).

2. On December 15, 2010, the Cooperative filed an amendment to its original

application requesting authorization to refinance some of its existing debt at more favorable rates.
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Page 2 : Docket No. E-01575A-10-0311

B. Background

3. SSVEC is an Arizona non-profit, member-owned cooperative located in Willcox,
Arizona. The Cooperative provides electric distribution service to approximately 51,000
customers in parts of Cochise, Santa Cruz, Pima and Graham Counties.

4. The Cooperative’s current rates were approvedr in Decision No. 71274, dated
September 8, 2009.

5. The Cooperative asks that the Commission authorize it to assume new debt in an
amount not to exceed $78,676,664 through a credit facility from the National Rural Utilities
Cooperative Finance Corporation (“CFC”) and/or CoBank, ACB (“CoBank”) and to pledge,
mortgage, lien and/or encumber its assets in connection with the credit facility. The facility will be
managed in such a way in which SSVEC will draw funds periodically from either CFC or CoBank,
depending on which lender is offering better terms. However, regardless of which lender the
Cooperative chooses at each borrowing interval, the total credit facility will be reduced by each
lender by the amount borrowed.

6. The purpose of $72,676,664 of the proposed financing is to fund the upgrade and/or
replacement of existing utility infrastructure and construction of supplemental facilities pursuant to
SSVEC’s CWP. The remaining $6,000,000 of the proposed financing is to fund construction of a
new 750 kW solar facility planned for Sonoita, Arizona, via a CoBank loan utilizing Clean
Renewable Energy Bonds (“CREBs™). The interest rate on the CREBs loan will not exceed 1
percent per annum.

7. SSVEC has also requested authorization to refinance its existing debt at a time of its
choosing without having to file an application with the Commission requesting authorization to do
so. According to its application, SSVEC anticipates that it may have opportunities over the next
several years to refinance much of its existing debt at more favorable interest rates and under more
favorable terms and conditions to save the Cooperative and its ratepayer-members considerable
money.

8. On October 1, 2010, the Cooperative filed an affidavit of publication verifying

public notice of its financing application. The Cooperative published notice of its financing

Decision No.
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Page 3 Docket No. E-01575A-10-0311

application in The Weekly Bulletin on September 1, 2010, in the Sierra Vista Herald/Bisbee Daily
Review on September 1, 2010, and in the San Pedro Valley News-Sun and the Arizona Range
News on September 1, 2010. SSVEC published a second notice in each of those publications on
January 12, 2011, pertaining to the refinancing bf its existing debt pursuant to the Cooperative’s
amended application.

9. There are no outstanding compliance issues with the Cooperative.

10. Staff reviewed the Cooperative’s proposed capital improvements and believes that
the projects are appropriate and the related cost estimates are reasonable.

11. Staff states that its conclusions should not be interpreted to imply a specific
treatment for rate base or rate-making purposes in the Cooperative’s future rate filings.

C. Financial Analysis

12. Staff’s analysis indicates that, based on the Cooperative’s historical financial
information for the year ended December 31, 2009, SSVEC had a capital structure consisting of
2.1 percent short-term debt, 65.8 percent long-term debt and 32.1 percent common equity.

13. Staff’s pro forma analysis was based on the Cooperative’s historical financial
information for the year ended December 31, 2009. This data was modified to reflect SSVEC’SV
most recently authorized operating income,’ the issuance of the proposed $72.7 million financing
amortized over 35 years at 7.5 percent per annum, the issuance of the proposed $6 million CREB
financing amortized for 15 years at 1.0 percent per annum, the issuance of a previously undrawn
loan in the amount of 1134,864,000,2 as well as $25.5 million in undrawn funds from a loan
previously authorized in Decision No. 70027 amortized over 30 years at 7.5 percent per annum.
Staff’s analysis indicates that SSVEC’s total equity would drop from 32.1 percent of total capital
to 21 percent, its times interest earned ratio would increase from 1.05 to 1.07, and its debt service

coverage ratio would decrease from 1.39 to 1.17.

! Commission Decision No. 71274 dated September 8, 2009.

2 Commission Decision No. 67223 dated September 4, 2004. The final draw was made by the Cooperative in
November 2010. Staff Memo at 2.

Decision No.
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14.  Based on its pro forma analysis, Staff concludes that cash flow from operations is

sufficient to cover all obligations.’

15. Staff further concludes that issuance of the proposed debt financing for the purposes
stated in the application is within SSVEC’s corporate powers, is compatible with the public
interest, is consistent with sound financial practices and will not impair its ability to provide

services.

16. Staff recommends that the Commission authorize SSVEC’s request to obtain a
credit facility from both CFC and CoBank in an amount not to exceed $78,676,664, including
$6,000,000 pertaining to CREBs, and to pledge, mortgage, lien and/or encumber its assets in

connection with this borrowing.

17. Staff further recommends that SSVEC be authorized to refinance its current debt
without subsequent Commission approval provided the following conditions are met:

a) The interest rate of the refinancing will be more favorable than that of the
current debt.

b) The term of the loan will not be shorter than the remaining term of the loan
being refinanced.

¢) The resulting loan will not be an interest-only loan. Rather, the resulting loan
should be an amortizing loan that requires the Cooperative to make periodic
principal payments no less frequently than yearly.

18. Staff further recommends authorizing SSVEC to engage in any transaction and to

execute any documents necessary to effectuate the authorizations granted.

19.  Staff further recommends that SSVEC file with Docket Control, as a compliance
item in this matter, copies of the loan documents within 60 days of the execution of any financing
transaction authorized herein.

20. Staff further recommends that any authorization to incur debt granted in this

proceeding, not related to the refinancing contemplated herein, terminate on December 31, 2014.

3 The loan covenants state that the Cooperative must maintain a 1.35 DSC; however, under CFC and CoBank’s
methodology SSVEC has a DSC of 1.90. The Cooperative, therefore, meets the lenders’ DSC covenants required for
the financing. Staff Memo at 3.

Decision No.
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Page 5 Docket No. E-01575A-10-0311

21. We concur with Staff’s conclusions and recommendations. The pro forma financial

analysis supports a finding that the proposed authority, as conditioned by Staff, is in the public

interest.
22.  Staff’s recommendations are reasonable and should be adopted.
CONCLUSIONS OF LAW
1. SSVEC is a public service corporation within the meaning of Article XV of the

Arizona Constitution and A.R.S. §§ 40-301, 40-302 and 40-303.

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

3. Notice of the application was given in accordance with the law.

4. The financing as conditioned and approved herein is for lawful purposes within

SSVEC’s corporate powers, is compatible with the public interest, with sound financial practices,
and with the proper performance by SSVEC of service as a public service corporation, and will not
impair its ability to provide services.

5. The financing approved herein is for the purposes stated in the application, is
reasonably necessary for those purposes and such purposes are not reasonably chargeable to
operating expenses or to income.

ORDER

IT IS THEREFORE ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. is
hereby authorized to obtain a credit facility from both CFC and CoBank in an amount not to
exceed $78,676,664, including $6,000,000 pertaining to CREBs, and to pledge, mortgage, lien
and/or encumber its assets in connection with this borrowing.

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. is
authorized to refinance its current debt without subsequent Commission approval provided the
Cooperative meets the following conditions:

a) The interest rate of the refinancing will be more favorable than that of the current
debt.

Decision No.
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Page 6 Docket No. E-01575A-10-0311

b) The term of the loan will not be shorter than the remaining term of the loan being
refinanced.

¢) The resulting loan will not be an interest-only loan. Rather, the resulting loan
should be an amortizing loan that requires the Cooperative to make periodic
principal payments no less frequently than yearly.

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. is
authorized to engage in any transaction and to execute any documents necessary to effectuate the
authorizations granted herein.

IT IS FURTHER ORDERED that Sulphur Springs Valley Electric Cooperative, Inc. file
with Docket Control, as a compliance item in this matter, copies of the loan documents within 60
days of the execution of any financing transaction authorized herein.

IT IS FURTHER ORDERED that any authorization to incur debt granted in this

proceeding not related to the refinancing contemplated herein terminate on December 31, 2014.

Decision No.
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Page 7 Docket No. E-01575A-10-0311

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 derived thereby for purposes of establishing just and reasonable rates.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

CHAIRMAN COMMISSIONER

COMMISSIONER COMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON,
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official seal of
this Commission to be affixed at the Capitol, in the City of
Phoenix, this day of ,2011.

ERNEST G. JOHNSON
EXECUTIVE DIRECTOR

DISSENT:

DISSENT:

SMO:JCM:Ihm\WVC

Decision No.




S WN

~ SN W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Page 8

Docket No. E-01575A-10-0311

Service List for: SULPHUR SPRINGS VALLEY ELECTRIC COOPERATIVE, INC.

Docket No. E-01575A-10-0311

Mr. Bradley Carroll

One Arizona Center

400 East Van Buren Street
Phoenix, Arizona 85004-2202

Mr. Steven M. Olea

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Janice Alward

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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