
Allen Anderson, President & CEO 

August 29,2008 

Ms. Stephanie Stumbo 
Executive Director 
Kentucky Public Service Commission 
P.O. Box 61 5 
21 1 Sawer Boulevard 
Frankfort, KY 40602-06 1 5 

925-929 North Main Street 
Post Office Box 910 

Somerset, KY 42502.0910 
Telephone 606-6784 121 

Toll Free 800.2645 112 
Fax 60667943279 

v.m,.skrccc.colu 

SEP bp s 2008 
IpURLIC SERVICE 

COMMISSION 

Dear Ms. Stumbo: 

Attached you will find an original and ten (1 0) copies of South Kentucky RECC’s (“SKRECC”) application for Certificate 
of Convenience and Necessity (“CCN”) to construct new headquarter facilities in Somerset, Kentucky. 

SKRECC is requesting expedited processing of this application. SKRECC is making such a request because this time of 
year is a very beneficial time to do earth work by a contractor and SKRECC would like to let our contractor begin 
excavating for the new facilities on our property. This excavation would have significant value even under a worst case 
scenario where SKRECC would abandon this project. Furthermore, postponing the commencement of the excavation will 
be cause for an increase in the eventual cost of the new facilities. 

If the Commission is unable to expedite the approval process for the complete application, SKRECC requests an expedited 
approval for the excavation phase. It is important to get the process moving. Any money spent on excavation will only add 
to the value of this property. A letter from our contractor is attached that attests to the increased value. 

Attached to this letter you will find the following information from our contractor: 

1. A letter from D. W. Wilburn, Inc. that identifies the cost of the excavation work for the new headquarter facilities. 

2. A letter from D. W. Wilbum, Inc. that explains the increased value of SKRECC’s property due to the excavation. 

3 A letter from D. W. Wilbum that discusses the increase in costs that can result from postponing it’s start as well as 
the need to start as soon as possible. 

If you have any questions in regards to our application or in regards to the excavation, please contact at your convenience. 

Sincerely, 

Allen Anderson 
President and CEO 

Albany 606-387-6476 Monticello 606-348-6771 Russell Springs 270-866-3439 Whitley City 606-376-5997 



-- D. w. ~U~~~~~~ UNC. 
July 30th, 2008 153 Bliie Sky Parkway 

Lexington, Kentucky 40509 

South Kentucky RECC 
925-929 N. Main Street 
Somerset, Kentucky 42503 

(859) 263-2720 
FAX (859) 253-5692 

ATTN: Allen Anderson 

RE: SKRECC Earthwork 

The earthwork for this project is expected to  take approximately 4 months. A 
breakdown of these amounts is  as follows: 

Weddle Original Bid $1,498,750.00 

Weddle Revised Quote $1,438,750.00 
Weddle Value Engineering - 60,000.00 

August Work Estimate $171,118.75 
September Work Estimate $513,356.25 
October Work Estimate $342,237.50 
November Work Estimate $342,237.50 
Fine Grade/Topsoil ( a t  later t ime t o  he determined) $ 69,800.00 

These figures do not include any General Contractor’s costs or markup. If 
approval to  begin the earthwork is given within the next week, the above “August 
Work Estimate” amount will be the billing for August, to  be paid in September 
(and the same for the remaining months). 

Should you have any questions, feel free to  contact me. 

Since re I y, 
D. W. Wilburn, Inc. 

Doug’Wilburn 
President 



July 30th, 2008 

Lexington, Kentucky 40509 
(859) 263-2720 

FAX (859) 263-5692 

South Kentucky RECC 
925-929 N. Main Street 
Somerset, Kentucky 42503 

ATTN: Allen Anderson 

RE: SKRECC 

Per our discussion, the acreage you have purchased is  merely farm land wi th  
rolling hills and is totally undeveloped. Any development of this property will only 
increase i t s  value. Grade work and storm drainage will improve the value of the 
land for any future owner or tenant should SKRECC decide to  not build on it. 

Should you have any questions, feel free to  contact me. 

Sincerely, 
D. W. Wilburn, Inc. 

Doug Wilburn 
President 



I53 Blue Sky Parkway 
Lexington, Kentucky 40509 

August 14th, 2008 

South Kentucky RECC 
925-929 N. Main Street 
Somerset, Kentucky 42503 

(859) 263-2720 
FAX (859) 263-5692 

A17-N: Allen Anderson 
RE: SKRECC Rids vs. Cost Escalations 

The South Kentucky RECC project bid in April 2008. As everyone knows, prices are 
rising daily due to  the inflation of petroleum, steel, etc. DWWl did expect some 
lead time for owner approval on this project, however with the world market 
being as i t  is, cost escalations can only be held for a limited time. 

You can expect the overall cost of the project to increase approximately 1% per 
month. These price escalations will be an average for the entire project. They will 
be expected more in phases involving petroleum and metal products and less for 
other areas. The sooner a decision is made, the quicker firm construction costs 
can be determined, prices locked and materials secured to  avoid further price 
increases that cannot be offset. 

As discussed, the excavation work needs to  be performed a t  this t ime as it is the 
optimum season for this work. If this work is pushed back much farther it will be 
done in a different season greatly affecting cost, timing, etc. for the work. Any 
direction that you can give on this matter is needed to  secure pricing and would 
be greatly appreciated. 

Should you have any questions, feel free to contact me. 

Sincerely, 
D. W. Wilburn, Inc. 

Doug Wilburn 
President 



COMMONWEALTH OF KENTUCKY 

BEFQFtE THE PUBLIC SERVICE COMMISSION 

E MATTER OF; 

APPLICATION OF SOUTH KENTUCKY ) 
RIJRAL ELECTRIC COOPERATIVE 1 

CONVENIENCE AND NECESSITY TO ) 
CONSTRUCT A NEW HE ) 
FACILITY IN SOMERSET, KENTUCKY ) 

CORPORATION FOR A CERTIFICATE OF ) CASE NO. dm8 osaq 

KENTUCKY RURAL ELECTRIC COOPERATIVE CORPORATION 

SOMERSET, KENTUCKY 

COMMONWEALT 

BEFORE THE PURL C SERVICE COMMISSION 



L\(c; SERV\CF“ 
In the Matter of the Application ) PUB c~l&M\SS\*N 
Of South Kentucky Rural Electric 1 
Cooperative Corporation for an ) Case NO. dm8 -083 ‘71 
Order issuing a Certificate of Public ) 
Convenience and Necessity 1 

APPLICATION 

The petition of South Kentucky Rural Electric Cooperative Corporation (“South 

I<entuclty”), P. 0 .  Box 910, Somerset, Kentucky 42502, designated as Kentucky 54 - 

Wayne states that it is a corporation with all rights, characteristics, powers, privileges and 

duties shown by the records now on file in the office of the Public Service Commission 

(“Commission “) of Kentucky, and that it is engaged in the distribution of electric energy 

in the Counties of Pulaski, Wayne, McCreary, Cumberland, Rockcastle, Casey, Russell, 

Laurel, Clinton and Adair, all in Kentucky and Picltett and Scott Counties in the State of 

Tennessee, by and under the Rural Electrification Act and under authority contained in 

Kentucky Revised Statutes, Chapter 279. South Kentucky is proposing to construct a 

new headquarter facilities in Somerset, KY. This new headquarters will include the 

following facilities: 

Administrative Offices 

e Warehouse and Shop 

Storage Facilities 

Employee Training and Cornniunity Meeting Rooms 

e Annual Meeting Location 

2 



In support of its application, South Kentucky is providing the below listed 

information. 

I .  South Kentucky’s Articles of Incorporation with all Amendments have been 

previously filed with the Commission in Case No. 96-109 (870 KAR .5:001, Section 

I(3)). 

2. South Kentucky has based its decision to build these new facilities on a 

Facilities Analvsis for Head Quarters dated August 2008 conducted by Mr. Roy Cowan 

of Cowan and Associates. This study supplements the previous facilities analysis 

conducted in 2002. A copy of that study is being filed as a part of this application and is 

contained in Exhibit 1. These specific documents provide the necessary support as to the 

need for these facilities (807 KAR 5:001, Section 9(2)a. 

3. All franchise or permits needed to construct the proposed facility will be 

acquired by the successful contract bidder (807 KAR 5:001, Section 9(2)b. 

4. The rationale for the new headquarter facilities and its justificatioii for their 

construction are contained in Exhibit 2 (807 KAR 5:001, Section 9(2)c. 

5. Three (3) maps showing the location of the new construction is contained in 

Exhibit 3 (807 KAR 5:001, Section 9(2)a. 

6. South Kentucky will construct the proposed headquarter facilities from general 

funds until loan funds are available from the United States Department of Agriculture 

(“USDA”) Rural Development Electric Programs (“RDEP”). Loan funds from RDEP 

will then be used to reimburse general funds and to provide funding to complete the 

construction of the proposed facilities. Funding from RUS will be through the 

3 



guaranteed Federal Finance Bank with a term of 35 years. A discussion of the planned 

financing is contained in Exhibit 4 of this filing (807 KAR 5:001, Section 9(2)e. 

7. h estimate of the cost of operating these facilities after completion is 

contained in Exhibit 5 (807 KAR 5:001, Section 9(2)f. 

8. Additional information proffered to afford the Commission a complete 

understanding of the situation includes the following (807 KAR S:OOl, Section 9(2)g. 

a. A description of proposed facilities and the current facilities is 

contained in Exhibit 6. 

b. The impact of these facilities on the financial condition of South 

Kentucky is contained in Exhibit 7. 

c. The impact of these facilities upon the electric rates of South Kentucky 

is contained in Exhibit 8. 

d. The plan for the disposal of the current facilities is Contained in 

Exhibit 9 of this application. 

e. Copies of an external view of the completed facilities along with a copy 

of the floor diagram are contained in Exhibit 10 of this application. 

9. The land on which the new headquarter facilities are to be built has been 

purchased by S K E C C  at a cost of approximately $1.2 million. 

Wherefore, South Kentucky Rural Electric Cooperative Corporation in Somerset, 

KY respectfully petitions this Commission to grant South Kentucky a Certificate of 

Convenience and Necessity to construct new headquarter facilities at Somerset, KY 

location and all proper orders and relief. 

4 



Respectfully submitted, 

South Kentucky Rural Electric 
Cooperative Corporation 

Allen Anderson 
General Manager & CEO 
South Kentucky Rural Electric 
Cooperative Corporation 
Somerset, Kentucky 42501 

STATE OF KENTUCKY 
COUNTY OF PULASKI 

Subscribed and sworn to before me by Alan Anderson, General Manager and 
C.E.O. of South Kentucky Rural Electric Cooperative Corporation, at Somerset, 
Kentucky this &?l'M- day of September, 2006. 

NOTARY PUBLIC 
State of Kentucky at L,arge 

My Commission Expires: 0 

COUNSEL: 

Darrelll Saunders 
700 Masters St. 
P.O. Box 1324 
Corbin, Kentucky 40702 

5 
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SOUTH KENTUCKY RECC 
SOMERSET, KY 

Exhibit 2 
Page 1 of 1 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

RATIONALE AND JUSTIFICATION FOR 
THE NEW HEADQUARTER FACILITIES 

The current headquarter facilities in Somerset have been found to be inadequate 
for the needs of South Kentucky. These facilities were constructed many years ago 
and were never intended for the demands made upon them today. Some of the 
specific problems associated with each of the current facilities is presented 
below: 

1 

2 

3 

4 

5 

6 

7 

8 

9 

Offices, warehousing, shops and storage areas have far exceeded 
their useful life with no room for expansion 

Access and egress is a safety issue for members and employees 

Fire regulation would not allow for renovation or expansion 

Current facilities are located in a flood plane. 

Current Facilities do not meet Americans with Disabilities Act ("ADA) 

Customer parking is very restrictive 

Restroom facilities are not adequate 

Hallways are too narrow and facilities contain may stairways because of 
building additions at various times which creates hazards in emergencies 
and with reduced efficiencies at all times. 

Space needed for private matters pertaining to members or employees 
where confidentiality is an important consideration is minimal. 

The increase in technology applications and uses by South Kentucky's 
outside personnel has created the need for additional work space for 
the outside personnel to maintain their camputers and similar equipment. 















SOUTH KENTUCKY RECC 
SOMERSET, KY 

Exhibit 4 
Page 1 of 1 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

FINANCING PLAN FOR NEW HEADQUARTER FACILITIES 

South Kentucky RECC plans to finance the construction of the new headquarters 
facilities in Somerset, Kentucky through the United States Department of 
Agriculture's Rural Development Electric Programs (''RDEP''). The cost of these 
new headquarter facilities will be included as a part of the Cooperative work plan. 
The funding of this work plan will be through RD-US Guaranteed Loan Program 
which is financed by Federal Finance Bank ("FFB"). RD-US is full aware 
of the Cooperative's plan to finance these new facilities through the Guaranteed 
Loan Program. 

South Kentucky has not fully determined whether to use short term or long term 
funds from FFB due to the recent volatility in interest rates. The FFB 
financing will give South Kentucky the option to lock in a long term rate at the most 
opportune time. 





SOUTH KENTUCKY RECC 
SOMERSET, KY 

Exhibit 5 
Page 1 of 1 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

ESTIMATED ANNUAL COST TO OPERATE THE 
HEADQUARTERS FAC I LIT1 ES 

Annual 
cost 

Depreciation 

Insurance 

Property Taxes 

Electric Utilities 

Water Utilities 

General Maintenance 

Interest 

Estimated Total Annual Cost 

$ 503,727 

145,918 

89,656 

192,000 

7,800 

162,500 

985,000 

$ 2,086,601 





SOUTH KENTUCKY RECC 
SOMERSET, KY 

Exhibit 6 
Page I of 3 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

DESCRIPTION OF PROPOSED FACILITIES 

The new cooperative headquarter facilities include two primary buildings: a new office 
building and a new warehouse. The new office building proposed for SKRECC is a two 
story, concrete slab on grade, load bearing insulated concrete form and brick veneer 
exterior wall assembly with steel interior and roof framing systems. Additional features 
include these: 

1. Exterior prefinished insulated aluminum casement windows. 
2. R-21 insulated sloped metal roof with continuous gutters and downspouts. 
3. A single hydraulic elevator is included. 
4. Primary interior construction assemblies and finishes are painted gypsum 

wallboard on metal stud partition walls. 
5. The ceilings are a combination of suspended acoustic tile and wallboard. 
6. Floor finishes include terrazzo entry lobby, cork corridors, carpeted offices and 

7. the building design includes a NFPA compliant sprinkler system in all portions of 

8. The primary HVAC system is geothermal multi-zone water source heat pumps with 

9. Lighting system utilize T-5 fluorescent lamps for energy efficiency. 

ceramic tile restrooms. 

the building, 

VAV units. 

The new warehouse building proposed is a single story, two level, concrete slab on grade 
pre-engineered metal building structure insulated with 5.5" spray polyurethane form (R-20) 
insulation with metal wall and roof panels and continuous gutters and downspouts. 
Additional features include these: 

I. Primary interior construction assemblies and finishes are metal wall panels in 

2. The offices are painted gypsum wallboard on metal stud partition walls. 
3. The ceilings a combination of suspended acoustic tile, wallboard and exposed 

4. Floor finishes are primarily vinyl composition tile and sealed concrete. 
5. The building design includes a NFPA compliant sprinkler system in all portions 

6. HVAC systems in office areas is the same as the office building. 
7. Warehouse and Vehicular Maintenance areas are not equipped with air 

8. Lighting systems utilize T-5 fluorescent lamps for energy efficiency. 

warehouse and vehicular maintenance. 

structure. 

of the building. 

conditioning and the hearting systems are reclaimed fuel fired unit heaters. 



SOUTHKENTUCKYRECC 
SOMERSET, KY 

Exhibit 6 
Page 2 of 3 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

DESCRIPTION OF PROPOSED FACILITIES 

The estimated cost for each of the proposed new headquarter facilities are provided below: 

Division One 
General Requirement 

Division Two 
EarthworkEtorm 1,498,750 
Asphalt and curb I, 149,604 
Earthwork for Concrete, pavement, sidewalk, land- 

scaping, and fence 1,164,439 

Division Three 
Bidingkoncrete 

Division Four 
Masonry 

Division Five 
Metal 
Railings 
Steel trusses 
Metal column cover 

Division Six 
Custom cabinets 
Heavy timber decking 
Rough carpentry 

Division Seven 
Roofing 
Calking 
Spray insulation 
Air barrier 
Water repellent 

Division Eight 
Doors, frames, hardware 
Overhead coiling doors 
Glazing 

545,372 
1 17,240 
269,821 

1,985 

80,695 
10,143 
77,700 

608,300 
57,350 

344,900 
827 

22,000 

164,420 
136,470 
207,000 

$ 443,338 

3,812,793 

1,707,712 

556,636 

934,418.0 

168,538 

1,033,377 

507,890 



SOUTHKENTUCKYRECC 
SOMERSET, KY 

Exhibit 6 
Page 3 of 3 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

DESCRIPTION OF PROPOSED FACILITIES 

Division Nine 
Gypsum, ceiling and flooring 
Ceramic tile and terrazzo 
Painting 

Division Ten 
Specialties 

Division Eleven 
Banking equipment 
Dock leveler 
Dock bumper 

Division Twelve 
Floor mats and roller shades 

Division Thirteen 
Office, maintenance building 

Division Fourteen 
Conveying systems 

Division Fifteen 
Mechanical 
Fire protection 

Division Sixteen 
Electrical 

Bond/lnsurance 
Design fee 
Contractor's fee (5%) 
Contingency (5%) 

768,000 
75,728 

148,100 

25,440 
14,098 

30 1 

2,429,570 
500,000 

991,828 

1 15,248 

39,839 

47,165 

1,234,903 

44,590 

2,929,570 

1,874,132 

288,577 
883,240 
909,577 
866,264 

Total $ 19,389,635 





SOUTH KENTUCKY RECC 
SOMERSET, KY 

Exhibit 7 
Page I of 14 

APPLICATION FOR CERTIFICATE OF CONVENIENCE AND NECESSITY 

IMPACT OF THE PROPOSED FACILITIES ON THE FINANCIAL CONDITION 
OF SOUTH KENTUCKY RECC 

To analyze the potential financial impact of these facilities upon South Kentucky 
RECC, a financial forecast was developed for South Kentucky utilizing two (2) 
different scenarios. The first scenario was the development of a financial forecast 
which excluded the construction of the new facilities proposed in this application 
The second scenario was the development of a financial forecast that included 
these facilities. 

Both of the financial forecasts cover a ten year period. In both cases SKRECC 
will need an increase in base electric rates. For the base case, the rate increase 
takes effect in 2012. In the case with the new headquarter facilities, the rate 
increase takes effect in 201 I. Provided below is the date and amounts of the 
estimated increases for both cases: 

Base Case 
New Building Case 

- Year Amount 
201 2 $ 7,228,554 
201 1 $ 9,569,586 

With the new buildings, the increase comes approximately one year sooner 
and with a request for an additional increase of $2.34 million. 

Balance Sheet, the Source and Application of Funds, and Key Financial Indicators 
for both financial forecasts. Pages 10 and 11 of this filing includes a direct 
comparison of the results for key information from both forecasts. Page 12 of 
this exhibit provides the key assumptions used in this forecast. 



SOUTH KENTUCKY 

RURAL ELECTRIC COOPERATIVE 

TEN YEAR FINANCIAL FORECAST 
2008 - 2017 

CASE A 

WITHOUT NEW BUILDING 

Prepared March 2008 

AD KI N S-CO N S U LTI N G 
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SOUTH KENTUCKY 

RURAL ELECTRIC COOPERATIVE 

TEN YEAR FINANCIAL FORECAST 
2008 - 2017 

CASE B 

WITH NEW BUILDING 

Prepared March 2008 
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SOUTH KENTUCKY RECC 
SOMERSET KENTUCKY 

Exhibit i' 
Page 14 af 14 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

KEY ASSUMPTIONS 
FINANCIAL ANALYSIS OF NEW BUILDINGS 

Increase in retail rates are estimated for 201 2 for the base case and 201 2 for the 
the new facility case. Increases could be anticipated near the  end of the forecasted 
period for both cases. 

Average revenue per kWh as  of 2007 is the basis for future revenue estimates for 
all rate cases. 

No G&T capital credits have been allocated to South Kentucky. 

Interest rates on loan funds is estimated to be 5%. 

All expansion in utility plant is funded through general funds (30%) and debt (70%). 

Capital credits are refunded on the basis of 1.5% of the previous year's equity 
level. 

Operating expenses are based on the historical information for 2005 through 2007. 

Plant expansion is based on the  current work plan and current experience. 

Load growth is anticipated to be approximately 1.2% per year. 

Purchased power costs are based on EKPC's Financial Forecast approved in 
early 2008. 

All non-operating margins are based on general fund levels only. 

12 The cost for the new headquarters facilities is estimated to be $20,000,000 with 
offset by the sale of current facilities. 





SOUTHKENTUCKYRECC 
SOMERSET, KY 

Exhibit 8 
Page 1 of 1 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

IMPACT OF THE PROPOSED BUILDINGS UPON THE RATES TO MEMBERS 

South Kentucky has developed a ten year financial forecast that contains two 
scenarios. The first scenario provides an estimate of the financial conditions for 
the period of 2008 through 2017 without these new district offices. The second 
scenario provides an estimate of the financial condition of South Kentucky for the 
same period and includes the new facilities. No estimate of cost savings 
resulting from these new facilities has been modeled in the forecast which includes 
the new buildings 

In both financial forecast scenarios, a rate application is needed by South Kentucky. 
In the base forecast, an increase in rates is needed in 2012 and in the forecast 
with the new facilities, an increase is needed in 201 2. Additionally, these forecasts 
predict that it is likely that another rate increase will be needed in 2017 for the 
base case and 2018 for the new facilities case. 





SOUTHKENTUCKYRECC 
SOMERSET, KY 

Exhibit 9 
Page 1 of 1 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

DISPOSAL OF EXISTING PROPERTIES 

The current headquarters facilities will not be needed when the proposed facilities 
are completed and occupied. Additionally, the SKRECC farm will no longer be 
needed as well. It is SKRECC's intent to place these properties up for sale once the 
new facilities are completed. 

The appraised value of these buildings are listed below: 

Somerset Office and Buildings $ 1,400,000 to 
$ 1,650,000 

West Highway 80 - Nancy Farm $ 450,000 

When these properties are sold, the sale proceeds will be used to reduce the 
borrowings on plant additions as required by RDEP. The proceeds will be deposited 
in South Kentucky's Construction Fund Account and Reported on RUS Form 595, 
Financial Requirement and Expenditure Statement. 





SOUTH KENTUCKY RECC 
SOMERSET, KY 

Exhibit1 0 
Page 1 af 12 

APPLICATION FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 

PROPOSED BUILDING AND FLOOR DIAGRAM 

On pages two and twelve of this exhibit is an external view of the building when 
completed along with a copy of the floor diagram for the buildings 
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