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lesignated as the paying agent for the As
1 in the matter of making payments both

and to REA This helps insure prompt pay

Vi PLANNING

Southern | ngmneenng Company continued power sup
ply studies tor the Association through 1978 The studies
center primarnly around the purchase of a portion of
Grand Gult Nuclear Plant, but also include the possibils
ty ot other electrnic power associations joining SMEPA
for power supply

The Association has retained Dames & Moore
another engineering firm, for the purpose of making a
plant site study and tuel and transportation study tor the
next increment of generation, now planned for the late
1980°s  These studies are now in Progress
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SMEPAS Own Generation and Transmission System

i Borderline System







COMPARATINE  SUMMARY

1973 d 'S5 1976 1977

SOUTH MISSISSIPPIELECTRIC POWER ASSOCIATION
ALLOCATION AND PROPOSED ALLOCATION OF
CAPITAL CREDITS
1970-1978
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MORROW PLANT DEDICATION

ntation { Maqt Morrow St
recognttion ot | man 1 OMmi 131 1ts In ) iral electritication
v South ‘.*:-.:“»:[';nllc ! Power Associati | e presentation was

Manager of Southern P lectric Powse Association, Taviorsville

|

Stennis was the keynote speaker and | ) rowdad | have got to make

omeway, somehow, to keep from paying out $45 billion f ar tor mported oil

a tew years ago, we paid only $5 billion tor that purpose ” Stennis said Mississippians
on to be optimistic as a result of strides in electric power generation such as the constru

tion of the 2-unit coal-fired R D. Morrow, Sr. Generating Plant

his last public appearance as Administrator of the Rural Electrification

ledication ceremony Mr. Hamil praised the work done to put the Morrow
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(Items 1-9)

INFORMATION



ITEM 1

Indicate the percentage ownership in the facility
and any difference between this and the cooperative's percentage
entitlement to the electrical capacity and output of the
units. Explain the reason for the difference, if any.

RESPONSE

SMEPA will have a ten percent (10%) undivided
interest in Grand Gulf Nuclear Units 1 and 2 and will be
entitled to ten percent (10%) of the electrical capacity and
output of the units. See Article II of the Ownership Agree-
ment (Exhibit A) and Article IV of the Operating Agreement
(Exhibit B).



ITEM 2
Provide a copy of the executed Ownership Agreement
between MSE and SMEPA.
RESPONSE

The Ownership Agreement will be executed by MSE
and SMEPA 1n substantially the form attached as Exhibit A.

,



Indicate the amounts of the respective dollar
payments to be made to the power company by cooperative
system participants upon the execution of the Ownership
Agreement. Provide estimates of the total additional pay-
ments to be made subsequent to the execution of the agree-
ment and through completion of the units.

RESPONSE

There will be no payments Dy SMEPA to MSE upon the
execution of the Ownership Agreement. As outlined in Section
2.02 of the Ownership Agreement (Exhibit A), SMEPA will
acquire an undivided ownership in Grand Gulf by assuming
respensibility for all costs of construction of Grand Gulf
until such time as the amount of the costs of construction
borne by SMEPA equals ten percent (10%) of the total Costs
of Construction of the facility.

On the Final Adjustment Date, as such term is
defined in Section 1.11 of the Ownership Agreement (Exhibit
A), SMEPA will have acquired a ten percent (10%) undivided
ownership interest in Grand Gulf at an estimated cost of
$304.9 million. Thereafter, SMEPA will pay monthly ten
percent (10%) of the monthly cost of construction of Grand
Gulf until its completion. The total estimated construction

cost of Grand Gulf 1s $3.049 billion.



Section 2.(3 of the Ownership Agreement (Exhibit
A) provides that on the Final Adjustment Date, SMEPA will
pay MSE $1,500,000, which amount represents all costs in-
curred, past, present and future, relating to Grand Gulf,
which were not capitalized in calculating the Cost of Con-
struction of Grand Gulf.

All payments made by SMEPA, subsequent to the:
execution of the Agreements and through completion of the
Units, will be made with funds borrowed from the Rural

Electrification Administration.



ITEM 4

If financing 1s to be provided through REA gquaranteed
sources, the applicant must provide copies of favorable
Letters of Intent from REA regarding the proposed REA loans.
These must be provided prior to issuance of the amendment to
the construction permit. Indicate whether the REA has
provided loans to the applicant in the past.

RESPONSE

The Letter of Intent of REA to make or guarantee
the proposed loan will be provided at a later date. REA has
provided loans to the applicant in the past.



ITEM 5

Explain the contractual arrangements between the
cooperative and its members that will provide furnds for
interest payments on the loan(s) and its eventual retirement.
Provide representative copies of such contracts.

RESPONSE '

SMEPA has entered into a wholesale power contract
with each of its members whereby SMEPA agrees to furnish and
the members agree to purchase all of their power requirements
at the rate approved by SMEPA's board of directors and REA.

A copy of such a contract is attached.
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WHOLESALE POWER CONTRACT

AGREEMENT made as of the j 7 day of _/A7 A/ -
1959, between South Mississippi Electric Power Associ{twn ‘hereinalter
called the "Seller"), a corporation organized and existing under the laws

of the State of Mississippi, and Dixie Electric Power Association

, (hereinafter callgd the

"Consumer"), a corporation organized and existing under the laws of
the State of Mississippi.

WHEREAS, the Seller proposes to construct an electric generating
plant and transmission system and may purchase or otherwise obtain
electric power and energy for the purpose, among others, of supplying
electric power and energy to borrowers from the Rural Electrification
Administration which are or may become members of tke Seller; and

WHEREAS, the Seller has heretofore entered into or presently will
enter i1nto agreements for the sale of electric power and energy identical
in form with this agreement with all said borrowers whick are members
of the Seller, and may enter into similar contracts with other such
borrowers who may become members; and

WHEREAS, the Consumer desites to purchase electric power and
energy from the Seller on the terms and cond:tions herein set forth;

NOW THEREFORE, in consideration of the mutual undertakings
herein contained the parties hereto agree as follows:

1. General, The Seller shall sell and deliver to the Consumer and

the Consumer shall purchase and receive from the Seller all electric



power and energy which the Consumer stall require to the extent tha'
the Seller shall have such power and energy available, provided, how~
ever that the Consumer skall have the right tc continue to purchase
electric power and energy under any existing contract or contracts with
a supplier other than the Seller during the remainder of the term thereof.
The Consumer shall terminate, if the Seller shall, with the approval or
at the direction of the Administrator of the Rural Electrification Admini-
stration ‘hereinafter called the "Administrator'), so request, any such
existing contract or contracts with a supplier other than the Seller at
such times as it may legally do so, provided the Seller shall have suf-
ficient electric power and energy available for the Consumer,

2. Electric Characteristics and Delivery Point's). Electric power

‘ and energy to be furnished hereunder shall be alternating current, three
phase, sixty cycle., The Seller shall make and pay for all final connections
between the systems of the Seller and the Consumer at tke point{s) of

delivery. The point{s) of delivery and delivery voltage shall be:

_Maynesboro-\ est _. 69,000 volts _

_Waynesboro-South -89, 000 volts

_Batties o 68, 000 volts _

-Cleg 69,000 yolts x
Macedonla ... 89,000 volts

—Moselle-est 68,000 volts .
Laurel 69,000 volts

and such point or points as may be agreed upon by the Seller and the

Consumer,



3. Substation, The Consumer stall install, own, and maintain the
necessary substation equipment at the pointis; of' conrection. The Seller
shall own and maintain switching and protective equ:pment which may
be reasonably necessary to enable tke Consumer to take and use the
electric power and energy hereunder and ‘o protect the system of the
Seller. Meters and metering equipment shall be furnicited, maintained and
read by the Seller and shall be located at the point o’ delivery on ‘the
Consumer's side of such transforming equipment.

4. Rate. (a) The Consumer shall pay the Seller for all electric
power and energy furnished hereunder at the rates and on the terms and
conditions set fortk in Rate Schedule A, attached hereto and made a part
hereof,

{(b) The Board of Directors of the Seller at such intervals
as it shall deem appropriate, but in any event not less frequently than
once in each calendar year, shall review the rate for electric power
and energy furnished hereunder and under similar agreements with
other member associations and, if necessary, shall revise such rate
so that it shall produce revenues which shall be sufficient, but only
sufficient, with the revenues of the Seller from all other sources, to
meet the cost of the operation and maintenance of the generating plant,
transmission system and related facilities of the Seller, the cost of any
power and energy purchased for resale hereunder by the Seller, pay
taxes, make payments on account of principal of and interest on all
indebtedness of the Seller, and to provide for the establishment and

maintenance of reasonable reserves. The Seller shall cause a notice

3=



in writing to be given to the Consumer and other members of the Seller
and the Administrator which shall set out all the proposed revisions of
the rate with the effective date thereof, which shall be not less than thirty
(30) nor more than forty-five (45) days after the date of the notice, and
shall set forth the basis upon which the rate is proposed to be adjusted
and established, The Consumer agrees that the rate from time to time
established by the Board of Directors of the Seller shall be deemed to

be substituted for the rate herein provided and agrees to pay for electri:
power and energy furnished by the Seller to 1t hereunder after the effective
date of any such revisions at such revised rates; provided, however,

that no such revision shall be effective unless approved in writing by

the Administrator,

9. Meter Readings and Payment of Bills. The Seller shall read

meters monthly, Electric power and energy furnished hereunder shall
be paid for at the office of the Seller in Laurel, Mississippi, monthly
within [ifteen (15) days after the bill therefor is mailed to the Consumer,
If the Consumer shall fail to pay any such bill within such fifteen~day
period, the Seller may discontinue delivery of electric power and energy
hereunder upon fifteen (15) days' written notice to the Consumer of its
intenticn so to do.

U. Meter Testing and Billing Adjustment. The Seller shall test

and calibrate meters by comparison with accurate standards at intervals
of twelve (12) months, The Seller shall also make special meter tests
at any time at the Consumer's request. The costs of all tests shail be

borne by the Seller, provided, however, that if any special meter test



made at the Consumer's request shall disclose that the meters are
recording accurately, the Consumer shall reimburse the Seller for
the cost of such test. Meters registering not more than two per cent
(2%) above or below normal shall be deemed to be accurate. The
readings of any meter which shall have heen disclosed by test to be
inaccurate shall be corrected for the ninety (80) days previous to‘
such test in accordance with the percentage of inaccuracy found by
such test, If any meter shall fail to register for any period, the
Consumer and the Seller shall agree as to the amount of energy fur-
nished during such period and the Seller shall render a bill therefor,

7. Notice of Meter Reading or Test. The Seller shall notify the

Consumer in advance of the time of any meter reading or test so that
the Consumer's representative may be present at such meter reading
or test,

8. Right of Access, Duly authorized representatives of either

party hereto shall be permitted to enter the premises of the other
party hereto at all reasonable times in order to carry out the pro-
visions hereof,

9, Continuity of Service. The Seller shall use reasonable dili-

gence to provide a constant and uninterrupted supply of electric power
and energy hereunder, If the supply of electric power and energy shall
fail or be interrupted, or become defective through act of God or of the
public enemy, or because of accident, labor troubles, or any other cause
beyond the control of the Seller, the Seller shall not be liable therefor

or for damages caused thereby,

-5-



10, Term, This Agreement shall become effective only upon
approval in writing by the Administrator and shall remain in effect
until August 11, 1998, and thereafter until termirated by either party's
giving to the other not less than six months' written notice of its inten-
tion to terminate, Subject to the provisions of Article 1 hereof, service
hereunder and the obligation of the Consumer to pay therefor shall
commence upon completion of the facilities necessary to provide service.

EXECUTED THE day and year first above mentioned,

SOUTH MISSISSIPPI ELECTRIC POWER
ASSOCIATION

Attest:

/ ' "
,rc)\-“'”" /3 R 0 O b |
decré¢tary

Dixie Electric Power nsscciation

Consumer

Attest:

l/

e crdar/' /
!

wilia



SOUTH MISSISSIPPI ELECTRIUC POWI ] ASSOCIATION
SCHELULE ™A™

Availability:

Available to all cooperative associations which are or skall he
members of the Seller., The electric power and energy furnisted
hereunder shall be separately metered and billed for each delivery
point.

Monthly Rate:

Demand Charge:
$1.00 per kw of maximum demand, plus
Energy Charge:
. 59¢ per kwh for the first 300 kwh used per month
per kw of billing demand.

.29¢ per kwh for all remaining kwh used per montk,

Minimum Monthly Charge:

The minimum monthly charge under the above rate stall be $., 50
per kw of billing demand.

Determination of Billing Demand:

The billing demand shall be the highest average demand measured
over a thirty minute period during the month,

Power Factor:

The power factor shall be maintained at as near 100 per cent as
is reasonably possible, However, should the power factor at any *ime
during maximum loadi g be below 85 per cent, the kw for billing pur-
poses should be adjusted by multiplying the kw registered by 85 per
cent and dividing the product by the actual power factor.

Fuel Adjustment:

The net bill for energy furnished to the cooperative shall be 1n-
creased or decreased by . 00125¢ per kwh for each one-tenth of a cent
increase or decrease per million BTU in fuel cost from the base of
13.5¢ per million BTU.



ITEM 6

Provide copies of excerpts from State Statutes on
walch the cooperative 1s relying as authority to incur debt
and to take other actions necessary to acquire partial
ownership of the subject facility.

RESPONSE

The following statutes of the State of Mississippi,
upon which SMEPA relies, as 1ts authority to incur the debt
and to take other actions necessary to acquire an ownership
interest in the Grand Gulf Nuclear Plant, are attached:

L Miss. Code Ann. § 77-5-231(a)=-(h) (1972).

Miss. Code Ann. 77=5=237 (1972).
Miss. Code Ann. § 77-5-223(b)=-(d) (1972).

2 §
3. Miss. Code Ann. § 77-5-203(b)=-(f) (1972).
4 §

§ 77-5-229 (1972).

5. Miss. Code Ann.
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EcecTric POWER § 77-5-231

§ 77-5=-227. Certificate of membership; voting.

A corporation may issue to its members certificates of member-
ship n such form as the bylaws may prescribe. Each member shall
be entitled to only one vote on each matter submitted to a vote at
the meetings of the members of the corporation, but voung by
proxy or by mail may be provided for in the by-laws.

SOURCES: Codes, 1942, § 5471; Laws, 1936, ch. 184; 1938, ch. 252,

§ 77-5-229. General powers of corporation.

Each corporation formed under this article is hereby vested with
all power necessary or requisite for the accomplishment of 1ts
corporate purpose, and no enumeration of particular powers
hereby granted in this arucle shall be construed to mmpar any
general grant of power herem contained, or to limit any such
grant to a power or powers of the same class or classes as those so
enumerated.

SOURCES: Codes, 1942, § 5473; Laws, 1936, ch. 184

" " € - . .
§ 77-5-231. Specific powers of corporation.

A corporation created under the provisions of this article shall
have power to do any and all acts or things necessary or conve-
nient for carrying out the purposes for which it was formed,
including, but not limited to:

(a) To sue and be sued.

(b) To have a seal and alter the same at pleasure

(¢) To acquire, hold and dispose of property, real and personal,
tangible and intangible, or interests therein and to payv therefor in
cash or property or on credit, and to secure and procure payment
of all or any part of the purchase price thereof on such terms and
conditions as the board shall determine.

(d) To render service and to acquire, own, operate, maintain
and unprove a system or systems within the state and in counties
adjacent thereto.

(e) To pledge all or any part of its revenues and to mortgage or
otherwise incumber all or any part of its property for the purpose
of securing the payment of the principal of and mnterest on any of
its bonds or other nbligations.

(0 To use any nght of way, easement or other similar property
connection with the acqnsition,

right necessary or convemient in
improvement, operation or mamtenance of a system, granted by
the state or any pohucal subdivision thereof, provided that the

governing body of such polincal subdivision shall consent to such
603
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§ 77-5-231 Pustic UtiLiTies axp CARRIERS

use, and to have and exercise the power of eminent domain in the
manner provided by the condemnation laws of this state for
acquiring private property for public use, such nght to be para-
mount except as to the property of the state or of any political
subdivision thereof.

(g) To accept gifts or grants of money, property, real or
personal, from any person, municipality or federal agency and to
accept voluntary and uncompensated services.

(k) To make any and all contracts necessary oOr convenient for
the full =xercise of the powers in this article granted, including,
but not limited to, contracts with any person, federal agency or
municipality for the purchase or sale of energy and/or the acquisi-
tion of all or any part of any system, and in connection with any
such contract to stipulate and agree to such covenants, terms and
conditions as the board may deem appropriate, including cove-
nants, terms and conditions with respect to the resale rates,
financial and accounting methods, services, operation and mainte-
nance practices and the manner of disposing of the revenues of
the system operated and maintained by the corporation.

(i) To sell, lease, or otherwise dispose of all or any part of its
property, subject however to the provisions of section 77-5-237.

(j) To contract debts, borrow money and to issue, assume or
indorse the payment of bonds or other evidences of indebtedness.

(k) To fix, maintain and collect fees, rents, tolls and other
charges for services rendered.

(1) To acquire and to sell, lease, distribute and generally to deal
in electrical and plumbing apphan .s, apparatus, machinery and
equipment for the purpose of and in connection with the promo-
tion of the sale of electric energy (o its customers; to assist 1irs
customers to purchase or otherwise obtain such appliances, appa-
ratus, machinery and equipment; to assist its customers to wire
their premises and to install therein such appliances, apparatus,
machinery and equipment; to acquire and to indorse, sell, pledge,
hypothecate and dispose of notes, bonds and other obligations of
its customers in carrying out the purposes expressed in this
¢ .ragraph.

(m) To perform any and all of the foregoing acts and to do any
and all of the foregoing things under, through or by means of its
own officers, agents and employees, or by contracts with any
person, federal agency or municipality.

(n) To condemn any land, easements, or rights of way, either
on. under, or above the ground, as the association may deem
necessary for any purposes mentioned in this article, and such
property or interest in such property may be so acquired whether
604
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§ 77-5-233 Pusuic Urinimies Axp CARRIERS
. effective the powers conferred by this article, the corporation shall
have power to .'u;quirc, own, operate, mantamn, and/or improve a

generating and/or transmission system or systems outside the }
State of Mississippr. .

SOURCES: Codes, 1942, § 5475; Laws, 1936, ch. 184.

§ 77-5-235. Rates.

A corporation formed under the provisions of this article shall
‘ have power to charge reasonable fees, rents, tolls, prices and other
charges for service rendered which shall be sufhicient at all umes
to pay all operating and maintenance expenses necessary or
desirable for the prudent conduct and operation of its business,
and to pay the principal of and interest on such obligations as the
corporation may have issued and/or assumed in the performance
of the purpose for which it was formed. The revenues and receipts
. of a corporation shall first be devoted to such operating and
- maintenance expenses and to the payment of such principal and
interest and thereafter to such reserves for improvement, new
. construction, depreciation and contingencies as the board may

from time to tme prescribe. Revenues and receipts not needed for
i these purposes shall be returned to the members, by the reim-
) bursement of membership fees, or by way of general rate reduc-
tions, as the board may deaide.

SOURCES: Codes, 1942, § 5481; Laws, 1936, ch. 184,
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An amortization charge collected by  clusively for the payment of its long-
an electric cooperative from its cus-  term indebtedness, 15 income upon
tomers as a condition of receiving ser-  which a sales tax 15 collecuble. Mona-
vice, related to the amount of electric- ghan v Pontotoc Electric Power Asso.
iy consumed, but segregated from 237 A 883, 116 So 2d 827
other charges for service and used ex-
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§ 77-5-237. Disposing of corporate property.
'.ti No corporation may, unless authorized so to do by the votes of
: at least a majority of its members, sell, morigage, lease or other-
LRy wise encumber or dispose of any of its property other than (1)
i property which, in the judgment of the board, is neither necessary
: nor useful in operating and maintaining the corporation’s system
i and which in any one year shall not exceed ten percent (109%) in
e g ‘ ;- value of all of the property of the corporation, or (2) merchandise.
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However, notwithstanding anything herein contained, or any other
¥ provisions of law, the board of directors of the corporation,
IR ! without authorization by the members thereof, shall have full
| AT 606
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Erectric POWER §77-3-239

power and authority upon the affirmative vote of two-thirds (#3) of
the members constituting the full board to authonze the execution
and delivery of a mortgage or mortgages or a deed or deeds of
(rust upon, or ihe pledging or encumbering of, any or all ot the

roperty, assets, rights, privileges, licenses, franchises and permits
of the corporation, whether acquired or 10 be acquired, and
wherever situated, as well as the revenues and income therefrom.
all upon such terms and conditions as the board of directors upon
the affirmauve vote of two-thirds (33) of the members constituting
the full board shall determine, to secure any indebtedness of the
corporation to the United States of America or any instrumentality
or agency thereof, or to a national financing ‘nstitution, organized
on a cooperative plan for the purpose of financing s members’
programs, projects and undertakings, in which the corporation
holds membership.

all
wer
s
or
s
the
nee
ipLs
ind
and
new

During the first year of the existence of a corporation its
property shall not be sold or leased, wholly or in part, unless the
sale or lease shall be authorized not only by a majont of s
members but also by a majority of all persons who have signed

may - 4 : A f )
customers’ survey forms or otherwise signified in wnung their

. for

shall be deemed to have a beneficial interest in the affairs of the
corporation insofar as the sale or lease of the property of the
corporation 13 concerned and the members of the board are
hereby declared to be the trustees of such persons with respect
thereto

SOURCES: Codes, 1942, § 5476; Laws, 1936, ch. 184 1938, ch. 252 1970, ch.

long- 423, § 1, eff from and after passage (approved March 26, 1970).
upon

“loma
L d . .
\$30 § 77-5-239. Issuance of bonds by corporation.

: intention to become members of the corporation. All such persons
®

A corporation formed under the provisions of this article shall
have power and 15 hereby authorized, from time to ume, to issue
its bonds for any corporate purposc Said bonds may be autho-

. rized by resolutuon or resolutions of the hoard, and may bear such
tes of : date or dates, mature at such time or times, not exceeding forty
other- years from their respective dates, bear interest at such rate or rates
(D) within limitations set forth in other provisions of this article,
casary payable semiannually, be n such denominations, be in such form,
A ‘ either coupon or registered, carry such registration privileges, be
172) 1 executed in such manner, be payable in such medium of paymert,
'-"d:"-‘r at such place or places, and be subject to such terms of redemp-
oiher tion not exceeding par and accrued interest, as such resolution or
ration, resolutions may provide. Such bonds may be issued for money or
ve full property at pubhc or private sale, for such price or prices as the
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§ 77-5-201 Pusuic UTILITIES AND CARRIERS

An amortization charge collected by clusively for the payment of its long-
an electnc cooperatve from its cus- term indebtedness, 15 income upon
tomners as a condinon of receiving ser-  which 3 sales tax 18 collecuble. Mona-
vice, related to the amount of electnc: ghan v Pontotoc Electnc Power Asso.
iy consumed, but segregated from 237 M 883, 116 S50 24 827.

other charges for service and used ex-

§77-—5—203. Definitions.

The following terms whenever used or referred to in this article
shall have the following meanings, unless a different meamng
clearly appears from the context:

(a) “Corporation” shall mean a corporation formed under this
article.

(b) “Bonds” shall mean and include bonds, interim certificates
or receipts, notes, debentures and all other evidences of indebted-
ness, either issued or the payment thereof assumed by the corpo-
raton.

{¢) "Person” shall mean and include natural persons, firms,
ausociations, corporations, business trusts, partnerships and bodies
politic.

(d) “Energy” shall mean and include any and all electric energy
no matter how or where generated or produced.

(e) “Acquire” shall mean and include construct, acquire by
purchase, lease, devise, gift, or other mode of acquisition.

(f) “System” shall mean and include any plant, works, system,
facilities, or properties, or parts thereof, together with all appurte-
nances thereto, used or useful in connection with the generaton,
production, transmission or distribution of energy

(g) “Law” shall mean any act or statute, general, special or local
of this state.

(h) “Federal agency” shall mean and include the United States
of Ameri¢a, the President of the United States of Amernca, Ten-
nessee Valley Authority, the Federal Emergency Administrator of
Public Works, the Administrator of the Rural Electrification Ad-
ministration, and any and all other authorities, agencies and
instrumentalitics of the United States of America, heretofore or
hereafter created.

(1) "lmpmvc" shall mean and include construct, reconstruct,
improve, replace, extend, enlarge, alter, better or repair.

() “Board” shall mean the board of directors of a corporation
formed under this arucle.

(k) “Member” shall mean and include each natural person
signing the certificate of incorporation of a corporation and each
594
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§77-5-219 Pustic UTiiTies aAND CARRIERS

Such corporation shall continue for the purpose of paying,
satisfving and discharging any existing liabilities or obligations and
collecting or liquidating its assets, and doing all other acts re-
quired to adjust and wind up its business and affairs, and may sue
and be sued in its corporate name. Any assets remaining after all
: liabilities or obligations of the corporaticn have been satisfied or
£\ discharged shall be ratably distributed to the members thereof.

SOURCES: Codes, 1942, § 3482; Laws, 1936, ch. 184.

§ 77-5<221. Board of directors.

Each corporation formed under the provisions of this article
shall have a board of directors, and the powers of the corporation
shall be vested in and exercised by such board of directors. The
directors of the corporation elected to succeed those named in its
: certificate of incorporation, as well as the directors elected to
.3 succeed those presently serving as directors of corporations previ-
! ously formed under the provisions of this article, shall be elected
annually by the members entitled to vote as follows: one-third to
be elected for a term of one year, one-third for a term of two
years, and one-third for a term of three years. Thereafter, all
directors shall be elected for a term of three years. The directors
must be members and shall not be entitled to compensation for
their services as directors but shall be entitled to reimbursement
for expenses incurred by them in the performance of their duties.
The board shall elect annually from its own number a president
and a vice-president.

SOURCES: Codes, 1942, § 5469; Laws, 1936, ch. 184; 1966, Ex Sess, ch. 34,
§ 1, eff trom and after passage (approved December 28, 1966).
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JUDICIAL DECISIONS

AL When a corporate employer knew  creases in salary to employees, health
that some of its directors were ineligi-  policies, retirement policies, expense
S | ble to hold office and took no action to  allowances, and a deterred compensa-

b # v remove them, she actions of a majonity  tion agreement were concerned. Capi-
ol I of de facto directors were binding tal Electnc Power Asso. v Phillips, 240
- I upon the corporation insofar as in-  So 2d 133

: A § 77-5=223. Powers of board of directors.

The board shall have power to do all things necessary or
o convenient in conducting the business of a corporation, including,
but not limited to:

: (a) The power to adopt and amend by-laws for the management
e and regulation of the affairs of the corporation. The by-laws of a
e corporation may make provisions, not inconsistent with law or its
L el certificate of incorporation, regulating the admission, withdrawal,
600
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EvLecrric POWER § 77-5-225
suspension or expulsion of members; the transfer of membership;
the fees and dues of members and the termination of member-
ships on nonpayment of dues or otherwise; the numbers, times
and manner of choosing, qualificauons, terms of office, official
designations, powers, duties and compensation of its officers;
defimng a vacancy in the board or in any office and the manner of
filling 1it; the number of members to constitute a quorum at
meetings, the date of the annual meeting and the giving of notice
thereof and the holding of special meetings and the gning of
notice thereof, the terms and conditions upon which the corpora-
tion is to render service to its members, the disposition of the
revenues and receipts of the corporation; regular and special
meetings of the board and the giving of notice thereof; and such
other matters as the board may deem appropriate or desirable.

(b) To appoint agents and employees and to fix their compensa-
tion and the compensation of the officers of the corporation.

(¢) To execute all instruments.

(d) To delegate to one or more of the directors or to the
officers, agents and employees of a corporation such powers and
duties as it may deem proper.

(e) To make its own rules and regulations as to its procedure.

(D) To select an executive committee the members of which shall
be users of energy supplied by the corporation, and a majority of
which shall be members of the board of directors, and to delegate
to said committee any or all of the powers granted to the board of
directors in this article other than its powers to adopt and amend
by-laws for the management and regulation of the affairs of the
corporation.

SOURCES: Codes, 1942, § 5470; Laws, 1936, ch. 184,

JUDICIAL DECISIONS

The right of members of a nonprofit
electnic power association to vote by
proxy derives directly from the charter,
does not require implementation

through the adopuon of bilaws, and
may hot be impaired by acuon of the
board of directors. Dixie Electric
Power Asso. v Hosey, 208 So 2d 751

§ 77-5-225. Membership in corporation.

Except as hereinafter provided, the corporate purposc of each
corporation formed under the provisions of this article shall be to
render service to its members only. Any person may become and
remain a member if such person shall use energy supplied by such
corporation and shall comply with the terms and conditions in
respect to membership contaned in the by-laws of such corpora-
tion, which terms and conditions shall be nondiscriminatory. Any
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EiLecTric POwWER § 77-5-231

§ 77-5—227. Certificate of membership; voting.

A corporation may issue to its members certificates of member-
ship in such form as the bylaws may prescribe. Each member shall
be entitled to only one vote on each matter submitted to a vote at
the meetings of the members of the corporation, but voung by
proxy or by mail may be provided for in the by-laws.

SOURCES: Codes, 1942, § 5471; Laws, 1936, ch. 184; 1938, ch. 252.

§ 77-5-229, General powers of corporation.

Each corporation formed under this article is hereby vested with
all power necessary or requisite for the accomplishment of its
corporate purpose, and no enumeration of particular powers
hercby granted in this article shall be construed to impair any
general grant of power herein contained, or to limit any such
grant to a power or powers of the same class or classes as those so
enumerated.

SOURCES: Codes, 1942, § 5473; Laws, 1936, ch. 184,

§ 77-5-231. Specific powers of corporation.

A corporation created under the provisions of this article shall
have power to do any and all acts or things necessary or conves
nient for carrying out the purposes for which it was formed,
including, but not limited to:

(a) To sue and be sued.
(b) To have a seal and alter the same at pleasure.

(¢) To acquire, hold and dispose of property, real and personal,
tangible and intangible, or interests therein and to pay thercfor in
cash or property or on credit, and to secure and procure payment
of all or any part of the purchase price thereof on such terms and
conditions as the board shall determine.

(d) To render service and to acquire, own, operate, maintain
and improve a system or systems within the state and in counties
adjacent thereto.

(e) To pledge all or any part of its revenues and to mortgage or
otherwise incumber all or any part of its property for the purpose
of securing the payment of the principal of and interest on any of
its bonds or other obligations.

(0 To use any right of way, easement or other similar property
right necessary or convenient in connection with the acquisition,
improvement, operation or maintenance of a system, granted by
the state or any political subdivision thereof, provided thut the
governing body of such political subdivision shall consent to such
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Describe the rate-setting authority and rate
covenants of the Cooperative and how that authority will be
used to insure the satisfaction of financial obligations in
relation to the design and construction of Grand Gulf Units
1 and 2. ?

RESPONSE

The statutory rate setting authority of SMEPA 1is
set forth in Section 77-5-235 of the Mississippi Code of
1972, Annotated, a copy of which 1s attached hereto. Further,
the Wholesale Power Contracts between SMEPA and four of its
member cooperatives, provide that the Board of Directors of
SMEPA shall have the right to set such rates as shall "meet
the cost of the operation and maintenance of the generating
plant, transmission system and related facilities of the
seller, the cost of any power and enerqgy purchased for
resale hereunder by the seller, pay taxes, make payments on
account of principal of and interest on all indebtedness of
the seller, and to provide for the establishment and main-
tenance of reasonable reserves." A copy of Section 4 (a)
and (b) of said Wholesale Power Contracts is attached hereto.
Further, the covenants of SMEPA under its Supplemental
Mortgage to the REA, which 1s attached hereto, requires that

the cooperative design its rates so as to be able to meet



its financial obligations as the same become due (Section 15
thereof). Therefore, under the provisions of the document
referred to, the Board of Directors of the Cooperative is
required to adopt such rates as shall enable SMEPA to meet

its financial obligations as the same become due.

-10-



§ 77-5-233 PusLic Uriuimies axp CARRIERS

effecuve the powers conferred by this article, the corporation shall
have power to acquire, own, operate, maintain, and/or improve a
generating and/or transmission svstem or systems outside the
State of Mississippi.

SOURCES: Codes, 1942, § 5475; Laws, 1936, ch. 184

§ 77-5-235.
A corporation formed under the provisions of this article shall
have power to charge reasonable fees, rents, tolls, prices 2nd other
charges for service rendered which shall be sufficient at all times
to pay all operating and maintenance expenses necessary or
desirable for the prudent conduct and operaton of its busines:
and to pay the principal of and interest on such obligations as the
corporation may have issued and/or assumed in the performance
of the purpose for which it was formed. The revenues and receipts
of a cerporation shall first be devoted to such operating and
mamicnance expenses and to the payment of such principal and
interest and thereafter 10 such reserves for improvement, new
construction, depreciation and contingencies as the board mav
from time to time prescribe. Revenues and receipts not needed for
these purposes shall be returned (0 the members, by the reim-
bursement of membership fees, or by way of general rate reduc-
tions, as the board may decide.
SOURCES: Codes, 1912, § 5451, Laws, 1936, ch. 184

Rates.

JUDICIAL DECISIONS

An amortization charge collected by * clusively for the pavment of its long-
an ciectne cooperative from is cus-  term indebtedness, is income upon
tomers as a condition of receving ser- which a sales tax 1s collectible. Mona-

vice, related 1o the amount of electne- ghan v Pontotoc Electric Power Asso
iy consumed, but segregated {rom 997\ 883, 116 So 2d 827,
other charges for service and used ex-

§ 77-5-237. Disposing of corporate property.

No corporation may, unless authorized so to do by the votes of
at least a majority of *s members, sell, mortgage, lease or other-
wise encumber or dispose of any of its property other than (1)
property which, in the judgment of the board, is neither necessary
nor usetul in operating and maintaining the corporation’s svstem
and which in any one vear shall not exceed ten percent (109) in
value of all of the property of the corporation, or (2) merchandise.
However, notwithstanding anything herein contained, or anv other
provisions of law, the board of directors of the corporation,

without authonzauon by the members thereof, shall have full
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4. Rate. ta) The Consumer shall pay the Seller fcr
all electric power and energy furnished hereunder at the rates
and on the terms and conditions set forth in Rate Schedule &,
attached hereto and made a part hereof.

(b) The Board of Directors of the Seller
at such intervals as it shall deem appropriate, but in any event
not less frequently than once in eéach calendar year, shall review

the rate for electric power and energy furnishei hereunder ané

necessary, shall revise such rate so that it shall produce rev=-
ences which shall be sufficient, but only sufticient, with the

revenues ¢f the Seller from all other sources, to meet the coss

i

of the operation and maintenance of the generating plant, trans-

t

migsion system and related facilities cof the Seller the cost of

any power anc energy purchased for resale hereunder by the Seller,

pay taxes, make payments on account of principal of and interes

Tt

on all indebtedness of the Seller, and to provide for the estah-
licshment and mainténance of reasonable reserves. The Seller shall
cause a notice in writing to be given to the Consumer and other
menbers of the Seller and the Administrator which shall set out
all the proposed revisions of the rate with the effective date

thereof, which shall be not less than thirty (30) nor uore than

forty-five (45) days after the dzte of the notice, and shall set

EXRIBIT "B"
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forth the basis upon which the rate is proposed to be adjusted

and established. The Consumer agrees that the rate from time to
time established by the Board of Directors of the Seller shall be
deemed to be substituted for the rate herein provided and agrees
to pay for electric power and energy furnished by the Seller to it
hereunder after the effective date of any such revisicns ﬁt such
revised rates; provided, hcwever, that no such revisicn shall be
effertive unless approved in writing by the Administratoer.

5. Meter Readings and Pavment of Bills. The Seller

shall read meters monthly. Electric power ané energy furnished
hereunder shall be paid for at the office of the Seller in
Hattiesburg, Mississippi, monthly within fifteen (15) days after
the bill therefor is mailed to the Consumer. If the Consumer shall

£=2il tc pay any such bill within such fifteen-day period, the

"

Seller may discontinue delivery of electric power and ene

(1s ]
et
.
tv
"
@

I

under upon fifteen (15) days' written notice to the Consume:r cf its

intention so to do.

6. Meter Testing and Billing Adiustment. The Se.ler

shall test and calibrate meters by comparison with accurate
standards at intervals of twelve (12) months. The Seller snall
also make special meter tests at any time at the Consumer's re-
quest. The costs of all tests shall be borne by the Selle:,

provided. however, that if any special meter test made at ‘he
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» :L.:ez'.'.ber 1, 1977 |, made by and among SCUTH MISSISSIPPI ELITTRIC POER ASSOCIATION ——=
——— (hereinafier called the “Mongagor™), a corpo-
ration existing under the laws of the State of Mississippi » UsiTe States oF Ausnica
(hereinafier called the “Government™), acting through the Administrator of the Rural Electrifcation
Administration (hereinafier called “REA™), and Nationat RuaaL UriLimies CooPeraTIVE Finance

Convoaation (hereinafter called “CFC™), a corporation existing under the laws of the District of
6 Columbia (the Government and CFC being hereinafier sometimes collecuvely called the “Mort-
gagees”).

Wieneas, the Morgagor, for value received, has heretofore duly authorized and executed, and has
delivered 10 the Government, or has assumed the payment of, centain mortgage notes all payable in
instaliments to the oider of, or obligating the Morngagor otherwise to, the Government, of which the
mortgage notes (hereinafter collectively calied the “Ouistanding REA Notes™) identified in the twelfth
"Whereas™ clause hereof (hersinafter called the “Instruments Recital™) are now outstanding and held by
the Government, all of which Outstanding REA Notes evidence loans made by the Government either to
the Mortgagor or to third parties to finznce electric plants, lines and related facilides, and assumed by the
Mongagor; and

Wizrias, the loans made by the Government to the Mortgagor were aiso made pursuant 10 2 loan
contract or amending loan contract, made by and between the Mongzgor and the Government, acting
through the Administrator of REA (said loan contract or amending loan contract, as it may have been
amended or supplemented heretofore or may hereafter from time to time be amended or supplemented,
being identfied in the Instruments Recital as, and hereinafter called, the “REA Loan Agreement"), and
the lozn or loans made by ons or more legelly erganized lending agencies and guaranteed bv the
Government were guaranteed pursuant to the Rural Electrification Act of 1636, as amended, including,
without fimitation, the amesndment thereof of May 11, 1973 by P.L. 93-32 (such Act, 25 so 2mended, being
hereinafier callzd the “Act™) and pursuant to that certain agreement, identified in the Instruments Recitai
as, and hereinafier called, the “Contract of Guarantee™, among the Morigagor, the Government, zeting
through the Adminstrator of REA and the panty identified in the Instruments Recital uader the heading of
“Contract of Guarantee”, and pursuant to the REA Loan Agreement; and

¢ Witearas, the Outstanding REA Notes and the notes evidencing such guaranteed loans (identifi=d in
the Instruments Recual as the “Guaranteed Notes™) are hereinafter collectively called the “Out anding

O Notes"; and
Wirkeas, the Outstanding Notes are secured by the security instruments (hereinafter collecively

called the “REA Mo=z12g2") made by the Mongagor to the Government and identified in the Instruments
Recital; and

Whitaeas, with the consent of REA, the Mongagor has entered, or is about 1o enter, into 2 Financing
Agreement, an Agreement of Sale or a Lease (hereinafier, whether in the form of 2 Financing Agreement,
Agreement of Sale or Lease, called the “Financing Agreement™) with a politica! subdivision, municipality,
or insirumentality (hereinafter called the “Issuer™) of the State of Mississivpi  undgr which the
Mortgagor will supply the funds to pay all amounts becoming due on account of a series of bonds
(hereinafier called the “Bonds™) issued, or to be issued, by the Issver to finance the acquisition,
construction or installation of poliution control equipment in an electric generating plant owned, or 15 be
owned, in whole or in pant, by the Mortgagor, and the Bonds are, or will be, issued pursuant 1o and
secured by an indenture (hersinafier called the “Indenture™) made, or 10 be made, by and between the
Issuer and Morgan Guaranty Trust Company of New York (hercinafter called the “Trustee") and the
Mortgagor has also executed, and delivered, or will execute and deliver, its note payable 10 the order of
CPC, identified in the Instruments Recital and hereinafter called the “Pollution Control Note™, to evidence
the Morigagor’s obligaticn to make payments under the Financing Agreement; and

Wrireas, CFC has executed and delivered to the Trustee its contract of guaranty da.ed as of the date
hereof (hereinafier called the “Guaranty Agreement™) by which CFC puarantees paymen: of the principal
of, premium, il any, and interest on the Bonds and assizns the Pollution Control Note, and its rights uader
this Morigage fcl:umg thereto, to the Trustee; and the Mongagor, pursuant to an agreement, daied as of
Cotober 15, 1977 beiween CFC and the Mongagor (hersinafier called the "CFC-Cooperative

Thic instmument was prepared by Gerald R. Tarrant, Csjquire, 1115 = 30th Street,

\. "ashingson, D. C. 20007. . :
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' Agreement™) has cxecuted and delivered, or will execute and deliver, to CEC its note identified in the
Instruments Recital a5, and hereinafier called, the “CFC Guaranty Note™, evidencing the oblization of the
Mortgagor 1o reimburse CFC for all payments made by CFC pursuant to the Guaranty Agreement; and

Whereas, under the provisions of the Act and other applicable law, the Administrator of REA is
authorized to amend, supplement and consolidate the REA Mongage as herein provided; and

' Whereas, the changes in the REA Mortpaze which the parties thereto and hercto desire now 1o eTort
make advisable the consolidating and restating of each of the instruments constaiting the REA Mongage
in its entirery.

Now, Tueaesonrk, this Supplemental Mortgage and Security Agreement

WITNESSETH:

That each of the instruments constituting the REA Morigage is hereby amended, supplemented 2nd
consolidated 1o read in its entirety from and after the date of execution of this Supplemental Morgage and
Security Agreement (the REA Morigage, as amended, supplemented and consolidated hereby, Leing
herein called “'this Mortzage™) as follows: .

Wihitneas, the Mortgagor now owns electric generating facilities and related electric transmission lines
and other faciliues identified in Schedule I attached hareto and made a part hereol (hereinafier calizd the
“Existing Elecine Facilities”); and

Wiigaeas, the Mongagor has determined to enter into the Financing Agreement and, pursuant thereto
10 undertake to supply the Issuer with funds for repzyment of all amoun's to become due on account of the
Bonds, 2nd 10 obtain CFC's guaranty of the performance of the Bonds; and

-
o

(SN

Wiigaeas, it is intended that (1) the Qutstanding Notes, 25 well as additional notes executed
delivered by the Mortgagor to evidence loans made or guaranteed by REA, 2nd noies cxecuted an
delivered by the Morig2gor from time 1o time to refund, in renewal of, or in substitution for 2ny such sotes
(such additional, renewal and substitute notes being hereinafier collectively called the “REA Additonal

.’ Notes™), and (2) the Pollution Control Note, the CFC Guaranty Note, any note executed and deliversd

o

by the Mortpapar to CFC pursuant to the terms of section 24(b) of article 11 hereof (hereinafier called &
“section 24(b) note™), as well 25 any notes executed and delivered to CEC in connection with additional
pollution contro! fucility projects, and notes executed and deliverad by the Mortgagor from time to ume (o
efund, in renewal of, or in substitution for the Pollution Control Note, the CFC Guaranty Note, any
section 24(h) note and any notes issued to CFC for 2dditional poliution control facility projects (the
Pollution Conuol Note and the CFC Guaranty Note being hereinafter collectively called the “CFC
Notes”, and such refunding, renewal and substitute notes, any such section 24(b) note, and any such
addivonal notes issued to CFC for additional pollution control facility projects being hereinafter called the
“CFC Addiuonal Notes™; and the REA Notes, the REA Additional Notes, the CFC Notes an? the CFC

Additional Note: being hereinafter collectively called the “notes”) shall be secured hereby as hereinafter
provided; and

Wiitkeas, the instruments referred to in the recitals hereof and the Maximum Debt Limit referred to
in zrticle I section | hereof are hereby identified ar follows:

INSTRUMENTS RECITAL

“REA Loan Agreement™ (exclusive of amendments), dated as of  Ju ly 28, 1958

“Qutstanding REA Notes™

: r 7¢.120 19 &
]8 certain mongage notes in an aggregsate principal amount of $70,120,1C1.06 '

all of which will finally mature on or before Qoicbar 22, 2011.
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“Contract of Guaraniee”,
Name of Guaranteed Lander

Federal Financing Bank

Dated asof

August 14, 1974, as heretofore amended.

“Guaranteed Notes™

Principal Interest Rare Final Pavment
El_r_l_ Amount (per anvum) Date
July 20, 1977 $44,176,000.00 Dﬂberrire:l wvhen 34 yrs from yea-
advances made of z2dvarce
Cotober 11, 1974 $5,000,000.00 Datermined '.man 34 yrs from year
advances mad of advance
Septerber 18, 1974 $160,737,000.00 Determined when 34 yrs from year
advances nads of advarce
“REA Mortgage™
Instrument _D_ic_ Trutees, il anv
Irdenture July 292, 195% Dezosit Guaranty Bank ang Trust
Scpplerental Indenture July 21, 196. Deposit Cuaranty Benik and Trust
Susplemental Indenture July 12, 1966 Derosit Guaranty laticna)l Bank
(formerly Deposit Cuaransy BRanlk
"‘n.s“ Company)
Surplerental Indenture 26, 1971 Depcsit Cuaranty MNationa® Bank
Susplerental Indenture Sé, terber 19, 1973 Deposit Guaranty Naticrna. Bank

lortgage

.

“Pollution Control Note™,;

Septerler 18, 1974

Principal
Dalo Amount
Dacerber 1, 1977 $40,000,000.00
“CFC Guaramty Note™
Principal
l_h_l: Amount

Dacember 1, 1977 .

Determined when
advances made

Final
Payment Date

30 years
from date

Final
Payment Date

On demand

“"Maximum Debt Limit™ for the purposes of article I, section | hereof shall be §500,000,000.00; ard
Wiitneas, the Government, CFC, and the Mongagor are authorized 10 enter into this Mortgage; and
WhiEREAsS, to the extent that any of the property described or referred to in this Morigags is governsd

by the provisions of the Uniform Commercial Code of any state (hereinalier called the “Uniferm

Commercial Code™), the pnmcs hereto desire that this Mortgage be regarded as a “secuiity agreement™

and as a “financing statement™ for said secunty agreement under the Uniform Commercial Code;

Now, THerFroRE, THis MORTGAGE WITNESSETH that, in order 10 secure the payment of the pringipal
and interes; on the notes, according to their terms and effect. and further 10 secuse the due performance of
the covenants, agreements and provisions conizined in this Mortgage and 10 declare the twerms and
conditions on which the notes are to be secured, the Mongagor, xn consideration of the premises, has
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executed and delivered this Morngage, and has granted, bargained, sold, conveyed, warranted, assigned,
transferred, mongaged, pledged and set over, and by these presents does hereby grant, bargain, sell,
convey, warrant, assign, transfer, mornigage, pledge and set over, unto the Mortgagees and their respective

assigns all and singular the following described propenty (hereinafier sometimes called the “Morgaged
Propeny™):

All right, title and interest of the Mongagor in and 10 the Existing Electric Facilities referred to in
Schedule | aitached hereto and electric plants, lines or other faciliues hereafter construcied or acquired by
the Morngagor, wherever located, 2nd in and 1o all extensiont and improvements therecl and addiuons
thereto, including 2ll substauons, service and connecting lines (both overhead and underground), poles,
towers, posts, crossarms, wires, cables, conduits, mains, pipes, tubes, transformers, insulaters, meters,
electrical connections, lamps, fuses, junction boxes, fixtures, appliances, generators, dynamos, water
turbines, water wheels, boilers, steam turbines, nuclear fuel assemblies, motors, switch boards, swirch
racks, pipelines, machinery, tools, supplies, switching and other equipment, and z2ny and all property of
every nature and description, used or acquired for use by the Morigagor in connection therewith, and
including, without limitation, the property descnbed in the property schedule attached hereto as Scheduls |
and included herein by reference; .

11

All nght, titie and interest of the Mortgagor in, to and under any and all grants, privileges, rights of
way and easements now owned, held, leased, enjoyed or exercised, or which may hereafier be owned,
held, leased, zcquired, enjoved or exercised, by the Mongagor for the purposes of, or i1a connection with,
ths constructon or operation by or on behzlf of the Mortgagor of electric transmission or distribution linss,
or systems, whether underground or overhead or otherwise, or of any electric generating plant, wherever
located,;

I

All right, title and interest of the Mongagor in, to and under any and all licenses, franchises,
ordinances, privileges and permits heretofore granted, 1ssued or executed, 10 it or to its assignors by the
United States of America, or by any state, or by any county, township, muncipality, village or other
political subdivision thereof, or by any agency, board, commission or acquisition, or operation of electric
generating plant or plants, insofar as the same may by law Lc assigned, granted, bargained, sold,
conveyed, transferred, mortgaged, or pledged;

v

All nght, title and interest of the Mortgagor in, to and under any and all contracts heretofore or
hereafter executed by and between the Mortgagor and any person, firm, or corporation providing for the
purchase, sale or exchange of electric power or energy by the Mortgagor together with any and 2] other
accounts, contract rights and general intangibles (as such terms are defined in the applicable Uniform
Commercial Code) heretofore or hereafter acquired by the Mortgagor,

Also, all nght, utle and interest of the Mortgagor in and to all other property, real or personal,
tangible or intangible, of every kind, nature and description, and wheresoever situated, now owned or
hereafier acquired by the Mortgagor, it being the intention hereof that all such property now owned but
not specifically described herein or acquired or held by the Mortgagor afier the date hereof shall be as fully
embraced within and subjected 10 the lien hereof as if the same were now owned by the Moargagor and
were specifically descnibed herein 1o the extent only, however, that the subjection of such proparty to the
lien hereof shall not be contrary 10 law;

Topether with all rents, income, revenues, profits and benefits at any time derived, received or had
from any and all of the above-described property of the Mortgapor.
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Providzd, however, that except as provided in secion 13(b) of arucle il hereof, no automobiles.
trucks, trailers, tractors or other vehicles (including without limitation aireraft o ships, if any) owned or
used by the Mortgegor shall be included 1n the Mongaged Property.

TO HAVE AND TO HOLD all and singular the Mongaged Property unto the Mortgagees and theis
respective assigns forever, to secure equally and ratably the payment of the principal of and interest on the
rotes, 2l according 1o their wnor and cffect without preference, priority or distinction s 10 interest on, of
prinsipal of the notes (exzept as otherwise specifically provided herzin or to the extemt that any note
provides for subordinziion thereof) or as 1o lien or otherwise of any note over any other of the notes by
reason of the priority in time or mawrity thereof or of the assignment or negouation thereof, or othenwiss,
and to secure the due performance of the covenants, agreements 21d orovisions herein contained, and for

the uses and purposes and upon the conditions, provisions and agreements hereinafter expressed and
declared.

ARTICLE |
ADDITIONAL NOTES

Stcrion | The Morgagor, when authorized by resolution or resolutons of its board of directors,
may from time to ime (1) execute and deliver one or more REA Additional Notes and (2) execute "-."
deliver 10 CFC one or more CFC Additional Notes. All such notes shali contain such provisions and s
d¢ executed and delivered upon such terms and conditions as the board of directors of the Mc::;:go: ir.
the resolution or resoiutions authorizing the execution and delivery thereof and the relevan: lender shall
presciibe; provided, however, that the notes at any one time sccured hereby shall not exceed in th

1 841
s g

2zzrezate principal amount the amount identified in the Instruments Recital as the Maximum Debt Limi
and no note shall mature more than fifty (50) vears after the date hereof.

.
L2

No CFC Addiuonal Notes shall be secured by this Morigage without the prior written approval
therzof Ly the Government.

Stcrion 2. The Mongagor, when authorized by resolution or resolutions of its board of directors,
may from tume to time, execute, acknowledge, deliver, record and fle mortgages s"'ap emental to this
Morigage which thereafier shall form a part hereof, for the purpose of formaliy confirming this Mongage
#s securty for the notes. Nothing herein contained sha !l require the execution ..nd dd very by the
Morgagor of & suppiemental mortgage in connection with the issuance hereunder or the securing hc eb
of such notes except as hereinafter provided in section 13 of anticle 1l hereof.

ARTICLE 11
PARTICULAR COVENANTS OF THE MORTGAGOR iy

The Morgagor covenants with the Mortpagees and the holders of notes secured hereby ( hereinafier
somet:mes collectvely called the “noteholders™) and each of them as follows:

Sectiov 1. The Mortgagor is duly authornized ui.der its articles of incorporation and bylaws and the
laws of the State of its incorporation and all other applicable provisions of law to execute and deliver the
Ouistanding Notes, the REA Additional Notes, the CFC Notes, the CFC Additnonal Notes and this
Mortgage; and all corporate action on its part for the execution and delivery of the Ouistanding Notes, the
CFC Notes, and this Mortgage has been duly and efectively taken; and the notes, obligations of the

fortgagoy, the REA Addinonal Notes, the CFC Additional Notes and this Mongage are, or when
executed and delivered will be, the valid and enforceable obligations of the Mortgagor in accordance with
their respective terms.

Stction 2. The Morgagor warrants that it has good night and lawful authority w mosngage the
property described in the granting clauses of this Morrgage for the purposes herein expressed, unc that the
said property is free and c!car of any deed of trust, mortgage, hien, charge or encumbrance thereon of
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affecting the title thereto, except (i) the lien of this Mortgage and taxes or assessments not yet due; (i)
€zpomts or pledges 1o secure payment of workmen's compensation, unemployment insurance, old age
pensions or other social security; and (i) deposits or pledges 1o secure performance of bids, tenders,
contracts (other than contracts for the payment of borrowed money), leases, public or statutory
oblizauons, surety or appzal bonds, or other deposits or pledges for purposes of like general nature in the
ordinary course of business. The Mongagor will, so long as any of the notes shall be ouistanding, maintain
and preserve the Lien of this Mortgage superior to all other liens affecting the Mor.gza~2d Property, and wil]
forever warrznt and defend the utle 10 the propenty described as being mortgaged hereby 1o the
Mornzagees against any and all claims and demands whatsoever. The Mongagor will promptly pay or
discharge any 2nd 2l obligations for or on account of which any such lien or charge mighi exist or could be
Crezted 2nd zny and all lawful taxes, rates, levies, assessments, liens, claims or other charges imposed upon
07 actruing upon any of the Mortgagor's propeny (whether taxed 10 the Mortgagor or 10 any noteholde: ),
or the franchises, carnings or business of the Mongagor, as and when the same shail become due and
payable; and whenever called upon so to do the Morgzagor will furnish 10 the Morgagees or 1o any
noteholder adequate proof of such payment or discharge: provided, however, that this provision shali net be
dezmed to require the payment or discharge of any tax, rate, levy, assessment or other governmenta!
charge while the Morigagor is contesting the validity thereof by appropriate proceedings in good fatxh and
s0 long as it shall have set aside on its books adequate reserves with ;espect there:

Section 3. Except to secure loans to the Mortzager, or to a third party or parties the obligation of
which is assumed by the Mongagor, made or guarzntesd by the Government or loars evidenced by CFC
Notes or by CFC Additional Notes, in each case in the manner specified in section | of artcle | hereo!, the
Morigagor will not, without the consent in writing of the Government, charge, 2ssign, pledge, morngage or
oilizrwise encumber any of its property, real or personal, tangible or intangible, wheresoever locatec,
WHRih at the time is, or ai @ny time may bscome, subject to the lisn of this Mortzage, but in no event
Coauwrary 1o the provisions of section 2 of this article 1, except that, in the event that the Morgagor shail
kave duly applied for a loan from another lender or lenders which the Government shall have in writing
2pproved and determined 10 be financially feasible for the Mongagor, then the Mortgagor may ob:2in 2
commument for such loan from such other lender or lenders and agree, if the Government consents
thereto, 1o 50 encumber its property by amending this Mortgage to secure under this Morgage, in such
manner 25 the Government shall prescribe, the evidence of such loan from such other lender or lenders,
and in such evenmt CFC will consent to and execute and deliver, an amendment to this Morigage, or such
cther instrument as may be appropriate, in order to secure such note or notes of such other lender or
tencers under this Monguge; provided that, by such amendment 1o tnis Mortgage or otherwise, such other
lender or lenders shall receive substantially the same. and in no event greater, nghts or powers than those
pranted to CFC under this Mortgage: and provided, further that, any charge, assignment, pledge, mongage
or other encumbrance incurred pursuant to this section 3 shall comply with the indenture, dated as of
December 1, 1972, between CFC and Manufacturers Hanover Trust Company, as Trustee.

Skcrton 4 The Mortgagor will duly and punctually pay the principal of and interest on the metes a:
the dates and places and in the manner provided therein, according 1o the true intent and meaning thereo!,
and all other sums beecoming due thereunder and hereunder.

Secmion 5. The Mortgagor will at all times, so long as any of the notes shall be outstanding, take or
€ause to be taken all such action as from time to time may be necessary to preserve its corporate existence
and 10 preserve and renew all franchises, rights of way, casements, permits and licenses now or hereafter to
it granted or upon it conferred, and will comply with all valid laws, ordinances, regulations and
tequizements applicable to it or its property. The Mortgagor will not (1) without the approval in wriung
of the Government consolidate with or merge 110 any other corporation or permit any other corporation
to merge into the Mongagor or acquire all or subs:antially all of the business or assets af another
corporation if such acquirition is analogous in purpose or effect to a merger or coasolidation, or so
consoliduie or merge or permit any such merger or so acquire any such business or asscts without the
approval in wnting of the holders of not less than 65%% in pancipal amount of the notes at the time
outstanding, which holders shall include the Government so long &3 i 18 a holder of any notes then
outstanding (such holder or holders, including the Government so lang as it is o holder of any nows then
oulsianding, being hereinaflter sometimes called the “two-thirds noteholders™) wunless the corporation
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surviving such transaction shall have assumed the payment of the notes and the parformance of the
Morgagor's covenants in this Morgage, or (2) without the approval ia writing of the twe-thirds
rotchoiders, sell, lease or transfer (or make any agreement therzfor) any capital asset, unless the fuir
rarket value of such 2sset is les. thon $50,000 ard the agoregzie value of assets so sold, leased of
transferrad in 20y 12-month penod is less thaa $200,000 and the proceeds of such sale, lease or iransler,
less ordinary and reasonable expenses incident 10 such transaction, are i:nmediately (i) applisd as 2
prepayment of the notes, pro rara according 1o the aggregate unpaid principal amount of the notes, 1o such
installments thereof 25 may be designated by the respectve noteholders at the time of any such
prepayment, (i) in the case of dispositions of equipment, materials or scrap, applied 10 the purchase of
other property useful in the Mormgagor’s business, not necessarily of the same kind 25 the propery
disposed of, which shall forthwith become subject 10 the lien of this Mortgage or (iii) sot aside as 2 deposit
in the construction fund contemplated by Account Number 132.1 of the Uniform System of Accounts
prescribed by REA for its Electric Borrowers (hereinafter, as in effect on the date horec!, called the
“Uniform System of Accounts™). Any reference in this Mortgage to any Account Number of the Uniform
System of Accounts shall apply to such Account Number included ia the Uniform System of Acccunts as of
March 1, 1973, or to any other Account Number which may thereafter be prescribed with respect to the
informauon contemplated by the Account Number herein specified; or, if no such Ascount Number shal
be applicable after such date to the accounts of the Mortgagor for such information, such reference sha!!
2pply to the corresponding information otherwise determined in an appropnate manaer,

SecTios 6. (a) The Mortgagor will at all times maintain and preserve the Mortgagsed Propery and
ezsh and every part and parcel thereof in good repair, working crder and condition and in compliance
with 2ll applicable laws, regulations and orders, and will from time to time make all needful and preper
repairs, renewals, and reslacements, and useful and proper alteradons, additions, betterments z2nd
improvements, and will, subject to contingencies beyornd its reasonable control, 2t 2!l times keep its plas:
and properiies in necessary continuous operating condition and use all reasonable diligence to fumnish the
consumers served by it through the Mortgaged Property, or any pan theieof, with an adequate supply of
cizzine energy and other services furnished by the Mortgagor. If any substantial part of the Mongzaged
Property is leased by the Mortgagor to any other party, the lease agreement between the Mortgzgor and
the lzssee shall obligate the lessee to comply with the provisions of subsections (4) and (b) of this section
in respeet of the leased faciliies and to permit the Mortgagor to operate the leased facilities in the event of

any failure by the lessee 1o so comply.

(b) The Mortzagor «ill cause the sum of the amount used during cach pericd of five conseculive
calendar years for muintenance, renewals, and replacements of the Mortgaged Property and any available
Maintenance Credit (as hereinbelow defined), to be at least equal to the lesser (hereinafier called the
“Standard”™) of either (i) 10% of the result obtained by deducting from the amount of Operating
Reveaues and Patwronage Capital (as shown on line 32 of REA Bulletin 1-1 for Power Supply Borrowers,
25 now in effect with respect to each calendar year) of the Mortgagor for such five-year period, the sum of
operaung expenses as shown on lines 35, 36 and 37 of said REA Bulietin and Fixed Costs on Production
Plant ( Account Numbers 403.1, 408, 427, 924, 925 and 626, as shown on hines 18, 19, 20 and 21 of REA
Form 12d, rev. 12/70, and the corresponding Accounts of REA Forms 12e and 12f, rev. 12770, as
applicable) of the Mongagor for such five-year period, or (ii) 15% of the sum obtained by adding the
amount che2»d 1o Depreciation and Amortizatuon Expense (as shown on line 47 of said REA Bulletin)
and Maintenance Expense-Total (as shown on hine 42 of said REA Bulleun) of the Mongagor for such
five-year penod.

The term “NMaintenance Credit™ shall mean the sum of (1) the excess of the amount used in each
prnod of five consecutive calendar years for maintenance, renewals and replacements over the Standzrd
cunng such five-year period and (2) the amount of such excesses from prior years, less amounts thereof
previously viihized as permitted by this section.

The term “Maintenance Deficit™ shall mean the amount by which the Standard in each pericd of five
consecusive calendar years exceeds the sum of (1) the amount applied during such five-yeur pariod for
matntenance, rerewals and replacements and (2) the amount of any available Mainteaance Credit.

POOR ORIGIRAL
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The amount used for maintenance in each vear shall be the amcunt showa for the Mongagor for such
year on lins 42 of said REA Bulletin 1-1, as now in effect, and the amounts used for renewals and
replacements shall be based upoa improvements and replacements of Uulity Plan: associated with
retirtements thereof, less net salvage value.

In furtherance of the covenant contuined in this subsecuon (b), the Mortgagor will, within five
months after the close of the fifth complete calendar year afier the year in which this Mortgage is executed,
and within five months aflter the end of each five-year peniod following said fifth calendar year, furrish to
the Mortgagees an Officer’s Centificate, setting forth separately and in reasonable detail:

(1) The 2mount of Operating Revenues and Patronage Capital denived by the Mortgagor from
the Mortgaged Property during the five preceeding calendar years and the Morigagor's Operation
Expense-Total, Fixed Costs on Production Plant, Depreciation and Amortzation Expense, and
Maintenance Expense-Total for such five-year penod;

(2) The amounts used during such five preceding czlendar years for maintenance, renewals ard
replacements of the Mortgaged Property:

(3) Any Maintenance Credit not theretofore utilized as permitted by this section and the
computauon thereof, and ¢

(4) The resuling Maintenance Credit or Maintenance Defict.

In case any such Officer’s Ceruficate shows 2 Maintenance Deficit, the Mongagor shall either (i)
immediately apply an amount equal to the larges: integral multiple of $1,000 which eguals or is less than
the amount to determined to the prepayment of the Notes, pro ratg according to the unpaid principz!
amounts thereof (such prepayments to be applied to such installments thereof as may be designated by the
respective noteholders 2t the time of any such prepayment), or (i) immediately deposit the amaount so
detsrmined in a bank or banks satusfactory 1o the Government to be held by such bank or banks in a
Restricted Maintenance Fund in trust for the benefit of the sotehoiders pursuant (o a trust agreement
sausfactory to the Government; provided, however, that at the direction or with the approval of the
Government, the Morteager may cause funds heid in such Restricted Maintenance Fund to be applied to
the making of expenditures for maintenance, renewals and replacements of the Mongaged Property;
provided, further, however, that in the event that there shall have been a balance in said Restricted
Maintenance Fund at the end of each of two such consecutive reporiing periods, the Government may
thereafter cause the funes veld therein 1o be applied as provided in clause (1) above; and provided, further,
however, that in the event of such a Maintenance Deficit, the Morngagor may promptly cause to be made
an inspection of the Mortgaged Property by a professional engineer satisfactory to the Government and
may cause 10 be issued a reporn of such engineer, satisfactory in form and substance to the Government,
stating the minumal aggregate amount which, in his judgment, is then needed for maintenance, renewals,
and replacement of the Mortgaged Property in accordance with sound industry practices, and in the cvent
such amount shall be less than such Maintenance Deficit, the maximum amount which the Mongfor shal!
be required 1o apply to prepayment or to deposit in a Restricted Mainienance Fund pursuant to this
paragraph shall in all events be the amount so stated by such professional engineer.

In case any such certificate shows a Maintenance Credit, the Mortgagor may withdraw the amount of
such Maintenance Credit from said Restricted Maintenance Fund to the extent that there is an
accumulated balance therein, and the Government, as agent of the noteholders, shall in such case cause
such withdrawal to be permitted.

The amount of any Maintenance Credit not utilized to reduce a Maintenance Deficit or so withdrawn
from the Restricted Muaintenance Fund shall be available until utilized for such purposes.

The Morneazor agrees that it will, within five moaths after the close of cach calendar year after the
year in which the first Officer’s Certificate 1s required 1o be furnished pursuant 10 the fifth paragraph of this
subsection (b) (other than during years in which an Ofcer’s Ceruficate is required 1o be furmished
pursuant 1o said paragraph) furnish to the Morigagees an Officer’s Certtficate, setting forth separately and

in reasonable detail the amounts descnbed in clauses (1) and (2) of sawd paragraph for the preceding
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calendar year, provided, however, that the foregoing requirements 10 fuenish the Offcer’s Ceruficate
pursuant 1o this paragraph and the fifth paragraph of this subsection (b) shall not relieve the Mortgagor of
the obligation to furnish any Officer’s Ceruficate with vespect to maintenance, renewals and replacements
of the Morgaged Property previously required under the REA Mortgage.

Secrion 7. Except as specifically authorized in writing in 2dvance by the Govermnment and subject in
2!l eveats to the provisions of section 2 of this aricle 11, the Morngagor will purchase all matenals,
equipment and replacements to be incorporzted in or used in connection with the Mongaged Propenty
outright, and not subject to any conditional sales agreement, chattel morigage, baiiment lease, or other
agreement reserving to the seller any right, title or lien. The Mongagor will not, without the approval in
writing of the Government, become or be obligated under Long-Term Leases for the rental from others of
Restricted Property if the aggregate amount of rentals thereunder accrued or which may accrue during any
period of 12 calendar months shall exceed 2% of the Equity of the Mongagor at the ume any
determination of such rental obligations is made hereunder. As used herein, the term “Equity" shall have
the meaning 2¢signed (o it in section 16 of this article 1L “Long-Term Leases™ shall mean lzases having
unexpired terms (12hing into account terms of renewal at the option of the lessor, whether or not such
leases have therstofore been renewed ) of more than 12 months, and “Restricted Propenty’ shall mean il
properties other than automobiles, trucks, trallers, traciors, other vehicles (including, without limitation,
aircraflt and ships), office, garage and warehouse space and office equipment (including, without
limitation, computers).

Srcrion §. (a) The Mortgagor will take out, as the respective risks are incurred, and maintaia the
following classes and amounts of insurance: (1) fidelity bonds covering each ofiicer and empioyes of t3e
Mortgazor in not less than the following amounts, based on the estmated annuzl gross revenues of the
Morigaged Propeny.

Amount of

Annual Gross Revenue Coverage
Less than $ 200,000 § 10,000
$200,001 1o 400,000 20,000
400,001 10 600,000 40,000
600,001 to 800,000 60,000

$00,001 o 1,000,000 £0.000
over 1,000,000 100,000

and each collection agent of the Mortgagor shall be included in such fidelity bonds for not less than $2 500,
or 10 percent of the lghest amount collecied annually by any one collection agent, whichever 1s grezier,
(2) workmen's compensation insurance covening all employees of the Morigagor, in such amounts as may
be required by law, or if the Morigagor or any of its employees are not subject to the workmen's
compensation laws of the State or Siates in which the Mortgagor conducts its operations, then its
workmen's compensation policy shall provide voluntary compensation coverage to the same exient as
though the Mortgagor and such employees were subject to such laws; and including occupational disease
Lability coverzge, and “additional medical” coverage of not less than $10,000 in States where full melical
coverzge is not required by law; (3) public liability and property damage liability insurance, coverag
ownershp liability, and all operations of the Mortgagor, with limits for bodily injury or death of not less
than $:00.000 for one person and $300,000 for each accident, and with limits for property damage of not
less than $50,000 for each accident and $100,000 aggregate for the policy period; (4) Liability insurance on
21l motor vehicles, trailers, semitrailers, and airer2ft used in the conduct of the Mortgagor's business,
whether owned, non-owned or hired by the Mortgagor, with bodily injury limits of not less than §102,000
for one person and $300,000 for each accident, and with property damage limits of $25,000 for each
accident: in connecuon with aircraft lizbility, also passenger bodily injury limits of $100,000 per peison
and $100.000 for each accident; (§) comprehensive, or separate fire, theft and windsterm insurance
covering loss of or damage to all owned motor vehicles, trailers, and aircraft of the Morntgagor, having a
unit value in excess of $1,000, in an amount not less than the actual cash value of the propertyvnsured; (6)
fite and extended coverage insurance, designaiing the Government and CFC as mortgazees in the pohay,

o
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on each building and its contents, 2nd on any other property of the Mortzagor, other than power lines and
other disteibution facilities, including without limitation property situated at cach siorage location of
materials and supplies, poles and crossarms, owned by the Mortzagor, having a value at uny one location
in excess of $5.000, or in cxcess of one percent of the total plant value, whichever is larger, and in 2n
amount not less than §0 percent of the current cost 10 replace the property new, less actual depreciation;
2nd (7) boiler and machinery insurance, it the Mortgaged Propeny includes electric generating facilities,
in 2n amount for exch accident not less than the actual current cash value of the prop=rty of the Mongagor
and of other adjacent property that could be damaged thereby

The Mortsagor will also, from time 10 Ume, increise of supplement the classes and amounts of
insurance specified zhove to the extent requested by the Government or the holder or holders of not less
than a majority in principal amount of the notes at the time outsianding (hereinafter czlled the “majority

cshalders™) or requited to conform to the accepted practice oi companies of the size and characier of the
Mortzegor. The Mortgagor will, upon request of cither of the Mortgagees, submit to the Mongagees a
= of i*s insurance in cfiect on the date specified in such request and copies of any policies or

The foregoing insurance coverage shzll be obtained by means of bond and policy forms approved by
reculatory authornities, including standard REA eadorsements and riders used by the insurance imdystry 13
provide coverage for REA borrowers, Each policy or othar contract for such insurance sha!l contain an
acreement by the insurer that, notwithstanding any nzht of cancellation reserved to such insurer, such
policy or contract shell continue in force for at least 10 davs after written rotice to the Morgagees of
canceliation

{b) In the event of damage o or the lestruction or loss of any portion of the Montgaged Prop
which ehall be coversd by insurance, unless the Government shall otherwise agree, the Mongagor shali

en'ace or restore such damaged, destroyed or lost portion so that the Mortgaged Propesty shall be i
ubsiaatially the same condition as it was in prior to such damage, destruction or loss, and rhall 2pply the
proceeds of the insurance for that purpose; provided, however, thut in the event the Morigagor, with
apreement therefor by the Government, shall not so replace or restore such damaged, desiroyed or lost
portion of the Mortgaged Property, the Mortgagor shall apply the procesds of the insurance 25 & ratadie
prepayment of or on account of the unpaid principal of the notes, 10 such instaliments thereof 25 may be
desinnated by the respecuve noteholders at the ume of any such payment. The Mortzagor shall replace
the loss of thall commenze such restoration prompily after such damage, destrucuon of loss shall have
oceurrsd and shall compieie such replacement or restoration as expeditiously as practicable, and shall pay
or cause 1o be pard out of the proceeds of such insurance all cosis and cxpenses in cornection therewith so
that such replacement or restoration shall be so completed that the portion of the Mongaged Propery so
teplaced of resiored shall be free and clear of all mechanics' liens and other claims.

Sums recovered under any fidelity bond by the Montgagor for 2 loss of funds advanced under the
notes of recovered by a Mortgapee for any loss under such bond shall, unless otherwise cirecteq by the
two-thirds noteholders, be apphed to the prepayment of the notes, pro rata according to the unpaid
principal amounts thereof (such prepayments to be applicd to such installments thereol as may be
designated by the respective noteholders at the time of any such prepayment), Or 1o CONSIAUCT OF acquu

facilities approved by the Government, which will hecome pan of the Mortgaged Property.
Y

Seerion 9. In the event of the failure of the Mortgagor in any respect 10 comply with the covenants
and conditions herein contained with respect to the procuring of insurance, the payment of taxes,
assessments and other charpes, the keeping of the Mortgaged Froperty in repair and free of liens and other
claims or to comply with any other covenant contained in this Morigage, cither Morigagee shzll have the
ticht (without prejudice to any other nghts ansing by reason of such default) to advance or expend
moneys for the puipose of procuring such insurance, or for the payment of insurance premisms, 1axes,
assessments of oiher charges, or to save the Mongaged Property from sale or forfeiture for any unpaid 1ax
Of assessinent, or otherwise, or to redeem the same from any tax of other sale, or 1o purchass any tax tile
thereon, O 10 feMOVe OF purchase any mechanic's liens or other encumbrance thescon, or 10 mehe repairs
thereon of to comply with any other covenant hetein coatained of 1o prosecute or defend aay sui e
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relation to the Morpaged Property or in any manner 1o protect the Mortgzaged Property and the ttle
thereto, 2ad all sums so advanced for any of the aforesaid purposes with interest thereon at the highest
legal rate but not in excess of tea per centum (10%%) per annum shall be deemed a charge upon the
Merntgaged Property in the same manner as the notes at the time outstanding are secured and shall be
for:hwith paid to the Morgagee making such advance or advances upon demand. It shall not be
oblizatory for any Mongagee in making any such advances or expenditures 10 inquire into the validity of
any such tax title, or of uny of such taxes or assessments or sales thesefor, or of 2ny such mechanics’ liens or
otkzr ercumbrance. A Mongagee acting hereunder shall not be liable 10 the Morigagor, the other
Merteagee or any noteholder except for losses resulting from gross negligence or wilful misfeasance.

Secerion 100 The Mergagor will not, without the approval in writing of the Government: (2)
consruct, make, lease, purchase or otherwise acquire 2ny extensions of additions to its sysiem oOf enter into
anv contract therefor, except such extensions or additions as may be financed with loans evidenced by
sddivons! notes; (b) enter 1nto any CONLILCL OF cORtradis for the operaton of maintenance of 2l or any
pan of is propery, for the purchase of electnc power or energy, for the sale or resale, or for the sale to the
ultiraate consemer, of elecine power and energy in excess of 1,000 kilowaus, for any transmission,
jvarconnecuon or pooling arrangements, of for the use by others of any of lis propeny, {¢) 1acur any
expzrses for legal, enpineering, SUpervisory, accounting or other similar services, exzzpl such reascnable
ex=emses as are incurrzd in the routine course of business; or (&) deposit any of its funds, regardiess of the

scurcs thereof, in any bank or other deposiiary which is not 2 member of the Federal Depos:: Insurance
“grporation, oF the suctessor thereo!, or of a Federal Reserve Bank.

Sretion 11, The Morieagor will not pay its disectors, as such, any salaries for their services, exczp!

uehy zs shall Bave been zpproved by the Government, proviced that nothung herein contained shall
praciude any dirsctor from serving the Mortgager in any ther capacity 2nd recemving compensauon
thersfor. Salaries and wages paid officers 2nd employees shall be reasonable and in conformity with the
vsual praciics of corporations of the size and nature of the Morigagor.

Sretion 12, The Mongagor will at zll times heep, and safely precerve proper books, records and
sccounts in whizh full and true entnes will be made of all of the dealings, business and affairs of the
Mortzapor, in accordance with the methods and principles of accouating prescribed in the Uniform Syste:r
o A-counts, The Mortgagor will prepare and furrish each of the Morigagees not later than the 20th day
of each moath, or at less frequent intervals when specified by such Morgages, financial and stausu
r2ports on it condition and operations. Such reports shall be in such form 2ad include such information
nay be specified by such Mortgagee, including, without limiation, an znalysis ¢f the Mongagor's
revenues, crpenses and consumer accounts. The Mortgagor will cause to be prepared and furnished 10
sch of the Morteagess, at least once duning each 12-month peried dunng the term hereof, a full and
mplete report of 1ts financial condition as of a date ( hereinafter called the “Fiscal Date™) not more thas
J davs prior to the date such repon is furnished to the Mortgagees hereunder, and of 1s operations for the
»

-

~

month period ended on the Fiscal Date, in form and substance sausfactory 1o the Government, audited
nd cemified by indzpendent centified public accountants satisfactory to the Government and accoggpanied
by a2 report of such audit in form and substance satisfactory to the Governmeni Either Mongages,
through 1S representatuves, ¢hall at a1l times during reasonable busiuess kours have access 10, and the ngat
to inspect and make copies of, any or all books, records and accounts, and any or all invoices, contracts,
feases, payrolls, cancelled checks, statements and other documents and papers of every kind belonging 1o

or ia the possession of the Mortgagor or in anywise pertaining to its preperty of business.

P o 4 I |

1

Srerion 13, (a) The Mongagor will from time to time upon written demand of the Gover aentor
CEC make, execute, acknowledge and deliver or cause 10 be made, executed, acknowledged and deliversd
2t such fursher and supplemental indentures of mortgage, deeds of trust, mortgages, financing statemenis,
coriinuation statements, secunty agicements, insiruments and conveyances as may reasonably be

equested by the Government or CFC. and take or cause o be taker all such further acuon as may
feasenshly be requested by the Government or CFC to effectuate the intention of these presents and 0
provide for the securning and payment of the principal of and interest 0n the notes equally and ratatly
accoiding to the tezms thereol and for the purpose of fully conveving, * ansferring and confirming Lo ihe
Slongugees the propeny hereby conveyed, mortgaged and pledyed, of iended so to be, whether now
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owned by the Mortnagor or hereaflter scquired by 1t and 10 reflect the assignment of the rights or interests
of cither of the Morizagees or of any noteholder hereunder or under any note. The Mortgazor will cause
this Mortgage and any and all supplemental indentures of morigage, mortgages and deeds of trust and
every sccunity agreement, financing statement. continuation statement and every addituonal instrument
which shall be executed pursuant 1o the foregoing provisions forthwith upon execution to be recorded and
filed and rerzcorded und refiled as conveyances and mornigages and deeds of trust of and security interesis
in real and persoasl property in such manner and in such places us may be required by law or reasonably
requested by either Mongagee in order fully 10 preserve the security for the notes and to perfect and
ma:ntain the superior lien of this Mortgage and all supplemental indentures of mortgage, mongages and
deeds of trust and the rights and remedies of the Morngapees and the noteholders,

(b) In the cvent that the Morigegor suffers in the future a deficit in net income, as detetmined in
accordance with methods of accounting prescribed in section 12 of arucle Il hereof, for any fiscal year
while any of the noies are outstanding, the Mortgagor will at any time or umes upon wnittea demand of the
Government or CFC male, execute, acknowledge and deliver or cause to be made, executed, acknowled -
ed and delivered all such further and supplemental indentures of mortgage, mortgages, security
agreements, financing statements, instruments and conveyances, and take or cause to be taken all such
further action, 2s may reasonably be requested by either Mortgagee in order to include in this Mortgage as
Mortzaged Property, and to subject to all the terms 2nd condinons of this Mortgzage, all right, Qitle and
interest of the Morzagor in and 10, ali and singular, the zutomobiles, trucks, trailers, tractors, aizeraft,
ships and other vehicies then owned by the Morigagor, or which may therealter be owned or acquired by
the Morigagor. From and after the time of such written demand of the Government or CFC, such vehicles
ehzll be deerned to be part of the Mortgaged Propenty for all purposes thereof.

Section 14 Arny noteholder may, at any Ume or times in succassion without notice to or the conszn
of the Maorntzagor or any other noteholder and upon such terms as such noteholder may prescribe, grant 1o
any person, firm or corporation who shall have become obligated 1o pay all or any pant of the princigal of
o7 interest on 2ny note held by or indebtedness owed to such noteholder or who may be affecied by the lien
hereby created, an exiension of the time for the pavment of such principal or interest, and after such
extension the Mortzagor will remain hiable for the payment of such note or indebtedness to the same extent

as though it had 2t the ume of such extension consented thereto in wrniung.

Stcrion 15 The Mongagor, subject to applicable laws and rules and orders of regulatory bodies, will
design its rates for elecinc energy and other services furnished by it with a view to paving and discharging
all taxes, maintenance expenses, cost of electric energy and other operating expenses of its eiecine
transmission and distribution system and electnic generating facilities, if any, and also to making ali
payments in respect of principal of and interest on the notes when and as the same shall become dus, to
providing and maint2ining reasonable working capital for the Montgagor and to maintaining a Times
Interest Earned Ratio (herein called “TIER™) of not less than 1.0 and a Debt Service Coverage (herein
calicd “*DSC™) of not less than 1.0, Where a change in design ts proposed, the Mortgagor shall sgredesign
its rates to comply with the requitements of the preceding sentence, except that Net Patronage Capitai or
Mazrpins, as defined below, shall be determined as though the rates proposed by the Mortgagor had bsen
in efiect for cach of the 3 calendar years immediately preceding the date of such determinztion. The
Mortzagor shall pive 90 days prior written notice to each of the Mortgagees of any proposed change in its
general rate structure.

For purposes of this section, TIER of the Mortgagor shall mean the average of the two largest ratios
with respect to each of the three years (herein called the “test years™) last preceding the date of the
determination as 10 the adequacy of the design of rates, determined as follows: for each test year: add Net
Parronage or Capital (as computed for purposes of Line B 29 on REA Form 122) of the Mongagor 10
lnt=rest Expense (as computed for purposes of Line B 20 on REA Form 12a) of the Morngagor, aad divide
the total <o obtained by Interest Expense (us so computed ) of the Mongagon provided, hovever, that in
computing Interest Expense, there shall be added, 1o the extent not otherwise included, an amount equal 1o
3375 of the excess of rentals of Restricted Property (as defined in section 7 of article 11 hereel) under

Lonzaerm Leases (2s definde in section 7 of article I hereof) of the Mortpagor over 2% of the
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Mortgapor's Equities and Margins (as defined 1n the Uniform System of Accounts ). Any reference in this
Morigage to REA Form 124 shall apply to the i2/71 revision (or to the revision of any other date which
may be specified) of such REA Form 12a or 1o any later revision thereof which shall have been at the time
prescribed for use by REA, if some other form containing the corresponding information shull at the tme

‘ be prescribed by REA, such reference shzll apply to the corresponding item in such other form; or il ro
such form is applicable 1o the 2ccounts of the Morigagor, such reference sha!l apply to the corresponding
information otherwise determined in a comparable manner.

For purposes of this section, DSC of the Mortgagor shall mean the average of the two largest ratios
with respect to each of the test years, determined 23 follows: for each test year: add Net Patronage Capital
or Margins (2s computed in accordance with the principles set forth in the preceding paragraph hezeol)
and Interest Expense (2s computed in accordance with the principles set forth in the preceding paragrap
hereo!l) of the Mortgagor 1o Depreciation and Amortization Expense (an amount as computed for
purposes of Line B.1§ on REA Form 12a) of the Morizagor, and divide the total so obtained by an
amount equal to the sum of all payments of principzi 2nd inierest required 1o be made during each of the
test years on account of Total Long-Term Debt (as computed for purposes of Line A.35 on REA Form
124, including interest computed in the same manner 2s Interest Expense, 2s provided above) of the
Mongagor, provided, however, that in the event that any Long-Term Debt (being any amount included in
Toiws! Lonu-Term Debt computed as provided above) has been refinanced duning any test year the
payments of principal and interast required to be made during such year on account of such Long-Term
Debt shall be based (in lieu of actual payments required to be made on such sefnanced Debt) upon the
larger of (i) an aanualizauon of the payments requited 1o be made with respect to the refinancing debdl

v

duriag the portion of such year such refinancing debdt is outsianding or (i) the paymenis of principal and

intzrest required 10 be made during the foliow:ing year on aciount of such refinancing debt

Secrion 16, The Morgagor will not, in any one year, without the approval in writing of the two-
thirds noteholders, declare or pay any dividends, or pay or determine to pay any patronage refunds, or
retire 2ny paitonage capital or make any other cash distributions ( such dividends, refunos, retirements cad
other distributions being hereinafter collecuvely called “distributions™), to its members, stockholders or
consumars if after giving efiect to any such distribution the total Eaquity of the Mortgagor will not equz! or

. excesd 407 of its toial assets and other debits; provided, however, that the Mortgagor may neverthelass

mzie distributions in any year up to 25% of the patronage capital and margins received by the Morigazor
in the next preceding year where after giving efiect to any such distnibution the toiwa! Eguity of the
Mortaagor witl equal or exceed 20% of its total assets and other Aebits; and provided, [urther, however, 1hat
in no event will the Morgagor make any diswibutions if there is unpaid when due any installment of
principal of or interest on the notes, if the Mongagor is otherwise in default hereunder or if, after Ziving
effect 10 any such distribution, the Mortzag or's wotal current and accrued assets would be less than its total
current and accrued habilies.

Fo: the purpose of this section, a “cash distribution™ shall be deemed to include any general
cancellation or abatement of charges for electric energy or services furnished by the Mortgagor, but not the
repayment of a membership fee of not in excess of $100 upon termination of a membership. As uses or
apphied in this Mortgage (1) “Equity” shall mean the aggregate of Equities and Margins (as such terms
are defined in the Uniform System of Accounts) and Subordinated Indebtedness; and (2) “Subordinated
Indebtedness” shall mean unsecured indebt=dness of the MorZagor, payment of which shall be
subordinated to the prior payment of the notes by subordination agreement in form and substance

satisfactory to the Government.
o

Sicrion 17, In the event that the Mortgaged Property, or any pan thereof, shall be taken under the

power of eminent domain, all proceeds and avails therefrom, except to the extent tLat both of the

Mortpasrtes shall consent 1o other use and application thereof by the Mortgagor, shall forthwith he applied

by the Nortgugor firs, to the ratable payment of any indebtedness by this Monzape secured other than

pancipal of or interest on the notes] second, to the ratable pavment of interest which shall have accrued on

the rotes and be unpaid: third, 1o the ratable payment of or on account of the unpaid principal of the

I potes, 1o such inttallments thereof 2s may be designated by the respective notsholers at the time of any
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such payment, and, fourth, the balance shall be paid to whosoever shall be entitled thereto; provided,
however, that any noteholder may cause funds to which it may be entitled under clause third hereof 1o be
applied by the Mongapoer to the making of a deposit in the construction fund contemplated by Account
131.2 of the Uniform Sys:em of Accounts instead of causing such funds 1o be zapplied to the prepayment of
any hote held by such noteholder.

Secrion 18, The Mortgagor will not at any time employ, or enter into any contract for the
employment of, any general manager of the Mortgagor's system or any person exercising comparable
authority to such a manager, unless such employment or such contract shall firs: have been 2pproved by
the Government. If, during such periods as the Mongagor shall be in default in the making of payment or
payments of principal of or interest on one or more of the notes or otherwise be in default hereunder, the
Government shall at any time give notice to the Mortgagor that in uts opinion such system is not being
eficiently operated and shali request the termination of the employmen: of any such manager or person
exarcising comparable zuthority, or shall request the termination of any operating contract in respect of
any such system, the Mortgagor will terminate such employment or operzting contract within thiny (30)
days afier the date of such notice. All contracts in respect of the employment of any such manager or
person exercising comparable authoiity, or for the operation of any such system, shall contain provisigps 10
permit compliance with the foregoing covenants.

Section 19. The Morteagor will well 2nd truly observe and perform all of the covenants, agreements,

y .

terms and conditions contained in the REA Loan Agreement, 2s from time 10 time amended, on its par to

be observed or parformed. The Mongagor will promptly furnish each Mortgages with writien notice of
any amendment cr modification of the REA Loan Agreement, this Mongage, the Contract of Guarantee,
the Guaranty Agreement, the Financing Agreement or the Indenture and of the oecurrence of any event of
default thereunder. For purposes of this Mongage, in the event of any inconsistency between the terms of

waliid

this Morngage and the terms of the REA Loan Agreement, as from time to time amended, the terms of this
forigage shull govemn.

Sicrion 20. The Montgagor will promp:ly notify the Mortgagees in wriung of 2ny change in locaiion
of izs chief place of business or the office where its records concerning accounts and coniract rights are kept

Secrion 21. The Mongagor will obtain all such rights of way, easements from landowrners and
relzases from licnors 2s shall be necessary or advisable in the conduct of its business, and, if requested by

cither Morigagee, deliver to such Morigzges evidence sausfactory to such Mortgagee of we obtaining cf
such rights of way, easements or releases.

Sicrion 22. The Mortgagor will not, without the written approval of the Government, hereafter
maeke 2ny loan or advance to, or make any investment in, or purchase or make any commiiment to
purchase any stoch, bonds, notes or other securities of, or guarantee, assume or otherwise become
obligated or Liable with respect to the obligations of, any person, firm or corporation, except (1) securities
or deposits issued, guaranieed or Yully insured as to payment by the United States Goverament or any
agency thereof, (1) Capital Term Certificates or other securities of CFC, (1ii) capital credits resulting {rom
the payment for power and energy purchased and actually received from a generating and transmission
cooperative of which the Mortgagor is a member, (iv) loans, deposits, advances, investments, securities
and obligations which the Mortgagor has, prior 1o the date hereof, committed itsell to make, purchase or
undertake, as the case may be, and as 1o which the Mortgagor has given the Morngagees notice in wnting
prior 1o the date hereof, and (v) such other loans, deposits, advances, investments and obligations as may
from time to time be made, purchased or undertaken by the Mortgagor; provided, however, that the
aggregate cost of investments, plus the total unpaid principal amount of loans, deposits, advancas and
obligations, parmitted under this clause (v) shall not at any time exceed 37 of the total utility plan: (as
such term 1s defined in the Umiform System of Accounts) of the Mongagor.

Stetion 23 16 all the notes isseed to the Government have been paid and discharged while any of the
CFC Notes zre still outstanding, all rinhts and powers of the Government and the holders of notes issued
10 the Government under this Mortgage shall immediately vest in CFC and the holders of the CFC Notes,
respectively, 2ad, correspondingly, if all the CFC Notes have been paid and dischargzd while any of the

e~
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notes issued 1o the Government are still outstanding, all rights and powers of CFC and the holdzrs of the
CFC Notes under this Mortgage shall immediately vest in the Governiment and the holders of the notes
isued 10 the Government, respectively. CFC, the Government, the Mortgagor and the notcholders shall
execute and deliver such iastruments, assignments, releases or other docuinents as shall be reasonably
required 10 carry out the intention of this section.

Secrion 24, (a) The Morgagor makes to each Mortgagee the saume representations made by it in
subsecuons (g), (h), (i), (). (), (1) and (n) of section 2.2 of the Financing Agreer.ent and covenants
and agrees with cach Morigagee that it will comply with the provisions of section 5.5 of the Financing
Agreement.

(b) In the event that any representation by the Mortgagor contained in said subsections of section 2.2.
of the Financing Agreement shall prove to be incorrect or untrue in any material respect, or the Mortgagor
sha!l fail 10 observe or perform any coveaant or agrzement contained in section 5.5 of the Financing
Agreement and as 2 result the Bonds shall have been 2ccelerated in accordance with the terms of the
Indenture, the Mortgazor will pay amounts thereupon due on account of the Bonds at the ume specified in
arucle 11, section 2(b)(2) kereof. To the extent that it has insufficient funds available for this purpose
from other sources, the Morgagor will apply 1o CFC for 2 long-term loan, the procesds of which will be
psed 10 make such pavmen:s on the Bonds; and if the Government gives writtzn approval to the CFC
Additional Note or Notes evidencing such CFC loan in accordznce with article [, section | hereof, CFC
2grees to make such Jozn, uporn substantially the same terms and conditions as thall be then generally
zpplicable to CFC long-term loan to its power supply members.

ARTICLE Il
REMEDIES OF THE MORTGAGEES AND NOTEHOLDERS

SicTion 1. If one or more of the following events (hereinafter called “events of deiault™) shall
kappen, that is to say: ¢

(a) defauit shall be made in the payment of any instaliment of or on account of interest oa,
prerium, if any, or principal of any note or notes when and as the same shall be required to be made
whether by acceleration or otherwise;

(b) any representation or warranty made by the Mortgagor herein, in the REA Loan Agreement
or in anv certificate delivered hereunder or thereunder shall prove to have been incorreet or unirue in
any material respect,

(¢) default shall be made in the due observance or performance of any of the covenants,
conditions or agreements on the part of the Mortgagor contained in sections 3, 4, 5, 7, 10, 16, 22 and

24(2) of arucle I hereof, 3

(d) default shall be made in the due observance or performance of any other of the covenants,
conditions or agreements on the pant of the Mongagor, in any of the notes or in this Morigage
contained, and such default shall continue for a period of thirty (30) days after written notice
specifying such default and requiring the same to b remedied shall have been given to the Mortgagor
by any noteholder,;

(¢) the Mortgagor shall file a petition in bankruptcy or be adjudicated a bankrupt or insolvent, or
shall make an assignment for the benefit of its creditors, or shall consent 10 the appointment of a
receiver of itself of of its property, or shall institute proceedings for its reorganizauon or proceedings
instituted by others for its reorganization shall not be dismissed within thirty (30} days after the
mnstitution thereof]

(1) a receiver, trustee or liquidator of the Mongagor or of any substantial partion of its properny
sh.all be appointed and the order appointing such receiver, trusiee Jr hiquidater shall not be vacated
within thizty (30) davs after the eatry thereof]
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(g) the Mortgagor shall forfeit or otherwise be deprived of its corporate charter or franchiscs,
permits, casements or licenses required to carry on any material portion of its business;

(h) a fina! judgment shall be entered against the Morizagor and shall remzin unsatisfied or
without a stay in respect thereof for 2 period of thirty (30) days; or

(i) a violation of the terms of any subordination agreement delivered pursuant to section 16 of
anticle 11 hereof shall have occurred;

then in each and every such case the Government, may, on behalf of all the noteholders, 10 the extent
permitted by applicable state law, in its discretion

(2a) without protest, preseatment or demand, declare ali wnpaid principal of and accrued
interest on the notes 1o be due and payable immediately, and upon any such declaration ail such
unpaid principal and accrued interest so declared to be due and payatle, shall become 2nd be cue
and payable immediately, anything contained herein or in 2ny note or notes to the contrary
notwithstanding,

(bb) take immediate possession of the Morigaged Property, collect and receive 2ll credits,
outstanding accounts and bills receivable of the Mortgagor and all rents, income, revenues 14 profits
pertaining to or arising from the Mortgaged Property, or any pan thereof, and issue binding receipts
therefor, znd manage, control and operate the Mortgaged Property as fuliy as the Morntgagor might
do if ia possession thereof, including, without limitation, the making of all repairs or replacements
deermed necessary or advisable;

(ce) proceed to protec: and enforce the rights of the Morngagees and the rights of the noteho!der
or noteholders under this Mortgage by suits or actions in equity or ai law in any court or courss of
competent jurisdiction, whether for specific performance of any covenant or any agreement coniained
herein or in aid of the execution of 2ny power herein granted or for the foreciosure hereof or
hereunder or for the sale of the Mortgaged Property, or any pan thereof, or to collect the deb's hereby
secured of for the enforcement of such other or additional appropriate legal or equitable remedies as
may be deemed most effectual to protect and enforce the rights and remedies herein granted or
conferred. and in the event of the institution of any such action or suit, the Government shail have the
right, irrespective of the adequacy of the security, to have appointed a receiver of the Morgaged
Property and of ull rents, income, revenues and profits pertaining thereto or ansing therefrom denved

received or had trom the time of the commencement of such suit or action, aud such receiver shall
have all the usual powers and duties of receivers in like and similar cases, t0 the fullest exient
srmitted by law, and if application is made hereunder for the appointment of a receiver the
Morrgagor hereby expressly consents that the court to which such application shall be made may,

irrespective of the adequacy of the secunity, make said appointment; and

(dd) sell or cause to be sold all and singular the Mortgaged Property or any pan theseof, and all
right, utle, interest, claim acd demaad of the Mortgagor therein or thereto, at public auction or
otherwise, as may be prescribed or permitted, and in the manner prescnbed or permitied by
applicabie law.

Sec.1on 2. (a) Upon the expiration of 30 days after the happenizg of an cvent or events of defauls,
any nght or remedy herein or by law conferred which the Government shall not have proceeded to
exercise or enforce may, to the extent permitted by applicable state law, be exercised and enforced by the
majority noteholders on behalf of all the noteholders.

(b) Nowwithstanding the remedial rights of the Government provided for in section 1 of this aricle 1]
and of the majority noteholders provided for in subsection (a) of this seciion 1.

(1) upon the cccurcence of any event of default described in section 1(a) of this article Jil in
respect of any CFC Note or CFC Additional Note, (1) if such event of default, or any other event of
default under such section in respect of any CFC Note or CFC addiional Note { herein cailed “'non-

payment event of default™) shall not have been cured after the expiration of 360 days from the ininal
occurrence of 3 non-payment event of default and (ii) if afier the expiraton of such 360 days CFC
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shall, in wrinng. request the Governimeni 1o exercise the remedy provided fur in section 1(bb) of a1
ariicle 11, thea the Government shall, on or before the expiration of sixty (60 ) days from the date of
such written request, exercise such remedy on behalf of all the noteholders if, and to the extent,
permitted by applicable law. If the Government fuils 10 exercise such remedy at such time, and if Uiz
non-payment ovent of default first occurring, or any other such event of defauly, shall not have bean
cured, CFC may forthwith exercise the remedy provided in said section 1(bb) on behalf of all ihe
notcholders. If, upon the expiration of 720 days afier the occurrence of the initial non-payment event
of default, such ininal non-payment event of default or any other subsequently occurring non-
pavment event of default shall not have been cured, CFC may exercise on behall of all the
notcholders any right or remedy described in section 1 of this article; and

(2) if any representation by the Mongagor contzined in section 24(a) of anicle Il hereof shall
prove to be incorrect or untrue in any material respect, or the Mortgagor shall fail 10 obsenve or
perform any covenant or agreement contained in said section 24(a ), and a ruling 1s made 0 the 2fect
that as a result of such incorrect or untrue representation or faitlure by the Mortgagor, the interest
payable on the Bonds is includible in the gross income for Federal Income Tax purposes of the holdsr
of holders thereof (other than a “substanual user™ of the pollution control faclities as provided in
section 103(b)(7) of the Intemal Revenue Code or a “related person™ as defined in secion 103(b)
(6) (c) thereof), such ruling being etther by: (1) the Internal Revenue Service in 2 publishzd or
private ruling or technical advice memorandum in which the Morgagor has been given the
opportunity to participate directly or through any holder or holders of z2ny of the Bonds and the efec:
of which ruling or memorandum the Mortgagor, in its discretion, does not contest by any approprizie
legal judicial proceeding directly or through any holder or holders of any of the Bonds, or (U) 2 finzl
detzrmination by any court of competent junsdiction in the United States in 2 proceeding in which the
Mortgagor has been given an opportunity to parucipate directly or through any holder or holders of
any of the Bonds, and if the Bonds have been accelerated because of such ruling, and the Morzagor
has not paid the amounts due on the Bonds as a result of such acceleration within 120 days after the
Mongagor obiains knowledze of the reling, CFC may exercise on behzlf of all the neteholders ary
right or remedy described in section 1 of this article 111; and

(3) if, n the opinion of counsel satisfaciory to the Government, the Government mzy naot
lawfully act on behalf and for the benefit of all noteholders other than the Government, CFC shzll
have the right to exercise any right or remedy described in section 1 of this arucle III: (1) immediarely
upon the Government's exercise of any right or remedy hereunder; or (i1) on a date 120 days or mors
after the occurrence of an event of default, which is then continuing, if the Government has {ailzg,
prior 10 such date, to exercise any right or remedy hereunder.

(¢) CFC may, at any time or times, by specific performance or injunctive action, obtain compliance by
the Mortzagor with any covenant of the Morntgagor herein (other than covenants providing for payments
on account of the notes) which expressly runs 10 CFC as such (whether referred to as “CFC” or 25 a2
“Morigagee”) and which expressly provides for or requires the consent of, approval of, notice 10, or
request or direction by, CFC as such ( whether referred 10 as "CFC" or as a “Morigagee™) contaTned in the
fifth and ninth paragraphs of section 6(b), the second paragraph of section §(b). sections 12, 13, 15, 17,
19, 20 and 24(a), of article II hereof, section 3 of article 11l hereof and section 8§ of article V hereof, 2. d
any covenants or agreements which run to CFC (whether referred 10 as “"CFC" or as a "“"Mongagee")

added by amendment of this Mortgage pursuant ' the provisions of section 8 of anicle V hereof.

(d) The holder of any CFC Note or CFC Additional Note may declare 2l unpaid principal of,
premium, if any, and interest on all outstanding CFC Notes and CFC Additonal Notes 10 be due and
pavable immediately, in the manner described in section 1(2a) of this article 111, ifl (i) the Government or
any person other than such holder or the Trustee shall have duly caused acceleration on account of any of
the notes; or (ii) any of the events of default specified in section 1(¢) or () of this article 11 shall have
occurred at the instance of any person (including the Government) other than such holder or the Trusize.

(¢) Nothing in this Mortgage contained shall affect or impair the right, which is absoluie and
unconditional, of any holder of any CFC Note or any other note which may be secured heredy, to enforcs
the payment of the principal of, premivm, if uny, or interest on such note on the date or dates any such
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intersst, premium or pauacipal shall become due and payable, whether by acceleration or otherwise, in
accordance with the terms of such note; provided, however, that no such acceleration by any holder of any
CFC Note shall be effective unless pursuant 1o section 2(b) or section 2(d) of this arucle I11.

Secrion 3. The Mortgagor covenants that it will give immediate wntten notice 10 both of the
Mortgagees 2nd 10 2ll of the noteholders of the occurrence of any event of default or in the event that an»
nght or remedy described in clauses (2a) through (dd) of section | of this article 1] is erercised « -
enforced, or any action is taken 1o exercise or enforce any such right or remedy. Each Morigag
covenants that it will give immediate wnitten notice 1o the other Mortgagee and to all of the notcholders o!
the occerrence of any event of default of which 1t has knowledge or in the event that such Mortzagee
exercises of eaforces any right or remedy descnbed in s2id clauses (2a) through (dd), or takes any action
to cxercise or enlorce anyv such right or remedy

SecTioN 4. At 2ny sale hereunder any noteholder or noteholders shall have the right 1o bid for and
urehase the Manzaged Propenty, or such part thereof as shall be offered for sale.
» y 15

SzcTion 5. Any proceeds or funds arising from the exercise of any rights or the enforcement of any
remedies herain provided after the payment or provision for the payment of any 2nd all costs and expgnses
in connection with the exercise of such rights or the enforcement of such remedies and any oiner sum
received by the Mengagees, the disposition of which is not othenwise herein specifically provided for, shall
bc applied (except to the extent that any note provides for subordination thereo!) first, to the payvment of

indebredness hereby secured other than the principal of or interest on the notes; second, to the ratable
p:} ment of interest which shall have accrued on the notes and which shall be unpaid; third, to the ratable
p.u  of or on zccount of the unpaid principal of the notes; and the balance, if zny, shall be paid 1o
whosoever shall be entitled thereto. Any proccc"s ar funds collected by the Government under this
Mortgage for the account or benefit of, or which are dist n‘ruut"c or atnbutable 1o, CFC or any holder of
any note other than an outstanding REA Note or other note issued to the Government are not payments of
parcipal of or intetest on the outstanding REA 7\0(: or other note issued to the Governmeni as
contemplated by 7 United States Code Annotated Secuon 903(f) and shzli be held by the Government in
trust for the benefit of CFC or such holder, as the case may be, and in no event shall be deemed to be
moneys receinved for the use of the United States of America as contemr piated by 31 United Stztes Code
Arnnotated.

Stction 6. Every rizh: or remedy herein conferred upon or reserved 10 the Morgagees or to th
noiehoiders sha!l be cumulative and shall, except as otherwise limited herein, be in addition 10 every other
nght and remedy given hereunder or now or herealter existing at law, or in cquity, or by statute. Th-
puisuit of any night or remedy hereunder shell not be deemed to be an election and shall not preclude th
pursuit of anv other right or remedy.

Secrion 7. The Morgagor, for itself and all who may claim through or under it, covenants thar®: will
not ot any time insist upon or plead, or in any manner whatever claim, or take the benefit or advantage of,
any appraisement, valuauon, stay, extension or redemption laws now or hereinafter in force in any locality
where any of the Mortgaged Property may be situated and the Mongager, for itself and all who may claim
through or under it, hereby waives the benefit of all such laws unless such waiver shall be forbiddzn by
law.

Sicmion §. If at any time after an event of default and prior 1o the institution of foreclosure
proceedings, ull pavments in respect of principal and interest which shall have become due and payable by
the terms of the rotes shall be paid to the respective noteholders, and all oiher defaults hereunder and
under the notes shall have beea cuted, together with reimbursement for any resuliing expense or damage,
to the satsfaciion of all the noteholders, together with interest at the highest lepal rate but not in excess of
ten percentum (10%) per annum, then and in every such case, the Mongagee or Mongagees who shili
have instiuted any of the foregoing remedies may, by written notice 1o the Mortgagor, waive such default
or defaults, but no such waiver shull extznd to or 2fect any subscquent default or Impuir 2ny night
corsequent thereon

I8
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Stcrion 9. For purposes of this awicle 111, 1o the catent permiited by apphicable state law, cach
noteholaer appoints the Morigagee or Mortgagees cxercising any remedy as above provided as us
attorney( s )-in-fact for cuch purpose.

Sscmiox 10. Nothing herein contained shall be desmed 10 authorize the Morgagees to authorize or
consent to or accept or sdapr on behall of any noicholder any plan of reorganization, arrangement,
adjustment or composition affecting the notes or the nights of any holder thereof, or to authorize the
Mongagees to vote in respect of the claim of any notcholder in any such proceeding

Section |1, Any richts of action and cluims under this Mortgage or the notes may be prosecuted and
enforced by the Merigagee or Mongagees prosecuting and enforcing the same without the passession of
ary of the notes, or the produciion thereof in any proceeding relating thereto, and, 10 the extent permitted
by applicable state law, 2ny such proceeding instituted by either Mortgagee shall be brought in its own
name as attorney-in-fact for the noteholders, and any recovery of judgment shall, after provision for the
paymer: of the rcasonable compensation, expenses, disbursements and advances of the Mortgagees, theie
2zents and counsel, be for the ratable benefit of the noteholders in respect of which such judgment has
been recovered.

ARTICLE IV
Possession UnTiL DeraviT—Dersasance CLauss
Szcrion 1. Untl some one or more of the evants of default shill have happened, the Morigagers
be suffered and permiitad 1o retain actual possession of the Mortgaged Property, and to manage, operace
24 use the same and 2ny pant thereof with the nghts and franchises appertaining thereto, and to collect
receive, take, use 2nd cnjoy the rents, revenues, issues, earnings, income, products and profits thereof or
therefrom, subject to the provisions of this Mortzage.

Section 2. If the Mortgagor shall well and truly pay or cause to be paid the whele anount of the
principal of and interest on the notes at the times and in the manner therein provided, according to the try
intent and meaning thereof, and shall also pay or cause 1o be paid all other sums payable under the REA
Loan Agreement, as amended from time to time, and hereunder by the Mongagor and shall well and truly
hesp and perform, according to the true intent and meaning of this Morgage, all covenants herein
required to be hept and performed by it, then and in that case, all property, rights and interests hereby
cenveyed or assigned or pledged shall revert to the Morigagor and the estate, right, title an4 interest of the
Mornizasees and the noicholders shall thereupon cease, determine and become veid and the Meortgagess
and the noteholders, in such case, on written demand of the Mongagor but at the Mortgagor's cost and
expense, shall enter sausfaction of this Morigage upon the record. In any event, each noteholder, upe
payment in full to hum by the Mongager of 2ll principal of and interest on 2ny note held by him and the
payment and discharge by the Mongagor of all charges due to such noweholder hereunder, shall execute
and deliver to the Morigagor such instrument of satisfacuon, discharge or release 2s shall be requuzed by
law in the circumstances. .

=3

ARTICLE YV
MISCLLLANEOUS

Secrion 1. 1 is hereby declared to be the inteation of each of the parties hereto that 2l eiectne
penerating plants and appurtenances thereto, transmission and distribution hines, or systems, embraced in
the Monsaged Property, including, without limitation, all rights of way and casements granted or given 1o
the Mortaapor or obtained by it to use real property in connection with the construction, ope-2uen or
maint=nance of such plans, lines, or systems, and 2!l service and connecting lines, poles, posts, crossarms,
wires, cables, conduits, mains, pipes, tubes, transformers, insulators, meters, clecirical connections, lamps,
fuses, junction boxes and fixtures forming part of, or used in connection with, such plants, lines, or sysiems,
and 2!l other property physically attached to any of the feregoin;-descnibed propenty, shall be deemed to
be res! proneny.
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Secrion 2. All of the covenams, stipulations, promises, undertukiogs and agreements herein
contzinzd by or on behulf of the Mortgagor shall bind its successors and assigns, whether so speaificd or
not, and all tirles, rights and remedies hereby granted 10 or coaferred upon the Mortgagees shall puss 1o
and inure 1o the benefit of the successors and assigns of the Morigagees and shall be deemed 1o b grunted
or conferred for the ratable benefit und sccunty of all who shall from time 1o tirme be the holders of notes
exccuted und delivered as herein provided. The Mongagor and each of the Morgagees kereby agree to
execute and deliver such consents, acknowledgments and odher instruments as m2y be reasonably
requestzd by either of the Mortgugees or any notzholder in connection with any assignment of the rights or
interests of cither Mortgagee or any noteholder hercunder or under the notes. Notwithstanding the
foregoing, no stle, assignment or transfer of any CFC Notes or any CFC Additional Notes and no
assigament of any right or power of CFC hereunder, shall be effective as against the Government or the
Mortgagor, unless such sale, assipnment or transfer shall have Seen previously approved in writing by the
Government, it being understood that no such approval shall be required for or in connection with any
assignment, transfer, mortgage, hypothecation or pledgs (hereinzfier called a "security imerest™): (i) by
CFC of 2y CFC Note, CFC Additional Notes or any right or power of CFC or the holder of any CFC
Notes or CFC Additonal Notes hereunder in connection with a borrowing by CFC, which security interest
provides that the rights and powers of CFC and the holders of such notes under the terms of such notes
and this Mortgage shall be exercised by the holders thereof or CFC unless and unti’ 2 default by CFC
exisis under the terms governing such security interest and that the resirictions herein contained shzll not
apply 1o any sale, assignment, transfer or other disposition pursuant to the terms goveraing such security
interest anc shall not apply 0 any such disposition by any percon other than CFC; or (ii) by CFC of 2ny
CFC Note or CFC Additional Note pursuaat to the Guaranty Agreement,

SecTion 3. All demands, notices, reponts, approvals, designations, or directions reguired or permitied
to be given hereunder shall be in writing and shall be deemed 1o be properly given if mailed by repistered

ai addresced to the proper party or parties at the following addresses:

As 10 the l',(‘n:agor: &)uth “iSSiSSi;;i m&t.!'ic P\J'--‘:l‘: PSSDC:'_-‘.t_i .
P.O. Box 1589
Hattiesburg, Mississippi 39401
As to the Mortgagee: CFC: National Rural Unlities
Cooperative Finance Corporation
1115 30th Sireet, NV,
Washington, D.C. 20007

The Government
Rural Elecinification
Administration
Washington, D.C. °

and as to any other person, firm, corporation, or governmental body or agency having an intgrest herein by
reason of being the holder of any note or otherwise, at the last address designated by such per<on, firm,
corporation, governmental body or agency to the Mongagor and the Mortgagees. The Mortgagor or the
Mortgagees may from time 1o time designate 10 each other a new address to which demands, notices,
repons, approvals, designations or directions may be addressed and from and afier any such designation

the add ess designated shali be deemed 10 be the address of such party in licu of the address hercinabove
given.

Stcnon 4. The invalidity of any one or more phrases, clauses, sentences, paragraphs or provisions of
this Morngage shall not affiect the remuining portions hereof, nor shall any such iavalidity as o one
Mortpagee or as 10 any holder of notes hereunder affect the rights hereunder of the other Mortgagee or any
other helder of notes

Secnion 5. Accounting terms rot referred 10 above re used in this Morigace in accordance with 1he
meanings civen them in the Uniform System of Accounts or, failing provision therefor in said Sysiem, the
meanings given them by generully accepted accounting practices. Any reference herein 1o " direciors™ or
"board of dircctors™ shall be decined 10 mean “trustee™ or “board of trustees™, as the case may be.
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Sicrion 6. To the extent that any of the property described or referred 1o in this Monzage is
governed by the provisions of the Uniform Commercial Code this Morgage is hereby deemed a “sccurity
agreement” under the Uniform Commercial Code, and a “financing statement™ under the Uniform
Commercial Code for said security agreement. The muiling addresses of the Mortgagor as debtor, and of
the Mortpagees as secured parties, are as set forth in section 3 of this arucle V.

Sicrion 7. The Mongagor agrees to indemnify and save harmless each of the Morigagees aguinst
any liability or damages which either of them may incur or sustain in the exercise and performance of their
powers and duties hereunder. For such reimburiement and indemnity, the Morizagees chall be secured
under this Mortzage in the same manner as the rotes and all such reimbursements for expense or damage
shall be paid 10 the Morgagees incurring o1 suffenng the same with interest at the rate specified in section
9 of zruicle 11 hereof

Siction 8. Notwithstanding any other provisions of this Mortgage, the consent of CFC or any holder
of any of the CFC Notes or CFC Additional Noies shall not be required for any amendment of this
Mortpage for any one or more of the following purposes:

(2) to convey, transfer and 2ssign to the Mongagees and to subject to the Lien of this Morgage

o e e

with the same force and effect as though included in the grantng clause hereof, addional propers;

(b) to 2dd 1o the covenants of the Mortzagor further covenants, restrictons of conditons for the
protection of the holders of the notes secured hereby, and to make the occurrence, of the oceurrent
and continuance, of a default in any of such additional covenants, restricuions or condiuons a default
or an event of delault permitting the enforcement of any or zll of the several remedies provided in th!
Mortyage as herein set forth; provided, however, that in respect of any such addiuonal covenant,
testriction or condition such amendment may provide for a paruculer period of grace after defaulh
(which period may be shorter or longer than that allowed in the case of other defaults, butin no event
longer than thisty days) or may provide for an immediate enforcement upon such default or may himit
the remedtes available to the Mortgagees upon such defauly;

(c) to increase the amount of the Maximum Debt Limit specified in the Instruments Pecizal

Secnios 9. At all imes when any note is held by the Government, or in the event the Government
shall assizn a note without having insured the payment of such note, this Mortgage shall secure payment of
such note for the benefit of the Government ~r such uninsured holder thereofl) us the case may be. When.
ever uny note mav be sold 1o an insured puichaser, it shall continue to be considerel & *'note” as defined
herein, but as to any such insured note the Government, and not such insured purchuser, shall be
considered 10 he, and shall have the rights of, the noteholder for purposes of this Morigage. Notice of the
nghts of the Government under the preceding sentence shall be set forth in all such insured notes. As to
any note which may evidence a loan or lozns guaranteed pursuant to the Act, the Government, and not the
guaranteed lender or lenders, shall be considered to be, and hall have the rights of, the notehelder for
purposes of this Mongage, - =

Srerion 100 In the event that the Pollution Control Note and the CFC Guaranty Note shall not ha. e
been executed and delivered on or before June 1, 1978, no CFC Notes or CFC Additional Notes shall be
secured by the Morgage uness otherwise provided by or in a supplement to this Morngage duly
authonzed, executed and delivered.

Secrion 11, Any referency herein to the Administrator shall be deemed to mean the Administrator of
the Rural Electrification Admustration or his duly authorized representative or any other person or
authority in whom may be vested the duties and functions which the Administrator is now or may
hercalier be authorized by law to perform.

Sicrion 12, This Montgage may be simulianecusly executed in any number of counterparts, end 2l

said counterparts executed and delivered, each as an onginal, thull constitute but one and the same
instrument
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SCHLEDULE )

Property Schodule
Ln)‘ﬁ:: Imisting 1MNwetrie Facilitics are locate! in the Countics of Adars,
73 n, Forrest, Franklin, George, C‘cene, Jasper, Jefferson-Davis, Jonss,
. Lawrence, Marion, Newton, Pearl River, Pe::r'J Pike, Raxjd_n, Scott,
Sim=scn, Snith, Stona, Vayne and Wilkinson, in the State of l4°sxssz;:-, ard in the
- 1, Clay, leslie and Harlan in the Comronwealth of Kentucky
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L) he proparty ceferrad to in the last two lines of paragjraph T of the

Croanting Clavos inclules the followving:

(l

- 1. A certain tract or pa:cel £ land in Forrest County, Mississippi,
described in the following deeds:

(a) A certain €323, dated Septerbar 14, 1973, by Fan;ie
G. Brown, a widow, et al, heirs at law of Louis W,
BErown, deceased, as grantors, to the lisrtoager, as
rantee, and recorded in the O0ffice o©f the Clerk qf
the Chancery Court of Forrest County, in the State
’ of Mississispi, in Deed Book 325, on page 191;

(b) A certain deed dated October 6, 1 L. Brow
jartin Chambliss, an heir at 1
deceased, as grantor, to thes Mort
and recorded in the 0ffice cf the
. Court of Forrest County, in ths State of lMigs
' in Deed Dook 385, on page 183;

(c) A certain deed, dated Septembde r 3
Brown Loftin, an heir of Louis ¥W. Brown
grantor, to the Mortgagor, as >
in the Cffice of the Clerk of
Forrest County, in the State o
. ' Book 385, on page 179;

deceased, as
-

(@) A certain deed, dated October 16, 1973, by Ona Faye
Brown Gunthrope, an heir at law of louis V. Brown,
deceased, as grantor, to the Mortgagor, as grantee,
ard recorded in the Office of e Clch of the Chanccry
Court of Forrest County, ‘in the State of Mississippi,
in Deed Dook 385, on page 187;

2. A certain tract of lond described in a certain deed, dated
Farch 5, 1970, by Valter L. Beech, Sr., and Bessie MM, Beech,
his vife, as grantors, to the Mortgacor, as grantiee, and
recoréed in the Oifice of the Clerk of the Chancery Cour
of the First Judicial District of Jones County, in the State
of Mississippi, in Deed Book 145, on paces 219-221; o

. : 3. A certain tract of land described in a certain deed, dated

Kay 31, 1568, by Luke lNinton ard llalissia Hinton, his wife,
. as grantors, to the lortgagor, as grantce, and rcc::dc- in

. the Office of the Clerk of the Chancery Court of Ferry County,
in the State of lissiusippi, in Deed Dook LD-27, on pages
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In Wirsess Winmrg:, SOUTH MISSISSITPI ELDCIRIC O™ AS SOCIATION , 25
Morzagor, bas caused this Supplemental Morigage and Security Agu ement 10 be signed in its nume and

s corporate seal 1o be hereunto affined and atesied by its officers thereunto duly authorized, NaTios o,
Rurar Uniiries Coorrranve Fisasce Corroratios. as Mortgazee, has caused this Supplemer: .
Morigage and Sceuriy Agreement 10 bhe sizned in its name and its corporate seal 1o be hercunto afiacd

and attested by its officers thereunto duly 2uthorized, and UniTro STATES OF AMin: Ca, as Monigagee, has
cansed this Supplemental Mongage and Security Agreement to be Culy executed 12 its behalf, all us of t4n

" wduy ané year first sbove written

£ eyt UTH MISSISSIPPI ELTCIRIC PONZR ASCOCIATION
2 (Ska) (/-- ={) by
S Aviest: £ i\ g, / ,,4,/6
’ 7 R Iy :
‘ l c,qf'-)_,c_,\;’ Lo (ﬂ’L-L____ Prrn..r-!
a0y ‘ Secretary

" E‘ec.(.d b/ the Ps.on;'.:gorl he prcscrcc of:
\n:rcsses

NATIONAL RURAL UTILITIES COOPERATIVE
FINANCE CORPOZATION
T
/7 ﬁ/l

) : by //,1//27“ .,//

' Guu’r..cr
(Seal) /
Attest 0 /WM———
g3 o Ira Shesser
' Assistant Secretary
I Execuied by Natonal Rural Utilities Cooperative
Finance Corporation, Mongagee, in the presence of:
P
— \ ~ Ny ’ )
T T P / P ™
F /
L™ o, Z i;} _4‘/
.___,_Z...:‘q W ST SRR O 5 T
Witnesses

UNITED STATES OF AMERICA

’ ~r
by o2 DA L e
y’ cting Aéministrator
of
Rural Electrification
Administration
Exccuted by United States of America, Mongages, in

the pr-xenc of:

i /) /‘—"7)7/;\/ / \7'/L<.—.'1_¢M
e et /‘4 A

\ 1Hnesses

-
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4.

A certain tract of land described in a certain deed, dated
hugust 16, 1971, by Willie McDonald, and Sebell McDonald,
his wife, as grantors, to the Mortgagor, as grantece, and
recorded in the Office of the Clerk of the Chancery Court

of Perry County, in the State of Nississippi, in Deed Book
Lh-38, on pages 87-8;

A certain tract or parcel of land in Perry County, Mississippi,
described in the following deeds:

(a) A certain deed dated July 19, 1971, by Luke Hinton, a
widower, et al, heirs at law of Mtalissia Minton, deceased,
as grantors, to the Mortgagor, as grantee, and recorded
in the Office of the Clerk of the Chancery Court of
Perry County, in the State of NMississippi, in Deed Book

LD-28, on pages 55-59; s
(b) A certain deed datea July 30, 1971, by Ray Minton,

et al, heirs at law of Nalissia Hinton, deceased,

a3 grantors, to the Mortgagsr, as grantee, and recorded

in the Office of the Clerk of the Chancery Court cf

Per:y County, in the State of Mississippi, in Deed

Book LD-38, on pages 60-65;

h certain tract of land described in a certain deed, dated
December 29, 1959, by E. M. Windhan, Jdr., as grantor, to

the liortgagor, as grantee, and recorded in the Office of

the Clerk of the Chancery Court of the First Judicial District
of Jones County, in the State of Mississippi, in Deed Book

72, »n page 424; '

A certain tract of lan? described in a certain deed, dgted
Decanber 29, 1959, by Charity Windham, a widew, et al,

heirs of E. M. Windham, Sr., deceased, as grantors, to the
tiortgagor, as grantee, and recorded in the Office of the
Clerk of the Chancery Court of the First Judicial District =
of Jones County, in the State of Mississippi, in Deed Book
72, on page 426;

A certain tract of land described in a certain deed, dated
January 29, 1968, by Charity Windham, a widow, et al, heirs
of E. M. Windham, Sr., deceased, as grantors, to the Mortgagor,
as grantee, and recroded in the Office of the Clerk of the
Chancery Court of the First Judicic District of Jones

County, in the State of Mississippi, in Dued Book 122, or

Pages 171-73;

A certain tract cf land descrided in & certain deed, dated
July ‘26, 1973, by T. J. Flynt of Juanit@ C. Flynt, his

wile, as grantors, to the Yortgagor, as grantee, and recorded
in the Office of the Clerk of the Chancery Court of the

First Judicial District of Jones County, in the State of
Mississippi, in Deed Book 170, on pages 575-706;

DU UL u@np\m



10.

11.

13,

14.

A certain tracl of land described in a certain deed, dated
hugust 9, 1968, by A. P. Rahaim and Helen Rahaim, his wife,
&5 grantors, to the lortgagor, as grantee, and recorzded in
the Office of the Clerk of the Chancery Court of Perry
County, in the State of Mississippi, in Deed Book LD-23, on
pages 258-9:

A certain tract of land described in a certain deed, dated
October 16, 1968, by Ruby Alma Wooley, a widow, as grantor,
to the Mortgagor, as grantee, and recorded in the Office

the Clerk of the Chancery Court of Jefferson Davis County,
in the State of Mississippi, in Deed Book 87, on page 543;

A certain tract of land described in a certain deed, dated
October 22, 1968, by B. O. Phillips and Vermell Phillips,
his wife, as grantors, to the Mortgagor, as grantee, and
recorded in the Office of the Clerk of the Chancery Court
of the First Judicial District of Jasper County, in the
State of Mississippi, in Deed Book 53, on pages 115-16;

A certain tract of land described in a certain deed, dated
March 15, 1968, by Roy Cook, as grantor, to the lMortgagor,

as grantee, and recorded in the Office of the Clerk of the
Chancery Court of Marion County, in the State of Mississippi,
in Deed Book 595, on page 521;

o2
m
(e

A certain tract of land descri in a certain deed, dated
Pay 13, 1971, by M. S. Gatlin, as grantor, to the Mortgagor,
as qrantee, and recorded in the Office of the Clerk of tha
Chancery Court of Wayne County, in the State of Nississippi,
in Deed Book 433, on pages 227-29;

h certain tract or parcel of land in Amite County, Mississippi,
described in the following deeds:

(a) A certain deed dated March 3, 1973, by Esau P.
Steptoe, et al, heirs at law of Charles Steptoe, &
deceased, as grantors, to the Mortgagor, as grantee,
and recorded in the Office of the Clerk of the
Chancery Court of Amite County, in the State of
Mississippi, in Deed Book 166, on pages 219-21;

(b) A certain deed, dated March 1, 1973, by R. J.
Steptoe, an heir at law of Charles Steptoe,
deceased, as grantor, to the Mortgagor, as grantee,
and recorded in the Office of the Clerk of the -
Chancery court of Amite County, in the State of
Mississippi, in Deed Book 166, on pages 216-18;

(c) A certain deed, dated March 10, 1973, by E. W.
Steptoe, et al, heirs at law of Charles Steptoe,
dececased, as grantors, to the Mortgagor, as grantce,
and recorded in the Office of the Clerk of the
Chancery Court of Amite County, in the State of
‘insissippi, in Deed ook 166, on pages 222-24;

’ POOR ORIGINAL



16.

17'

l8.

19.

20.

(d) A certain deed, dated April 24, 1973, by Louis
Steptoe and Albert Steptoe, heirs at law of
Charles Steptoe, deceaced, as grantors, to the
bPortgagor, as grantce, and recorded in the Cffice
of the Clerk of the Chancery Court of Amite County,
in the State of Mississippi, in Deed Book 166, on
pages 449-51;

(e¢) A certain deed, dated hpril 24, 1973, by Easter
PeClinton James and Flanders ieClinten, Jr., heirs
at law of Charles Steptoe, deceased, as grantors,
to the lortgagor, as grantee, ard recorded in the
Office of the Clerk of the Chancery Court of Amite
County, in the State of Mississippi, in Deed Pook
166, on pages 446-48;

A certain tract of land described in a certain deed, dated

Farch 7, 1968, by Virginia Lou Lucas lilstead and J. J.

Milstead, her husband, as granters, to the lortgagor, as

grantee, and recorded in the 0ffice of the Clerk of the

Chancery Court of Greene County, in the State o= Mis=issippi

in Deed Book P-2, on page 323;

A certain tract of land described in a certain deed, dated
Farch 29, 1969, by Edward N. Garner, as grantor, to the
Vortgagor, as grantee, and recorded in the Cifice of the
Clerk of the Chancery Court of the First Judicial District
of Jasper County, in the State of Kississippi, in Deed
Book 26, on pages 93-5;

h certain tract of land Qescribed in a certain deed, dated
July 1, 1971, oy Walter A. Cochran and lrs. Katie Colluican,
his wife, as grantors, to the llortgagor, as grantee, and
recorded in the Office of the Clerk of the Chancery Court.

£ Vayne County, in the State of itississippi, in Deed Book
433, on pages 451-53; ;

A certain tract of land described in a certain deed, dated
Parch 26, 1968, 'by Sim Clark, Jr., and Mary Virginia Clark,
his wife, as grantors, to the lortgagor, as grantce, and
recorded in the Office of the Chancery Clerk of the Chancery
Court ¢f George County, in the 5State of Miss_ssippi, in Deed
Pook 76, on pages 378-79;

A certain tract of land described in a certain deed, dated
May 3, 1971, by Masonite Corporation, a corporation in the
laws in the State of Delawvare, as grantor, to the lortgagor,
as grantce, and recorded in the Office of the Cler) of the
Chancery Court of the First Judicizl District of Jasper
County, in the State of Hississippi in Deed Dook 29, on pages
2925-99;
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21.

22.

23.

24.

B & s i - Ve ey

A certain tract of land describe’ in a certain deed, dated
June 17, 1969, by C. I. Mor-¢ and Wilma licore, his wife, as
grantors, to the liortgagor, as grantee, and recorded in the
Office of the Clerk of the CThancery Court of the Second
Judicial District of Jones County, in the State of llississippi,
in Deed Book 344, on page 172;

A certain tract of land described in a certain deed, dated
October 6, 1959, by Edith Harris, et a2l, heirs at law of

T. L. KRarris, deceased, as grantors, to the Morigagor, as
grantee, and recorded in the Office of the Clerk of the
Chancery Court of Newton County, in the State of lississippi,
in Deed Book 143, on page 272;

A certain tract or parcel of land in the First Judicial Dist

F‘
of Jones County, Mississippi, described in the following deeds;

(2) A certain deed dated June 24, 1971, by Stewart
Gammill, IIX., as grantor,'to the llortgagor, as
grantee, and recorded in tha Office of the ClerX
of the Chancery Court of the First JLA&C;GL D strict
of Jones County, in the State of Mississirpi, in
Deed Book 153, on pages 214-16;

(b) A certain deed, dated September 8, 1972, by L. O.
Crosby, III, as grantor, to the lortgazor, as
grantee, and recorded in the Office of the Clerk
of the Chancery Court of the First Judicial District
of Jones County, in the State of Mississippi, in
Deed Book )1A4, on pages 521-32;

A co*t*'n tvact or parcel of land in Forrest County, Mississippi,

ribed in b~ following deeds:

(2) A certain deed, dated September 30, 1971, by Ray E.
Davis, Jr., and Doris Davis Sennett, as grantors,
to the Mortgagor, as grantee, and recorded in
the Office of the Clerk of the Chancery Court of
Forrest County, in the State of lMississippi, in
Dred Book 353, on page 546;

(b) A certain deed, dated September 27, 1971, by W. W.
Hutto and Ray E. Davis, Jr., as grantors, to the
Mortgagor, &s grantee, and recorded in the Cffice
of the Clerk of the Chancery Court of Forrest County,
in the State of Missicsippi, in Deed Dook 353, on
page 544;

{c) A certain deed, dated Ocstober 12, 1971, by LeRoy Wheat
and Alline Wheat, his wife, as grantors, to the
llortgagor, as grantce, and recerded in the Cffice

of the Clerk of the Chancery Court of Forrest County,
in the State of MNississippi, in Deed Dook 354, on

page 171;
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(d) A certain deed, dated October 28, 1971, by Fannie Lou

Vheat and .osemary W. Matthews, as grantors to the
Vortgagor, as grantce, and recorded in the Office of
the Clerk of the Chancery Court of Forrest Coun ity,
:he State of Missicsippi, in Deed Book 354, on page
$93;

(e) A certain deed, dated Octoter 28, 1971, by
Fannie Lou wheat ard Rosemary V. Matthews, as
grantors, to the lMorigager, 25 grantee, and
recorded in the Office of the Clerk of the
Chancery Court of Forrest County, in the State
of Hississippi, in De2d Book 354, on page 495;

(£) A certain deed, da-ed MNovember 5, 1971, by .
Jessie M. Hudson, :s grantor, to the liortgagor,
as grantee, and recordeé in the Of f'ce of the
Clerk of the Chancery Court of Forres oun
in the State of Mississippi, in Desed Scck
on page 36;

A certain tract of land described in 2 certain deed
dated June 24, 1974, by W. S§. Tatum, et 21, 2s grantors,
to the mortgagor as grantee, and recoréded in the Office
of the Clerk of the Chancery Court of Lamar County, in
the State of Mississippi, in Deed Book 5-K, on page
142

A certain tract of land described in a certain deed
dated lMay 3, 1974, by Charles Brincardner, et al, as
grantors, to the mortgagor as grantee, and recorded in
the Cffice of the Clerk of the County Court of Harlan,
County, in the State of Kentucky, in Deed Book 211, on
page 1, and recorded in the Office of the Clerk of the
Ccunty Court of Clay County, in the State of Kentucky,
in Deed Book 146, on pages 141 through 382, and recorded
in the Office of the Clerk of the County Cou t of Leslie
County, in the State of Kentucky, in Deed Book 77, on
pages 283 through 510, and recorded in the Office of the
Clerk of County Courxrt of Bell County, in the State of
Kentuchky, in Deed Book 211, pages 762 thyoujh 928, in

L

Deed Book 212, on pages 1 through 61: subject to the liens

of certain purchase ronsy rortcages all executed and
delivered by the Mortgagor as follows:

(e Rocordls

ngardner - May 3, 1974 {fice of Clerk of the
. of leulie County, Kentueky

itg. Book 15 page 187

Mtg. Look S1 page 42

n . 0ffice of Clerk of the County Couri
Q‘Qs . of Clay County, Kentucky

Office of Clerk of the County Cour!
6 of Bell County, Kentucky
¥rg. look 65 page 155 -



| .

-

Joan Bringardner

Fred Eringardner

May 3, 1974

May 3, 1974

Kecording Dar;

.
e ——

Office of Clerk of the Coun:r Cours

of Harlan County, Kentucky
Meg. Pook 112 pape 400

Office of the Clerk of the
of Leslie County, Kentucky
Metg. Book 15 page 185

Office of the Clerk of the
of Clay County, Kentucky
Mtg. Book 51 page 35

Office of the Clerk of the
of Dell County, Kentucky
Veg. Book 65 page 139

the Clerk
County, K

« 112 page
i
the Clerk of the
County, Kentucky

« 15 page 130

'S
-~

ice of the Clerk of the
Clay County, Kentucky

Office of the Clerk of the
of Bell County, nentuchy
itg. Book 68 page 163

Office of the Clerk of the
of Harlan County, Kentucky
Mtg. Book 112 page 408 »

Office of the Clerk of the
of Leslie County, Kentucky
Mcg. Book 15 page 178

Office of tiwe Clerk of the
of Clay County, Kentucky
Mtg. Book 51 page 21

Office of the Clerk of the
of Bell County, Ken
Mtg. Book 65 puge

flfice of the Clerk of the
of Harlan County, Kentucky
Mtg. Bonk 112 page 376

County

County

County

Ccunty

Cour




27. A certain tract of land described in a certain deed,
dated June 24, 1974, by Mrs. Dimple Rutledge Grumbles,
as grantor, to the mortgagor as grantee, and recorded in
the Office of the Clerk of the Chancery Court of Lamar
County, in the State of Mississippi, in Deed Bouk 5-K,
on page 190;

28. A certain tract of land described im a certain deed,
dated December 3, 1974, by Roy Cook, as grantor, to
the mortgagor as grantee, and recorded in the Of{fice
of the Clerk of the Chancery Court of Marion Ccunty,
in the State of Mississippi, in Deed Book 6€8 on
page 547;

29. A certain tract of land described in a certain deed,
date? October 23, 1974, by the State of Mississippi, ¢
as grantor, to the mortgagor as grantee, and recorcded
in the Office of the Clerk of the Chancery Court of
Sirpson County, in the State of Mississippi, in Deed
Bock €612, on page. 575;

30. A certain tract of land descrided in a certain deed,
ated December B, 1575, by John S§. Gatlin, et 2l, as
grantors, to the mortgagor as grantee, and recorded
in the office of the Clerk of the Chancery Court of
Wayne County, in the State of Mississippi, in Deed
Book 500, on pages 26 through 29;

31. A certain tract of land described in 2 certain deed,
dated April 23, 1976, by Hugh H. Young, as grantoz,
to the mortgacor as grantee, and recorded in the
office of the Clerk of the Chancery Court of Linceln
County, ‘n the State of Mississippi, in Deed Book 665,
, on pages 73 through 75;

32. A certain tract of land described in a certain deed, .
dated July 15, 1977, by James C. Barnes, et ux, as
grantors, to the mortgagor as grantce, and recorded
in the office of the Clerk of the Chancery Court of
Scott County, in the State of Mississippi, in Deed .
Book 7-N, on pages 299-300;

The lands herein referred to, in the State of Mississippi,
to certain outstaﬂding oil gas and mineral interests, <
conveyed or reserved prior to or at the time of the conveya
lands to Mortgagor, all as reflected by the deed recorzds o
various Chancery Clerks Offices in said State as herein re

Said lands and minerals in the State of Kentucky above
subject to that unrecorded Coal Lease executed on Octo-_-
Mortgacor to Sandy Fork !ining Company,




S"’u:. C7 MISSISSTPPI ) :
) 8S
CCUNTY OF FORREST )
I, Pecgy Dianc Branton , @ MNotary Public in and for the
County and State aforesaid, do hereby certify that R, D. Morrow, Sr. .
rsonally known to me to be the President of South ".1531551"91. Electric Powe
~Ssociation , & cormmtion of the State of !iississippi and to me
Joown to be the identical son wiose n..'—e is as President of said

corporaticn, subscribad to t.*‘o foregcing ms"ﬂ:\oqt, (.poea.e:’. before me this

c.. in person ard produced the foregoing zr*':n:' it to me in the County afecressid
3 acknowledzed that as such rn.si“ t he signed the foregoi: ng inst=rront

pv-suz:"- to mt_‘*:,:;q given by the Board of DL.E“tD:'S of s..lc corporation as his

Zree and wvoluntary act and dﬂed and as the free axd vol""“’ r act and daed of said

sorporatiza for the uses ard purposas therein set forth and that the seal afZied

to the for Cc:'.:‘.g i..stn:rent is the corporate sez2l of sail corporation.

) Gi'.an under my hand ard official sezl this 1st dz:y of
December » 19 77,
¢ v
b \
S D e /5
(.'3:.3.:'_5.1 S;C.l) 20" A/ 2l / I// b&f‘a&/
Py vey lotary Pudlic

1oy commission expizes MY Gmmission Bing 20 20 150

e

. DISTRICT OF COLUMBIA ) S8

., e -t

I, Buth Btooxion » @ Notary Public in and for the
Dig=rict 0f Colizrbia, do hereby certify that I K. Smith
pesrscnally known to "e to be th Goverror of National Rural Utilities Cocperctives
Finance Corporation, a corporation of the District of Colunbia, and to me know

to b2 thve identical person whose name is, as Governor of said corporation,

’

subscribad to the forego.;n,, instnuenent, appae.reﬁ be.ore me this day in pearscn and
produced the foregoing instrmument to me in the District aforesaid and atknowledged
that as such Governor he sianed the foregoing 1.1"5"“’1:‘2."1" puarsuant to authority

Y

<

iven by the Board of Directors of said corporation as his free and voluntary act
and dead and as the free and volv.:ta.ry act and deed of said corporation for the
uses ard purposes therein set forth and that the seal affixed to the foregoing
instmment is the corporate seal of said corporation.

-u,;-JW , 1977)

77 Given umder my hand ard official seal this /j day of
i

— '

totarial Seal) _—— lotary Puslic

\. My commission expires My Commtssion Evpiass A 22, 137

: _ D g N
| | O0R ORI



DISTRICT OF COLUIBIA ) SS

' X, ~ Rutb {...xton y a Notary Public in and for the
District of Columbia, €0 Nereby certify that JOSEPH VEZLLONE s personally
Jncwn to me to b2 the petiag Adrinistrator of the Rural Electrification
Frinistration of the United States of Averica, and to me known to be the idantic:
porson vihose nane is, as Actling  Acministrator of said Rural Electrifizaticon
MKministration, subscribed to the foregoing instmiment, aprpeared befcre me this
day in person and produced the foregoing instrument to me in the District of
Colimbia, afcresaid, acknowledged that as such Administrator he signed the foregoing
instument pursuvant to authority given to him as such officer as his free and
voluntary act and deed and as the free and voluntary act and deed of the United
Statas of Arerica for the uses and purpeses therein set forth.

7 CGiven under my hand amd official seal this /1 day ofﬁMW,
/ !

. //7 /' (‘4-'_--‘ s
N TTT Ll DD

(ictarial S=21) Notary Pudblic
A . ) - '
Soy cSCTASSIOoN C’_-—::‘L:QS My cc:'!:ul]0~°5 [’_r-’“-'. A= 22 1372

o r v -



STATE OF MISSISSIPPI ) h

) §8S

COUNTY CP FORREST )

I, pervqy Diane Branton , @ Motary Public in and for

aid County in seid State, hereby certify that on tha  1st cay of
Dece‘nber » 1977, personally appeared before me the within namsd
R. D.Morrav, Sr. ani D. R. Ware

) 5 President and Secretary, respactively, of South Mississippi
Electric Power Association ) @ co*;n*atL'x, whose names are signed
to the foregoing instrmiment and who are known to me, and who acknowledged bafore

re on this day thzt, being informed of the contents o~ tbo instrurent, they,

as such o‘fx:c:d, and with full authority signad, executed and delivered tb=

forecoirg instrument on the 15t day of pecember + 1%7 , @S of the da;

ard year therein mentioned, voluntarily for and as the act of saild corporatica.
/

y Given under my hand, this 1g¢ day of Decenber , 18 77.
: ) v !
' ) / %
(tiotaria) Seal) ~,.A-¢ Jrruts [ Sl v
» v y v Io""—’ :;.u.:_".l:

r.._ ___T_‘r,,.;o,\ e:-.:; res \‘, w NN L d SRpnks ey o, [

DISTRICT OF COLUMBIA ) S8

_ I, Ruth Stockton , a Notary Public in an2
for the Dis:rict of Columbia, hereby certify that on the j7' dey of
f7' 57¢hvlﬁhz’ ’ 197%7, personally appeared before me the within
named J. K. Smith and gmrShey@r Governor
and ,..i-t12-t Secretary, respectively, of Rational Rural Utilities
Cooperative Finance Corporation, a corgoration of the District of
Columbia, whose names are signed to the foregoing instrument, ani
who are knozn to me, and who acknowledged before me on this éday that,
being informed of the contents of the instrument, th as such
officers and with full authority, signed, exsgcut d 2livergs the
foregoing instrument on the 57} day o‘//44}7M4%M/ l,///,
as of the day and year th;reln mentioned, voluntarily for an: as the

act and deed of said ¢orporation.

]
Given under my hand, thxs[f;/ day of ;ﬁZy?¢h~£L\— 1977

tlotarial Seal) >fé:id kguﬁﬁjk o

+ RLE I TN P N Notary Public
My commission expires

My Commlssion Expies Apsil 20, 1679

’
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DISTRICT O COLUNMBIA ) SS

District of Colutbia, hereby certify that on the /‘,/ day of 7 jfaertuns
19777 , personally appeared before me JOSEFH VILLOUE  Joo-T . Y piminierrator
of the Rural Elcctrification Administratisn of the United States of America, wiose
e is signed to the foregoing instrizment and vho is personally well knoun to rma
arg Jnovm to me to be such officer and vho acknowledsed before me on this day that
being informed of the contents of the instnrent, ke, as such officer and vish
full authority, signad, executed and delivared the foregoing instmient on
tha /‘;,’ cay of ////‘4—74'4%44/‘/ 2 157 7, as of the day amd year therein menticrad
woluntarily for and as the act and deed of the United States of Zmerica.

Given under my hard, this /V day of 77{}1"’/“/’1‘1"’", 1977.

1, Tieh Chanliton , a :ot:::y Public in ard for the

D = e & 8aa i > sl
(lotarial Seal) ~ Notary fublic

. s 'Y .
Cv\-v—-n (o Ve e e Rl 1
ey ~verbinn S s ) EOLTES

" : : My Commlston Expizes ApAl I3, 1579

Ci':"!"!n
ERTIEIE e s
J o2 tive eony of E‘!/“ el instrument
e Ko U O/ @otl 322 5 3512364
ROW 07 rezord in oy r.‘.‘.'::‘ Ths the QTN r o
) - LETTE) . 4 -
’ Je
of \J_r-‘\; 12 79
= Sl .(
— S . (
e R !\ (LM\‘A LA’
\ HAANCERY 1A R
"K
~
CO-.'IK‘.On ,0\"93 Liss,
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ITEM 8

Describe the nature and amount of the cooperative's
most recent rate relief action(s) and its anticipated effect
on net margins. In addition, indicate the nature and amount
of any pending rate relief action(s).

RESPONSE

South Mississippi Electric Power Association's
board of directors adopted Rate Scliiedule A-15 on February
14, 1979 to be effective on April 1, 1979. A copy of the
rate schedule along with a letter of approval from REA is
attached. Rate schedule A-15 was designed to return all
power costs under the 1979 operating budget plus sufficient
margins to establish a Times Interest Earned Ratio of 1.1.

When the 1980 Operating Budget has been completed,
a rate schedule will be designed and proposed that will
return all power costs under that budget plus sufficient

margins to establish a TIER of 1.].
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Provide copies of the latest annual and interim
financial statements. Also provide copies of similar state-
ments for the corresponding periods ended in the previous
year. Continue to submit copies of the annual financial
statements each year as required by 10 C.F.R. 50.71(b).

RESPONSE

A copy of the 1578 Annual Report of SMEPA which
contains a l2-month statement of operations is Exhibit "D"
to the Application. Attached to this response is a copy of
the 1978 Report on Examination of Financial. Records, a copy
of the December, 1979 financial statement and a copy of the
January, 1980 financial statement. A copy of the 1979
Annual Report and of the 1979 Report on Examination of
Financial Records will be provided as soon as they become

avallable,.
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HEMBER. AMERICAN METITUTE AND IS8 SRIRP SOCETY OF CREAYIFED FPUBLIC ACCOUNTANTS - AMERICAN ACCOUNTING ARBOC| A TION

H o R A C E A B R A D l— E Y BRADLEY HURT BUILDING - 208 S MANILLA STREETY

OFFicE a7 33TE TELERRONES REBIDENCE BaT 3e83
CERTIFIED PUBLIC ACCOUNTANT LUCEDALE, MISS!ISSIPPI 390482

Board of Directors
South Mississippi Electric Power Association
Hattiesburg, Mississippi 39401

Gentlemen:

Enclosed are twenty (20) copies of our report covering examination of the
financial statements of South Mississippi Electric Power Association (SMEPA),
Hattiesburg, Mississippi as of December 31, 1878.

As reported in our auditor's opinion dated May 15, 1879, we performed
our examination in accordance with generally accepted auditing standards, Our
‘ examination included the auditing procedures required by KEA Bulletin 185-1;
465-1; AUDIT OF REA BORROWERS' ACCOUNTING RECORDS, as amended. Two

(2) copies of our audit adjusting journal entries are also included for transmittal
to REA.

The following comments supplement the information included in the financial
statements and notes:

Internal Cortrol - The cooperative has a generally effective and satisfactory
system of Internal control. The functional responsibilities of the association
personnel are generally appropriately segregated. The system of authorizations
and recording procedures in effect (0o provide reasonable safeguards over associ-
atlon assets produces reliable accouiiting data, This association has only seven
(7) members (Coast Electric Fower Association, Bay St. Louis, Mississippi was
accepted as a member in latter 1978), all which are electric distribution power
cooperatives. All amounts billed to these member cooperatives are paid monthly
by check. All sums received representing loan proceeds, advances of deposits
from bond proceeds, maturing CD's, royalties from producing minerals, etc.,
are by check or wired to the cooperative's depository. Few, if any funds are
received in cash, An EDP system is not in use by SMEPA.

Accounting and Records - Procedures used in accounting for material, labor
and overhead costs provide an equitable distribution of these costs to the real
and nominal accounts. The cooperative's other accounting procedures in effect
during the year are considered to be adequate in all material respects. (See

. Note 1)
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Materfals Control - Physical inventories of the materials and supplies were
rade quarterly by association personnel in 1978. We observed the taking of
the inventories at various dates during the year. We test checked quantities
and unit prices to subsidiary records maintained and reviewed coal inventory
engireering data. It was determined after an analysis of the detailed
differences in the subsidiary accounts that reconciliation to the general
ledger balances (except for coal inventory) required only minor adjustments
to the materials accounts with any offsetting differences being cleared
through the appropriate accumulated provision for depreciation.

Inventory of coal supplies totalled $2,257,192 at December 31, 1978. An
inventory taken by association engineering personnel on October 19 and

20, 1978 ind{cated a difference in association perpetual inventory records
(76,380 tons) and actual inventory (71,014 tonis) of 5,376 tons or 7% less

than book inventory. In view of the fact that the coal fired plant went
on-line in mid-1978 and of the immateriality of the difference in book and
actual inventories, no adjustment was made in 1978 to reconcile the difference.
Another method of inventorying coal, utilizing aerial photography or
stereography, will be tried in June 1979 and the results thereof evaluated
after that time.

Compliance with Loan Documents - The association has complied with provisions
Of its loan contracts an mortgages to REA with regards to retirement of
capital credits during the audit period. No retirements have been made by
the association.

Reports to REA - We examined on a test basis association copies of financial
statements forwarded to REA during the year ended December 31, 1978.
These statements were compared with the books of account anc. 1 und to be
in agreement therewith in all material respects. Financial statistical reports
submitted to REA appear to be prepared in conformity with generally accepted
accounting principles consistently followed. Detailed subsidiary schedules and
analyses of various significant accounts are maintained by the Manager of
Finance and Accounting and his staff, supporting information contained in

the above referred to reports.

Deposits - All amounts shown as cash on hand and on deposit with banks and
n savings and loan assoclations are in institutions whose accounts are insured
by an agency of the federal government. All general fund cash bank
8ccounts were independently reconciled to book balances as of December 31,
1978. All depository balances, including treasury securities, if any, held

by others for the association, were confirmed by us with the depositories.

Insurance Certifications - Coples of bond and insurance certificates maintained
by the association Indicate that REA was notified of coverages maintained by
the cooperative. We reviewed the prepaid insurance account, examining on a
test basis involces supportiug charges to this account. Analyses maintained
by the association supporting allocations to the various accounts were also
reviewed in conjunction with our review of the policies and appear to be
proper,

Homace A BRaoLEY, CERmTIFIZD PUSLIC ACCOUNTANT
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Service Contracts - The association is not a party to any management,
operations or billing service contracts,

Litigation - See Note 10, Contingent Liabilities.

Related Party Transactions - Power Pooling Agreement - South Mississippi is
a party to an "Agreement for Equalization of Power Costs" with its seven (7)
members, Singing River, Southern Pine, Dixie, Pear! River Valley, Southwest
Mississippi, Coast and Magnolia electric power associations. This agreement
provides, among other things, that South Mississippi shall serve as agent for
these cooperatives whereby menbers' power supply costs are paid for by
South Mississippi without regard to the sources of their wholesale power
supply. South Mississippi, in turn, invoices the members monthly for power
purchased by the members, regardless of source, based on it's (Soutk
Mississippi's) uniform rate schedule.

Pensjon Costs - Pension and supplementary savings plan benefits for sub-
stantially all employees are provided through participation in the NRECA
Retirement and Security Plan. Costs to the Association were $187,019 in
1878 compared to $207,741 in 1977, which 1977 amount included approximately
$685,000 of past service costs due to upgrading of benefits. The plan is
approved by the Internal Revenue Service.

Depreciation, Depletion and Amortization - The depreciation, depletion and
amortization rates maintained by the association were reviewed in detall. The
rates used in 1978 are based on rates for each individual plant account which
are, In all cases, within the range of rates recommended by REA. We tested
the depreciation, depletion and amortization charges for the year for each
plant account involved. Adjustments necessary to correct accruals, if any,
were made by office personnel during the nurse of our audit before prepar-
ation of yearend financial statements. Rates are reviewed annually with
responsible accounting personnel and appropriate steps are taken to revise
those which appear to be inadequate (See, also, Note 3).

Yours very truly,

A & P

Horace A. Bradley
Certified Public Acco ant

Prepared: May 15, 1979

Lucedale, Mississippi
HAB :rmb

MHomace A BRRADEY CERTIFIED PUBLIC ACCOUNTANTY
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MEMBER, AMERICANM METITUTE AND MBSIESIFS SOCIETY OF CEMTIFED PUBLIC ACCOUNTANTS - AMER CANM ACCOUNTING ASSUCIAT IOMN

H o R A C E A B R A D |._ E Y BRADLEY MURT BUILDING - 208 § MANILLA STREEY

QFPICE BsT 3378 TELEFONES MESMDENCE SaT 3482
CERTIFIED PUBLIC ACCOUNTANT LUCEDALE, MISSISSIPPA| 30482
ACCOUNTANTS' REPORT 3

Board of Directors

South Mississippi Electric Power Association
Highway 49-North

Hattiesburg, Mississippi 39401

Gentlemen:
We have examined the balance sheet of South Mississippi Electric Power
' Association as of December 31, 1978, and the related statements of revenue

and patronage capital and changes in financial positon for the year then
ended, Our examination was made in accordance with generally accepted
auditing standards and included tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.

We have previously examined and reported on the financial statements for
the preceding year,

In our opinion, the financial statements rei.rred to above present
fairly the financial position of South Mississippi E ectric Power Associ-
ation on December 31, 1978, and the results of its operations and changes
in financial position for the calendar year then ended, in conformity with
generally accepted accounting principles applied on a basis consistent with
that of the preceding year,

Yours very truly,

~raes 2 ¢

crace A. Bradley,
Certified Public Accountant

Prepared: May 15, 1979
Lucedale, Mississippi
HAB:rmb
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Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississippi

Balance Sheet
| December 31, 1977 and 1978

. Utility Plant (Note 3)
i Electric Plant in Service - at cost
- Construction Work in Progress

Depreciation

' Less: Accumulated Provision for
|
! Net Utility Plant

Other Property and Investments

Other Investments, including Temporary
Investments

' Special Deposits (Note 4)

Current Assets
Cash - General Funds
Cash - REA/FFB Loan Funds
Deposits - Pollution Control
Bond Proceeds (Note 5)
Accounts Receivable - Member Consumers
. Accounts Receivable - Other
Fuel Stock, Materials and Supplies (Note 1)
Other Current and Accrued Assets

'Deferred Charges

1

Assets (Note 2)

Exhibit A

' Investments in Associated Organizations (Note 11)$ 3,249,343

Page 1 of 2

1977 1978
$ 71,959,317 $ 253,027,210
163,664,898 12L§52.799
$ 235,624,215 § 267,880,000
10,219,917 13,865, 264
§ 225,404,298 ,014,745
$ 3,892,931
301, 460 300, 333
32,580 425,532
$ 3,583,383 § 4,618,796
$ 65,128 § 71,870
40,797 144,188
20,436,185 3,948, 348
4,529,414 5,612,897
119,830 332,021
3,509,158 4,752,039
464,192 559, 354
$ 29,164,704 $§ 15,418,717
$ 1,071,537 § 3,511,116

$ 259,223,922

The accompanying notes are an integral part
of this statement,

$ 277,563,374
= —— ]
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Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississippi

Balance Sheet
December 31, 1977 and 1978

Exhibit A
F_age 2 of 2

Liabilities and Other Credits (Notes 8, 9 and 11)

Al

1977 1978
Equities and Margins
Memberships $ 30 § 30
Patronage Capital (Note 6) 1,149,533 2,439,937
Other Equities (Note 7) 535,436 535,436
y Y y ' ’
Lon!-‘!'em Debt (Note 1 and 8)
ortgage Notes $ 64,880,476 $ 64,774,401
Other Long Term Debt 175,237,512 193,567,699
,117,0988 § 258,342,100
Current and Accrued Liabilities
Notes Payable - CFC Line of Credit
(Note 9) $ 2,400,000 $ 2,865,000
Accounts Payable - General 5,118,036 5,160,714
Accounts Payable - Retainage 8,902,846 7,240,468
Accrued Taxes 43,391 70,085
Accrued Interest 814,433 682, 485
Other Current and Accrued Liabilities 81,752 103,428
- Deferred Credits (Note 10) $ 60,477 § 123,671

$ 259,223,922

$ 277,563,374

The accompanying notes are an integral part
of this statement.
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Exhibit B

Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississippi '

Statement of Revenue and Patronage Capital
For the Year Ended December 31

l
l
!
| 1977 1978
|
|
{

Operating Revenue and Patronage Capital
Electric Energy Hevenues (Note 12) $ 57,127,699 §$ 70,655,998
Income from Leased Property - Net 272,888 289,147

$§ 57,400,587 § 70,945,145

| Operating Deductions
. Operating Expense

Production - Steam $ 16,551,716 $ 26,534,084
f Other Power Generation 677,358 828,474
| Cost of Purchased Power (Notes 1 and 12) 34,158,430 27,721,339
, Transmission 382,677 487,997
l Consumer Accounts 12,342 10,679
/ Administrative and General 818,011 1,180,852
! Operation Expense Total $§ 52,600,532 § 56,763,425
Maintenance Expense

l Production $ 494,113 § 604,850
Transmission 488,335 637,655
! General Plant 37.110 43,792
' Maintenance Expense Total § 1,019,558 § 1,286,297
. Depreciation Expense (Note 3) $ 1,648,309 § 4,224,653
| Tax Expense $ 96,883 $ 161,134
Total Operating Deductions $ 55,365,282 § 62,435,509
Interest Expense 10,891,567 14,331,944

| Interest Charged to Construction - Credit
; (Note 1) (8,996, 367) (6,974, 404)
| § 57,260,482 § 60,793,049
; Net Operating Margins $ 140,105 § 1,152,096
| Non-Operating Margins 82,130 138, 308
Net Patronage Capital or Margins (Note 6) $ 222,235 $ 1,290,404

The accompanying notes are an integral part
of this statement.

L -4-
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Exhibit C

Page 1 of 2
Mississippi-53
South Mississippi Electric Power Assoc'a’.on
Highway 49-North
Hattiesburg, Mississ:pp!
Statement of Changes in Financial Fo=ition
For the Year Ended December 31
1977 1978

— —— ————

- Funds Were Provided By
Net Margins $ 222,235 $ 1,299,405
Add: Expenses not Requiring an Outlay

of Working Capital in Current Period:

Depreciation, Depletion and Amortization 1,772,574 4,444,248

Charges For Addition to Insurance Loss

Deductible Reserve 17,500 60,000
NRUCFC and Other Capital Credits (Non Cash) (1.745) 137,177)
Increase in Long Term Debt - REA Advances 2,592,000 1,377,000
Increase in Long Term Debt - REA - Other (Note 8) 396, 431 -@-
Increase in Long Term Debt - Other Advances -
FFB 21,984,000 12,561,000
Gross Proceeds from Pollution Control
Revenue Bond Issue (Note 8) 40,000,000 3,825,000
Salvage Credits Less Retirement Costs (Excess Costs) 459,092 (25.413)
Decrease in Working Capital -0~ 12,507,728
Decrease in Other Investments 968,310 1.127
Decrease in Deferred Credits -0- 3,194
Decrease in Special Deposits 51,756 -0-

$§ 68 a62 183 § 36,007,112

Funds Were Used For

eExtension and Replacement of Plant $ 45,257,284 $ 33,023,611
Transmission Facilities Acquired from

Distribution Cooperative (Note 8) 407 647 -
Payments on Long Term Debt - REA 1.285,14%9 1,470,515
Payments on Long Term Debt - REA - Other 12,028 12,561
Payments on Long Term Debt - Other 256,856 255,475
Increase in Investments - Associated

Organizations 2,353,274 606,411
Increase in Special Deposits -~ 392,952
Increase in Deferred Charges 859.911 245,587
Increase in Working Capital (Schedule C-Page 2) 18 029 734 -0~

$§ 68 362 183 § 36, 007 112

The accompanying notes are an integral part
of this statement.

-

Vimmare A Prirm oy  Pe S, gm P @ te g eI LA



SR bk - - -
5
i
5 Exhibit C '
‘ | Page 2 of 2 :
’ Mississippi-53 E
South Mississippi Electric Power Association
Highway 49-North !
_ Hattiesburg, Mississippi i
2: Statement of Changes in Financial Position !
‘ For the Year Ended December 31 ;
1977 1978 f
- Net Changes in Working Capital '
Increase (Decrease Current Assets |
Cash - General Funds and Loan Funds $ (411,303) $ 110,133 :
! Unadvanced Funds-Pollution Control '
Revenue Bond Proceeds 20,436,185 (16, 489,837)
) Accounts Receivable - Consumers 496,144 1,083,483
b Accounts Receivable - Other (10,157) 212,191
; Material, Supplies and Fuel Oil (512,764) 1,242,881
f Prepayments and Other Current Assets (118,109) 95,162
; § 19,875,996 § (13,745,987)
i
! Increase (Decrease) in Current Liabilities
| Notes Payable - CFC $ 2,400,000 $ 465,000
‘ f Accounts Payable - General and Retainage (1,030,737) (1,619,700)
’ Accrued Taxes 14,483 26,704
! Accrued Interest 435,429 (131,938)
Other Current and Accrued Liabilities 31,087 21,676

| $ 1,850,262 § (1,238,258)

Net Increase in Working Capital (Decrease) $ 18,029,734 $ (12,507,729)

The accompanying notes are an integral part
of this statement.
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| Mississippi-53

: South Mississippi Electric Power Association
; Highway 49-North
Hattiesburg, Mississippi

! Notes to Financial Statements
I December 31, 1978

(1) Summary of More Significant Accounting Policies

(a) The accounting records of South Mississippi Electric Power
Association (SMEPA or South Mississippi) Mississippi-53, conform
to the Uniform System of Accounts prescribed by the Federal
Energy Regulatory Commission for class A and B electric utilities
modified for electric borrowers of the Rural Electrification
Administration.

o~ ——

‘ (b) Perpetual inventory records are maintained for materials and
supplies. The various inventory items, including fuel supplies
are priced at average cost. Transfers of materials and supplies
to construction and operating costs are recorded monthly.

(c) The portion of long term debt due in one year is not reflected as
a current liability.

‘ (d) A portion of interest on borrowed funds for construction, less

'| income from invested construction funds, is capitalized as a

| component of the cost of construction of utility plant until such
construction is placed in service, and is reflected as a reduction
of interest expense. Rates used for capitalization are equivalent
to actual rates paid.

; (e) Revenue from energy sold to Mississippi Power Company, a public

I utility, is offset in the accounts against cost of energy purchased
' from outside suppliers, including Mississippi Power Company.

(3) Assets Pladged
assets are pledged as security for long term debt.

-
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Mississippi-53
South Mississippi Electric Power Associa.ion
Highway 49-North
Hattiesburg, Mississippi

Notes to Financial Statements
December 31, 1978

(3)  Electric Plant, Depreciation and Depletion Procedures
Following are the major classes of utility plant, as of

December 31, 1977 and 1978: "
1977 1978

Franchises and Consents (a) $ 459,285 §$ 459, 285
Electric Plant Purchased - Transmission 407,648 407,648
Electric Plant Leased to Others 1,907,598 1,981,922
Land and Land Rights 5,964,172 6,295,608
Generation Plants 26,275,651 29,471,616
Transmission System 30,119,972 33,985, 486
General Plant 1,846,920 3,324,062

§ 66,981,246 § 75,025,627

Completed Construction - Not

Classified (Morrow) -0~ 172,123,513
Kentucxy Coal Property -~ Land and

Minerals 4,799,071 4,799,071
Kentucky Coal Property - Deprec.able

Plant and Equipment 179,000 179,000
Electric Plant In Service $ 71,959,317 §$ 253,027,211
Construction Work In Progress (b) 163,664,898 14,852,799

$§ 235,624,215 § 267,880,010

(a) Consists, primarily, of pre-operating expense allocated
to this account in 1972,

(b) Consists of $157, 343,886 at December 31, 1977 and $2, 856, 984
at December 31, 1978 associated with construction of R, D,
Morrow, Sr. Generating Plant at Purvis,

Mrnoare A Raura e “rMrITIEm F B e Ao ATHYAMY
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Mississippi-53
South Mississippt Electric Power Association
Highway 49-Nort
Hattiesburg, Mississipp!

Notes *o Financ.al Statements
December 31, 1978

Electric Plant, Depreciation and Depletion Procedures -(Cont'd)
Depreciation is computed monthly on straigh' line composite rates
for GT Plant accounts as follows:

Annual

Rate

Transmission Lines 2.75%

Transmission Stations 2.75%

Moselle Steam Plant 3.10%
Benndale Gas Turbine and Other

Production Equipment 3.00%

No depreciation has been taken in the current or prior years on Land
and Land Rights.

General Plant assets are also depreciated monthly, on yearly straight
line composite rates as follows.

Structures and Improvements 4.00%
Office Furniture, Fixtures and

Equipment 6 25%-8.00%
Transportation Equipment 10. 00%-25.00%
L2 Equipment, Tools, Shop and

Work Equipment 8.00%
Communications Equipment, Stores

Equipment 6.00%
General Plant Equipment 10.00%
Power Operated Equipment 12.00%

Depletion of cost of Kentucky coal reserves is computed on a "tonnage
sold" basis calculated to fully amortize such cost when estimated deposits
have been recovered. This property is presently leased to an independent
coal producing company for a royalty based on selling price per ton,

Special Deposit
MEPA advanced to Kentucky Utilities Company $411,098 during 1978
to cover the estimated cost to Kentucky Utilites of construction facilities
necessary to supply electric service to SMEPA's coal preparation facility
in Kentucky. Kentucky Utilities will apply thiz deposit toward electrical
services furnished SMEPA at the rate of 20% of its electrical bill per year

. % o e we e s AV AN



Mississippi1-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississippi

Notes to Financial Statements
December 31, 1978

(4) Special Deposit (Cont'd)

- beginning January 1, 1980, Electric energy furnmished SMEPA will be
billed at Kentucky Utilities' regular rate for like consumers except that
total charges per calendar year will not be less than $163,500. The
maximum period for which SMEPA receives credits against this deposit

for energy used is five (5) years, after which time any remaining
unused deposit will be forfeited.

(5) Deposits - Pollution Control Bond Proceeds

This account includes the unadvanced portion of proceeds and accrued

interest from Pollution Control Revenue Bond issues sold by National

Rural Utilities Cooperative Finance Corporation (CFC) in 1977 and 1978,

(See Footnote 6 for details regarding these bond issues)., These funds

are on deposit in various trust accounts of Morgan Guaranty Trust

Company of New York and Deposit Guaranty National Bank (Mississippi),
‘ invested in short term CD's bearing interest at rates ranging between

8-3/4% to 9.9% at December 31, 1978, Advances are requisitioned from
these funds as required.

(6) Detail of Net Patronage Capital or Margins

1977 1978

Net Patronage Capital-Beginning of Year $ 927,298 $ 1,149,533

Net Margin 222,235 1,290,404
Net Patronage Capital-End of Year $ 1,149,533 $ 2,439,937

By-laws of the Association provide for allocation of all margins to
patrons. All margins earned subsequent to beginning of operation
of plant have been assigned to patrons except the margin for the
year 1978,

(7)  Other Equities
The balance in this account at the dates indicated represents contri-
butions made by present and former patrons during pre-operating
years and is carried in the general ledger as Donated Capital.
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Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississippi

Notes to Financial Statements
December 31, 1978

Long Term Debt

Rural Electrification Administration (REA)

Unadvanced funds on notes executed to REA not reflected in long term
debt totalled $2,352,000 at December 31, 1978. Long term debt to REA
is represented by 2% and 5% mortgage notes payable to the United States
of America. The notes are for periods of 35 years each. Under the
provisions of the loan agreements, principal payments are deferred for
three (3) or five (5) years from the date of execution of the notes.

Principal repaid during the year totalled $1,470,515 and interest expense
on these obligations amounted to $1,819,169 for the year 1978,

It is estimated that payments of principal of $1,531,000 will be made to
REA in 1979 together with interest totalling approximately $1,835,000.

Rural Electrification Administration - Other - Electric Plant Purchased
During 1977, SMEPA agreed to purchase, subject to REA approval,
certain transmission facilities previously leased from Singing River
Electric Power Association (SREPA), Mississippi - 39 - Jackson,
carried by SREPA in its accounts at a net book value of $407,647 on
which property $396,430 was owed to REA by SREPA at the date of
agreement to purchase. Entries have been made in the accounts of
SMEPA setting up these assets at SREPA's net book value and an
assumption of notes with balances outstanding at December 31, 1978
of $371,842,

Federal rinancing Bank (FFB)

Not reflected in long term debt is unadvanced portion ($63,975,000)

of notes totalling $209,913,000 at December 31, 1978, executed since

1974 to FFE. The proceeds were or are being used for completion of

R. D. Morrow, Sr. generating plant at Purvis, Mississippi and payment
of retainages associated therewith, purchase of railroad cars used to
transport coal from its Kentucky properties to its Purvis Plant and to
finance the cost of coal preparation facilities presently under construction
on its lands in Kentucky.

-iie
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Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Yattesburg, Mississippi

Notes to Financial Statements
December 31, 1978

Long Term Debt (Cont'd)

CFC Pollution Control Bond Issue

This account represents principal balance due on bond i1ssues of OFC
Guaranteed Pollution Control Revenue Bonds, Series 1577, 1978A and
1978A-1 Issued by Lamar County, Mississippt. Details of Series 1977
issue of $40,000,000 were set forth in our previous (1977) audit
report.

During 1978 additional bonds totalling $3,825,000 were sold as coupon
bonds bearing interest at rates of from 4 30% to 6.25% (if interest is

not timely paid, rate will be cne percentage point higher than that
stated on such overdue payments) to assist SMEPA in financing
additional pollution control facilities which qualified for this lesser cost
medium of financing. SMEPA is required to pay all principal and
interest installments on these bonds as they become due and CFC has
unconditionally guaranteed these payments as due, both as to principal
and interest. SMEPA's obligation to make such payments is evidenced
by a Pollution Control Note issued to CFC and secured by a Supplemental
Mortgage and Security agreement among such cooperative, CFC and the
United States of America acting through the Administrator of REA. This
mortgage will also secure other debt of SMEPA to REA, and, in certain
cases, to CFC. Interest is due semi-annually on each of the bond
issues. Interest and principal will be tendered to CFC for transmittal
to the trustees for the bondholders, Morgan Guaranty Trust Company
and Deposit Guaranty National Bank.

Serial bonds of $2,825,000 issue (1978A Series) mature semi-annually
beginning March 1, 1980 through September 1, 1998, Term bonds of
the 1978A Series and the 1978A-1 Series ($1,000,000) mature March 1,
2008, Mandatory semi-annual sinking fund payments required in
connection with these additional issues begin in 1999 for the $2,825,000
issue and in 1980 for the $1,000,000 issue. None of the bonds of either
series represent a general obligation of the issuer, Lamar County,
Mississippi, nor of the State of Mississippi, nor or they a charge against
the credit or taxing power of such county or state.

Under the terms of the above referred to additional financing package,
SMEPA was required to purchase CFC unsecured subordinated capital
term certificates (CTC's) equal to 5% of the $3,825,000 bond issues
handled through CFC, in addition to its obligation referred to in Note 11.

~12-



Mississippi-53
South Mississippi Electric Power Assoc:at.on
Highway 49-North
Hattiesburg, M:ssi1ssippi

Notes to Financial Statements
December 31, 1978

Leng Term Debt (Cont'd)

CFC Pollution Control Bond Issue (Cont'd)

The underwriters spread was deducted from gro-s proceeds of these
additional issues and set up, along with other costs incurred to
December 31, 1978, as deferred charges to be amortized over the
lives of the obligations.

Counsel for the cooperative advises that all financing documents, in
addition to those named above, relative to all bond 1ssues including
certain guaranty, assignment and agency agreements between CFC
and the trustees have been properly executed.

Kentucky Coal Property (1974 Purchase)

Other long term debt also includes 7% notes totalung $1,071,826 payable
in connection with Kentucky coal properties purchased in 1974. These
notes are payable over a ten (10) year period from 1974 and are secured
by mortgages on real property purchased.

Other

Also reflected as long-term debt at December 31, 1978 are advances from
member cooperatives (under provisions of power equalization or supply
agreements) for construction of transmission facilities leased to publicly
owned utilities (392,951), an amount SMEPA agreed to pay Breeder
Reactor Corporation (BREEDER) for its pro-rata portion of estimated
cost of research to develop additional or substitute fuels to produce
electric energy ($140,261) and a contractual agreement {(an amendment
to Coal Supply Agreement between SMEPA and its coal producer) to pay
a fee for loading its (olicPA's) coal for shipment to SMEPA, of $26,502
per month for seven (7) years (total $2,226,168, the contra entry of
which is in Deferred Debits).

Regarding BREEDER referred to above, in 1977 BREEDER suspended
requirements that yearly payments of participants in this program be
made when the United States of America halted its financial participation
in this program. Charges against income of $23,377 in each of the years
1977 and 1978 (and concurrent credits to Deferred Charges, the account
in which the contra entry of the obligation was set up) were recorded
although no payments were made in either year to BREEDER. Future
payments to BREEDER will be dependent upon the government's essential
involvement in the program. If and when the project goes forward (the
GAO recently issued a report supporting continuation ot the Clinch River
Project) the currently deferred installments will be called for as well as
other installments as they become due.

-14-
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Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississ.pp:

Notes to Financial Statements
December 31, 1978

(9) Notes Payable - CFC Line of Credit
SMEPA had an established short term line of credit of $12,000,000 with
CFC against which had been withdrawn $2,865 000 at December 31, 1978,
This line of credit matures with interest to maturity at not in excess of

prime plus 1%, August 9, 1979 (interest calculated at 11.75% at
December 31, 1978).

(10) Deferred Credits
The balance in this account represents royalties on deposit ($42,977)
in an escrow bank account received from sale of coal on certain land,
title to which is in dispute (the bank account balance is included in
deferred charges) and an insurance reserve totalling $77,500 at
December 31, 1978, This insurance reserve is being increased at the
rate of $60,000 per year until such reserve reaches approximately
$300,000. It was established primarily to compensate for the large
insurance loss deductibles on generation plant coverages. This
reserve was established in accordance with generaliy acceptable
industry accounting practices. Charges to income (and credits to the
reserve) of $17,500 and $60,000 were made in 1977 and 1978, respectively.

(11) Contingent Liabilities
" The association entered into a binding agreement to subscribe to CFC
unsecured subordinated CTC's commencing in 1973 through 1983,
Purchases are made annually in amounts approximating 0.9% of operating
revenues. The balance of the subscription obligation at December 31,
1978 is estimated at $5,400,000.

After reviewing correspondence regarding all asserted claims and pending
litigation in which the cooperative is a defendant and discussing all such
claims and litigation with General Counsel and management of the associ-
ation, we are of the opinion at this time that the prospect of an
unfavorable outcome to the association is remote.

(12) Restatement of 1977 Financial Statements

e 1977 Statement of Revenue and Patronage Capital has been restated
for comparative purposes with 1978. As originally shown in our 1977
audit report, electric energy revenues sold to Mississippt Power Company
(MPCo) totalled $271,316 and have been offset in this restated 1977
statement against purchased power from MPCo. Electric energy revenues
totalling $3,306,379 in 1978 were offset in the 1978 statements in a like
manner,

-15-
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Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississippi

Notes to Financial Statements
December 31, 1978

Other Notes

Income Tax Status - More than 85% of the Association's income is collec’ed
from its members. Exemption frcem federal income tax has been obtained
and Internal Revenue Forms 990 have hsen timely filed.

-16~
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Mississippi-53
South Mississippi Electric Power Association
Highway 49-North
Hattiesburg, Mississippi

Officers, Directors and Members
of the Association
December 31, 1978

OFFICERS
R. D. (Bob) Morrow, Sr.
C. C. Clark
D. R. Ware
L. G. Pierce

George Taylor

President

Vice President
Secretary-Treasurer
Assistant Secretary
General Manager

MEMBERS AND DIRECTORS

Southern Pine Electric Power
Association

Dixie Electric Power
Association

Magnolia Electric Power
Association

Pearl River Valley Electric Power
Association

Singing River Electric Power
Association

Southwest Mississippi Electric Power
Association

Coast Electric Power
Association

OTHER

John K. Keyes, Esquire
Attorney at Law

| Horace A. Bradley

Certified Public Accountant
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R. D. Morrow, Sr.
Blaine H. Eaton

L. G. Pierce
Robert L. Graham

C. C., Clark
E. C. Parker

Warren W. Bond
W. T. Shows

D. R, Ware
J. T. Dudley, Sr.

H. M. Little
Robert St. John

James R. Rester
Henry L. Thomas

General Counsel

Independent Auditor
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