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EXECUTIVE SUMMARY

ELECTRIC GENERATION AND
DISTRIBUTION BORROWER INVESTMENTS
AUDIT NO. 09601-1-Te

The Rural Electrification Act (RE Act),

RESULTS IN BRIEF as amended in Decenber 1987, allows

electric generation and distribution
borrowers to nake i nvestnents, |oans, and
| oan guarantees up to 15 percent of their
total utility plant (TUP) val ue without prior approval of the Rura

Uilities Service (RUS).! Congress anmended the RE Act to allow
el ectric borrowers nore latitude in making outside investnments. It
increased the limt of such investnents without RUS approval from
3 percent to 15 percent of TUP. While the law did not restrict the
type of investnents that could be nade, the Congressional Record
stated the increase was to provide an incentive for electric
borrowers to make investnents in rural areas. W initiated this
review to determne the extent of borrower investrments and the
extent that those investnments were in rural devel opnent projects.

W found that the Congressional action to allow el ectric borrowers’
to nake investnents up to 15 percent of TUP without prior RUS
approval has not stinulated increased investnents in rural areas.
In a 1994 audit, the Ofice of I nspector General (O G reported that
| ess than 1 percent of total investnments were in rural areas. This
revi ew di scl osed essentially the sane percentage. W statistically
estimated, based on our analysis of calendar year (CY) 1997 data,
that of the $10.9 billion in total investnments reported by
787 borrowers, only about 90 borrowers invested about $61 mllion
in rural devel opnent (about one-half of 1 percent of reported
i nvest nents).

About three-fourths of RUS borrowers who are current on their
nort gage, appear to have the ability to continue to pay their debt,
and charge their custoners reasonabl e kil owatt rates are exenpted by
RUS regulations from the 15 percent investnent rule. RUS
regul ati ons al so permt other borrowers to exclude certain safe type
investnments fromthe 15 percent |limt. W statistically estimted
that 358 of 787 electric borrowers had total investments in excess
of 15 percent of TUP. W estimated that these 358 borrowers had
total investnents of $7.4 billion of which $3.2 billion was in
excess of 15 percent of TUP

'RE Act,

section 312, Use of Funds, dated Decenber 22, 1987.
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Since very little of the total investnents (about one-half of
1 percent) have been made in rural developnent projects, RUS
policies and procedures have not significantly hel ped foster rural
devel opnent as intended by Congress. Instead, RUS borrowers have
used discretionary funds to invest in businesses |ocated in urban
areas and a variety of securities and other conmercial paper.

We reconmend that RUS coordinate with

KEY RECOMMENDATIONS Congress to develop a strategy to

encourage electric borrowers to nake
di scretionary investnments in rural areas
as intended by Congress. We also
reconmend that RUS include in the Governnent Perfornmance Revi ew Act
(GPRA) Annual Performance Plan a perfornmance neasure to assess the
i ncrease in borrower investnments in rural America.

RUS agreed to strategically devel op and
i npl enent policies and procedures to
AGENCY RESPONSE strongly encourage borrowers to neet the
intent of Congress. However , RUS
di sagreed that borrower investnments in
rural devel opnent shoul d be i ncluded as a
GPRA performance neasure. A copy of RUS conplete response is
included in exhibit M

W agree with RUS corrective action plan
to strategically develop and inplenent

OIG POSITION policies and procedures to strongly
encourage borrowers to invest in rural
devel opment . We requested additional

docunent ati on showi ng t he specific
actions taken or planned to acconplish this goal and the specific
ti meframe(s) within which the actions will be conpl et ed.

In order to evaluate the effectiveness of the agreed-to strategic
action plan, RUS nust neasure the inpact of the policies and
procedures inplemented to determine whether rural devel opnent
i nvestments increased. Since the corrective actions nust be
neasured to determine effectiveness in increasing borrower
i nvestnments in rural devel opnent, we continue to believe that such
per formance neasures should be included in RUS annual GPRA plan.
W requested RUS to reconsider its position and include in its
annual GPRA plan a perfornance neasure to assess the increase in
borrower’s investments in rural America.
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INTRODUCTION

The Rural Electrification Administration

(REA) was established in 1935 and becane
BACKGROUND part of the U. S. Depart nent of

Agriculture (USDA) in 1939. The REA made
i nsured and guaranteed loans to electric
cooperatives in order to extend el ectric generation and transni ssion
services to rural areas. Statutory provision for the REA is
included in the Rural Electrification Act (RE Act) of 1936, as
anmended. On Cctober 13, 1994, the Rural Uilities Service (RUS) was
est abl i shed by Public Law 103- 354, Federal Crop I nsurance Reformand
Departnment of Agriculture Reorgani zation Act of 1994. RUS assuned
the duties to adninister the el ectric and tel econmuni cati on prograns
of the fornmer REA and the water and waste programs of the forner
Rur al Devel opnent Adm ni stration.

RUS serves a leading role ininproving the quality of life in rura
Anerica by adnini stering electric, tel econmunications, and water and
waste prograns in a service oriented manner. RUS provides policy
and planning, in addition to financial and other services, to
utilities serving rural areas. The public-private partnership
between RUS and local wutilities assist rural comunities in
devel oping local infrastructure, which support devel oprent and
improve quality of life in rural America. RUS makes and guarant ees
loans to electric generation (or power supply) and electric
distribution borrowers serving rural areas under the authority of
the RE Act of 1936, as anended. These | oans and guarantees are made
to borrowers generally for a period of 35 years. RUS electric
borrowers are either electric generation or electric distribution
cooperatives. Electric generation cooperatives generate and/or sell
electricity to electric distribution cooperatives who in turn sel
the electricity to consuners.

From 1973 to 1993, the REA insured | oan interest rate was generally
5 percent; however, the Administrator could approve a 2 percent
interest rate in hardship cases. In 1993, the standard interest
rate was adjusted to either the nmunicipal rate (based on the current
market yield of outstanding mnunicipal obligations) or a hardship
rate of 5 percent.

On Decenber 22, 1987, the RE Act was anended by addi ng Section 312,
"Use of Funds." This new section allowed electric borrowers to
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invest up to 15 percent of the value of their TUP? without prior

approval of REA (now RUS). Prior to this anmendrment, a borrower
could invest funds up to 3 percent of their TUP val ue without prior
approval from the agency. This 3 percent contractual |imt was

i ncorporated as a clause in the borrowers’ nortgage agreenent.

The Section 312 anendnment to the RE Act did not restrict the type of
i nvestnents, |oans, or |oan guarantees that borrowers could nake
However, the Congressional Record stated that the purpose of
increasing the unrestricted investnent limt to 15 percent was to
provide an incentive for electric borrowers to make investnments in
rural areas where they were | ocated. In stating its policy that
i mpl enent ed t he amendnent, RUS assuned that borrowers woul d use the
new | atitude af forded themby Section 312 of the RE Act primarily to
make t he needed i nvestments in rural comunities to pronote business
devel opnent and econom c diversification projects.

During debate on the Section 312 anendnent, Congress expressed
concerns that borrowers were restricted in their ability to nake
needed investnents in infrastructure projects (such as water and
wast e systens, garbage collection services, etc.) or injob creation
activities (such as providing technical, financial, and nanageri al
assistance) as well as other activities to pronote business
devel opnent in rural communities. In addition, Congress enphasized
that this newlevel of investnents should not in any way put Federal
CGovernment funds at risk or inmpair the borrower’s ability to repay
their debts.

RUS i npl enented the Section 312 amendnent with a general regul ation
published in Title 7, Code of Federal Regulation (CFR), part 1717,
subpart N. Subpart N specified that borrowers may invest their own
funds in any investnents, |oans, or guaranteed | oans w thout prior
approval as long as the borrowers’ total investnents, |oans, or | oan
guar antees were equal to or | ess than 15 percent of their TUP val ue.
Subpart N provided for exclusions of certain investrments fromthe
cal cul ation of a borrower’s investrments to TUP percentage rati o and
al so exenpted specific borrowers from obtaining prior approval to
i nvest over 15 percent of their TUP val ue.

RUS instructions for calculating the percent of investments to TUP
is contained in the "GQuide for Preparing Financial and Statistica

Reports for Electric Distribution Borrowers" (RUS Bulletin 1717B-2)
and the "CGuide for Preparing Financial and Statistical Reports for
Power Supply Borrowers and Electric Distribution Borrowers wth
Cenerating Facilities" (RUS Bulletin 1717B-3). As the normal

procedure for calculating the percent of investnents to TUP, the
bulletins state that borrowers should use the anpbunt of funds in
"includabl e" i nvestnents added to the bal ance of funds in their | oan
guaranties and divide this total anmount by the TUP val ue resulting
in the investnent rati o expressed as a percent.

2Total Uility Plant (TUP) Value is defined as the sumof the borrower’s Electric Plant
Accounts and Construction Wirk in Progress - Electric Accounts, as such ternms are used in the
Uni form System of Accounts (Title 7 CFR 1717.652, Definitions, dated Septenber 21, 1995).
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RUS regulations® allowed electric borrowers to make wunlimted
investrments in the follow ng "excl udabl e" investment areas:

(1) Securities or deposits i ssued, guaranteed, or fully insured as
to paynent by the U S. Governnent or any agency thereof;

(2) capital term certificates, bank stock, or other sinilar
securities of the suppl enental | ender which have been purchased as
a condition of nenbership in the supplenmental lender or as a
condition receiving financial assistance fromsuch | ender, as wel |l
as any other investnent made in, or loan nmade to, the National
Rural Utilities Cooperative Finance Corporation, the St. Paul Bank
of Cooperatives, and Agriculture Cooperative Bank

(3) patronage capital allocated froma power supply cooperative of
whi ch the borrower is a nenber;

(4) patronage capital allocated from an electric distribution
cooperative to a power supply borrower;

(5) invest or lend funds derived directly from grants which the
borrower is not obligated to repay, regardless of source or
purpose of the grant |oans received from or guaranteed by any
Federal, State, or |ocal governnent program designed to pronote
rural econonic devel oprent; and

(6) loans made by the borrower and guaranteed by an agency of
USDA, up to the anobunt of principle whose repaynent, wth
interest, is fully guaranteed; and unlimted i nvest ments and | oans
to finance the following comunity infrastructures that serve
primarily consumers located in rural areas and guaranteed debt
i ssued for t he construction or acquisition of such
infrastructures, up to an aggregate amount of such guarant ees not
to exceed 20 percent of the borrower’s equity: (A) Wwater and
waste disposal systens, (B) solid waste disposal systens,
(O tel econmunication and other el ectroni c comruni cati on systens,
and (D) natural gas distribution systens.

In each of the above four infrastructures, if the systemis a
conponent of a |l arger organi zati on other than the borrower itself,
the borrower nust certify annually that a najority of the gross
revenues of the l|arger organization canme from customers of the
systens that were located in rural areas.

Al so excluded fromthe cal cul ation of investnents, |oans, and | oan
guar ant ees made by borrowers are:

o] Amounts properly recordable in Account 142 Custoner Account
Recei vabl e and Account 143 O her Accounts Receivabl e;

0 any investnent, |oan, or guarantee that the borrower is
required to make by an agency of USDA, for exanple, as
a condi tion of obtaining financial assistance for itself
or any other person or organization;

*Title 7, Code of Federal Regul ations, part 1717, subpart N, Investnents, Loans, and
Guarantees by Electric Borrowers, dated Septenmber 21, 1995.
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o] investments included in an irrevocable trust for the
purpose of funding post-retirenent benefits of the
borrower’s enpl oyees;

o] reserves required by a reserve bond agreenment or other
agreement legally binding on the borrower that are
dedicated to mmking required paynents on debt secured
under the RUS nortgage, not to exceed the anount of
reserves specifically required by such agreenents; and

(o] i nvestnments included in an irrevocabl e trust approved by
RUS and dedicated for the paynment of decomm ssioning
nuclear facilities. The regulation contains a
grandfat her exclusion for all amounts of individua
i nvest nents, |oans, and guarantees excluded by RUS as of
February 16, 1995.

Electric borrowers conpute the ratio of investments to TUP per
agency instructions and report this ratio on the annual financial
reports submitted to RUS. RUS reviews the ratio cal cul ati ons shown
on the annual reports and contacts any nonexenpt borrower whose
rati o exceeds 15 percent. It is RUS policy to work with any such
nonexenpt borrower to determne the best course of action to bring
the borrower in conpliance.

RUS al so exenpted specific borrowers from any controls in their
i nvestment of funds that are used for investnents, |oans, and | oan
guarantees under Title 7 CFR 1717.656 wth the exception of
i nvestments, |oans, and | oan guarantees nmade to extend, add to, or
nodify a borrower’s electric system Borrowers renmain exenpt if
they are in conpliance with all provisions of its RUS nortgage, RUS
| oan contract, and any other agreement with RUS and:

o] The average revenue per Kkilowatt (KWH) for residentia
services received by a borrower during the two nobst recent
cal endar years does not exceed 130 percent of the average
revenue per KWH for residential service during the sane period
for all residential consunmers located in the State or States

served by the borrowers. (Electric distribution borrowers
only.)
o] In the nost recent calendar year for which data are

avai | abl e, the borrower achieved an operating TIER of at
least 1.0 and an operating debt service coverage of at
| east 1.0 based on the average of the two highest ratios
achieved in the three nost recent cal endar years.

o] The borrower’s ratio of net utility to long-termdebt is
at least 1.1 based on year-end data for the nost recent
cal endar year for which data is avail abl e.

o] The borrower’s equity is equal to at |east 27 percent of
its total assets, based on year-end data for the nopst
recent year for which data is avail abl e.
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A listing of borrowers who qualified for this exenption was
published in Federal Register on Septenber 21, 1995. A total of
590 of the 738 (80 percent) electric distribution cooperatives and
3 of 49 electric generation cooperatives were |isted as exenpt. RUS
officials stated that this listing has not changed since it was
published in the Federal Register

We perfornmed this review of borrowers’ investnments to determine if
the intent of Congress was achieved. We analyzed investnents,
| oans, and | oan guarantee information reported to RUS by electric
borrowers for CY 1997 in addition to reviewi ng current RUS policies
and procedures. As of Decenber 31, 1997, there were 798 active
electric generation and distribution borrowers wth outstanding
direct and guaranteed | oan bal ances totaling $55.8 billion of which
787 borrowers reported financial information to RUS for CY 1997.

The audit objectives were to determne

OBJECTIVES the extent of electric generation and

distribution borrowers’ investnents and
the extent that those i nvestnments were in
rural devel opnent projects.

We obt ai ned electric borrowers’

financial information for CY 1997 from
SCOPE the RUS National Ofice in Wshington,
D. C We anal yzed Forms 12a, Operating
Reports - Financial, and Forns 12h,
perating Reports - Annual Suppl enent, as of Decenber 31, 1997, for
el ectric generation borrowers. Forns 12a and 12h were revi ewed for
the 49 el ectric generation borrowers that provided these reports to
RUS for CY 1997. For electric distribution borrowers, we revi ewed

Forms 7, Fi nanci al and Statistical Report, and Forns 7a,
I nvestnents, Loan QGuarantees and Loans - Distribution, as of
December 31, 1997. Forms 7 and 7a were reviewed for a random

statistical sanple of 100 of the 738 electric distribution borrowers
that provided these reports to RUS for CY 1997. The random sanpl e
of distribution borrowers was divided into two strata consi sting of
50 borrowers who were exenpted and 50 borrowers who were not
exenpted from obtaining prior approval from RUS to invest over
15 percent of TUP value. See exhibit |I for the statistical sanple
desi gn.

We did not visit the selected borrowers to validate the infornmation
reported to RUS on the fornms 7, 7a, 12a, and 12h. RUS |oan funds
are audited by RUS field auditors approximately every 3 years and
the borrowers’ financial statenents are certified annually by
certified public accountants. The RUS National O fice staff also
reviews and nakes adjustnents and corrections to the information
submtted annually by the electric borrowers. Therefore, we
accepted the information as reported by the borrowers and revi ewed
and/ or anended by RUS personnel for the purpose of this audit. The
fieldwrk for this audit was perforned during the period Septenber
1998 t hrough May 1999.

This audit was performed i n accordance with the Governnment Auditing
Standards issued by the Conptroller General of the United States.
Accordingly, the audit included such tests of programand accounti ng
records as consi dered necessary to neet the audit objectives.
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To acconplish the audit objectives, we
METHODOLOGY relied on testinonial, documentary, and

anal ytical evidence which consisted of
(1) areviewof RUS regul ations, polices,
procedur es and interviews with RUS
personnel regarding borrower investnments, (2) a review of RUS
instructions to borrowers for conpletion of forms 7, 7a, 12a and
12h, (3) areviewof 49 electric generation borrowers’ forns 12a and
12h submitted to RUS for CY 1997, (4) a review of 100 sanpled
electric distribution borrowers’ forns 7 and 7a subnmitted to RUS for
Cy 1997, and (5) computation of total investnents reported for the
49 electric generation borrowers and the random sanple of
100 el ectric distribution borrowers. W also contacted two electric
borrowers to obtain an understanding of the borrowers’ reported
i nvest ment s.
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FINDINGS AND RECOMMENDATIONS

CHAPTER 1. @ RE ACT AMENDMENTS HAVE NOT FOSTERED

RURAL DEVELOPMENT INVESTMENTS

RUS el ectric generation and distribution

bor r ower s did not i ncrease their
BORROWERS NOT i nvestment portfolioinrural devel oprment

as intended by Congress when it anended
INVESTING IN the RE Act to increase the anount of

RURAL DEVELOPMENT i nvestments, |oans, and |oan guarantees

that electric borrowers could nake
wi t hout prior approval of RUS. Electric
borrowers have taken advantage of the

FI NDI NG NO. 1 15 percent investment rul e; however, they
have not invested in rural devel opnent
proj ect s. We statistically estimated

that of the $10.9 billion in investments reported by 787 borrowers

in CY 1997, only 90 borrowers reported about $61 million in rural
devel opnent i nvestnents (about one-half of 1 percent of the reported
i nvest ments).

In addition, RUS regul ati ons exenpt financially strong borrowers who
charged reasonable kilowatt rates fromthe 15 percent linmit. This
exclusion applies to about three-fourths of all borrowers.
Regul ations also permtted other borrowers to exclude certain safe
type investnents fromthe linmt. Therefore, when we included all
i nvestments in conputing the percent of investnments to total utility
plant (TUP) value, we found that alnost half of the electric
borrowers had total investnents, |oans, and |oan guarantees in
excess of 15 percent of TUP. W statistically estimted that 358 of
the 787 borrowers had investnments in excess of 15 percent of TUP.

In Decenber 1987, Congress anended the RE Act by adding the
foll owi ng under Section 312, Use of Funds: "A borrower of an
insured or guaranteed electric loan under this Act may, wthout
restriction or prior approval of the Adnministrator, invest its own
funds or nmake | oans or | oan guarantees, not in excess of 15 percent
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of its total utility plant [TUP]."4 The Congressional intent for
all owi ng borrowers to invest up to 15 percent of their TUP was to
permt borrowers to invest in rural devel opment within their |oca

comunities. However, the law as witten did not nention rura
devel opnent. The law stated that REA (now RUS) was to approve
borrower investnments, loans, and l|oan guarantees that exceed

15 percent of TUP. Prior to Decenber 1987, borrowers were all owed
to make i nvestnents, |oans, and | oan guarantees up to 3 percent of
TUP wi t hout REA approval by a contractual limt clause incorporated
into the nortgage agreenent with REA.

In his opening statenments for the May 1991 REA hearings before the
Subconmmittee on Conservation, Credit, and Rural Devel oprent,
Conmittee on Agriculture, House of Representatives, the chairnan of
the subcommittee stated that it was not the intent of Congress that
t he agency divorce itself as to how those funds are i nvested, where
they are invested, and having know edge of those investnments since
all borrower assets are collateral for agency |oans. The chairnan
stated that Congress woul d expect, as any prudent | ender woul d, that
t he agency woul d keep track of where those borrower investnents are,
what kind of investnents they are, how secure they are, and whet her
they are in keeping with the intent of Congress. The chairman al so
stated that Congress intended for the borrowers to beconme actively
i nvol ved in rural devel oprent.

| N\VESTMENTS | N RURAL AREAS

A review of the Congressional hearing and |egislative history of
section 312 of the RE Act, shows that the intent of Congress was to
reduce the restriction on investnments by electric borrowers and to
stimulate the rural econony by increasing investnents in rural
devel opnent projects. This was acconplished by increasing the
3 percent inposed by their nortgage agreenent with the Governnment on
i nvestment of their funds by permitting borrowers the liberty to
i nvest nore of their funds in rural devel opment projects that help
their |l ocal comunities. The legislative history to change the | aw
st at ed:

Thi s 3 percent l[imtation is an undue and
counterproductive restriction on REA borrowers. REA
borrowers have played a critical role in the economc
devel opnent of rural areas for over 50 years. However,
today rural America faces the chall enge of rebuilding
its econonic base after several years of agriculture
depression. Rebuilding a nore diversified econony in
rural conmunities will require creative approaches,
techni cal assistance, and new financial resources.
Permtting this increase from3 percent to 15 percent of
an electric borrower’s total utility plant is a snall
i ncrenental contribution to that rebuilding effort and
shoul d not in any way put CGovernnent funds or security
at risk.

‘RE Act,

Section 312, Use of Funds, dated Decenber 22, 1987.
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Anot her statenment says:

Borrowers from REA electric loan program are now
prohi bited adnministratively from making their full est
contribution to the communities they serve. Under the
agency’s present policy, electric borrowers are not
permtted to invest nore than 3 percent of their own

funds for "non-Act" purposes, i.e., facilities or
projects not required to provide electricity to rural
consuners. Because of this restriction which is not

statutorily inposed, rural electric borrowers are
restricted in their ability to nake needed investnents
in rural comunity infrastructure projects (such as
wat er and waste systens, garbage collection services,
etc.) and in job creation activities (such as providing
technical, financial, managerial assistance and ot her
activities) to pronote business developnent in rura
conmuni ti es.

The record clearly indicates that one of the primary purposes of
increasing the statutory investment rule was for increasing the
funds available for rural devel opnent projects and to pronote the
ability of electric borrowers to inprove the rural areas they serve.

W found that only 18 of the 149 borrowers that we reviewed
(4 generation and 14 distribution borrowers) reportedinvestnments in
rural developnent. Total investnents, |oans, and |oan guarantees
for the 149 borrowers reviewed total ed al nbst $5 billion while rura
devel opnent investments totaled about $33 million (0.07 percent).
See exhibit B for a list of the 18 borrowers that we reviewed who
reported investnents in rural devel opnent.

El ectric borrowers reported investnents such as patronage capital
U S. Treasury notes, stocks and bonds, noney narket certificates,
certificates of deposit, commercial paper, cash, capital term
certificates, real estate, and nutual funds. For example, one
di stribution borrower (NMD23) reported i nvestnments of $43.4 nmillion
of which about $78,000 (0.2 percent) was in rural devel oprment.
Anot her distribution borrower (VA055) reported investnents of
$127.6 mllion of which none was in rural developnent. See
exhibit L for the investnments reported by these borrowers.

W discussed investnent practices wth the president and
vi ce-president, finance, for alarge electric distribution borrower
located in the suburb of Wshington, DC (VA 055). Although this
borrower owed RUS $129 nillion, the cooperative held $127.6 nillion
ininvestnents (39 percent of TUP), none of which was classified as
rural devel opnent.
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The chart below shows the relationship of the borrower’s |[|oan
bal ance and its i nvestnment portfolio. (See exhibit L for investnent
details.)

Mil lions
$156 )

$129 $128

$125
Other (C139%)

£100 Commercial Paper (10%)
Wheat Securities (17%)

$75
$50 Electric
Cooperative (54%
$35 o] C )
RUS Total
Loans Investments
According to the president, the cooperative has Ilimted
opportunities to invest in rural devel opnent prinmarily because of
its location in a rapidly growi ng suburban community. |In selecting

i nvest ment opportunities, the cooperative attenpts to provide a
financial return that nmaxi m zes financial benefits to its nenbers.
While willing to invest in rural Anerica, the cooperative does not
actively seek such opportunities.

Based on the results of our review, we statistically estinmated that
the 787 el ectric generation and di stribution borrowers in the sanple
uni verse reported investnents totaling $10.9 billion of which about
90 borrowers reported about $61 million in rural devel opment
i nvest nents (about one-half of 1 percent of total investnents). See
exhibits I and J for the statistical sanple design and projections.

| N\VESTMENTS I N EXCESS OF 15 PERCENT

RUS regul ations® inplenmenting section 312 of the RE Act allows
borrowers to nmake unlimted investnents in certain areas (such as
safe investnents in securities or deposits fully insured by the
U S. Governnent) and to exclude those investnments from the
conputation of the percent of investnents to TUP. Also, certain
borrowers were gi ven bl anket approval to i nvest nore than 15 percent
of TUP. Borrowers who were current on their RUS nortgage, appear to
have the ability to continue to pay its debt, and do not charge
their custoners an excessive amobunt were classified as "exenpt"
borrowers. Exenpt borrowers were given bl anket approval to invest
nore than 15 percent of TUP w t hout prior approval. (See Background
for details regardi ng excludabl e investnents.)

*Title 7, Code of Federal Regul ations, Part 1717, subpart N, Investnents, Loans, and
Quarantees by Electric Borrowers, dated July 1, 1991.
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RUS policy instructs borrowers to classify their investments into
two types: Excl udabl e and i ncl udabl e. "Excl udabl e" investnents
(whi ch are consi dered safe) are not to be used in the conputation of
the percent of investnents to TUP. RUS policy provides that when
borrowers conpute the percent of investnents to TUP, only
"includabl e" investnments and t he bal ance of any guaranteed | oans are
to be considered. As a result, only a portion of the borrowers

investments are used to calculate the investnent to TUP rati o.

In CY 1997, 6 of the 149 borrowers that we reviewed (3 exenpt and
3 nonexenpt) reported that they exceeded 15 percent of TUP when
usi ng t he RUS et hodol ogy for conputing the investnent to TUP rati o.
The average total investment to TUP ratios for the 49 generation

50 nonexenpt di stribution, and 50 exenpt distribution borrowers that
we reviewed were 5.19, 3.75, and 3.50 percent, respectively, using
RUS" cal cul ati on nethodol ogy. The overall average for these
149 borrowers (per the RUS nethodol ogy) was |ess than 5 percent
(about 3.9 percent). See exhibits C, E, and Gfor the investnent to
TUP ratios for the 149 borrowers in our sanple.

However, if all investnments, loans, and |oan guarantees are
consi dered, the average ratios for the 49 generation, 50 nonexenpt
di stribution, and 50 exenpt distribution borrowers that we revi ened
were 22.59, 13.55, and 16.89 percent, respectively (as conmputed by
OGQG. See exhibits Db F, and H for the 65 borrowers in our sanple
whose total investnents exceeded 15 percent of TUP

In addition, when all investnments, |oans, and | oan guarantees were
considered, 65 of the 149 electric generation and distribution
borrowers that we reviewed (27 exenpt and 38 nonexenpt) had
i nvestnents, |oans, and | oan guarantees in excess of 15 percent of
TUP. W found that 24 of the 49 electric generation borrowers and
41 of the 100 sampled electric distribution borrowers exceeded
15 percent of TUP. The average investment to TUP ratio for these
65 borrowers was 26 percent. (Note: These percentages are actua
for the 149 borrowers that we reviewed and are not statistical
estimates for the total universe of 787 electric borrowers.)

Based on the data for the 149 borrowers reviewed, we statistically
estimated that 358 of the 787 (sanpling precision of 20.5 percent)
electric borrowers in our sanple universe (24 of the 49 electric
generation borrowers and an estimated 334 of the 738 electric
di stribution borrowers) exceeded 15 percent of TUP when tota
i nvest ments (both "includabl e" and "excl udabl e"), | oan bal ances, and
guar ant eed | oan bal ances reported for CY 1997 were used to cal cul ate
the percent of investnent to TUP. CQur best (mdpoint) estinmate was
that these 358 borrowers had total investments, |oans, and |oan
guar ant ees totaling $7.4 billion (sanpling preci sion of
52.7 percent) of which $3.2 billion was in excess of 15 percent of
TUP (sampling precision of 71.8 percent). (W are 95 percent
certain that these 358 borrowers had investnents totaling at |east
$4.7 billion of which at least $1.6 billion was in excess of
15 percent of TUPR.)
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We found that the actual investnent to TUP ratio was 26 percent for
the 24 generation borrowers that reported i nvestnents in excess of
15 percent (see exhibit D). We statistically estinmated that the
per cent investnent to TUP ratio was 23 percent for the
334 distribution borrowers who reported investnents in excess of
15 percent of TUP. See exhibit J for the statistical estimates.

Figure 1 below illustrates the estinmated investnments, |oans, and
loan guarantees that were included and excluded by these
358 borrowers when conputing investments as a percent of TUP.

(Figure values may not total due to rounding and statistically
proj ected val ues.)
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Figure 1. Investnments, Loans, and Loan Guarantees for the
Estinmated 358 Electric Generation and Distribution
Borrowers That Had Total |nvestnents in Excess of
15 Percent of TUP Val ue During CY 1997
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Specific details for the electric generation and distribution borrowers
are di scussed separately in exhibit K

RUS does not neasure the anpunt of borrower investments in rural America
as part of its Government Perfornmance Review Act (GPRA) process. G ven
the | evel of Congressional interest in stimulating such investnents, and
given the relatively low level of acconplishment to date, the agency
shoul d begi n nmeasuring increases in rural investnments as part of the GPRA
process.
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RECOMMENDATION NO. 1

Develop and inplement a strategy to
encourage electric borrowers to make discretionary investnments in
rural areas as intended by Congress.

RUS Response

In his February 28, 2000, witten response to the draft report, a
copy of which is included as exhibit M the RUS Assistant
Adm nistrator for Electric Prograns stated that RUS devel oped
policies and procedures strictly adhering to the letter of the | aw
regardi ng Section 312, Use of Funds, of the RE Act. The Assi stant
Admi nistrator said no restrictions were placed on the type of
i nvest ments, |oans, or |oan guarantees that borrowers coul d nake due
to the fact that no restrictions were included in the |egislation

RUS attenpts to influence borrowers by stating in the regul ations
(Title 7, CFR 1717, subpart N, General Section) that electric
borrowers are encouraged to utilize their own funds to participate
in the econom c devel opnent of rural areas, provided such activity
does not in any way put Governnent funds at risk or inpair a
borrower’'s ability to repay its indebtedness to RUS and other
| enders.

The Assi stant Admi ni strator stated that many borrowers are i nvesting
in rural devel opnment projects, but may not classify themas rura
devel opnent investnments on the Fornms 7a and 12h subnmitted to RUS
Many borrowers may be confused with the designations of "included"
and "excluded" and may not correctly classify "excluded" rural
econom ¢ devel opnent projects as rural devel opnent investnents. By
not including these "excluded" rural devel opment investnents, the
amount of borrower investments in rural devel opnent is reduced, thus
i ncreasi ng the perception that borrowers are not addressing the need
identified by Congress.

The Assi stant Admini strator agreed that el ectric borrowers shoul d be
making a conscious effort to provide for and facilitate rural
devel opnent in these areas. RUS assunes that borrowers will use the
| atitude afforded them by Section 312 of the RE Act to make needed
investments in rural comunity infrastructure projects. RUS will
strategically develop and inplenent policies and procedures to
strongly encourage borrowers to neet the intent of Congress. As
part of this process, RUS will review the instructions for Form 7a
and 12h in an effort to clarify any inconsistencies in identifying
"included" and "excluded" rural devel opnent projects. This will be
atop priority for fiscal year 2001
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O G Position

We agree with RUS corrective action plan to strategically devel op
and inmplement policies and procedures to strongly encourage
borrowers to neet the intent of Congress regarding investnents in
rural devel opnent. To reach agreement with RUS s managenent
deci sion, we request additional docunmentation show ng the specific
actions taken or planned to acconplish this goal and the specific
tinmeframe(s) within which the actions will be conpleted. W also
agree that these actions should be given top priority because such
actions are in agreenent with the Secretary’ s initiative of "keeping
rural America alive" so that residents, even those who are not
i nvol ved in production agriculture, will still want to stay in rural
America. In addition, such actions should be initiated as soon as
possible this fiscal year in order for the action plan to be
i mpl enented and given top priority in fiscal year 2001.

RECOMMENDATION NO. 2

Include in RUS annual GPRA plan a
perfornmance neasure to assess the i ncrease in borrowers’ investnents
in rural Anmerica.

RUS Response

In his witten response to the draft report, the Assistant
Admi ni strator for Electric Progranms stated that RUS recogni zes the
concept and believes it to be very inportant to quantify activity
usi ng neasurabl e and verifiabl e neans to judge the acconplishnment of
agency goals and objectives. However, wth respect to this
particular type of discretionary investing, RUS is of the firm
opi nion that additional consideration nust be given to the original
intent of the RE Act and | oan security in this tinme of evolutionary
change in the electric utility industry.

The Assistant Administrator said electric industry restructuring
efforts are advancing across America ushering in a conpetitive
retail marketplace. States are enacting restructuring |egislation
or conprehensive restructuring regul atory orders and Congressi onal
conmittees are revi ewi ng proposed Federal legislation. In light of
this uncertainty, electric utilities are placing a nmajor enphasi s on
controlling expenses in an effort to establish a favorabl e position
in rate conpetitiveness and many utilities are naking strategic
investnments to inprove systemreliability. This transition to a
conpetitive marketplace nay tend to shrink revenue. Conbi ni ng
shrinking revenue with cost controlling efforts and a renewed
enphasi s on systemreliability will ninimze the funds avail able for
non-utility plant investnent. The quick changing nature of the
electric utility business is forcing RUS borrowers (and non-borrower
electric utilities alike) to reevaluate long-term investnents,
whet her these investments be in wutility plant of comunity
devel opnent projects.
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The Assistant Adninistrator said the economic clinmate and stability
of the electric utility industry has changed dramatically in the
13 years followi ng the approval of this investnent |egislation. The
uncertainty of the electric utility restructuring efforts conbined
with the lagging rural economic recovery and fragile farm econony
mandat es that the flexibility provided by the 15 percent investnent
rul e be nmaintai ned without instituting specific programperformance
| evel s.

The Assistant Administrator said encouragenent by RUS to continue
conmunity devel opnment efforts, at appropriate funding |evels
det erm ned by each borrower, is a |laudable effort. Such investnent
shoul d hel p build customer/comunity loyalty which will prove to be
priceless in a conpetitive environment. However, establishing an
arbitrary target percentage of total utility plant or a specific
nunber of borrowers making investnments in community economic
devel opnent will do disservice to the electric programin this tinme
of regulatory and narket change. While RUS strongly supports
borrower econom c devel opnent effort, specific RUS directives would
not be prudent at this time, and could take the focus off of rate
conpetitiveness, reliability, loan security and the long-term
econom ¢ health of the borrower and the rural comunity it serves.
Such action would be contrary to the intent of the RE Act and
Section 312 anmendnent.

The Assistant Administrator said RUS believes that inprovenment to
the electric program can be attained by: (1) Strategically
devel oping and inplenenting policies that encourage borrower
i nvestmment in rural econom c devel oprent, (2) review ng Forns 7a and
12h for proper classification of rural devel opnent investnents, and
(3) revising current Form 7a and 12h instructions to hel p borrowers
i mprove on the tracking of rural econom c devel opnent projects.

O G Position

RUS agreed to strategically develop and inplenment policies and
procedures to strongly encourage borrowers to neet the intent of
Congress regarding i nvestnents in rural devel opnent (Recomendati on
No. 1). In order to evaluate the effectiveness of the actions taken
for Recommendation No. 1, RUS nust neasure the inpact of the
policies and procedures inplenented and deternine whether rural
devel opnent investnents increased. Since the corrective actions
nmust be nmeasured to determi ne effectiveness, we continue to believe
such performance neasures should be included in RUS annual GPRA
pl an. Therefore, we request RUS to reconsider its position
regardi ng Recormendati on No. 2 and include in its annual GPRA plan
a performance neasure to assess the increase in borrower’s
investments in rural America
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EXHIBIT A - SUMMARY OF MONETARY RESULTS

There are no monetary results being tracked as a result of this audit.
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EXHIBIT B - ELECTRIC BORROWERS’ INVESTMENTS
IN RURAL DEVELOPMENT PROJECTS

No. Borrower ID TUP Val ue RD I nvestnents RD Guar ant eed Loans RD Loans Total RD Investnents
Gener ati on Borrowers

1 I A 084 $251, 318, 690 $2,732,758 $0 $0 $2, 732,758
2 KY 062 $1, 537, 355, 412 $10, 000 $0 $0 $10, 000
3 NC 067 $1, 718,171, 021 $1, 000, 000 $0 $5, 477, 408 $6, 477, 408
4 SD 043 $113, 409, 511 $652, 985 $0 $0 $652, 985
Sub Total s $3, 620, 254, 634 $4, 395, 743 $0 $5, 477, 408 $9, 873, 151
Aver age $905, 063, 659 $1, 098, 936 $0 $1, 369, 352 $2, 468, 288
Nonexenpt Distribution Borrower |D TUP Val ue RD | nvest nents RD Guar antee Loans RD Loans Total RD Investnents
5 1A 079 $17, 789, 843 $65, 954 $0 $0 $65, 954
6 OR 017 $33, 578, 939 $22, 395 $0 $0 $22, 395
7 ND 022 $36, 154, 267 $591, 033 $0 $341, 970 $933, 003
8 ND 050 $66, 756, 769 $1, 872, 841 $0 $1, 874, 341 $3, 747,182
9 1A 073 $17, 908, 918 $6, 831 $0 $0 $6, 831
10 SD 012 $65, 594, 786 $5, 260, 007 $5, 200, 192 $1, 048, 419 $11, 508, 618
11 KS 044 $58, 716, 908 $682, 417 $0 $0 $682, 417
12 SD 020 $12, 591, 085 $24, 000 $206, 074 $0 $230, 074
13 ND 011 $87, 509, 276 $482, 711 $2, 796, 413 $0 $3, 279, 124
Sub Total s $396, 600, 791 $9, 008, 189 $8, 202, 679 $3, 264, 730 $20, 475, 598
Aver age $44, 066, 755 $1, 000, 910 $911, 409 $362, 748 $2, 275, 066

Exenpt Distribution Borrower | D TUP Val ue RD I nvest nents RD Quar ant eed Loans RD Loans Total RD Investnents
14 KY 021 $58, 074, 353 $610, 185 $0 $0 $610, 185
15 MI 031 $11, 646, 329 $300, 000 $0 $0 $300, 000
16 SD 036 $11, 052, 569 $406, 666 $0 $0 $406, 666
17 AL 025 $37, 260, 621 $452, 000 $0 $0 $452, 000
18 KY 034 $37, 343, 875 $236, 440 $0 $236, 440 $472, 880
Sub Total s $155, 377, 747 $2, 005, 291 $0 $236, 440 $2,241,731
Aver age $31, 075, 549 $401, 058 $0 $47, 288 $448, 346
Grand Total 18 $4,172, 233,172 $15, 409, 223 $8, 202, 679 $8,978,578 $32, 590, 480

Bor r over s TUP | RD Investments RD Quarantee Loans RD Loans Total RD Investnents
Total in Sanple 149 $35, 516, 183, 467 $15, 409, 223 $8, 202, 679 $8,978,578 $32, 590, 480
Average per Borrower $238, 363, 647 $103, 418 $55, 052 $60, 259 $218, 728
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EXHIBIT C - ELECTRIC GENERATION BORROWERS’ TOTAL INVESTMENTS

Reported Investments
Borrower Guaranteed Direct Total (o]¢] RUS Cash and
No. D TUP Value Includable Excludable Total Loans Loans Investments, Percent Percent Temporary Investments
Balance Balance Loans, and
Guarantees
1 AL 042 $840,554,512| $3,150,480| $80,100,070 $83,250,55() $0 $0 $83,250,550 9.90 0.37 $72,603,583
2 AK 032 $19,441,607, $637,801] $10,460,778 $11,098,579 $0 $0 $11,098,579 57.09) 3.28 $2,919,726)
3 AR 032 $421,754,787 $1,267,114 $41,255,755 $42,522,869 $0 $0 $42,522,869 10.08| 0.30 $11,186,325
4 AR 034 $964,235,318 $41,177,125 $87,024,153 $128,201,274 $0 $0 $128,201,278 13.30) 4.27 $109,149,132
5 CO 047 $1,328,283,978 $124,124,502| $100,169,097] $224,293,599 $0 $0 $224,293,599) 16.89 9.34 $111,111,774
6 FL 041 $851,538,229 $4,235,848 $182,024,998 $186,260,846 $0 $0 $186,260,846) 21.87| 0.50 $81,595,153
7 GA 109 $5,117,917,703] $157,527,306 $241,439,960 $398,967,266 $0 $0 $398,967,266 7.80) 3.08 $157,796,110
8 GA 110 $902,690,930 $44,407,111) $200,410) $44,607,521) $0 $0 $44,607,521] 4.94 4.92 $34,013,211
9 IL 050 $177,205,623] $195,049 $4,806,913 $5,001,962 $0 $0 $5,001,962 2.82 0.11 $2,008,177
10 IN 107 $191,093,830) $24,104,217| $18,461,307] $42,565,524 $0 $0 $42,565,524 22.21 12.6 $25,460,394
11 1A 083 $444,150,112 $23,565,614 $77,198,113 $100,763,727 $1,506,353 $0 $102,270,080 23.03 5.64 $45,110,303
12 1A 084 $251,318,690 $5,499,751) $22,711,580) $28,211,331) $0 $0 $28,211,331] 11.23) 2.19 $6,294,418
13 1A 085 $85,653,963 $2,698,322| $16,992,576 $19,690,899 $448,321 $0 $20,139,219 2351 3.67| $221,700
14 IA 086 $9,710,644 $643,600 $4,540,645 $5,184,245 $0 $0 $5,184,245) 53.39) 6.63] $1,291,172
15 KS 054 $220,286,113 $5,534,540| $23,913,344 $29,447,884 $0 $9,870] $29,457,754 13.37] 2.5 $15,924,053
16 KY 059 $1,067,789,559 $17,021,061] $91,864,269 $108,885,33( $0 $813,274 $109,698,604 10.27] 1.59 $31,074,541
17 KY 062 $1,537,355,412 $5,086,556) $17,299,721 $22,386,277] $0 $0 $22,386,277 1.46 0.33 $14,781,911
18 LA 030 $1,199,702,844 $137,822,622 $33,565,653 $171,388,274 $0 $0 $171,388,275 14.29 11.49 $19,052,747
19 MN 106 $803,415,768 $56,487,725) $56,143,282| $112,631,007] $0 $187,185 $112,818,192 14.04 7.03) $2,360,898
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EXHIBIT C - ELECTRIC GENERATION BORROWERS’ TOTAL INVESTMENTS

20 MN 107 $999,915,725 $28,629,737| $57,522,826] $86,152,563 $10,334,039 $5,464,226 $101,950,828 10.20) 3.90) $43,427,415
21 MS 053 $826,440,344 $467,836 $50,402,912] $50,870,748 $0 $0 $50,870,748 6.16| 0.06] $27,852,019
22 MO 059 $136,085,604 $2,296,429 $46,230,645 $48,527,074 $0 $1,757,243) $50,284,317, 36.95) 1.69 $4,289,650
23 MO 060 $65,942,239 $109,033 $21,749,929 $21,858,962 $0 $0 $21,858,962) 33.15 0.17, $4,587,391
24 MO 070 $51,689,196) $3,222,791 $14,925,041 $18,147,832 $0 $0 $18,147,832 35.11] 6.23) $2,746,149
25 MO 071 $116,506,667, $18,672,266) $32,421,992 $51,094,258 $0 $0 $51,094,258 43.86) 16.03) $44,783
26 MO 072 $35,527,790 $1,363,448 $17,620,369 $18,983,817 $0 $0 $18,983,817, 53.43) 3.84 $367,478
27 MO 073 $1,312,107,238 $34,329,691) $145,632,144 $179,961,835 $0 $0 $179,961,835 13.72 2.62| $112,221,998
28 MT 040 $23,719,268 $2,382,863 $14,435,498 $16,818,361) $0 $0 $16,818,361] 70.91 10.05) $1,918,294
29 NM 018 $568,559,641 $24,334,815 $11,113,739 $35,448,554 $0 $0 $35,448,554 6.23) 4.28 $10,033,156
30 NC 067 $1,718,171,021 $35,940,066] $292,134,661 $328,074,727 $0 $5,541,633) $333,616,360 19.42 2.09 $91,936,131
31 ND 020 $208,608,597, $17,561,809) $0 $17,561,809 $0 $0 $17,561,809 8.42 8.42 $16,048,632
32 ND 042 $60,351,090 $369,728 $11,616,588 $11,986,316 $0 $0 $11,986,316] 19.86| 0.61] $162,181
33 ND 045 $2,118,713,282 $137,326,671 $518,504,651 $655,831,322 $107,426,734 $336,299 $763,594,359 36.04 11.55 $172,918,842
34 ND 048 $461,879,425 $11,697,358 $0 $11,697,358 $0 $0 $11,697,358 2.53 2.53 $10,629,080
35 OK 032 $813,305,911 $32,616,791) $14,999,936] $47,616,727 $0 $0 $47,616,727, 5.85) 4.01] $185,230
36 SC 050 $63,398,512) $261,891 $60,027,167] $60,289,058 $0 $0 $60,289,058 95.10 0.41] $13,936,298
37 SC 051 $516,467,989 $3,409,756 $66,103,964 $69,513,720 $0 $0 $69,513,720) 13.46) 0.66] $37,114,440
38 SD 043 $113,409,511 $12,426,423 $24,339,128 $36,765,551] $0 $4,725,936] $41,491,487 36.59) 10.96 $4,506,687,
39 TX 121 $500,910,495 $5,498,351 $22,135,905 $27,634,256 $0 $0 $27,634,256) 5.52 1.10 $1,389,341
40 TX 148 $89,313,789 $191,272 $17,648,711 $17,839,983 $0 $0 $17,839,983 19.97) 0.21] $5,541,072
41 TX 154 $68,224,569 $10,744,170) $2,315,41Q $13,059,580 $0 $0 $13,059,580 19.14 15.75) $10,794,170
42 TX 155 $453,912,457 $27,621) $29,454,442| $29,482,063 $0 $0 $29,482,063 6.50) 0.01 $13,421,185
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EXHIBIT C - ELECTRIC GENERATION BORROWERS’ TOTAL INVESTMENTS

43 TX 158 $107,803,738 $8,463,003 $56,176,647] $64,639,650 $0 $0 $64,639,650) 59.96 7.85 $25,064,991
44 IN 106 $1,126,266,347 $57,936,025| $51,921,085 $109,857,110 $0 $0 $109,857,110 9.75 5.14 $38,687,987
45 OR 042 $62,866,680) $1,704,196| $4,571,821) $6,276,017] $0 $0 $6,276,017| 9.98 2.7 $1,099,844
46 WI 064 $636,327,262) $35,722,411) $98,132,891 $133,855,302 $0 $0 $133,855,302 21.04 5.6 $866,833
47 AZ 028 $437,892,794 $36,691,314 $43,909,590) $80,600,904 $0 $0 $80,600,904 18.41) 8.38 $37,996,987
48 PA 027 $715,081,364 $37,285,952| $6,974,073 $44,260,025 $0 $0 $44,260,025 6.19 5.21] $22,018,250
49 TX 157* $23,443,281) $7,545,503) $4,632,108 $12,177,611) $0 $0 $12,177,611 51.94 32.19) $7,553,750

TOTAL $30,866,941,448 $1,224,415,564 $2,847,826,497 $4,072,242,061 $119,715,451] $18,835,666] $4,210,793,178 $1,463,315,592

Average $629,957,581 $24,988,073 $58,118,908 $83,106,981) $2,443,172 $384,401] $85,934,555 13.64 4.42 $29,863,584

* Does not include assumed TU Electric note by TX 157.
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EXHIBIT D - ELECTRIC GENERATION BORROWERS' INVESTMENTS IN
EXCESS OF 15 PERCENT OF TOTAL UTILITY PLANT VALUE

Investments
Borrower Insured Debt to Guaranteed Direct Total OIG RUS Cash and
No. ID RUS as of 12/31/97 TUP Value Includable Excludable Total Loans Loans Investments, Percent Percent Temporary
Balance Balance Loans, and Investments
Guarantees
1 AK 032 $0 $19,441,607| $637,801 $10,460,778| $11,098,579 $0 $0 $11,098,579 57.09 3.28 $2,919,726
2 CO 047 $56,934,990 $1,328,283,978 $124,124,502 $100,169,097| $224,293,599 $0 $0 $224,293,599 16.89 9.34 $111,111,774
3 FL 041 $7,885,620 $851,538,229 $4,235,848 $182,024,998 $186,260,846 $0 $0 $186,260,846| 21.87 0.50 $81,595,153
4 IN 107 $92,036,491 $191,093,830 $24,104,217| $18,461,307| $42,565,524 $0 $0 $42,565,524) 22.27 12.61 $25,460,394
5 IA 083 $68,831,893 $444,150,112 $23,565,614| $77,198,113| $100,763,727| $1,506,353 $0 $102,270,080 23.03 5.64 $45,110,303
6 IA 085 $5,487,614 $85,653,963) $2,698,322 $16,992,576| $19,690,898| $448,321] $0 $20,139,219 23.51 3.67 $221,700
7 IA 086 $2,813,717 $9,710,644 $643,600 $4,540,645 $5,184,245 $0 $0 $5,184,245 53.39 6.63 $1,291,172
8 MO 059 $36,135,487| $136,085,604 $2,296,429 $46,230,645| $48,527,074 $0  $1,757,243 $50,284,317| 36.95 1.69 $4,289,650
9 MO 060 $11,766,945| $65,942,239 $109,033 $21,749,929 $21,858,962, $0 $0 $21,858,962 33.15 0.17 $4,587,391
10 MO 070 $5,780,724 $51,689,196| $3,222,791 $14,925,041 $18,147,832, $0 $0 $18,147,832 35.11 6.23 $2,746,149
11 MO 071 $31,214,413 $116,506,667| $18,672,266| $32,421,992, $51,094,258| $0 $0 $51,094,258 43.86 16.03 $44,783
12 MO 072 $11,073,304 $35,527,790 $1,363,448 $17,620,369 $18,983,817| $0 $0 $18,983,817| 53.43 3.84 $367,478
13 MT 040 $7,703,556 $23,719,268 $2,382,863 $14,435,498| $16,818,361) $0 $0 $16,818,361 70.91 10.05 $1,918,294,
14 NC 067 $7,697,808 $1,718,171,021] $35,940,066| $292,134,661 $328,074,727, $0  $5,541,633 $333,616,360 19.42 2.09 $91,936,131
15 ND 042 $26,983,548 $60,351,090 $369,728 $11,616,588| $11,986,316| $0 $0 $11,986,316 19.86| 0.61 $162,181
16 ND 045 $100,370,199 $2,118,713,282 $137,326,671 $518,504,651] $655,831,3220  $107,426,738 $336,299 $763,594,359 36.04 11.55 $172,918,842
17 SC 050 $68,396,326| $63,398,512 $261,891 $60,027,167| $60,289,058| $0 $0 $60,289,058 95.10 0.41 $13,936,298
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EXHIBIT D - ELECTRIC GENERATION BORROWERS' INVESTMENTS IN
EXCESS OF 15 PERCENT OF TOTAL UTILITY PLANT VALUE

18 | SD 043 $47,230,540 $113,409,511 $12,426,423) $24,339,128| $36,765,551] $0  $4,725,936 $41,491,487| 36.59 10.96 $4,506,687
19 TX 148 $9,623,214] $89,313,789 $191,272 $17,648,711 $17,839,983 $0 $q $17,839,983 19.97| 0.21 $5,541,072
20 | TX 154 $0 $68,224,569 $10,744,170 $2,315,410 $13,059,580 $0 $Q $13,059,580 19.14 15.75 $10,794,170
21 TX 158 $0) $107,803,738 $8,463,003 $56,176,647| $64,639,650 $0 $q $64,639,650 59.96 7.89 $25,064,991
22 WI 064 $0) $636,327,262 $35,722,411 $98,132,891]  $133,855,302 $0 $Q $133,855,302 21.04 5.6 $866,833
23 | AZ028 $14,382,979 $437,892,774 $36,691,314 $43,909,590 $80,600,904 $0 $q $80,600,904 18.41 8.38 $37,996,987
24 | TX157* $0 $23,443,281 $7,545,503] $4,632,108 $12,177,611 $0 $0 $12,177,611 51.94 32.19 $7,553,750

TOTAL $612,349,368 $8,796,391,956| $493,739,186 $1,686,668,540 $2,180,407,726 $109,381,412| $12,361,111| $2,302,150,249 $652,941,909

Average $25,514,557| $366,516,332 $20,572,466) $70,277,856| $90,850,322 $4,557,559 $515,046 $95,922,927| 26.17| 7.00 $27,205,913
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EXHIBIT E - NONEXEMPT ELECTRIC DISTRIBUTION BORROWERS’ TOTAL
INVESTMENTS

Investments
Total
Borrower Guaranteed Direct Investments, Cash and
No. ID TUP Value Loans Loans Loans, and 0IG RUS
Balance Balance Guarantees Percent Percent
Total Temporary
Includable Excludable Investments
1 IA 079 $17,789,843 $247,229 $2,198,903 $2,446,132 $0.00 $65,422 $2,511,554 14.12 1.39 $801,821
2 CO 025 $54,195,389 $808,016 $8,610,042 $9,418,058 $0.00 $12,302 $9,430,360 17.40 1.49 $1,322,370
3 KS 051 $75,039,434 $7,473,871 $2,397,293 $9,871,164 $0.00 $0.00 $9,871,164 13.15 9.96 $3,054,421
4 LA 013 $215,603,476 $2,973,415 $5,776,364 $8,749,779 $333,993 $0.00 $9,083,772 421 1.53 $2,028,457
5 ME 012 $28,316,782 $374,329 $1,105,272 $1,479,601 $0.00 $0.00 $1,479,601 5.23 1.32 $70,990
6 CO 035 $21,655,746 $279,668 $3,919,362 $4,199,030 $0.00 $0.00 $4,199,030 19.39 1.29 $1,519,600
7 KS 014 $19,125,094 $79,192 $2,419,516 $2,498,708 $0.00 $0.00 $2,498,708 13.07 0.41 $1,500,258
8 MT 005 $24,569,494 $1,250,122 $2,314,544 $3,564,666 $0.00 $0.00 $3,564,666 14,51 5.09 $1,506,333
9 MI 020 $20,221,483 $144,789 $1,088,782 $1,233,571 $0.00 $0.00 $1,233,571 6.10 0.72 $524,154
10 IN 009 $12,895,472 $3,019,387 $1,000 $3,020,387 $0.00 $0.00 $3,020,387 23.42 2341 $392,500
11 OR 017 $33,578,939 $1,290,150 $2,600,649 $3,890,799 $0.00 $0.00 $3,890,799 11.59 3.84 $2,906,910
12 KS 057 $29,784,698 $1,468,178 $912,961 $2,381,139 $0.00 $4,340 $2,385,479 8.01 493 $73,341
13 ME 016 $1,551,064 $30,809 $0.00 $30,809 $0.00 $0.00 $30,809 1.99 1.99 $13,875
14 TX 080 $14,969,775 $112,375 $788,761 $901,136 $0.00 $18,095 $919,231 6.14 0.75 $283,440
15 ND 022 $36,154,267 $556,512 $3,121,690 $3,678,202 $0.00 $344,495 $4,022,697 11.13 154 $67,895
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EXHIBIT E - NONEXEMPT ELECTRIC DISTRIBUTION BORROWERS’ TOTAL

INVESTMENTS

16 KS 019 $19,272,458 $360,978 $2,523,250 $2,884,228 $0.00 $89,483 $2,973,711 15.43 1.87 $947,619
17 PA 013 $46,985,583 $3,619,019 $3,891,026 $7,510,045 $0.00 $0.00 $7,510,045 15.98 7.70 $377,248
18 LA 015 $24,531,690 $1,129,335 $2,189,168 $3,318,503 $0.00 $0.00 $3,318,503 13.53 4.60 $2,211,426
19 CO 036 $63,004,664 $189,145 $6,345,585 $6,534,730 $0.00 $0.00 $6,534,730 10.37 0.30 $4,595,214
20 Co 017 $51,631,411 $913,423 $4,515,127 $5,428,550 $0.00 $2,410 $5,430,960 10.52 177 $538,040
21 KS 050 $7,420,428 $178,275 $882,216 $1,060,491 $0.00 $0.00 $1,060,491 14.29 240 $628,519
22 OR 037 $8,786,782 $140,312 $887,990 $1,028,302 $0.00 $0.00 $1,028,302 11.70 1.60 $722,013
23 AK 026 $10,201,876 $964,078 $715,636 $1,679,714 $0.00 $0.00 $1,679,714 16.46 9.45 $1,164,942
24 ND 029 $52,398,577 $7,155,004 $11,659,700 $18,814,704 $0.00 $273,559 $19,088,263 36.43 13.65 $189,405
25 ND 050 $66,756,769 $4,198,402 $9,945,105 $14,143,507 $0.00 $1,898,877 $16,042,384 24.03 6.29 $2,409,121
26 SC 037 $94,036,542 $2,254,452 $14,420,084 $16,674,536 $0.00 $1,141,407 $17,815,943 18.95 240 $6,076,349
27 MN 109 $101,066,499 $6,095,475 $12,571,827 $18,667,302 $0.00 $800,272 $19,467,574 19.26 6.03 $2,464,478
28 MT 016 $19,435,682 $431,954 $693,660 $1,125,614 $0.00 $0.00 $1,125,614 5.79 222 $474,348
29 KY 046 $26,754,538 $3,446,136 $0.00 $3,446,136 $0.00 $0.00 $3,446,136 12.88 12.88 $273,831
30 IA 073 $17,908,918 $159,340 $2,744,307 $2,903,647 $0.00 $8,529 $2,912,176 16.26 0.89 $485,217
31 AL 033 $35,346,773 $0.00 $5,756,530 $5,756,530 $0.00 $0.00 $5,756,530 16.29 0.00 $263,885
32 KS 029 $11,991,777 $310,013 $488,614 $798,627 $0.00 $0.00 $798,627 6.66 2.59 $24,274
33 SD 012 $65,594,786 $1,257,240 $13,592,982 $14,850,222 $5,200,192 $1,713,594 $21,764,008 33.18 9.84 $123,704
34 KS 044 $58,716,908 $2,181,373 $3,875,536 $6,056,909 $0.00 $0.00 $6,056,909 10.32 372 $2,537,685
35 KS 028 $34,325,179 $513,209 $2,601,658 $3,114,867 $389,485 $11,700 $3,516,052 10.24 2.63 $1,809,290
36 ME 019 $5,673,389 $119,674 $71,627 $191,301 $0.00 $0.00 $191,301 3.37 211 $26,072
37 MD 004 $349,981,336 $5,073,031 $10,850,223 $15,923,254 $0.00 $0.00 $15,923,254 455 1.45 $1,116,114
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EXHIBIT E - NONEXEMPT ELECTRIC DISTRIBUTION BORROWERS’ TOTAL

INVESTMENTS

38 SD 020 $12,591,085 $373,634 $1,630,875 $2,004,509 $206,074 $0.00 $2,210,583 17.56 4.60 $236,609
39 KS 038 $16,909,395 $316,768 $1,714,631 $2,031,399 $0.00 $0.00 $2,031,399 12.01 1.87 $858,334
40 TN 061 $61,249,982 $1,174,386 $3,547,093 $4,721,479 $0.00 $0.00 $4,721,479 771 1.92 $2,471,232
41 MO 035 $15,428,918 $207,224 $4,591,177 $4,798,401 $0.00 $96,060 $4,894,461 3172 1.34 $1,418,034
42 NM 014 $15,881,523 $202,798 $1,678,687 $1,881,485 $0.00 $0.00 $1,881,485 11.85 1.28 $458,274
43 NE 088 $38,012,039 $0.00 $5,141,596 $5,141,596 $0.00 $0.00 $5,141,596 13.53 0.00 $860,349
44 ND 011 $87,509,276 $627,501 $4,721,324 $5,348,825 $2,796,413 $484,402 $8,629,640 9.86 391 $696,772
45 KS 039 $11,360,434 $111,563 $776,144 $887,707 $0.00 $0.00 $887,707 7.81 0.98 $15,591
46 MT 034 $5,328,083 $177,045 $788,531 $965,576 $0.00 $0.00 $965,576 18.12 3.32 $416,858
47 OK 002 $24,512,227 $233,105 $2,794,071 $3,027,176 $0.00 $62,478 $3,089,654 12.60 0.95 $169,790
48 MT 029 $6,892,567 $241,716 $18,112 $259,828 $0.00 $0.00 $259,828 3.77 351 $17,547
49 MT 032 $22,873,853 $753,002 $4,402,449 $5,155,451 $0.00 $0.00 $5,155,451 22.54 3.29 $3,624,550
50 KY 064 $21,408,126 $504,201 $1,700,141 $2,204,342 $457,304 $0.00 $2,661,646 12.43 4.49 $69,541

TOTAL $2,117,231,029 $65,720,853 $181,981,821 $247,702,674 $9,383,461 $7,027,425 $264,113,560 $56,838,640

Average $42,344,621 $1,314,417 $3,639,636 $4,954,053 $187,669 $140,549 $5,282,271 12.47 3.88 $1,136,773
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EXHIBIT F - NONEXEMPT ELECTRIC DISTRIBUTION BORROWERS’

INVESTMENTS IN EXCESS OF 15 PERCENT OF TOTAL UTILITY PLANT VALUE

No. Borrower Insured Debt to TUP Value Investments Guaranteed Direct Total (o]¢] RUS Cash and
ID RUS as of 12/31/97 Loans Loan Investments, Percent Percent
Balance Balance Loans, and
Guarantees
Includable Excludable Total Temporary
Investments
1 CO 025 $8,094,187 $54,195,389 $808,016 $8,610,042 9,418,058 $0 $12,302 $9,430,360 17.40 1.49 $1,322,370
2 CO 035 $8,305,054 $21,655,746 $279,668 $3,919,362 4,199,030 $0 $0 $4,199,030 19.39 1.29 $1,519,600
3 IN 009 $1,269,821 $12,895,472 $3,019,387 $1,000 3,020,387 $0 $0 $3,020,387 23.42 2341 $392500
4 KS 019 $5,438,778 $19,272,458 $360,978 $2,523,250 2,884,228 $0 $89,483 $2,973,711 15.43 1.87 $947619
5 PA 013 $18,278,728 $46,985,583 $3,619,019 $3,891,026 7,510,045 $0 $0 $7,510,045 15.98 7.70 $377,284
6 AK 026 $4,074,592 $10,201,876 $964,078 $715,636 1,679,714 $0 $0 $1,679,714 16.46 9.45 $1,164,942
7 ND 029 $18,009,866 $52,398,577 $7,155,004 $11,659,700 18,814,704 $0 $273,559 $19,088,263 36.43 13.65 $189,405
8 ND 050 $35,237,050 $66,756,769 $4,198,402 $9,945,105 14,143,507 $0 $1,898,877 $16,042,384 24.03 6.29 $2,409,121
9 SC 037 $38,377,542 $94,036,542 $2,254,452 $14,420,084 16,674,536 $0 $1,141,407 $17,815,943 18.95 2.40 $6,076,349
10 MN 109 $33,487,341 $101,066,499 $6,095,475 $12,571,827 18,667,302 $0 $800,272 $19,467,574 19.26 6.03 $2,464,478
11 IA 073 $6,608,451 $17,908,918 $159,340 $2,744,307 2,903,647 $0 $8,529 $2,912,176 16.26 0.89 $485.217
12 AL 033 $15,145,969 $35,346,773 $0 $5,756,530 5,756,530 $0 $0 $5,756,530 16.29 0.00 $263,885
13 SD 012 $25,189,622 $65,594,786 $1,257,240 $13,592,982 14,850,222 $5,200,192 $1,713,594 $21,764,008 33.18 9.84 $123704
14 SD 020 $4,812,234 $12,591,085 $373,634 $1,630,875 2,004,509 $206,074 $0 $2,210,583 17.56 460 $236,609
15 MO 035 $4,676,682 $15,428,918 $207,224 $4,591,177 4,798,401 $0 $96,060 $4,894,461 31.72 134 $1,418,034
16 MT 034 $975,640 $5,328,083 $177,045 $788,531 965,576 $0 $0 $965,576 18.12 332 $416,858
17 MT 032 $9,657,093 $22,873,853 $753,002 $4,402,449 5,155,451 $0 $0 $5,155,451 2254 329 $3,624,550
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EXHIBIT F - NONEXEMPT ELECTRIC DISTRIBUTION BORROWERS’

INVESTMENTS IN EXCESS OF 15 PERCENT OF TOTAL UTILITY PLANT VALUE

MARCH 2000

TOTAL $237,638,650 $654,537,327 $31,681,964 $101,763,883 $133,445,847 $5,406,266 $6,034,083 $144,886,196 $23,432525
Average $13,078,744 $38,502,196 $1,863,645 $5,986,111 $7,849,756 $318,016 $354,946 $8,522,718 2214 6.59 $1,378,384
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EXHIBIT G - EXEMPT ELECTRIC DISTRIBUTION BORROWERS' TOTAL
INVESTMENTS

No. Borrower TUP Value Investments Guaranteed Loans Direct Total Investments, OIG Percent RUS Cash and
ID Balance Loans Balance Loans, and Percent Temporary
Guarantees Investments
Includable Excludable Total
1 IL 032 $11,008,183 $885,730 $515,626 $1,401,356 $0 $19,630 $1,420,986 12.91 8.05 $399,411
2 VA 054 $266,341,837 $12,348,880 $43,266,284 $55,615,164 $0 $152,310 $55,767,474 20.94 4.64 $9,188,334
3 SD 040 $26,097,756 $1,936,219 $2,733,132 $4,669,351 $0 $55,823 $4,725,174 18.11 7.42 $2,408,282
4 KY 021 $58,074,353 $626,130 $8,971,220 $9,597,350 $0 $0 $9,597,350 16.53 1.08 $1,986,355
5 TN 037 $47,886,867 $3,272,286 $3,369,048 $6,641,334 $0 $0 $6,641,334 13.87 6.83 $5,560,690
6 GA 066 $39,732,798 $237,905 $5,568,623 $5,806,528 $0 $0 $5,806,528 14.61 0.60 $318,322
7 MS 046 $46,295,713 $238,695 $5,783,899 $6,022,594 $0 $0 $6,022,594 13.01 0.52 $1,978,594
8 KY 055 $55,146,487 $1,132,494 $18,472,953 $19,605,447 $0 $81,261 $19,686,708 35.70 2.05 $962,713
9 MO 028 $19,995,570 $59,483 $1,847,010 $1,906,493 $0 $0 $1,906,493 9.53 0.30 $181,669
10 IL 045 $13,489,784 $412,718 $1,624,348 $2,037,066 $29,166 $151,200 $2,217,432 16.44 328 $1,388,862
11 CO 032 $125,199,232 $3,804,585 $16,516,268 $20,320,853 $0 $0 $20,320,853 16.23 3.04 $2,658,983
12 AL 044 $52,690,526 $2,540,593 $6,223,481 $8,764,074 $1,429,191 $4,162 $10,197,427 19.35 753 $133,686
13 MT 015 $27,057,062 $122,830 $1,798,887 $1,921,717 $0 $0 $1,921,717 7.10 0.45 $1,313,557
14 KS 007 $14,758,054 $155,668 $1,651,338 $1,807,006 $0 $0 $1,807,006 12.24 1.05 $940,532
15 SD 025 $15,941,302 $287,948 $1,641,579 $1,929,527 $0 $70,152 $1,999,679 12.54 181 $81,415
16 MS 041 $53,770,362 $2,364,349 $11,392,880 $13,757,229 $0 $0 $13,757,229 25.59 4.40 $6,422,266
17 TX 065 $49,807,102 $334,233 $12,724,614 $13,058,847 $278,296 $0 $13,337,143 26.78 122 $4,048,307
18 MT 031 $11,646,329 $506,403 $1,437,279 $1,943,682 $0 $0 $1,943,682 16.69 435 $1,038,937
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EXHIBIT G - EXEMPT ELECTRIC DISTRIBUTION BORROWERS' TOTAL

INVESTMENTS

19 MO 032 $9,072,982 $1,825,962 $2,630,207 $4,456,169 $0 $0 $4,456,169 49.11 20.13 $1,932,127
20 MN 018 $31,266,515 $215,515 $3,456,387 $3,671,902 $0 $97,824 $3,769,726 12.06 0.69 $767,379
21 SD 017 $12,162,042 $327,190 $2,044,478 $2,371,668 $608,194 $8,207 $2,988,069 2457 7.69 $26,520
22 SD 036 $11,052,569 $182,428 $1,892,829 $2,075,257 $37,343 $0 $2,112,600 19.11 1.99 $390,012
23 MT 024 $14,135,531 $1,350,783 $903,975 $2,254,758 $0 $0 $2,254,758 15.95 9.56 $1,851,586
24 MT 033 $22,448,332 $808,660 $988,730 $1,797,390 $0 $0 $1,797,390 8.01 3.60 $975,925
25 NE 077 $70,434,145 $0 $9,607,708 $9,607,708 $0 $0 $9,607,708 13.64 0.00 $5,881,183
26 KS 018 $12,525,194 $689,735 $1,678,258 $2,367,993 $0 $0 $2,367,993 18.91 551 $1,247,741
27 AL 025 $37,260,621 $782,946 $3,731,476 $4,514,422 $0 $167,166 $4,681,588 12.56 2.10 $98,087
28 NY 024 $5,033,475 $70,620 $288,781 $359,401 $0 $0 $359,401 7.14 1.40 $153,779
29 NM 008 $27,605,469 $417,263 $1,175,109 $1,592,372 $0 $404,980 $1,997,352 7.24 151 $619,313
30 CO 020 $72,232,231 $992,932 $12,651,544 $13,644,476 $0 $0 $13,644,476 18.89 137 $327,546
31 NM 023 $83,606,280 $20,070,447 $23,321,995 $43,392,442 $0 $77,906 $43,470,348 51.99 24,01 $6,449,486
32 KS 042 $9,342,838 $98,491 $329,832 $428,323 $0 $0 $428,323 458 1.05 $94,254
33 VA 036 $23,351,448 $284,202 $5,510,460 $5,794,662 $0 $0 $5,794,662 24,82 122 $145,101
34 PA 015 $52,971,797 $109,992 $4,214,008 $4,324,000 $0 $0 $4,324,000 8.16 021 $429,443
35 NC 031 $35,799,954 $1,679,596 $1,426,279 $3,105,875 $0 $0 $3,105,875 8.68 4.69 $1,471,902
36 NY 019 $13,974,743 $3,171 $413,491 $416,662 $0 $0 $416,662 2.98 0.02 $98,724
37 GA 065 $28,200,762 $185,592 $3,910,802 $4,096,394 $0 $0 $4,096,394 1453 0.66 $245,043
38 SD 023 $14,989,892 $425,872 $2,001,077 $2,426,949 $161,687 $0 $2,588,636 17.27 3.92 $87,577
39 NC 039 $89,544,618 $6,446,310 $2,852,327 $9,298,637 $0 $0 $9,298,637 10.38 7.20 $5,235,295
40 KY 034 $37,343,875 $403,199 $5,515,679 $5,918,878 $0 $236,440 $6,155,318 16.48 1.08 $375,267
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EXHIBIT G - EXEMPT ELECTRIC DISTRIBUTION BORROWERS' TOTAL
INVESTMENTS

41 NE 059 $16,610,565 $164,809 $1,963,663 $2,128,472 $0 $0 $2,128,472 12.81 0.99 $1,559,518
42 KY 061 $32,009,872 $119,520 $2,904,945 $3,024,465 $0 $0 $3,024,465 9.45 0.37 $139,242
43 PA 025 $73,246,520 $1,741,516 $8,524,272 $10,265,788 $0 $1,268,771 $11,534,559 15.75 2.38 $2,349,763
44 VA 055 $326,806,784 $23,966,503 $103,656,866 $127,623,369 $0 $0 $127,623,369 39.05 733 $49,890,769
45 TN 031 $35,676,603 $38,716 $4,090,420 $4,129,136 $0 $0 $4,129,136 1157 011 $3,108,365
46 KY 035 $128,451,854 $2,195,728 $6,206,834 $8,402,562 $400,000 $2,098,254 $10,900,816 8.49 2.02 $5,084,634
47 TX 069 $47,554,946 $814,941 $9,898,479 $10,713,420 $0 $0 $10,713,420 22.53 171 $4,243,315
48 AZ 027 $149,728,165 $509,395 $10,060,161 $10,569,556 $0 $0 $10,569,556 7.06 0.34 $2,724,557
49 TN 060 $38,626,218 $228,430 $4,674,668 $4,903,098 $0 $0 $4,903,098 12.69 0.59 $337,783
50 IN 038 $34,004,853 $347,555 $9,736,306 $10,083,861 $0 $0 $10,083,861 29.65 1.02 $1,377,553
$140,729,704

TOTAL $2,532,011,010 $98,765,168 $397,800,515 $496,565,683 $2,943,877 $4,894,086 $504,403,646
Average $50,640,220 $1,975,303 $7,956,010 $9,931,314 $58,878 $97,882 $10,088,073 19.92 421 $2,814,594
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EXHIBIT H - EXEMPT ELECTRIC DISTRIBUTION BORROWERS’ INVESTMENTS

IN EXCESS OF 15 PERCENT OF TOTAL UTILITY PLANT VALUE

Investments Guaranteed Direct Total Investments, Cash and
Loans Loans Loans, and 0IG RUS Temporary
Guarantees
No. ID Insured Loan Balance as of TUP Value Includable Excludable Total Balance Balance Percent Percent Investments
12/31/97
1 VA 054 $97,994,959 $266,341,837 $12,348,880 $43,266,284 $55,615,164 $0 $152,310 $55,767,474 20.94 4.64 $9,188,334
2 SD 040 $12,152,278 $26,097,756 $1,936,219 $2,733,132 $4,669,351 $0 $55,823 $4,725,174 18.11 742 $2,408,282
3 KY 021 $22,459,397 $58,074,353 $626,130 $8,971,220 $9,597,350 $0 $0 $9,597,350 16.53 1.08 $1,986,355
4 KY 055 $14,930,320 $55,146,487 $1,132,494 $18,472,953 $19,605,447 $0 $81,261 $19,686,708 35.70 2.05 $962,713
5 IL 045 $3,509,059 $13,489,784 $412,718 $1,624,348 $2,037,066 $29,166 $151,200 $2,217,432 16.44 3.28 $1,388,862
6 CO 032 $54,642,846 $125,199,232 $3,804,585 $16,516,268 $20,320,853 $0 $0 $20,320,853 16.23 3.04 $2,658,983
7 AL 044 $14,967,501 $52,690,526 $2,540,593 $6,223,481 $8,764,074 $1,429,191 $4,162 $10,197,427 19.35 7.53 $133,686
8 MS 041 $12,439,701 $53,770,362 $2,364,349 $11,392,880 $13,757,229 $0 $0 $13,757,229 2559 4.40 $6,422,266
9 TX 065 $18,058,978 $49,807,102 $334,233 $12,724,614 $13,058,847 $278,296 $0 $13,337,143 26.78 1.23 $4,048,307
10 MT 031 $2,194,286 $11,646,329 $506,403 $1,437,279 $1,943,682 $0 $0 $1,943,682 16.69 435 $1,038,937
11 MO 032 $3,191,849 $9,072,982 $1,825,962 $2,630,207 $4,456,169 $0 $0 $4,456,169 49.11 20.13 $1,932,127
12 SD 017 $6,397,434 $12,162,042 $327,190 $2,044,478 $2,371,668 $608,194 $8,207 $2,988,069 2457 7.69 $26,520
13 SD 036 $3,507,460 $11,052,569 $182,428 $1,892,829 $2,075,257 $37,343 $0 $2,112,600 19.11 1.99 $390,012
14 MT 024 $4,295,498 $14,135,531 $1,350,783 $903,975 $2,254,758 $0 $0 $2,254,758 15.95 9.56 $1,851,586
15 KS 018 $2,504,310 $12,525,194 $689,735 $1,678,258 $2,367,993 $0 $0 $2,367,993 18.91 551 $1,247,741
16 CO 020 $17,591,688 $72,232,231 $992,932 $12,651,544 $13,644,476 $0 $0 $13,644,476 18.89 1.37 $327,546
17 NM 023 $13,778,864 $83,606,280 $20,070,447 $23,321,995 $43,392,442 $0 $77,906 $43,470,348 51.99 24,01 $6,449,486
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EXHIBIT H - EXEMPT ELECTRIC DISTRIBUTION BORROWERS’ INVESTMENTS
IN EXCESS OF 15 PERCENT OF TOTAL UTILITY PLANT VALUE

18 VA 036 $5,142,198 $23,351,448 $284,202 $5,510,460 $5,794,662 $0 $0 $5,794,662 24.82 122 $145,101
19 SD 023 $6,438,248 $14,989,892 $425,872 $2,001,077 $2,426,949 $161,687 $0 $2,588,636 17.27 3.92 $87,577
20 KY 034 $9,452,709 $37,343,875 $403,199 $5,515,679 $5,918,878 $0 $236,440 $6,155,318 16.48 1.08 $375,267
21 PA 025 $25,715,424 $73,246,520 $1,741,516 $8,524,272 $10,265,788 $0 $1,268,771 $11,534,559 15.75 2.38 $2,349,763
22 VA 055 $129,068,671 $326,806,784 $23,966,503 $103,656,866 $127,623,369 $0 $0 $127,623,369 39.05 7.33 $49,890,769
23 TX 069 $19,232,837 $47,554,946 $814,941 $9,898,479 $10,713,420 $0 $0 $10,713,420 22.53 171 $4,243,315
24 IN 038 $6,430,972 $34,004,853 $347,555 $9,736,306 $10,083,861 $0 $0 $10,083,861 29.65 1.02 $1,377,553

TOTAL $506,097,487 $1,484,348,915 $79,429,869 $313,328,884 $392,758,753 $2,543,877 $2,036,080 $397,338,710 $100,931,088

Average $21,087,395 $61,847,871 $3,309,578 $13,055,370 $16,364,948 $105,995 $84,837 $16,555,780 26.77 5.66 $4,205,462
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EXHIBIT I - STATISTICAL SAMPLE DESIGN

The general statistical sanple design for this audit was a stratified sinple
randomsanpl i ng schene where el ectric generation and di stribution borrowers were
sel ected froma data base obtained fromthe Rural Utilities Service (RUS). There
was a total of 787 electric generation and distribution borrowers in this
uni ver se. The 787 borrowers were stratified according to the follow ng
subj ective criteria:

STRATA
Nonexenpt Distribution Borrowers 1
Exenmpt Distribution Borrowers 2
El ectric Generation Borrowers 3

A sample size of 149 borrowers was selected and subjectively allocated to
Strata 1 through 3 by sanpling 50 each in Strata 1 and Strata 2 and sel ecting all
49 generation borrowers in Strata 3. A sunmmary of the sanple design is presented
bel ow.

Nunber of Sanpl e

STRATA Borrowers Si ze

1 Nonexenpt Distribution 148 50
Bor rower s

2 Exenpt Distribution 590 50
Bor r ower s

3 El ectric Generation 49 49
Borr ower s

TOTAL 787 149

The borrowers within Strata 1 and Strata 2 were selected with equal probability
wi t hout replacenment within each strata. The borrowers in Strata 3 were sel ected
with probability equal to one. The sanple unit within each strata was a
borrower. A 95 percent | ower one-sided confidence | evel was used for all of the
statistical estimates in this audit.

Al statistical analysis was acconplished on a Pentium personal conputer using
the Wndows version of SAS and SUDAAN. The statistical estimtes used for
projections along with their standard errors were produced wi th SUDAAN, which
anal yzes sanple survey data gathered from conplex multistage sanple designs.
SUDAAN was written by B.V. Shah of Research Triangle Institute, Research Triangle
Park, North Carolina. The sanpl e design and sanpl e selections usedin this audit
wer e determ ned using SAS.
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EXHIBIT I - STATISTICAL SAMPLE DESIGN

The term sanple precision (sp), as used in the report for estimating dollar
val ues and nunber of occurrences, is defined as

_ t*STDERR

b= prEsT

wher e
t -t factor for a 95% one-sided | ower confidence | eve
PTEST - point estinate (estimate of the total)
STDERR - standard error of the point estinate

The sanple precision for estimting percentage values is defined as

sp=t*STDERR

wher e
t -t factor for a 95% one-sided | ower confidence |eve
STDERR - standard error of the point estimate (percentage val ue)
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EXHIBIT J - STATISTICAL PROJECTIONS

The following statistical projections are based on a one-sided 95 percent
confidence level. W are 95 percent certain that the value of the condition is
at least at the lower linmit. The midpoint estimate is our best estimte of the
condi tion.

Sanpl i ng
Pr eci si on
Condi ti on M dpoi nt Estinate Lower Estinmte (Percent)

1. Nunber of generation and 90 48 48. 6
di stribution borrowers with
rural investnents.

2.  Nunmber of exenpt and nonexenpt 334 265 20.5
di stribution borrowers wth
total investnents, |oans, and
| oan guarantees in excess of
15 percent of TUP

3. Nunmber of generation and 358 289 20.5
di stribution borrowers with
total investnents in excess of
15 percent of TUP

4., Ratio of investnents to TUP .23 .20 12. 6
for distribution borrowers
who had i nvestments in excess
of 15 percent of TUP

5. Total rural devel opnent $60, 976, 996 $32, 104, 139 56.5
i nvest ments of generation
and distribution borrowers.

6. Total investnents, |oans, $10, 944, 532, 338 $8, 334, 447,878 38.8
and | oan guarantees for
generation and distribution
borr owers.

7. Total investnents, |oans, $5, 117, 459, 918 $2, 422, 544, 857 52.7
and | oan guarantees for
all exenpt and nonexenpt
di stribution borrowers
with investnents in excess
of 15 percent of TUP
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EXHIBIT J - STATISTICAL PROJECTIONS

10.

11.

12.

13.

Total i

nvest ments, | oans,

and | oan guarantees for

gener at

borrowers with investments in

excess

Total i

ion and distribution
of 15 percent of TUP

nvest ments, | oans,

and | oan guarantees in

excess
TUP for

of 15 percent of
all exenpt and

nonexenpt borrowers.

Total i

nvest ments, | oans,

and | oan guarantees in

excess
TUP for

of 15 percent of
generation and

di stributi on borrowers.

Amount
| oans,

used to conpute the investnent
percent of TUP for exenpt and

of total investnents,
and | oan guar ant ees

nonexenpt borrowers who had
i nvestments in excess of
15 percent of TUP

Amount
| oans,

used to conpute the investnent
percent of TUP for generation
and distribution borrowers who

of total investnents,
and | oan guar ant ees

had i nvestments in excess of
15 percent of TUP

Amount
| oans,

of total investnents,
and | oan guar ant ees

not used to conpute the
i nvest nent percent of TUP
for exenpt and nonexenpt

borrowers who had i nvestnents

in excess of 15 percent

of TUP

$7, 419, 610, 167

$2, 216, 461, 331

$3, 199, 152, 787

$1, 031, 051, 068

$1, 646, 532, 777

$3, 998, 501, 925

$4, 724, 695, 106

$ 625,915,161

$1, 608, 606, 617

$ 416, 819, 926

$1, 032, 301, 635

$1, 858, 155, 984

52.7

71.8

71.8

59.6

59.6

53.5
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EXHIBIT J - STATISTICAL PROJECTIONS

14.

15.

16.

Amount of total investnents,

| oans, and | oan guar ant ees
not used to conpute the

i nvest ment percent of TUP

for generation and

di stribution borrowers who
had i nvestnents in excess

of 15 percent of TUP

15 percent of total TUP
val ues for all exenpt and
nonexenpt distribution
borrowers that had tota

i nvestments in excess of
15 percent of TUP

15 percent of total TUP
val ues for generation and
di stribution borrowers
that had total investnents
in excess of 15 percent

of TUP.

$5, 685, 170, 465

$2,917, 912, 153

$4, 237, 370, 946

$3, 544, 824,524

$1, 679, 348, 507

$2, 998, 807, 300

53.5

42. 4

42. 4
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EXHIBIT K - ANALYSIS OF GENERATION AND
DISTRIBUTION BORROWERS

ELECTRI C GENERATI ON BORRONERS

Qur analysis of REA Forns 12a, "Qperating Report-Financial," and Forns 12h,
"Operating Report-Annual Supplenent,"” subnmitted by 49 electric generation
borrowers for CY 1997 reveal ed that 24 borrowers had total investnents, |oan
bal ances, and guaranteed | oan bal ances in excess of 15 percent of TUP. Tota

i nvestments as a percent of TUP for these 24 borrowers ranged from 16. 89 percent
to 95.10 percent and averaged 37.04 percent. These 24 borrowers reported TUP
values totaling about $8.8 billion and had total investnents, |oans, and |oan
guarantees of $2.3 billion of which about $982.7 mllion was in excess of
15 percent of TUP. See exhibit C for the borrowers reviewed and exhibit D for
the borrowers that had investnents in excess of 15 percent of TUP

Figure 2 belowillustrates the anount of investnents per RUS, total investnents
per O G 15 percent of TUP, and anpunt of investments over 15 percent of TUP for
the 24 electric generation borrowers that had investnents exceedi ng 15 percent
of TUP.

Figure 2: Twenty-four Electric Generation Borrowers Wo Had
Total Investnents in Excess of 15 Percent of TUP

(billions)
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The following exanple illustrates how the RUS regulations are applied. An
el ectric generation borrower (NC 067) had a TUP val ue of nore than $1.7 billion
and $333.6 mllionin total investnments, |oans, and guarantees. W conputed the
investnment to TUPratioto be 19.42 percent when all investnents, |oans, and | oan
guar ant ees are consi dered. The CY 1997 form12h subnitted by t he borrower showed
"incl udabl e" i nvest ments and guar ant eed | oan bal ance totaling $35.9 mllion. The
investnment to TUP ratio per the RUS nethodol ogy was 2. 09 percent. Investnents

totaling nore than $292.1 nmillion was not wused per the RUS conputation
nmet hodol ogy.
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EXHIBIT K - ANALYSIS OF GENERATION AND
DISTRIBUTION BORROWERS

ELECTRI C DI STRI BUTI ON BORROWERS

We sel ected a random sanple of 100 of the 738 electric distribution borrowers

that subnitted Forns 7, "Financial and Statistical Report," and Forns 7a,
"I nvestnents, Loan Guarantees and Loan - Distribution," for CY 1997. The sanple
was divided into two strata. One strata included 50 of the 148 nonexenpt

electric distribution borrowers and the other strata included 50 of the
590 exenpt electric distribution borrowers. See exhibits E through H for the
borrowers selected for review and exhibit | for the statistical sanple design

W found that 41 of the 100 sanpled distribution borrowers (17 of the
50 nonexenpt and 24 of the 50 exenpt) had made investnents, |oans, and |oan
guarantees in excess of 15 percent of TUP. Based on this data, we statistically
estimated that 334 electric distribution borrowers (approxi mately 50 nonexenpt
and 284 exenpt (statisticially rounded)) nmade investnents, |oans, and |oan
guarantees in CY 1997 that exceeded 15 percent of TUP. W estinated that these
334 distribution borrowers nmade i nvest nents, | oans, and | oan guarantees totaling
$5.1 billion of which $2.2 billion was in excess of 15 percent of TUP

Figure 3 below illustrates the projected anount of investnments per RUS, tota
i nvestments per O G 15 percent of TUP, and ampunt of investnments over 15 percent
of TUPfor the estimated 334 electric distribution borrowers that had i nvestments
exceedi ng 15 percent of TUP. (Figure values may not total due to roundi ng and
statistically projected val ues.)
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EXHIBIT K - ANALYSIS OF GENERATION AND
DISTRIBUTION BORROWERS

Figure 3: Estimated 334 Electric Distribution Borrowers Wo
Had Total Investnents in Excess of 15 Percent of TUP

(billions)
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For exanpl e, a nonexenpt borrower (SD 012) who exceeded the 15 percent linmit had
a TUP val ue of $65.6 mllion and "includabl e" investnments of alnmost $1.3 mllion
and $5.2 mllion in guaranteed | oan bal ances conputed an i nvestnent to TUP rati o
of 9.84 percent using RUS instructions. Qur analysis of the Cy 1997 form 7a
reveal ed that the borrower had total investments, |oans, and guarantees totaling
over $21.7 million and $1.7 nmillion in | oan bal ances resulting in an i nvest nent
to TUP ratio of 33.18 percent. The borrower had investnents, |oans, and
guar ant ee bal ances that exceeded 15 percent of TUP by nore than $11.9 nillion

An exenpt borrower (VA 054) who had a TUP value of $266.3 million and about
$12.3 mllion in "includable" investments conputed a 4. 64 percent investnent to
TUP ratio. The CY 1997 forns 7 disclosed that the borrower actually had tota

i nvestments, loans, and guarantees of alnpbst $55.8 million and an actua
investment to TUP ratio of 20.94 percent. About $43.3 mllion in "excludabl e"
i nvestments were not used in the conputation of the percent of investnents to
TUP. The borrower had investnents, |oans, and guarantees that exceeded

15 percent of TUP by over $15.8 million
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EXHIBIT L - EXAMPLE ELECTRIC BORROWER

INVESTMENTS

Electric Distribution Borrower NWD23 reported the follow ng

CYy 1997:

Non-Utility Property:
Land

Menber shi ps (vari ous)

Associ ates Corp (bonds)

Federal Honme Loan Bank

Queens County Bank (CD)
New Yor k Federal (CD)
Goodnue County Bank (CD)

Faj ardo Savi ngs Bank (CD)
Center National Bank (CD)
Provi di an National (CD)
Rockwood Bank (CD)

Federal Hone Loan (note)
U S. Treasury Notes

Pi t ney Bowes Corp

Du Pont De Nenours
Bank One Sub Note

Wall Mart Note

J.P. Morgan & Co.

Federal Honme Loan Note
Associ ates Corp Note
AT&T Corp Note

Pacific Bell Senior Note

Merill Lynch & Co Note
Ford Motor Co Note
Excel si or Money Fund

i nvestments for

57, 150
I nvestments in Associ ated Organi zati ons:
Patronage Capital TX Electric Cooperative 108, 087
Pat ronage Capital CUFC (inactive cooperative financial corp) 1, 189, 766
CUFC Capital Term Certificates 3,032, 820
1,710
O her Investnents (bonds and notes):
978, 112
Federal National Mortgage Association 1, 007, 560
Federal National Mortgage 1, 006, 140
Federal National Mbortgage Term 1, 001, 556
Federal Home Loan Medi um Term 1, 013, 125
750, 899
Speci al Funds (certificates of deposit (CD), bonds):
99, 000
99, 000
99, 000
Uni on Chel sea National (CD) 99, 000
99, 000
99, 000
100, 000
99, 000
Federal National Mortgage (note) 500, 542
Bel | south Capital Corp (bond) 505, 242
General Electric Capital Corp (bond) 310, 817
Federal National Mortgage (note) 744, 631
700, 000
5,371, 983
Wachovi a Bank Medi um Term 1,002, 318
598, 218
Federal Hone Loan Mrtgage 500, 000
Rockwel | International Corp 993, 151
1, 009, 077
991, 232
General Motors Acceptance Corp 1,024,974
Archer Daniels Mdland Note 996, 514
1,017,981
1, 035, 524
1, 001, 523
965, 059
1,017,074
993, 959
Nati onal Rural Coop Finance Corp 500, 634
General Electric Capital Corp 1,012,940
991, 389
1, 016, 816
20,431
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Cash - Ceneral:

Plains State 113, 589
Lea County State Bank 967, 519
Nor west Bank 541, 647
Tenporary | nvestnents (noney market accounts):
Norwest Fi nanci al Seni or 748, 975
Federal Hone Loan Bank 500, 575
Federal National Mbrtgage Association 999, 701
Estacado Credit Union 99, 000
Prudenti al Money Market 2,852
Edward Jones Money Mar ket 37,633
Sol onon Smith Barney Money Market 59, 509
Merill Lynch Money Mar ket 49, 959
Federal G nnie Mae 2, 328, 527
Accounts and Notes Receivabl e:
Phil i ps Petrol eum Not es 17, 617
Energy Research & Devel oprment Note 43, 000
Leaco Rural Tel ephone Cooperative 215
Account s Recei vabl e Enpl oyees 3,376
Account s Recei vabl e Ai d-to-Construction 290, 684
Account s Recei vabl e- O her 483, 889
*Not es Recei vabl e Energy Conservati on 77,906
Postretirenment Benefits 264, 315
TOTAL | NVESTMENTS $43, 392, 442
*Reported as a rural devel opnent investnent. The notes involved loans to

custoners to winterize their hones.

[NOTE: Total investnents as a percent of TUP was 52 percent.]
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INVESTMENTS

Electric Distribution Borrower VAO55 reported the follow ng investnents for

CYy 1997:

I nvestnments | n Associ ated Organi zati ons:

Pat ronage Capital - NRUCFC $ 2,721,520
Patronage Capital - O d Dom nion Electric Cooperative (ODEC 56, 526, 972
I nvestment in Assoc Co/Land & Bl dg/ VWVDAEC 71, 280
O her Investment in Oganization - NRUCFC 1, 000
I nvest ment NRUCFC Capital Term Certificates 5,973, 423
I nvest ment CSC Services, Inc. 113,412
Investment in Assoc Co - Novastar 100, 000
Q her I nvestnents:
Patronage Capital Credit - So States 3,976
Patronage Capital Credit - United Uilities 32, 666
Patronage Capital Credit - Eraco 2,867
Speci al Funds:
O her Special Funds - Mnt Plan/Def Conp - DI 199, 754
O her Special Funds - Stafford Sub & Lee 42,720
O her Special Funds - Section 457 142, 007
Cash - General:
Cash General - Crestar 1, 956, 760
Cash General - Central Fidelity 60, 847
Cash General - Wrking Funds 3,900
Tenporary | nvestnents:
Tenp I nvest - NRUCFC 13, 268, 379
Tenp I nvest - ODEC Prepaid Power Bill 12, 748, 549
Tenp I nvest - Wheat Securities 21, 556, 507
Tenp | nvest - Signet 295, 827
Accounts & Notes Receivabl e:
Not es Receivable - City of Manassas 592, 000
O her Accounts Receivable - Net 2,344,062
Accounts Receivable - Sales 8, 864, 941
TOTAL | NVESTMENTS $127, 623, 369
[NOTE: Total investnents as a percent of TUP was 39 percent.]
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EXHIBIT M - RUS WRITTEN RESPONSE TO THE
DRAFT REPORT

United States Department of Agriculture
Rural Development

Aural Businssa—Cooperative Service - Rural Housing Servica « Rural Uiliities Service
Washington, DC 20250

FEB 28 2000

John Q. Leavy

Regional Inspector General
USDA Office of Inspector General
101 South Main Street, Room 324
Temple, Texas 76501

Dear Mr. Leavy:

This is in response to the Office of Inspector General's (OIG) official draft report; Rural Utilities
Service - Electric Generation and Distribution Borrower Investment, Audit No. 09601-1-Te.

Before offering comments on the specific andit recommendations, the Electric Program of the Rural
Utilities Service (RUS) wants to take this opportunity to thank the OIG for the exhaustive audit effort
and extensive report. RUS appreciates the professionalism displayed by the auditors while working
with our staff and the honesty and integrity of the report.

The Audit findings question whether RUS electric generation and distribution (G&T) borrowers
increased their investment in rural development programs as intended by Congress when it amended
the RE Act in 1987: In regards to the implementation of Section 312, "Use of Funds”, amendment to
the RE Act, RUS developed policies and procedures strictly adhering to the letter of the law. No
restrictions were placed on the type of investments, loan or loan guarantees that borrowers could
make, due to the fact that no restrictions were included in the legislation. However, it should be noted
that RUS does attempt to influence borrowers by stating in the regulation published in Title 7, Code of
Federal Regulation (CFR), part 1717, subpart N, General Section, "RUS electric borrowers are
encouraged to utilize their own funds to participate in the economic development of rural areas,
provided that such activity does not in any way put government funds at risk or impair a borrower's
ability to repay its indebtedness to RUS and other lenders."”

RUS believes that many borrowers are investing in rural development projects thereby addressing the
Congressional mandate. These rural economic development projects are listed in Forms 7a and 12h as
either "included" or "excluded" but, for lack of specific direction, may not be classified by the
borrower as rural development investment. Many borrowers may be confused with the designations of
"included” and "excluded” and, as such, may not be correctly classifying "excluded" rural economic
development projects. By not including these "excluded” rural development investments, the amount
of borrower investment in rural infrastructure projects or job creation and business development
activities is reduced, thus increasing the perception that borrowers are not addressing the need
identified by Congress.

In response to specific audit recommendations, RUS presents the following comments:

Recommendation No, 1 - Develop and implement a strategy to encourage electric borrowers to make
discretionary investments in rural areas as intended by Congress.

a::-wrn:'aa-:mmuhmh:'
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RUS agrees that its borrowers should be making a conscious effort to provide for and facilitate
rural development in these areas. As stated in the audit and in the regulation, "RUS assumes
that borrowers will use the latitude afforded them by Section 312 of the RE Act to make needed
investments in rural comrmunity infrastructure projects. ... RUS will strategically develop and
implement policies and procedures to strongly encourage borrowers to meet the intent of
Congress. As part of this process, RUS will also review the instructions for Form 7a and 12hin
an effort to clarify any inconsistencies in identifying "included" or "excluded” rural development
projects. This will be a top priority for FY 2001.

Recommendation No, 2 - Include in RUS' annual GPRA plan a performance measure to assess the
increase in borrower's investments in rural America.

RUS recognizes the concept and believes it to be very important to quantify activity using
measurable and verifiable means to judge the accomplishment of Agency goals and objectives.
However, with respect to this particular type of discretionary investing, RUS is of the firm
opinion that additional consideration must be given to the original intent of the RE Act and loan
security in this time of evolutionary change in the electric utility industry.

Electric industry restructuring efforts are advancing across America ushering in a competitive
retail marketplace. Currently 24 states have enacted restructuring legislation or have
comprehensive restructuring regulatory orders. Congressional committees are reviewing
proposed federal legislation. In light of this uncertainty, electric utilities are placing a major
emphasis on contrlling expenses in an effort to establish 2 favorable position in rate
competitiveness. Many utilities are also making strategic investments to improve system
reliability. The transition to a competitive marketpiace may tend to shrink revenue. Combining
shrinking revenue with cost controlling efforts and a renewed emphasis on system reliability
will minimize the funds available for non-utility plant investment. The quick changing nature of
the electric utility business is forcing RUS borrowers (and non-borrower electric utilities alike)
to reevaluate long-term investments, whether these investments be in utility plant or community
development projects.

The economic climate and stability of the electric utility industry has changed dramatically in
the 13 years following the approval of this investment legislation. The uncertainty of the electric
utility restructuring efforts combined with the lagging rural economic recovery and fragile farm
econormy mandates that the flexibility provided by the 15 percent investment rule be maintained
without instituting specific program performance levels.

Encouragement by RUS to continue community development efforts, at appropriate finding
levels determined by each borrower, is a laudable effort. Such investment should help build
customer/community loyalty which will prove to be priceless in a competitive environment.
However, establishing an arbitrary target percentage of total utility plant or a specific number of
borrowers making investments in community/economic development will do disservice to the
electric program in this time of regulatory and market change. While RUS strongly supports
borrower economic development efforts, specific RUS directives would not be prudent at this
tirne, and could take the focus off of rate competitiveness, reliability, loan security and the long-
term economic health of the borrower and the niral community it serves. Such action would be
contrary to the intent of the RE Act and Section 312 amendment.
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RUS believes that improvements to the electric program can be attained by: 1) strategically
developing and implementing policies that encourage borrower investment in rural economic
development, 2) reviewing Forms 7a and 12h for proper classification of rural development
investments, and 3) revising current Form 7a and 12h instructions to help borrowers improve on the
tracking of ural economic development projects.

RUS respectfully submits these comrments as our reply to the recommendations listed in Audit No.
09601-1-Te.

Sincerely,

BLAINE D. STOCKTON |/
Assistant Administrator
Electric Program
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