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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL EL CATIOH TioN

WasMeGTON, DG 20285

COMMITMENT NOTICE:
. FEDERAL FINANCING EAME LOAN WITH
RURAL ELECTRIFICATION ADMINISTRATION GUABANTEE

Dated:

Associnted Electric
Cooperative, Inc,
Springfield, Mi=scurd §5801

Pursuant to paragreph 2 of the loan Cosmitsest Agrecment (copy of which
is mttached), datey as of August 14, 1974, as sranded, betuesn the
Federal Firancing Benic ("PFE") 6nd the Administrator nr the Rural
Electrificetion admin{stration ("REA"), this ia notice of the commitment
of FFB and HEA rwaxmwmwmummm
Int., in 'the spoant of $1;408,315,000 for BEA project Misscuri 73 HB
Associsted and for a guardntes theresf by HEA, cenditional dpon:

1. The execution by you of @ note in the forts attached [the “loteY)
and delivery thoreof, within 45 days fron tho date ol this
Hotice, to BEA, &= agent for FF5; and

The executicn by RER of a puarantse of the Yicte (the "Juarantea")
in the fors atrtached.

Within 10 da,z irter recalpt of the executsd Hots and a' satisfsctory
estimated acheduls of advances, REA will op¥ecute the Guarantes  apd aa
provided in parasraph 3 ar the L:a:; Commitomnt Apreesmnt, 9ill u*uf’y
to FFB receipt of the executed lote and execution of the Guarantee.

Except Yo the extent BZA determines them to be inapplicable to the FFB
lomn, wll provisisnas of your loan contract with, and morbgags to, R2A
and of the letter tranamitting this Commiimant tiotice, inciuding a1l
conditlions prerequisize to the advance of funds loansd by REA thersunder,
ahall, in addition te the provisions of the Logn Commithent Azreenent
and the Note, ba-applicsble to the REA puarantes of the Note.

Admintstrator
Rural Elestiification Adsinistraticn

paus I Piad ol Msray preassied ce ekl
Enclosures t irdctard Lrnthay

RS2 eeoting bnld:

oA

Fonrwinry af) tank fek
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THE 1970S IN PHOTOGRAPHS

“The decade of the '70s was a most difficult period for the electric utili-
ty industry,” General Manager Gerry Diddle wrote in the 1979 Annual
Report. “It was replete with a multitude of new and changing government
regulations, increasing inflation and high interest costs.”

It also was a time of tremendous growth in the use of electric energy
by member systems. Kilowatt-hour sales increased 2306 percent and kilo-
watt-hour demand increased 220 percent, Diddle said.

However, that trend slowed near the end of the decade when the
nation faced a severe energy crisis.

Major construction projects also marked Associated’s second decade.
New Madrid Units 1 and 2 went on-line, increasing Associated’s generating
capacity from 483,000 kilowatts in 1970 to 1,728,000 in 1979.

Dollars expended on new construction projects in 1975 and 1976
totaled $148.8 million — good examples of the heavy investments to pro-
vide generation and transmission facilities for the next 10 years, Diddle
wrote. The two-year expenditure of capital funds was the largest to date.

Other watermarks of the decade:

+ The investment in facilities (original cost) grew from $63 million in
1970 to $519 million in 1979.

« In 1979, total operating revenues amounted to $169.7 million. Net
margins amounted to $14.7 million, and Associated gave its members a
wholesale power cost reduction of $5.3 million. In 1970 revenues were
listed at $30.8 million.

« Kilowatt-hour sales were 10.6 billion in 1979, 4.9 billion in 1970.

« Peak demand in 1979 was 1,490,000 kilowatts, 668,449 in 1970.

- Associated employed 102 people in 1970, increasing its work force to
750 by 1980 with the addition of the New Madrid Power Plant and the for-
mation of the Fuels and Mining Division.

« Associated’s customers also increased during the decade; the number
of meters served grew from 292,015 in 1970 to 406,600 in 1980.

« Reversing the trend of the '60s, the cost to members increased from
6.34 mills per kWh in 1970 to 21.65 mills per kWh in 1979.

» The cost of coal followed the same pattern, increasing from $5 a ton
in 1970 to about $25 a ton in 1979. Controlling costs was one reason for
Associated’s purchase of the Bee Veer and Prairie Hill mines. Securing low-
cost energy also is the reason Associated became a partner in the Black
Fox Nuclear Project.

































New Madrid Power Plant’s first unit went on-line in
1972. The E Shift, pictured in 1973, is one of the first
groups of operators. From left are Jerry Neighbors,
control room operator, Larry St. Mary, assistant con-
trol room operator, Mike Barnes, auxiliary operator,
and Robert Street, shift supervisor.
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With the Mississippi River as a backdrop, New Madrid Unit 2 construction continues with this coffer
dam July 10, 1974.

The 600-MW New Madrid Unit 1 goes on-
line in October 1972. This photograph was
taken in December 1973.
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In the mid-1970s Associated staff, from left, Jim McNabb and Gerry Diddle, visit with Intercounty General
Manager James |. Boatman, one of many cooperative leaders across the state to hear presentations about
future financing for Associated.

This 345-kV St. Louis-to-Tulsa line, also called the
MO-KAN-OKLA line, built in 1974, is the first of
Associated's interregional extra-high-voltage ties.









May 19, 1973, Gerry Diddle becomes Associated’s
third general manager and remains until his retire-
ment at the end of 1991.

Doing one of the jobs he did best, Associated General Manager Gerry Diddle rallies cooperative members
around the Associated flag during the mid-1970s.












Welding a section of pipe,

Ronnie Sandage, left, assem-

bles the necessary piping to
pump an acid cleaning solu-
tion to one of New Madrid’s
boilers in 1978. Sam Canoy

serves as Sandage's backup.

Allen Williams is Associated's
first human resources director.

&

Rudie Slaughter serves as Assoﬁiated's president
from March 1977 to June 1981.
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Mechanics Joe Taylor, left, and Steve Cummins remove
a high-pressure header while conducting maintenance
work at New Madrid Power Plant.

In the 1970s, Associated's board of directors tackles numerous issues and projects, including construc-
tion of New Madrid Unit 1 and construction and financing of Unit 2 and Thomas Hill Unit 3; a court
battle with Southwestern Power Administration over a transmission service charge; construction of
several major 345-kV transmission projects and the first 500-kV line; purchase of Bee Veer and Prairie
Hill mines and gearing up for mining; Clean Air Act requirements and changing government regula-
tions; and partnership in the Black Fox Nuclear Station. Pictured, clockwise, from left, are board mem-
bers Curt Funston, John Davis, Luther Riddle, Carl Herren, 0.B. Clark, Ralph Shaw, R.D. Pennewell,
Rudie Slaughter and Bob Stagner; General Manager Gerry Diddle and Director of Accounting and
Finance Wes Ohrenberg; and board members Dean Sanger, Roy Matthews and Dick Foster.



Some of the first computers Associated uses for dispatching and financial applications are state of the art. By
1996, they seem like dinosaurs compared with the smaller, more efficient equipment in current use.

Don Delzer becomes a dispatcher at Head-
quarters in 1968, transferring from Thomas
Hill where he had worked two years. Dis-
patchers monitor member load and control
Associated’s power generation 24 hours a
day. As load fluctuates, a dispatcher commu-
nicates with control room operators at Assoc-
iated’s power plants who adjust generation
to meet current load.
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CHAPTER EIGHT

Millions, But
No Cab Fare

oard President O.B. Clark tells the story of the farmer
who was asked by a reporter to explain the key to his
success at a time others all around him were failing.
“Experience,” the farmer replied. How do you gain
experience, the reporter wanted to know. “By making
good decisions,” the farmer said. And how do you learn
to make good decisions, the reporter persisted. The
farmer grinned: “From making bad decisions.” 0.B.
humbly acknowledges that Associated has had a lot of experience.

Some of it came with the financing of a second 600-MW coal-fired unit
at New Madrid, authorized by the board in 1968. Some came from the
construction of an even larger unit (670 MW), Thomas Hill Unit 3,
authorized in 1976. Still more came from the aborted Black Fox Nuclear
Project in which Associated had agreed late in 1974 to become a

Whether on the farm or in the boardroom, 0.B. Clark admits experience is gained the same way —
by learning from mistakes. During its early years, Associated learns many lessons the hard way.
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Sﬁ-ﬂlhiward buckets, Associated modernizes the Prairie Hill
mining operation after purchasing it from Peabody Coal Co.
in 1978.
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CHAPTER NINE

No Business Like
Coal Business

erry Diddle says the same thing about the coal business
that Jim McNabb says about Black Fox: “Getting into the
coal business when we did (1978) was the best decision
Associated could have made at the time; getting out
when we did (1993) was the best decision it could have
made at that time.”

Bob Stagner, manager of M&A G&T and the Associated board member
with longest service — 26 years in 1995 — has the distinction of having
made the motion to get in and the motion to get out.

Thomas Hill was brought into being as a mine-mouth power plant
because of an offer by Peabody Coal Co. to sell coal there at a price that

Experienced and capable miners enable Associated to operate its own coal mine for more than 10 years.
Working three shifts, about 350 employees supply the coal needed to fuel the three generating units at Thomas
Hill Power Plant. The Clean Air Act Amendments of 1990, however, force Associated to re-evaluate operating its
own mine. In 1993, coal production at the mine ceases and employees embark on reclaiming the previously
mined land. In 1996 Associated is purchasing coal from Peabody's Rochelle Mine in Wyoming.









alternatives so much more economical that the mines had
to be closed. Jura started an internal education program.
Then he realized he would have to broaden the education
program throughout the community. “We started a formal
public involvement program,” he said. “We put out vol-
umes of literature — ‘Fact Sheets,” ‘Backgrounders,” ‘Issue
Alerts.” We invited people to testify, to bring in their
lawyers and their technical experts, to challenge our need
to shut down. We went to the governor’s office and to the
state legislature.”

At times it was heart-wrenching, none more so than dur-
ing hearings at the legislature when miners’ children, sta-
tioned in the corridor by their parents, would tug at Jura’s
pant leg: “Are you going to take my daddy’s job away?”
There were various threats. One mine worker told Jura,
“We won't let the trains (carrying western low-sulfur coal)
come in.”

Protesting Wyoming coal

At times it was
heart-wrenching, none
more so than during hear-

Yet, Jura said, “I can’t say enough for the leadership of the
United Mine Workers. They fought hard and got the kind
of settlement they deserved. Militants were putting a lot of
pressure on John Bruno, the local president, but he was a
balanced and fair man.”

ings at the legislature
when miners’ children,
stationed in the corridor

by their parents, would
Jura also had high marks for Frank Stork and Don
McQuitty of the Association of Missouri Electric
Cooperatives (AMEC). “They really did a job for us with
the legislature.” And he had special thanks for Mike Vallez,
head of Associated’s mining operation. “He knew and
understood why this was necessary, even though he is one
of those who had to go when the work went.”

tug at Jura’s pant leg:
“Are you going to take
my daddy’s job away?”

As for the switch to western coal, some $210 million in
modifications were required. A nearly 17-mile rail spur
had to be built from the main track to Thomas Hill, and a
two-mile spur to New Madrid along with loop tracks for
unloading also were constructed. Both plants needed
rotary unloaders to unload the railroad cars. The crushers
and conveyor belts and other coal-handling facilities had
to be modified. It all got done in time for Associated to

start burning Wyoming low-sulfur coal at both Thomas Hill
and New Madrid in 1994,

Thanks to an acid rain contingency fund, the $210 million
cost was paid without a rate increase. The fund was start-
ed in 1989, shortly before passage of the Clean Air Act
amendments and before the costs of compliance could be
predicted. The fund was accumulated by deferring margins
above a 1.1 Times Interest Earned Ratio (TIER).

In yet another respect, the switch to western low-sulfur
coal could not have come at a better time. Associated
began negotiating when coal and railroad companies were
aggressively seeking new customers and signed favorable
contracts through 2010. Its 1994 annual report said that
by closing the mine and switching to low-sulfur coal,
Associated expected to save $217 million over the cost of
scrubbers and mining local coal by 1998 and $357 million
by the year 2000.

Controlling high fuel costs for the New Madrid coal-fired
units took imagination and some strong action to prove
Associated wasn’t bluffing. The original contract provided
for Peabody to mine Illinois coal at its River King facility
where it also had a wash plant, move it to St. Louis by rail,
then barge it down the Mississippi to Associated’s river
unloader. (A wash plant removes the impurities, mostly
dirt and rock, but some sulfur, too, from coal.) The rail
part of the total transportation cost kept going up. The
Kaskaskia Port District, named for the river that empties
into the Mississippi at that point, was seeking to develop
more business volume. It liked the idea advanced by Mike
Boudreaux of Northeast G&T to build six miles of railroad
track from the wash plant to its docks. The coal then could
be loaded into barges there rather than at St. Louis, 25
miles more distant, with big savings. The port district built
the railroad line, the dock and related equipment, with
Associated providing the funds. Associated paid itself back
through savings that turned out to be $3 per ton. “We
were now in the railroad business, as well as the coal
business,” Diddle said, somewhat bemused.



Diddle also recalled how Associated was able to use its
Thomas Hill mining operation and a strong transmission
system to negotiate better prices with Peabody for coal
delivered to New Madrid. “We'll generate all we can up
there and buy less Peabody coal down here,” Diddle told
Peabody. A negotiator for the coal company responded,
“That’s immoral to use your transmission system and not
burn our coal and, besides, we don’t think you can do it.”
Diddle said, “You better believe we can,” and to prove the
point shut down one of the huge units at New Madrid for
a month or two. “We negotiated several price reductions
after that,” Diddle smiled.

Two of the biggest lawsuits in Associated history to 1995,
with the greatest consequences for cooperative members,
involved coal.

In 1976 the federal government brought suit to shut down
the big New Madrid plant for emissions that violated envi-
ronmental standards. Only the first of New Madrid’s two
600-MW units was then in operation, but it was producing
more than half of Associated’s power supply at the time.
Associated had tried to upgrade the plant with Babcock &
Wilcox (B&W) precipitators, but the new equipment wasn't
doing the job. With the Arab Oil Embargo in full force and

the price of all energy skyrocketing, it was the worst possi-

ble time to shut down a power plant.

“We did two things,” attorney Gene Andereck remembers.
“First, we filed for dismissal on grounds that the suit had

been brought under the name of the environmental admin-

istrator when it could only be pursued by the secretary of
Interior. The judge had to rule for us, and he did.”
Andereck went on: “We knew government lawyers could
refile. But before they did, I said, in effect, ‘Hey, you don’t
want to shut us down; hell, the government is financing
this plant. You're mad at Bahcock & Wilcox who made the
precipitators that don’t work, not us.”

That was right, the government lawyers replied, but there
wasn't anything they could do about the vendors. “Tell

Peabody’s Rochelle Mine

The switch to western
low-sulfur coal could not
have come at a better
time. Associated began
negotiating when coal and
railroad companies were
aggressively seeking new
customers and signed
favorable contracts
through 2010.

you what,” Andereck said, “I'll go back and try to talk my
board into suing B&W, and we will not settle with them
until we have your blessing — we'll be your surrogate. You
leave us alone, and we'll go after the manufacturer. You
can go back to Washington and tell your bosses you may
have lost the first round on a technicality, but you talked
those guys (Associated) into doing what really needs to be
done.” Andereck continued: “Win-win. We kept our plant
operating; they got pressure put on the vendors.”

No sooner had Associated filed suit than the B&W presi-
dent came in to Gerry Diddle’s office and said, “I'll give
you two and a half million dollars to settle this case.”

Diddle said, “If you offered us twice that much we would
not take it because we've told the government that to keep
from shutting that plant down we're going after you.”

A couple of years later, Associated did take $4 million in
spare parts in settlement.

The threatened shutdown was so serious in Andereck’s
view that Associated might have had a ratepayers’ revolu-
tion or even been put out of business if it had had to buy
substitute power in a bad market. Andereck remembers
that when the government suit was filed, Associated called
a meeting in Jefferson City and invited the directors of
every cooperative in Missouri. More than 300 cooperative
leaders heard Diddle tell the news and warn that, if the
government were to win, “Your rates are going through the
ceiling; I've got to tell you this so you can be prepared.”

Diddle called on Andereck to explain the situation further.
John Davis, manager of Sho-Me G&T stood up and said,
“Mr. Lawyer, what we want you to tell us is, is our chance
to win 50 percent, 75 percent, 30 percent — what are the
odds?” Andereck said, “John, it'’s 100 percent, and the rea-
son it is 100 percent is that if we lose, the results will be
so horrendous we can’t even consider that possibility.”

The other coal lawsuit that had as potentially grave



Back to Table of Contents
Continue to Section 3


FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text

FLEETWOOD6116
Typewritten Text
Back to Table of Contents
Continue to Section 3

http://www.aeci.org/Resources/Documents/WinWin/WWSection3.pdf

	Structure Bookmarks



