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Mr. Levin:

Attached pleass find a further explanation of “capital credits®, from our client, the
National Rural Electric Cooperative Association, in connection with Advusory Opinion
Request 1999-40.

Sincerely,

Jan Witold Baran
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Mr. Jan Witold Baran
Wiloy; Rein & Fielding
1776 X Sircet, NW
Washingion, DC 20006

DNear Mr. Naran,

ere iy a brief description of capital credits.

On an annual basis, most clectric cooperatives allocate to their members the excess of
revenue reccived from providing electric enerpy over the cost of praviding clectric encrgy. The
amount allocated to each member is based upon, and proportionate to, the value or quantity of
business ench member did with the electric cooperntive during the year. These allocatlons are
made to an account in the mame of each member and are often referred to as “caplital credits.”
Once allocated, an eleciric cooperative may not chango the nmount of capital credits. The electric
copperative, however, relatus somo discretion regarding when to retumn, or “retire,” these
allocated capital credits to its members.

Rlectric cooperatives generally retain allocated capital credits for 8 specificd timeto
osaist in operating tho clectric cooperative, Mos! clectric cooperutives, however, eventually
retire, or pay, these allocated eapital credits to their members. Most elcctric cooperntives have
bylaws or policies gaverning the time, manner, and method of retiring allocated capitel credits.
Tor inslance, somo eleclric cooperatives retain allocated capilal credits for § years before reliring
them, some 10 years, some. |5 years, cic. Some clectric cooperalives retire capital credits an-2
first-in, first-out basis, some on a Jast-in, last-out basis, and some on & combination or other basis.
In general, howover, an elcctric coaperative's member-glected board of directors may enly retive
capital crodits if the retirement will not adverscly alfect the electric cooperative's financial
condlition.

Oncc an eleciric cooperative's boand of directory rtires allocated capital credits toa
group of mcmbers, those members have a vested legal right in the retired capital credits..

Smccrely.
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Tob Dawson
Govermment Relations Department
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Jonathan Levin, Esq. =
Office of General Counsel
Federal Election Commission
999 E Street, N.W.

Washington, D.C. 20463
Re:  Advisory Opinion Request 1999-40 (National Rural
Electric C ive A ooy

Dear Mr. Levin:
This letter confirms our recent telephone conversation regarding the above-captioned

Advisory Opinion Request (“AOR”). _
Specifically, I advised you that the “capital credits” mentioned in the AOR are declared
by the board of directors of the local cooperative. Once declared, the credits must be distributed

to each member.
As stated in the AOR, the capital credits are distributed to members in one of two ways:

either as a credit on a bill subsequent to the declaration or as a check mailed to the member. The
method of distribution is at the discretion of the board of directors of the cooperative. The

directors are elected by the members of the cooperative.

The amount of capital credits refurned to each member and is not reduced by the

cooperative once declared. The AOR seeks the commission’s opinion with respect to a
member’s voluntary decision to contribute a portion of the capital credits to the political action

committee once the capital credits have been declared.
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I trust this confirms the salient issues which we discussed. IfI can be of further
assistance, please let me know.

Sincerely,

2 Jan Witold Baran
cc: Wallace F. Tillman, Chief Counsel

Richard Meyer, Senior Regulatory Counsel
National Rural Electric Cooperative Association



