Selected Financial Data

(dollars in thousands) 2004 2003 2002 2001 2000
1 ~ Operating revenues:
Financial Statements T . o - _' - Sales to Members $ 876,162 $ 773,037 $695,560 $ 650,328 $ 566,858
’ ' J Sales to non-Members 13,045 17,075 10,462 12,128 13,490
stz it el Lk . . : T Other 7793 8,582 7,749 6,622 2,308
Management's Discussion Total operating revenues 897,000 798,694 713,771 669,078 582,656
Consolidated Balance Sheets . e S Operating expenses:
Consolidated Statements Fuel and other production expenses 354,631 346,950 309,397 235,054 213,468
Purchased power and transmission 432,065 335,768 281,294 330,611 273,428
Notes . ) A Depreciation and amortization 34,679 34,221 33,053 26,034 25,043
o i Lease of coal-fired plant 26,663 26,648 27,115 28,056 28,515
Report of Independent Certified -
Sl Aesali AT Other operating expenses 20,274 19,407 23,415 21,184 17,249
Total operating expenses 868,312 762,994 674,274 640,939 557,703
Operating margins 28,688 35,700 39,497 28,139 24,953
Net interest expense 38972 40,278 42,071 32,682 35,343
Nonoperating income, net 12,588 6,995 4924 6,960 12,637
Net margins $ 2,304 $ 2417 $ 2,350 $ 2417 $ 2,247
Assets:
Utility plant, net $ 632,360 $644,574 $660,298 $ 682,856 $643,003
Investments 113,042 69,728 66,900 71,314 62,248
Current assets 170,830 193,221 161,511 145,454 195,017
Deferred charges 41,301 59,586 74,499 114,787 116,251
$ 957,533 $ 967,109 $963,208 $1,014,411 $1,016,519

Equities and liabilities:

Equities $ 71,008 $ 80,879 $ 79524 $ 72,395 $ 71,532
Long-term liabilities 742,860 770,024 756,476 785,393 777,183
Current liabilities 126,192 97,443 101,940 130,122 140,799
Deferred gain/other deferred credits 17473 18,763 25,268 26,501 27,005
$ 957,533 $ 967,109 $963,208 $1,014,411 $1,016,519
Utility plant additions $ 20,636 $ 17935 $ 11908 $ 66,318 $ 1473819
Working capital $ 44,639 $ 95,766 $ 59,709 $ 15,332 $ 54,218
*Megawatt hours sold - Members 15,601,101 14,956,491 14,171,093 12,946,637 12,727,333
. . | 3 | Megawatt hours sold - non-Members 306,412 395,289 328,053 358,307 380,547
Payne Creek Generating Station = e SaE | gl
Hardee County, Florida _ o _ — . ' *Wholesale Member power cost - mills/kWh 56.16 51.69 49.08 50.23 44.54
Total sales - mills/kWh 55.90 51.47 48.69 49.79 4427

i G

o 3 - - M

*All rate schedules
e —
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Management’s Discussion of the Results of Operations and Financial Condition

Results of Operations

Total revenues for the year ended December 31, 2004 increased
12.3% compared to last year, primarily due to higher Member sales.
The increase in Member revenues reflects higher fuel and non-fuel
revenues due primarily to growth in Member demand and energy
requirements as well as an increase in the rate charged per
kilowatt hour (kwh). The wholesale Member power cost, including
all rate schedules, increased 8.6% in 2004 to 56.16 mills/kWh
from 51.69 mills/kWh in 2003. The increase in the rate charged is
primarily due to higher fuel costs resulting from increased fuel
related purchased power expenditures and higher natural gas
prices. Energy sales to Members, measured in kWh, increased
4.3% over 2003 while demand sales, measured in kilowatts sold,
increased 4.9% over the prior year. Energy sales to non-Members,
measured in kWh, represent less than 2% of Seminole’s total sales
but provide significant contributions to fixed cost recovery.

Fuel expenses associated with generation facilities increased
slightly in 2004 compared to the previous year. Increases in
natural gas expenditures used to supply the Payne Creek
Generating Station (PCGS) were offset by lower fuel consumption
at the Seminole Generating Station (SGS). The overall increase in
PCGS fuel expense was primarily due to higher prices for natural
gas in 2004 when compared to 2003. Although natural gas
consumption at PCGS decreased 7.2%, cost per dekatherm
consumed increased 16.2% over the prior year. Due to an increase
in outage hours, generation at SGS decreased 5.8%, while the cost
per ton consumed increased 2.7% compared to 2003. The savings
from increased utilization of lower cost petroleum coke was offset
by higher prices for spot market coal purchases. Other production
expenses increased primarily due to higher maintenance costs
associated with SGS.

Purchased power costs increased 32.5% in 2004 when
compared to 2003. Energy purchases in kWh increased 34.3%
over 2003 primarily due to Member growth in energy
requirements and lower self-generation. Other operating
expenses, primarily administrative and general, increased in
2004 primarily due to higher employee benefit expenses.

The decrease in net interest expense resulted from a
combination of lower debt balances from normal principal
amortization of older debt and lower variable interest rates,
slightly offset by interest on the final PCGS loan draw. These
loan funds were used to reimburse Seminole for general funds
that had been used to pay a portion of the PCGS project costs.
While these loan funds had not been expected to be needed to
reimburse general funds until early 2005, the loan commitment
was scheduled to expire in early 2004. To preserve the
availability of the loan funds, and taking advantage of low
interest rates, these funds were drawn near the end of 2003.
Interest income increased due to the investment of these final
PCGS loan proceeds, originally in a medium term note, and then
in the RUS cushion of credit account (RUSCC). Other non-
operating income increased primarily due to increased sales of
excess SO2 allowances, as record market prices were achieved in
2004. These allowances are the result of the efficient operation
of SGS and its flue gas desulfurization system.

Seminole achieved a net margin of $2.3 million in 2004 which
resulted in a Times Interest Earned Ratio (TIER) of 1.05 and a Debt
Service Coverage Ratio (DSC) of 1.02.

Financial Condition

Utility plant, net decreased by $12.2 million due to depreciation
of $34.6 million, offset by utility plant additions net of retirements.
Utility plant additions primarily related to SGS and PCGS capital
improvements and initial payments associated with equipment on
order for the Payne Creek peaking plant, which is reflected in
construction work in progress.

Special funds investments increased $44.0 million mainly due
to the transfer of the 2003 balance in other current investments to
the RUSCC, which is restricted to paying RUS long-term debt.
Funds for the RUSCC were primarily provided by proceeds of the
final loan funds for the PCGS combined cycle units.

Current assets decreased approximately $22.4 million from
2003, primarily reflecting a transfer of the final PCGS loan fund
investment in other current investments to the RUSCC in special
funds, and a significant reduction in cash. The decrease in cash
is due to increases in receivables, payments of long-term debt,
utility plant additions, and an increase in inventories, offset by
cash increases due to adjusted net margins, an increase in
accounts payable, and a line-of-credit borrowing. Receivables
increased $34.1 million due to a fuel adjustment true-up increase
of $21.7 million, increased December sales of $10.7 million, and
increases in other receivables of $1.7 million. Fuel inventory at the
end of 2004 increased by $8.5 million associated with the planned
increase of the SGS fuel stockpiles. The decrease in prepayments is
primarily due to decreases in the fair market value of natural gas
futures hedges.

Regulatory deferred charges decreased $14.4 million in 2004.
This decrease reflects the scheduled amortization of
approximately $13.2 million of previously deferred expenses
relating to the termination of certain coal transportation
contracts. Other regulatory deferred charges changes included a
reduction in the deferral of the net natural gas options unrealized
fair value change of $1.9 million, offset by the scheduled increase
in the Unit 1 lease-leaseback deferred interest of $0.7 million. Non-
Regulatory deferred charges decreased primarily due to the
scheduled amortization of $2.5 million of deferred debt costs and
related refinancing premiums.

For 2004, total equity decreased $9.9 million, reflecting current
year’s net margins of $2.3 million, offset by a decrease of $11.6
million in Other Comprehensive Income (OCI), and by a retirement
of a portion of patronage capital. Seminole retired $0.6 million in
Members’ patronage capital in 2004, bringing the total-to-date
of patronage capital retired to approximately $17.4 million. OCI
occurs as a result of adopting Statement of Financial Accounting
Standards No. 133 (SFAS No. 133). Pursuant to SFAS No. 133,
unrealized gains and losses related to changes in the fair market
value of effective hedges are recorded in OCI.

Long-term debt decreased in 2004 by $27.9 million mainly

due to scheduled principal payments. Other long-term liabilities
increased mostly due to the scheduled accretion of the Asset
Retirement Obligation for Crystal River 3 nuclear decommissioning
of $0.5 million, and by increases in accruals for long-term
employee benefits.

Current liabilities increased $28.7 million in 2004. Notes
payable increased to $10.1 million compared to none outstanding
at year end 2003. The current portion of long-term debt increased
$2.1 million from 2003. The increase in accounts payable is due to
increases in purchased power invoices for December purchases
outstanding at year-end, offset by a decrease associated with the
timing of other payments at each period end. Other accrued
liabilities increased $5.5 million mainly due to an increase in
interest payable associated with timing differences of debt service
payments at each year end.

Working capital at year-end 2004 of $44.6 million was $51.1
million lower than the previous year-end. This decrease in working
capital reflects the transfer of funds in other current investments
to long-term restricted investments. Also contributing to the
working capital decrease were a decrease in cash, a line-of-credit
borrowing, an increase in accounts payable, and an increase in
other accrued liabilities, offset by increases in receivables and
fuel. Seminole had a current ratio of 1.4 at the end of 2004 and 2.0
at the end of 2003.




Consolidated Balance Sheets — Assets Consolidated Balance Sheets - Equities & Liabilities

December 31 2004 2003 December 31 2004 2003

Utility plant: Equities:

Plant in service $ 1,081,197,070 $1,074,460,489 Memberships $ 1,000 $ 1,000
Construction work in progress 17,349,373 11,319,061 Patronage capital 78,627,463 76,927,550
1,098,546,443 1,085,779,550 Donated capital 31,715 31,715
Other comprehensive income/(loss) (7,651,990) 3,917,839

Less accumulated depreciation and amortization (466,185,575) (441,205,429)
Total equities 71,008,188 80,878,104

Utility plant, net 632,360,868 644,574,121

Long-term liabilities:

Investments: Long-term debt 727,609,001 755,538,777
Investments in associated organizations 2,302,039 2,998,556 Other 15,251,363 14,485,177
Funds held by trustees and special funds-restricted 110,739,630 66,729,025

28 Total long-term liabilities 742,860,364 770,023,954
Total investments 113,041,669 69,727,581
Current liabilities:

Current assets: Lines of credit 10,106,000 0
Cash and cash equivalents 3,536,573 25,927,301 Current portion of:

Other current investments 0 39947986 Long-term debt 37,191,388 35,084,307

Receivables, principally for sales of electricity 116,000,511 81,876,569 Obligations under capital leases 0 285,872

Inventories, at average cost: Accounts payable 45,459,509 34,117411
Materials and supplies 18,763,156 19,460,382 Other accrued liabilities 33,435,036 27955,761
Fuel 23,805,172 15,284,326

Prepayments and other 8,724,705 10,724,020 Total current liabilities 126,191,933 97,443,351
Total current assets 170,830,117 193,220,584 Deferred gain on sale-leaseback of plant 7,019,853 8,435,622

Deferred charges: Other deferred credits 10,453,004 10,327,385
Regulatory 9,042,895 23,419972
Non-Regulatory 32,257,793 36,166,158 Commitments and contingencies

Total deferred charges 41,300,688 59,586,130 (Notes 9, 10, and 11)
Total assets $ 957,533,342 $ 967108416 Total equities and liabilities $ 957,533,342 $ 967108416

The accompanying notes are an integral part of these consolidated financial statements. The accompanying notes are an integral part of these consolidated financial statements.



30

For the years ended December 31

Operating revenues

Operating expenses:

Operation:

Fuel

Other production expenses

Purchased power

Transmission

Administrative and general

Depreciation and amortization — non-fuel

Lease of coal-fired plant

Total operating expenses

Operating margins before interest expense

Interest expense, net of amounts capitalized

Operating deficits

Patronage capital credits

Net operating deficits after interest expense

Non-operating income:

Interest income

Other income, net

Net margins

Patronage capital, beginning of year

Patronage capital retirements

Patronage capital, end of year

$

2004

897,000,318

271,465,356
83,166,144
394,087,771
37976,700
20,274,020
34,679,184

26,663,055
868,312,230

28,688,088

38,972,071

(10,283.983)

20,668

(10,263,315)

5,955,541

6,611,829

2,304,055

76,927,550

(604,142)

$

78,627,463

The accompanying notes are an integral part of these consolidated financial statements.

$

Consolidated Statements of Revenue and Expenses and Patronage Capital

2003

798,693,898

270,128,732
76,821,190
296,893,984
38,874,366
19,406,851
34,221,348

26,647,435
762,993,906

35,699,992

40,277,839

(4,577,847)

26,129

(4,551,718)

4,183,771

2,184,514

2,416,567

75,098,372

(587,389)

$

76,927,550

For the years ended December 31

Net margins

Other comprehensive income/(loss):

Cash flow hedges:

Beginning balance

Unrealized gain/(loss) on derivatives

Less: Reclassification adjustment for net derivative

income included in net margins

Other comprehensive income/(loss)

Comprehensive income/(loss)

2004
$ 2,304,055

3,917,839

(325,945)

11,243,884

(7,651,990)

$ (5,347935)

The accompanying notes are an integral part of these consolidated financial statements.

Consolidated Statements of Comprehensive Income/Loss

2003
$ 2,416,567

4,393,321

8,376,673

8,852,155
3,917,839

$ 6,334,406




Consolidated Statements of Cash Flows

For the years ended December 31

Cash flows from operating activities:

Net margins

Adjustments to reconcile to cash:

Depreciation and amortization

Amortization of deferred gain on lease/leaseback

Lease expense/lease payment difference

Changes in assets and liabilities:

Receivables

Inventories

Prepayments and other

Deferred charges

32 Other long-term liabilities

Accounts payable

Other accrued liabilities

Total adjustments

Net cash provided by operating activities

Cash flows from investing activities:

Utility plant additions, net of retirements

(Purchases of)/proceeds from investments, net

Net cash used in investing activities

Cash flows from financing activities:

Net borrowings under line-of-credit agreement

Proceeds from long-term borrowings

Payments of long-term debt

Payments of capital lease obligations

Payments of patronage capital credits

Net cash provided by/(used in) financing activities

Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Interest paid, net of amounts capitalized

The accompanying notes are an integral part of these consolidated financial statements.

2004

$ 2304055

52,548,566
(1,240,811)
(1,028 415)

(34,123942)
(7.823,620)
(8,662,099)
(809,812)
(551,198)
11,342,098
5,729,329
15,380,096
17,684,151

(20,636,044)

(569,499)
(21,205,543)

10,106,000
0

(28,085,322)
(285,872)
(604,142)

(18,869,336)
(22,390,728)

25,927,301

$ 3536573

$ 26,008,001

2003
$ 2416567

54,201,476
(1,240,811)
(344,878)

(2,135,028)
15,337,458
(4,987,657)
(4,426,965)
(1,369)
(6,651,891)
(233,352)
49,516,983
51,933,550

(17.935,236)

(39.939,720)
(57,874,956)

0
39,838,000
(31,547,527)

(262,762)
(587,389)

7,440,322
1,498,916
24,428,385
s 2921301

$ 35662579

Notes to Consolidated Financial Statements

NOTE 1 - THE COOPERATIVE

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Seminole Electric Cooperative, Inc. (Seminole) is a generation
and transmission cooperative (G & T). It is responsible for meeting
the electric power and energy needs of its distribution cooperative
Members operating within the State of Florida. Seminole’s rates
are established by its Board of Trustees, which is composed of
representatives from each Member cooperative.

Seminole constructed and operates Seminole Generating
Station (SGS) comprised of two coal-fired generating facilities
(Seminole Unit No. 1 and Unit No. 2) near Palatka, Florida with
approximately 650 megawatts of net output per unit. These units
are connected to the Florida bulk power supply grid through
Seminole’s 230 kV transmission lines and associated facilities.
Both units commenced commercial operation in 1984.

On January 1, 2002, the Payne Creek Generating Station (PCGS)
commenced commercial operation. PCGS is a 500 megawatt, gas-
fired combined cycle generating facility constructed by Seminole
on an existing 1,300 acre site leased from Acuera Corp. (Acuera),
a wholly owned subsidiary of Seminole.

At December 31, 2004, 176 employees or approximately 36%
of the total workforce were covered by a four year collective
bargaining agreement with Utility Workers Union of America
expiring on June 30, 2007.

Seminole holds a 1.6994% undivided ownership interest in the
Crystal River Unit No. 3 (CR3) nuclear power plant operated by
Progress Energy Florida (PEF). Seminole also owns various
transmission facilities connecting Seminole to an Independent
Power Producer (IPP) as well as individual Members to the Florida
bulk power grid.

Seminole complies with the Uniform System of Accounts as
prescribed by the Rural Utilities Service (RUS). The accounting
policies and practices applied by Seminole in the determination of
rates are also employed for financial reporting purposes. These
policies and practices require management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities, disclosure of contingent assets and liabilities at the date
of the financial statements, and the reported amounts of revenues
and expenses during the reporting period. Actual results could
differ from those estimates. Under the provisions of Statement
of Financial Accounting Standards (SFAS) No. 71, “Accounting for
the Effects of Certain Types of Regulation”, Seminole’s Board of
Trustees prescribes rate-making recovery for certain transactions.
The consolidated financial statements include the results of
operations and financial position of Seminole, Acuera, Putnam
Leasing Company A, Inc., Putnam Leasing Company B, Inc., and
Putnam Leasing Company C, Inc., each wholly owned subsidiaries
of Seminole. Acuera owns a 1,300 acre site in Hardee County and
Polk County, Florida, a portion of which is leased on a nonexclusive
basis to an IPP for its use associated with certain generating
facilities constructed and owned by the IPP. The three leasing
subsidiaries were established to facilitate the completion of
the lease/leaseback transactions relating to one of Seminole’s
coal-fired generating facilities. All significant intercompany
transactions have been eliminated.

Operating Revenue

Seminole has wholesale power contracts with each of its
Members, whereby the Members must purchase all electric power
and energy which the Member shall require for the operation of its
system within the State of Florida from Seminole to the extent that
Seminole shall have such power, energy and facilities available.
The only exception relates to contracts between several Members
and the Southeastern Power Administration, which provides less
than 1 % of the total energy required by all Members.
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Notes to Consolidated Financial Statements

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Operating revenue consists primarily of sales of electric power
and energy by Seminole, a facilities use charge for Seminole’s
transmission lines serving a single Member cooperative, and
by-product sales. Member revenues include amounts resulting
from a fuel and purchased power adjustment clause which
provides for billings to reflect increases or decreases in fuel and
fuel related purchased power costs. The levelized fuel rate is based
on costs projected by Seminole for a twelve-month period. Any
over-recovery or under-recovery of costs plus an interest factor
are to be refunded or billed to the Members semi-annually. At the
Members’ option, refunds of over-recoveries may be deferred with
interest every six months until such time as the Member elects to
have the over-recovery including accumulated interest refunded.
Under-recoveries of approximately $21.7 million and over-
recoveries of approximately $1.6 million at December 31, 2004,
and 2003, respectively, are recorded in accounts receivables or
accrued liabilities until billed or refunded.

Included in operating revenue are approximately $877
million and $774 million of revenue from Members for the years
ended December 31, 2004 and 2003, respectively, of which
approximately $90 million and $79 million primarily related to
December sales are included in receivables at December 31,
2004 and 2003, respectively.

Utility Plant

Utility plant owned by Seminole is stated at original cost.
Such cost includes applicable supervisory and overhead cost, plus
net interest charged during construction. The amounts of interest
capitalized during 2004 and 2003 were approximately $0.6 million
and $0.4 million, respectively. The cost of maintenance and
repairs, including renewals and replacements of minor items of
property, is charged to operating expense. The cost of replacement
of depreciable property units, as distinguished from minor items,
is charged to utility plant. The cost of units replaced or retired,
including cost of removal, net of any salvage value, is charged to
accumulated depreciation. (See Accounting for Asset Retirement
Obligations.) In 2003, certain leased transportation equipment was
valued at the total net present value of minimum lease payments.

Depreciation and Amortization of Utility Plant

Seminole provides for depreciation on owned utility plant using
composite rates applied annually on a straight-line basis that will
amortize the original cost of depreciable property over its estimated
useful life. The average rates for 2004 and 2003 were as follows:

2004 2003
Coal-fired production plant 3.10% 3.10%
Combined cycle production plant 3.00% 3.00%
Transmission plant 2.75% 2.75%
General plant 10.07% 794%
Nuclear production plant 4.52% 4.51%

Depreciation expense amounted to approximately $32.0
million and $31.3 million for 2004 and 2003, respectively.

Improvements to the leased coal-fired production plant are
amortized over the remaining life of the base lease term. The
related composite amortization rates were 8.60% and 7.37% for
2004 and 2003, respectively.

Capitalized software costs are accounted for under the
provision of Statement of Position 98-1 (SOP 98-1), “Accounting for
the Costs of Computer Software Developed or Obtained for
Internal Use.” These costs were previously deferred in Account
186, Miscellaneous Deferred Debits, according to RUS Bulletin
1767B-1. However, RUS issued a revision to Bulletin 1767B-1 which
requires software costs to be capitalized in a separate subaccount
of General Plant Account 391 and depreciated over a period not to
exceed five (5) years. The amount of software capitalized under
SOP 98-1 during 2004 and 2003 was $3.2 million and $2.4 million,
respectively. Amortization of software, which is amortized at the
composite rate of 4.8 years, amounted to approximately $0.6
million and $0.5 million in 2004 and 2003, respectively.

Notes to Consolidated Financial Statements

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Long-Lived Assets

Seminole evaluates, on a regular basis, whether events and
circumstances have occurred that indicate the carrying amounts
of utility plant and deferred charges may warrant revision or may
not be recoverable. Seminole measures impairment of these
long-lived assets based on estimated future undiscounted cash
flows from operations. At December 31, 2004 and 2003, the net
utility plant and net unamortized deferred charges balances are
not considered to be impaired.

Accounting for Asset Retirement Obligations

Seminole adopted SFAS No. 143, “Accounting for Asset
Retirement Obligations” effective January 1, 2003. The statement
requires legal obligations associated with the retirement of long-
lived assets to be recognized at their fair value at the time that the
obligations are incurred. Seminole has reviewed all assets and has
no legal obligation to retire any asset except for Seminole’s share
in decommissioning the CR3 nuclear plant.

The CR3 decommissioning asset retirement obligation has
been calculated as the fair value at CR3's initial start of
operations, January 1, 1977. This fair value was calculated using
a site specific study, using Seminole’s credit-adjusted risk-free
interest rate. Decommissioning expenditures are expected to
occur over a twenty-six year period ending in 2041. The initial
fair value has been increased by accretion to a value of $7.1
million and $6.6 million at December 31, 2004 and 2003,
respectively, and is shown in long-term liabilities. Seminole
previously had a liability for CR3 decommissioning shown in
deferred credits. The value of this previous liability was $4.7
million at December 31, 2002. The transition adjustment has
been deferred as a regulatory asset, under a SFAS No. 71
expense deferral plan (See Deferred Charges: Regulatory).

Seminole has established an external nuclear decommissioning
trust fund (NDTF) in compliance with regulations prescribed by
the Nuclear Regulatory Commission. The trust fund balance
was $6.1 million and $5.5 million at December 31, 2004 and 2003,
respectively. Annual cash deposits will be made to the NDTF to
bring it in line with the obligation to decommission CR3.

An amount equal to these cash deposits will be expensed annually
and collected through rates to Members.

Amortization of Deferred Gain on Sale-Leaseback

Deferred gain on sale-leaseback of coal-fired production plant
is being amortized on a straight-line basis over the base lease term
of twenty-five years commencing in 1985 and is reflected as a
reduction of operating expenses. Amortization for 2004 and 2003
was $1.4 million.

Gain on Lease/Leaseback

In December 1997, Seminole entered into three long-term
lease/leaseback transactions for a portion of its Palatka
generating station. These transactions are characterized as sales
and leasebacks for income tax purposes, but are reflected as
financing transactions for financial reporting purposes. Beginning
in 1998, the net cash benefit to Seminole totaling approximately
$28.2 million is being recognized on a straight-line basis over
the twenty-three year leaseback period in the amount of
approximately $1.2 million annually pursuant to SFAS No. 71 and
as authorized by the Board of Trustees.

Deferred Charges: Regulatory

In December 1998, the Seminole Board of Trustees authorized
the implementation of an expense deferral plan pursuant to the
provisions of SFAS No. 71 relating to costs incurred associated
with the termination of certain coal transportation contracts.
At December 31, 2003, deferred charges included the unamortized
balance of $13.2 million related to marine equipment lease
termination costs, operating costs of the leased marine equipment
subsequent to coal transportation contract terminations and prior
to sale, and certain other costs which were deferred pursuant to
this plan. These deferred costs were amortized to fuel expense on
a cost per ton basis and are fully amortized at December 31, 2004.
Amortization of deferred costs associated with the coal
transportation contract terminations was approximately $13.2
million and $14.2 million in 2004 and 2003, respectively.
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Notes to Consolidated Financial Statements

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

In May 2003, the Seminole Board of Trustees authorized the
implementation of an expense deferral plan pursuant to the
provisions of SFAS No. 71 relating to the CR3 decommissioning
asset retirement obligation transition adjustment and
subsequent accounting (see Asset Retirement Obligations).

At December 31, 2004 and 2003 regulatory deferred charges
included $0.9 million of net CR3 decommissioning asset
retirement obligation transition adjustment.

Also included in regulatory deferred charges is the net book
value of $8.2 million and $7.5 million at December 31, 2004 and
2003, respectively, relating to the straight-line recognition of the
gain on the lease/leaseback transactions.

RUS has approved the gas hedging expense/gain deferral plan,
pursuant to the provisions of SFAS No. 71. Included in regulatory
assets as of December 31, 2003 is $1.9 million of unrealized
losses relating to put options associated with gas hedging activity.
These losses were expensed in 2004 as the gas was purchased.
At December 31, 2004, an unrealized gain of $1.0 million is
included in deferred credits.

Deferred Charges: Non-Regulatory

At December 31, 2004 and 2003, non-regulatory deferred
charges included unamortized debt costs and related refinancing
premiums of approximately $31.6 million and $34.1 million,
respectively. These deferred charges will be recovered through
rates over the remaining lives of the related debt ranging up to
sixteen years. Amortization of these deferred charges amounted
to approximately $2.5 million in 2004 and 2003.

Other non-regulatory deferred charges had previously
included software costs, which were reclassified in 2004 to utility
plant per RUS regulations.

Other Deferred Credits

At December 31, 2004 and 2003, other deferred credits
primarily included deferred lease expense which represents the
difference between cash payments and expense recognized
on a straight-line basis related to the operating lease of certain
generating facilities, and the gain on gas option hedging. These
deferred credits have been authorized by the Board of Trustees.
RUS has approved the gas hedging expense/gain deferral plan.

Accounting for Derivatives and Hedging Activities

SFAS No. 133, “Accounting for Derivatives and Hedging
Activities,” SFAS No. 138 “Accounting for Certain Derivative
Instruments and Certain Hedging Activities, an amendment of
FASB Statement No. 133,” and SFAS No. 149, “Amendment of
Statement 133 on Derivative Instruments and Hedging Activities,”
(collectively SFAS 133) relate to accounting for derivative
and hedging activities. All derivatives are recognized on the
balance sheet at their fair value and changes in fair value
of those instruments are recognized as either a component of
comprehensive income or in net income, depending on the types
of those instruments. On the date that Seminole enters into a
derivative contract, Seminole determines whether the derivative
is subject to the requirements of SFAS 133 or meets the criteria
for exclusion. All contracts requiring SFAS 133 accounting are
designated as cash flow hedges, fair value hedges, or as a trading
instrument, and formal documentation of relationships between
hedging instruments and the hedged items, hedging objective and
strategy, and methods for assessing hedge effectiveness both at
the hedge’s inception and on an ongoing basis is completed. All
components of each derivative’s gain or loss have been included
in the assessment of hedge effectiveness. Seminole is party to
various power purchase agreements and coal supply agreements,
which either do not meet the definition under SFAS 133 or have
been elected as normal purchases and normal sales exceptions.
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To reduce the exposure to natural gas price fluctuation risks,
Seminole entered into natural gas hedging transactions, futures
and puts, in 2004 and 2003. The futures transactions are
designated as cash flow hedges and are deemed to be highly
effective. The changes in fair value of the put options have been
deferred to regulatory assets or credits under a SFAS No. 71
expense/gain deferral plan approved by the RUS. Unrealized
changes in the fair value will be reclassified into earnings as the
gas is purchased. For the years ended December 31, 2004 and
2003, net gains of $8.5 million and $8.9 million, respectively, were
reclassified into earnings and are included in “Fuel” or “Purchased
Power” in the Consolidated Statements of Revenue and Expenses
and Patronage Capital. Other Comprehensive Income reflects a
$7.7 million loss and $4.0 million gain related to the futures
transactions as of December 31, 2004 and 2003, respectively.
Regulatory deferred charges reflect a $1.9 million loss related to
the unrealized loss on the put options at December 31, 2003.
Deferred credits reflect a $1.0 million gain related to the
unrealized gain on the put options at December 31, 2004. Based
on fair values at December 31, 2004, approximately $8.2 million
of unrealized net loss at December 31, 2004 is expected to be
reclassified into earnings and included in “Fuel” or “Purchased
Power” within the next twelve months as gas is purchased. In
2002, Seminole established a NYMEX margin account to facilitate
the gas hedging transactions for 2003 and beyond. This margin
account is included in “Prepayments and Other” on the
Consolidated Balance Sheets. Seminole made an initial deposit
for this account and must keep a maintenance margin. The fair
market value changes to this account resulted in excess margins of
approximately $0.9 million and $3.8 million at December 31, 2004
and 2003, respectively. Seminole has a right to call for cash
payment from the excess margin.

On December 13, 2001, Seminole entered into a two-year
agreement to swap the variable interest rate on a portion of the
pollution control revenue bonds, on which the interest rate varies
weekly, for a fixed interest rate of 299%. The transaction was
designated as a cash flow hedge and was deemed highly effective,
and therefore no ineffective losses were recognized in earnings for
2004 and 2003. Other Comprehensive Income reflects losses of $.03
million related to the interest rate swap transaction as of December
31, 2003, which were fully recognized in earnings during 2004, as
the underlying pollution control bond interest was incurred. This
transaction terminated under its own terms January 15, 2004.

Cash Equivalents
Seminole considers all short-term, highly liquid investments with
an original maturity of three months or less to be cash equivalents.

Consolidation of Variable Interest Entities

In December 2003, the Financial Accounting Standards
Board issued FASB Interpretation No. 46 (revised December
2003) (FIN46R), “Consolidation of Variable Interest Entities”,
an interpretation of Accounting Research Bulletin No. 51,
“Consolidated Financial Statements” which is effective for
nonpublic enterprises by the beginning of the first annual
period beginning after December 15, 2004. This interpretation
requires that an enterprise that is the primary beneficiary of the
variable interest entity consolidate the variable interest entity.
Seminole is still evaluating the impact FINA6R may have;
however, Seminole does not believe it will have a material impact
on the financial position, results of operations, or on cash flows.

Reclassifications

Certain reclassifications have been made to the 2003
statements to conform to current classifications. There were no
changes to net margins or total equities as previously reported.
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NOTE 3 - UTILITY PLANT

NOTE 4 - INVESTMENTS

December 31, 2004
Owned property:

Coal-fired production plant ~ $ 598,453,234

2003

$ 596,129,179

Combined cycle plant 228,564,761 228,235,497
Transmission plant 170,574,726 168,588,198
Nuclear plant, including fuel 25,980,701 25,359,706
General plant 24,395,321 23,953,767
Intangible plant 5,779,220 5,779,220
1,053,747963 1,048,045,567
Transportation equipment under
capital leases 0 2,538,591
Leasehold improvements
of coal-fired production plant 27,449,107 23,876,331
1,081,197,070 1,074,460,489
Construction work in progress 17,349,373 11,319,061
1,098,546,443 1,085,779,550
Accumulated depreciation
and amortization:
Owned property (450,796,777) (425,540,471)
Leased transportation
equipment 0 (2,369,323)
Leasehold improvements (15,388,798) (13,295,635)
(466,185,575) (441,205,429)

$ 632,360,868

$ 644,574,121

December 31, 2004 2003
Investments in associated organizations:

National Rural Utilities Cooperative

Finance Corporation (CFC):

Membership $ 1,000 $ 1,000
Capital term certificates 1,439,116 1,442,520
Subordinated term certificates 361,212 1,033,635
Patronage capital certificates 475,444 491,154
Other 25,267 30,247
$ 2,302,039 $ 2,998,556

Investments in capital and subordinated term certificates
and patronage capital certificates are considered to be held-to-
maturity investments due to their nature and are carried at
cost/amortized cost determined by specific identification.

It is not practical to estimate the fair value of CFC capital
term certificates due to the nature and maturity of these
investments. Of these investments, $1,439,116 are required as a
condition of membership and of loans provided to Seminole by
CFC. Of the approximately $1.4 million carrying amounts at
December 31, 2004 and 2003, $63,307 matures in 2075 and
$918,124 matures in 2080. Both of these amounts pay 5% annual
interest. Additionally, $364,283 matures in 2030 and pays 3%
annual interest, and $93,402 in 2004 and $96,806 in 2003, bears
no interest and amortizes through 2019.

Investments in CFC subordinated term certificates are required
as a condition of guarantees provided to others by CFC on behalf of
Seminole and are generally priced at market rates at the time of
issuance. These investments bear interest at various rates with a
combined average of approximately 3.0% and 5.6% at December 31,
2004 and 2003, respectively. At December 31, 2004 and 2003, the
estimated fair values of these investments of approximately $0.3
million and $1.0 million, respectively, are based on the current rates
offered by CFC for this type of required investment. Funds held by
trustees and special funds:

December 31, 2004 2003
Pollution control bond funds $ 15,267577 $15,494,628
Nuclear decommissioning trust fund 6,063,947 5,056,795
Lease termination fund 48,516,383 45,727,602
RUS cushion of credit (RUSCC) 40,891,723 0

$ 110,739,630  $ 66,729,025

Notes to Consolidated Financial Statements

NOTE 4 - INVESTMENTS

NOTE 5 - LONG-TERM LIABILITIES

Funds held by trustees for pollution control bond funds are
recorded at amortized cost and are considered to be held-to-
maturity investments. The investments in the NDTF are also
considered held-to-maturity and valued at cost except for certain
investments held by the NDTF which are invested in equity mutual
funds valued at market prices. During 2004, the fair value related
to the NDTF equity securities, which are available for sale,
increased approximately $0.2 million. At December 31, 2004 and
2003, the estimated fair values of these funds of approximately
$20.9 million and $21.0 million, respectively, are based on quoted
market prices for the securities held by the trustees.

The lease termination fund, which has been invested in zero
coupon government securities with a yield of 6.1%, will be held to
maturity (2020) and is not marketable; therefore, the fair market
value is not determinable.

December 31, 2004 2003

Other current investments $ 0 $ 39947986

The amount shown in other current investments at December
31, 2003, reflected a CFC medium term note at an interest rate of
1.86%. This investment was liquidated in May 2004, and invested
in the RUSCC at an interest rate of 5%. The RUSCC is restricted
to paying RUS long-term debt and is not marketable; therefore the
fair market value is not determinable.

December 31, 2004
Long-Term Debt

First mortgage notes payable to
Federal Financing Bank (FFB),
guaranteed by RUS, principal due
in various installments through
2020, interest at fixed rates,

from 4.458% to 7.295% $ 566,396,357

First mortgage notes payable to RUS,
principal due in various installments

through 2019, interest at 5.00% 5,836,379

Pollution control revenue bonds
payable to the Putnam County Develop-
ment Authority, guaranteed by CFC,
principal due in various installments
through 2014, interest at adjustable

rates, currently 1.95% and 1.53% 108,750,000

First mortgage notes payable to CFC,
principal due in various installments
through 2019, interest at adjustable

rates, currently 4.20% 7,290,396

Lease termination obligation
payable to State Street Bank and
Trust at maturity in 2020, interest

imputed at a fixed rate of 3.05% 76,527,257

2003

$ 587,749,604

6,174,592

114,850,000

7,584,259

74,264,629

764,800,389

Less current portion (37,191,388)

790,623,084
(35,084,307)

$ 727,609,001

$ 755,538,777
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NOTE 5 — LONG-TERM LIABILITIES

NOTE 6 — NET MARGINS AND EQUITY RESTRICTIONS

The estimated maturities and annual sinking fund requirements
of all long-term debt, at interest rates as of December 31, 2004 for

the six years subsequent to December 31, 2004, are presented below:

Year ending Annual Maturities and

December 31, Sinking Fund Requirements
2005 $37,191,388
2006 $40,031,436
2007 $42,665,803
2008 $61,972,674
2009 $62,508,445
2010 $ 63,458,905

Substantially all owned assets and leasehold interests other
than the lease termination fund are pledged as collateral for the
above mentioned debt to the United States of America (RUS and
FFB) and CFC. The lease termination fund is pledged as collateral

for the lease termination obligation to State Street Bank and Trust.

At December 31, 2004 and 2003, the estimated fair value of
long-term debt including current portion but excluding the lease
termination obligation, is approximately $737 million and $787
million, respectively. For Seminole’s long-term debt with interest
rates substantially fixed to final maturity, and for that portion that
is subject to interest rate adjustment more than six months from
year end, fair value is estimated based on the present value of the
underlying cashflows. The interest rate used is the estimated
interest rate on a weighted average comparable maturity U.S.
Treasury bond. For that portion of long-term debt that reprices
to market rates at intervals of six months or less, the carrying
amount has been used as a reasonable estimate of fair value.

The fair value of the lease termination obligation is not
determinable since it is not marketable.

Under provisions of the RUS mortgage, until total equity equals
or exceeds forty percent of total assets, the distribution of capital
contributed by Members is limited generally to twenty-five percent
of patronage capital and margins of the next preceding year
where, after giving effect to such distribution, the total equity will
equal or exceed twenty percent of total assets. Distributions may
be made, however, in such amounts as may be approved by RUS
through waiver of the aforementioned restrictions. Such
distributions to Members totaled $604,142 and $587,389 in 2004
and 2003, respectively, representing amounts equal to 25% of
2003 and 2002 net margins, respectively. The RUS mortgage
requires Seminole to design its wholesale rates with a view
towards maintaining, on a calendar year basis, a Times Interest
Earned Ratio (as defined in the agreement) of not less than 1.0
and a Debt Service Coverage Ratio (as defined in the agreement)
of not less than 1.0. An RUS stipulation arising from the sale of tax
benefits requires Seminole to design its wholesale rates to provide
an annual Times Interest Earned Ratio of not less than 1.05.

In 2004 and 2003, Seminole achieved a Times Interest
Earned Ratio of 1.05, and a Debt Service Coverage Ratio of 1.02
and 1.06, respectively.

NOTE 7 — LINES OF CREDIT

Seminole has available lines of credit totaling $100 million, of
which $50 million is committed and $50 million is uncommitted,
with the limitation that only $75 million may be outstanding at one
time. $10.1 million was outstanding at December 31, 2004. RUS
policy governs use of these funds.

NOTE 8 — INCOME TAXES

Seminole is a non-exempt cooperative subject to federal and
state income taxes and files a consolidated tax return. As a
cooperative, Seminole is entitled to exclude patronage dividends
from taxable income. Seminole’s bylaws require it to declare
patronage dividends in an aggregate amount equal to Seminole’s
federal taxable income from its furnishing of electric energy and
other services to its Member-patrons. Accordingly, such income
will not be subject to income taxes.

Notes to Consolidated Financial Statements

NOTE 8 — INCOME TAXES

NOTE 9 — EMPLOYEE BENEFITS

Seminole’s rate-making methods provide that any income
taxes related to current operations are recognized as expense
and are recovered through rates when currently payable.

In addition, income tax credits are accounted for as a reduction
of taxes currently payable in the period utilized. In 2004 net
taxable income of approximately $72,000 was generated, and
in 2003 a net operating loss of approximately $33,000 was
generated, each from non-patronage activity. At December 31,
2004, net operating losses of approximately $51.2 million are
available to offset future taxable income, expiring in years
through 2024. Furthermore, alternative minimum tax (AMT)
credits of approximately $1.0 million, which do not expire, are
available to offset regular income tax liabilities.

Temporary differences in certain items of income and expense
for tax and financial reporting purposes result primarily from
depreciation, amortization and sale-leaseback of plant, and
reserves accrued for future liabilities. Seminole has recorded the
following noncurrent deferred tax asset, valuation allowance and

noncurrent deferred tax liability in 2004 and 2003:
2004 2003

$20,300,000 $22,900,000
(20,300,000) (22,900,000)

Noncurrent deferred tax asset
Less: Valuation allowance

Net noncurrent deferred tax asset 0 0
Noncurrent deferred tax liability 0 0
Net noncurrent deferred

tax asset/liability $ 0$ 0

Seminole excludes from its taxable income amounts derived
from patronage activity. The deferred tax asset, valuation
allowance and deferred tax liability are calculated solely based on
non-patronage activity.

The noncurrent deferred tax asset reflects deductible
temporary differences and net operating loss carryforwards at
statutory rates plus AMT credits. Based on Seminole’s historical
transactions and the exclusion of patronage dividends from
taxable income, it is not anticipated that Seminole will have
future taxable income sufficient to fully realize the benefit of the
existing tax credits and net operating loss carryforwards at
December 31, 2004. A valuation allowance has been recorded to
reduce deferred tax assets relating to tax credits and net
operating loss carryforwards. The valuation allowance decreased
from 2003 to 2004 due to the expiration of net operating loss
carryforwards.

Substantially all Seminole employees participate in the National
Rural Electric Cooperative Association (NRECA) Retirement and
Security Program, a defined benefit pension plan qualified under
Section 401 and tax exempt under Section 501(a) of the Internal
Revenue Code. In this multi-employer plan, which is available
to all Member cooperatives of NRECA, the accumulated benefits and
plan assets are not determined or allocated separately by individual
employer. Due to the nature of the multi-employer plan, specific
employer information is not available. Seminole also has a
retirement savings plan for all employees that is qualified under
Section 401 (k) of the Internal Revenue Code.

The following lists Seminole’s pension costs for the years ended:

2004 2003
NRECA Pension Plan $4,335000 $3,745,000
401(k) Savings Plan $ 930,000 $ 654,000

As adopted by Seminole’s Board of Trustees, based upon
performance against established Key Performance Indicators,
Seminole’s contributions were calculated as: for 2003, 100% of the
first 3% of employee contributions, and for 2004, 100% of the first
4% of employee contributions. Seminole expects to contribute
$5,340,000 to its pension and 401(k) plans in 2005.

All employees are eligible to participate in the group health care
coverage plan. Under this plan most employees have an option to
choose either the Preferred Provider Plan or the Health Maintenance
Organization Plan. Employees retiring on or after age 55 receive the
benefit of being allowed to continue, at their expense, health care
coverage under Seminole’s group plan. In addition, these retirees
may use a portion of their accumulated unused sick pay to apply
toward these medical insurance premiums.

On Dec. 8, 2003, the Medicare Prescription Drug, Improvement
and Modernization Act of 2003 (the MMA) was signed into law.
Beginning in 2006, the new law adds prescription drug coverage to
Medicare, with a 28% tax-free subsidy to encourage employers to
retain their prescription drug programs for retirees, along with
other key provisions.

On May 19, 2004, the FASB issued FSP 106-2, “Accounting and
Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement and Modernization Act of 2003” (FSP 106-2),
which will be effective for the period beginning January 1, 2005 for
the company. Seminole is continuing to assess the impact of the
adoption of FSP 106-2.
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Plan Obligations, Assets, and Funded Status

SFAS No. 132, “Employers’ Disclosures about Pensions and Other
Postretirement Benefits, an amendment of FASB Statement No. 87,
88 and 106", requires disclosure of a reconciliation of the beginning
and ending balances of the accumulated postretirement benefit
obligation (APBO) and plan assets, as well as disclosure of the plan’s
funded status, showing separately the amounts not yet recognized

and already recognized in the statement of financial position.
December 31, 2004 2003

Change in benefit obligation:

APBO at end of prior year $ 4,798,800 $ 4,599,900
Service cost 377,500 349,800
Interest cost 340,700 287,800
Plan participants’ contribution 0 0
Plan amendments 0 0
Actuarial (gain)/loss 779,200 (232,200)
Acquisition/divestiture/plan

merger/spinoff 0 0
Benefits paid (252,000) (206,500)
Curtailments 0 0
Settlements 0 0
Special termination benefits 0 0

APBO at end of year $ 6,044,200 $ 4,798,800

Change in plan assets:
Fair value of plan assets at

end of prior year $ 0 $ 0
Actual return on plan assets 0 0
Employer contributions 252,000 206,500
Plan participants’ contributions 0 0
Benefits paid (252,000) (206,500)
Settlements 0 0

Acquisition/divestiture/plan
merger/spinoff 0 0

Fair value of plan assets at
end of year $ 0 $ 0

Funded status:
Unrecognized transition

$(6,044,200)  $(4,798,800)

(asset)/obligation 0 0
Unrecognized prior service cost (236,800) (277,400)
Unrecognized net (gain)/loss (750,800) (1,544,900)

Net amount recognized $ (7,031,800) $ (6,621,100)

Amount of Postretirement Benefit Expense Recognized

SFAS No. 132 also requires disclosure of the amount of net
periodic postretirement benefit cost recognized, showing separately
its various components, as well as the amounts recognized due

to other events affecting the plan.
December 31, 2004 2003

Components of net periodic postretirement

benefit cost:

Service cost $ 377500 $349,800
Interest cost 340,700 287,800
Expected return on assets 0 0
Amortization of transition

(asset)/obligation 0 0
Amortization of prior service cost (40,600)  (40,600)
Recognized net actuarial (gain)/loss (14,900) (79,200)

Net periodic postretirement benefit cost $662,700 $ 517,800

Settlements, curtailments, and
termination benefits:

Settlement (gain)/loss $ 0 $ 0
Curtailment (gain)/loss 0 0
Cost of special termination benefits 0 0

Postretirement benefit expense/(income) $662,700 $ 517,800

Notes to Consolidated Financial Statements

NOTE 9 - EMPLOYEE BENEFITS

NOTE 9 - EMPLOYEE BENEFITS

Assumptions
December 31, 2004 2003

Weighted-average assumptions used to determine
benefit obligations at year-end measurement date:
Discount rate 6.25% 6.75%
Rate of compensation increase 3.50% 3.50%
Weighted-average assumptions used to
determine net periodic benefit cost for the year:

Discount rate 6.25% 6.75%
Expected return on plan assets N/A N/A
Rate of compensation increase N/A N/A

Assumed health care cost trend rates
at the year-end measurement date:
Health care cost trend assumed for nextyear 12.00% 14.00%

Ultimate trend rate 5.00% 5.50%
Year that the rate reaches the
ultimate trend rate 2014 2012

A one percentage point change in the assumed health care cost
trend rates would have the following effects:

One One
Percentage- Percentage-
Point Point
Increase Decrease

Sensitivity to assumed health care

cost trend rates:
Effect on total of service and
interest cost components $ 46,100  $(43,300)
Effect on end-of-year APBO $ 335300  $(317700)

Estimated Future Benefit Payments
The following benefit payments are expected to be paid:

Year ending December 31, Retiree Medical Benefits

2005 $ 271,600
2006 $ 287300
2007 $ 281,000
2008 $ 314,200
2009 $ 334,100
Years 2010 - 2014 $ 2,307,100

Seminole also accrues postemployment benefits for employees
on disability (FAS 112). This obligation is recognized immediately,
and does not provide for the deferred recognition of gains and
losses. The amount expensed during 2004 was $191,600. At
December 31, 2004 and 2003, the obligation was $553,700 and
$362,100, respectively.

NOTE 10 — OPERATING LEASES

At December 31, 2004, Seminole was obligated under certain
leases of generating facilities and rail transportation equipment
for which base lease terms expire on various dates through 2009.
The lease of the generating facilities contains a variable interest
rate component that could affect future lease payments. Base
rental obligations under these leases are payable as follows:

Year ending December 31,

2005 $39,070,000
2006 $ 39,258,000
2007 $ 39,291,000
2008 $ 39,324,000
2009 $ 36,163,000
Thereafter $ 0

These leases generally provide for renewals at the lower of a
stipulated fixed renewal rental or fair market rental and options to
purchase facilities and/or equipment at fair market value at
various dates or upon expiration. Lease payment accruals for the
rail transportation equipment leases totaled approximately $2.5
million in 2004 and 2003. These payments were included as a cost
of fuel inventory and expensed based on the tons of coal burned
throughout the year.
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NOTE 11 - COMMITMENTS AND CONTINGENCIES

Seminole is purchasing a significant portion of the coal for
SGS under a long-term contract expiring in 2010. Contract terms
specify minimum annual purchase commitments of 2.25 million
tons, subject to force majeure conditions, and prices which are
subject to adjustment for changes in costs. Total purchases under
this long-term coal contract were approximately $56.7 million and
$51.9 million in 2004 and 2003, respectively.

Seminole is required to transport a significant portion of its coal
and petroleum coke to be received at SGS under an agreement with
a rail carrier, such agreement expiring no earlier than December 31,
2006. Total charges under this contract were approximately $56.8
million and $51.7 million in 2004 and 2003, respectively.

Seminole has long-term contracts for the transportation of
natural gas for PCGS terminating through the year 2020. These
contracts require annual capacity reservation payments for the
next five years (2005 through 2009) of $13.9 million per year.

The capacity reservation payments are based on rates approved
by the Federal Energy Regulatory Commission.

Seminole has various firm contracts with suppliers for
purchased power with remaining terms ranging from one to ten
years. These contracts require annual minimum take-or-pay

capacity payments for the next five years as follows:
Year ending December 31,

2005 $ 116,200,000
2006 $ 118,800,000
2007 $ 118,700,000
2008 $ 119,400,000
2009 $ 100,400,000

Total charges, including capacity payments, under these
contracts were approximately $250.9 million and $181.0 million for
2004 and 2003, respectively.

In the normal course of business Seminole has ongoing
disputes with some of its power suppliers. Additionally, some of
the billings received by Seminole for purchased power are subject
to adjustment based on the actual costs of the seller. During 2004
and 2003, several disputes were settled resulting in refunds
relating to purchased power costs recorded in prior periods
totaling approximately $0.1 million and $0.6 million, respectively,
not including interest. Also during 2004, refunds were received in
the aggregate amounts of approximately $0.1 million not including
interest, for adjustments to reflect actual costs related to power
billings from prior periods. These amounts were recorded in both
years as reductions to purchased power expenses.

In October 2003, Energy Transfer Group, L.L.C., (ETG) a power
marketer, filed suit against Seminole in the Circuit Court of the
Twelfth Judicial Circuit in and for Manatee County, Florida, Case
No. 2003-CA-5901. This case arises from a business arrangement
between ETG and one of Seminole’s Members. ETG alleges contract
interference and promissory estoppel on the part of Seminole and
asserts that it enjoys the status of a third party beneficiary to the
wholesale power contract between Seminole and its Member.
Seminole is vigorously contesting these allegations and believes
that the resolution of this case will not result in a material adverse
impact on Seminole’s financial condition, operations, or liquidity.

Seminole is a party to litigation involving various other claims
arising in the normal course of business. In the opinion of
management the ultimate resolution of these matters will not
result in a material adverse impact on Seminole’s financial
condition or its operations.
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To the Board of Trustees

Seminole Electric Cooperative, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of revenue and expenses
and patronage capital, of comprehensive income/loss and of cash flows present fairly, in all material respects, the financial
position of Seminole Electric Cooperative, Inc. and its subsidiaries (“Seminole”) at December 31, 2004 and 2003, and the results
of their operations and their cash flows for the years then ended, in conformity with accounting principles generally accepted in
the United States of America. These financial statements are the responsibility of Seminole’s management; our responsibility is to
express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States, which require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial

statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In accordance with Government Auditing Standards, we have also issued our report dated March 1, 2005 on our consideration of
Seminole’s internal control over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grants. That report is an integral part of an audit performed in accordance with Government Auditing Standards and

should be read in conjunction with this report in considering the results of our audit.

cntibo A3

March 1, 2005









