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INDEPENDENT AUDITOR’S REPORT 

 
 
 
Board of Directors 
The Ontonagon County Rural Electrification Association 
Ontonagon, Michigan 
 
Report on the Financial Statements 
 
 We have audited the accompanying financial statements of The Ontonagon County Rural 
Electrification Association, which comprise the balance sheets as of December 31, 2016 and 2015, and 
the related statements of revenues and expenses, changes in net assets and cash flows and the related 
notes to the financial statements for the years then ended. 
 
Management’s Responsibility for the Financial Statements 
 
 Management is responsible for the preparation and fair presentation of these financial statements 
in accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
 
Auditor’s Responsibility 
 
 Our responsibility is to express an opinion on these financial statements based on our audits.  We 
conducted our audits 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.  Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 
 
 An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements.  The procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the financial statements, whether due to 
fraud or error.  In making those risk assessments, the auditor considers internal control relevant to the 
entity’s preparation and fair presentation of the financial statements in order to design audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the entity’s internal control.  Accordingly, we express no such opinion.  An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 
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 We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 
 
Opinion 
 
 In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of The Ontonagon County Rural Electrification Association as of December 31, 
2016 and  2015, and the results of its operations, changes in net assets and its cash flows thereof for the 
years then ended in accordance with accounting principles generally accepted in the United States of 
America. 
 
Other Matters 
 
Other Information 
 

Our audit was conducted for the purpose of forming an opinion on the financial statements as a 
whole. The accompanying Schedules of Investments and Deferred Debits and Credits, as required by 
7 CFR Part 1773, Policy on Audits of Rural Utilities Service Borrowers and clarified in the RUS policy 
memorandum dated February 7, 2014, is presented for purposes of additional analysis and is not a 
required part of the financial statements.  Such information is the responsibility of management and was 
derived from and relates directly to the underlying accounting and other records used to prepare the 
financial statements.  The information has been subjected to the auditing procedures applied in the audit 
of the financial statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the financial 
statements or to the financial statements themselves, and other additional procedures in accordance with 
auditing standards generally accepted in the United States of America. In our opinion, the information is 
fairly stated, in all material respects, in relation to the financial statements as a whole. 
 
Other Reporting Required by Government Auditing Standards 
 
 In accordance with Government Auditing Standards, we have also issued our report dated 
April 25, 2017, on our consideration of The Ontonagon County Rural Electrification Association’s 
internal control over financial reporting and on our tests of its compliance with certain provisions of laws, 
regulations, contracts and grant agreements and other matters.  The purpose of that report is to describe 
the scope of our testing of internal control over financial reporting and compliance and the results of that 
testing, and not to provide an opinion on the internal control over financial reporting or on compliance.  
That report is an integral part of an audit performed in accordance with Government Auditing Standards 
in considering The Ontonagon County Rural Electrification Association’s internal control over financial 
reporting and compliance. 
 

       
 
      Certified Public Accountants 
 
Ironwood, Michigan 
April 25, 2017 
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BALANCE 

THE ONTONAGON COUNTY 

          December 31,          
2016 2015

ASSETS 

ELECTRIC PLANT 
In service 26,404,303$     23,272,325$     
Construction work in progress 2,308,514         2,078,742         

28,712,817$     25,351,067$     
Accumulated depreciation (8,655,461)        (7,998,347)        

NET ELECTRIC PLANT 20,057,356$     17,352,720$     

INVESTMENTS 
Investments in associated and other organizations 836,145            758,720            

CURRENT ASSETS 
Cash and cash equivalents 133,388$          401,372$          
Accounts receivable - electric, less allowance

for doubtful accounts: (2016 and 2015 - $40,000) 519,266            765,588            
Accounts receivable - other 65,717              75,953              
Materials and supplies 236,663            219,974            
Prepaid expenses 18,982              53,044              

TOTAL CURRENT ASSETS 974,016$          1,515,931$       

DEFERRED DEBITS 235,452            662,035            

                                                  

22,102,969$     20,289,406$     
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SHEETS 

RURAL ELECTRIFICATION ASSOCIATION 

           December 31,           
2016 2015

LIABILITIES AND NET ASSETS 

NET ASSETS 
Memberships 22,990$            23,005$            
Patronage capital 4,499,207         3,952,742         
Donated capital 32,497              32,497              

TOTAL NET ASSETS 4,554,694$       4,008,244$       

LONG-TERM LIABILITIES 
Rural Utilities Service (RUS) mortgage notes 5,101,091$       5,241,609$       
National Rural Utilities Cooperative Finance

Corporation (NRUCFC) supplemental mortgage notes 188,842            206,432            
CoBank, ACB mortgage note 9,057,260         9,387,566         

14,347,193$     14,835,607$     
Less current portion (506,000)           (488,000)           

13,841,193$     14,347,607$     
Post-retirement benefit obligation 132,400            427,524            

TOTAL LONG-TERM LIABILITIES 13,973,593$     14,775,131$     

CURRENT LIABILITIES 
Notes payable, current portion 506,000$          488,000$          
Line-of-credit notes payable 1,750,000         
Accounts payable:

Trade 276,416            281,175            
Construction 448,296            283,272            

Accrued property taxes 114,792            93,705              
Accrued interest 39,518              37,587              
Other current and accrued liabilities 190,464            180,239            
Customer energy prepayments 14,350              13,600              

TOTAL CURRENT LIABILITIES 3,339,836$       1,377,578$       

DEFERRED CREDITS 234,846            128,453            

22,102,969$     20,289,406$     

The accompanying notes are an integral part of the
financial statements.
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STATEMENTS OF REVENUES AND EXPENSES 

THE ONTONAGON COUNTY RURAL ELECTRIFICATION ASSOCIATION 

Year ended December 31,
2016 2015

OPERATING REVENUES 6,057,861$       6,313,543$       

OPERATING EXPENSES 
Cost of power 2,405,587$       2,663,214$       
Distribution, operation 311,963            397,838            
Distribution, maintenance 621,396            518,293            
Consumer accounts 180,047            223,489            
Sales and customer service 112,550            84,982              
Depreciation 742,452            704,777            
Taxes 246,178            218,088            
General and administrative 423,152            517,803            
Other deductions 21,447                                       

TOTAL OPERATING EXPENSES 5,064,772$       5,328,484$       

OPERATING MARGINS
BEFORE INTEREST EXPENSE 993,089$          985,059$          

Interest expense 697,772            673,754            

OPERATING MARGINS
AFTER INTEREST EXPENSE 295,317$          311,305$          

NONOPERATING MARGINS 
Interest and dividend income 48,776$            42,767$            
Other capital credits and patronage dividends 112,774            123,668            
Other income net of expense 89,598              94,263              

TOTAL NONOPERATING MARGINS 251,148$          260,698$          

NET MARGINS 546,465$          572,003$          

The accompanying notes are an integral part of the
financial statements.
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STATEMENTS OF CHANGES IN NET ASSETS

THE ONTONAGON COUNTY RURAL ELECTRIFICATION ASSOCIATION 

Donated
Memberships Assigned Assignable Total Capital Total

Balance at January 1, 2015 23,040$         2,080,223$    1,300,516$    3,380,739$    32,497$         3,436,276$    

Memberships:
(Refunded) (35)                 (35)                 
Patronage Capital Assigned 1,300,516      (1,300,516)     

Net margins                                             572,003         572,003                               572,003         

BALANCE AT DECEMBER 31, 2015 23,005$         3,380,739$    572,003$       3,952,742$    32,497$         4,008,244$    

Memberships:
(Refunded) (15)                 (15)                 
Patronage Capital Assigned 572,003         (572,003)        

Net margins                                             546,465         546,465                               546,465         

BALANCE AT DECEMBER 31, 2016 22,990$         3,952,742$    546,465$       4,499,207$    32,497$         4,554,694$    

The accompanying notes are an integral part of the
financial statements.

Years ended December 31, 2016 and 2015 

          Patronage Capital          
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STATEMENTS OF CASH FLOWS 

THE ONTONAGON COUNTY RURAL ELECTRIFICATION ASSOCIATION 

Year ended December 31,
2016 2015

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 
Cash flows from operating activities: 

Net margins 546,465$          572,003$          
Adjustments to reconcile net margins to net cash 

provided by operating activities: 
Depreciation:

Expense 742,542$          704,777$          
Clearing 104,794            107,120            

Loss on sale of plant assets 548                   
Equity increase in investments (158,090)           (161,645)           
Provision for bad debts 17,860              16,922              
(Increase) decrease in:

Accounts receivable 238,698            (75,345)             
Materials and supplies (16,689)             18,599              
Prepaid expenses 34,062              7,161                
Deferred debits 426,583            (373,953)           

Increase (decrease) in:
Post-retirement benefit obligation (295,124)           13,891              
Trade accounts payable (4,759)               (51,464)             
Other current liabilities 33,243              (32,645)             
Customer energy prepayments 750                   1,350                
Deferred credits 106,393            28,342              

Total adjustments 1,230,263$       203,658$          

NET CASH PROVIDED BY 
OPERATING ACTIVITIES 1,776,728$       775,661$          

Cash flows from investing activities:
Investment in associated organizations (21,507)$           (6,144)$             
Proceeds from investments in associated organizations 102,172            114,217            
Construction costs paid (3,264,671)        (2,056,343)        
Purchase of general plant assets (288,835)           (349,829)           
Proceeds from sale of plant assets 100                   
Proceeds from sale of salvage property 4,172                2,016                

NET CASH USED IN 
INVESTING ACTIVITIES (3,468,669)$      (2,295,983)$      
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STATEMENTS OF CASH FLOWS (CONTINUED) 

Year ended December 31,
2016 2015

Cash flows from financing activities:
Proceeds from line-of-credit notes payable 1,750,000$       150,000$          
Payments on line-of-credit notes payable (1,312,000)        
Proceeds from long-term debt 3,100,000         
Payments on long-term debt (488,414)           (469,995)           
Members' construction contributions received 162,386            135,327            
Memberships issued (refunded) (15)                    (35)                    

NET CASH PROVIDED BY
FINANCING ACTIVITIES 1,423,957$       1,603,297$       

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS (267,984)$         82,975$            

Cash and cash equivalents at beginning of year 401,372            318,397            

CASH AND CASH EQUIVALENTS 
AT END OF YEAR 133,388$          401,372$          

Supplemental disclosures of cash flow information: 

Cash payments for:
Interest paid 695,841$          680,239$          

Income taxes (refunded) 0$                     0$                     

Supplemental disclosure of noncash investing and financing activities: 
Equity and patronage capital allocations by associated

organizations are recorded as revenue and an
increase in investments in associated organizations.
The amounts recorded are as follows: 

Patronage capital allocations 112,774$          123,668$          
Equity increase in investments 45,316              37,977              

158,090$          161,645$          

Construction in progress financed by accounts payable at year-end 448,296$          283,272$          

The accompanying notes are an integral part of the
financial statements.
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NOTES TO FINANCIAL STATEMENTS 
 

THE ONTONAGON COUNTY RURAL ELECTRIFICATION ASSOCIATION 
 

December 31, 2016 
 
 
NOTE A – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
 The Ontonagon County Rural Electrification Association (Association), Ontonagon, Michigan, is 
a rural electric cooperative which provides electricity to customers located in outlying areas.  The 
Association’s service area covers a five county region in the Upper Peninsula of Michigan. The 
Association is member regulated and therefore is not under the jurisdiction of the Michigan Public 
Service Commission for rate structure, fees, charges, accounting standards and billing and service rules.  
The accounting policies that affect the more significant elements of the Association’s financial 
statements are summarized below.  They have been followed on a basis consistent with the preceding 
year. 
 

General – the Association maintains its records in conformance with the Uniform System 
of Accounts prescribed by the Rural Development Utilities Program. 
 
Use of Estimates – the preparation of financial statements in conformity with accounting 
principles generally accepted in the United States of America requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities 
and 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. 
 
Cash and Cash Equivalents – for financial reporting purposes and for purposes of the 
statement of cash flows, the Association considers all highly liquid debt instruments 
purchased with a maturity of less than three months at the date of purchase, to be cash 
equivalents. 
 
Accounts Receivable: 

The Association routinely grants unsecured credit to electrical customers.  Accounts 
receivable are uncollateralized customer obligations, which generally require payment 
within thirty days from the invoice date.  Accounts receivable are stated at the invoice 
amount plus penalty.  Unpaid accounts incur a one-time 2% penalty after 30 days.  
Account balances greater than 30 days are considered delinquent. 
 
Management provides for probable uncollectible amounts through a charge to margins 
and a credit to a valuation allowance based on its assessment of the current status of 
individual accounts.  Balances that are still outstanding after management has used 
reasonable collection efforts are written off through a charge to the valuation 
allowances and a credit to accounts receivable.  Changes in the valuation allowance 
have not been material to the financial statements. 

 
Inventories – are stated at the lower of average market or cost. 
 



NOTES TO FINANCIAL STATEMENTS (CONTINUED) 
 
 
 
 

____________________________________________________________________________________ 
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NOTE A – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Investments – Investments in debt securities are classified as held-to-maturity securities.  
Held-to-maturity securities are carried at cost.  Investments in associated organizations 
(generally other cooperatives) and non-marketable equity securities not constituting a 20 
percent or more ownership interest are carried at cost including undistributed patronage 
capital allocations.  Investments in limited liability companies are recorded on the equity 
method.  Because of the lack of quoted market prices and the inability to estimate fair 
market value without incurring excessive cost, management has determined it is not 
practical to estimate the fair value of these investments.  However, management believes 
that the carrying amounts of these investments at December 31, 2016 and 2015 included 
in investments are not impaired. 
 
Electric Plant: 

Electric plant is stated at cost. 
 
Upon disposition of general plant assets, the related cost and accumulated depreciation 
are removed from the respective accounts and any gain or loss is credited or charged to 
current margins. 
 
Upon disposition of distribution plant assets, the original cost is removed from the 
plant account.  The accumulated depreciation account is charged for the cost of the 
assets, increased by retirement costs and reduced by salvage value.  No gains or losses 
on the disposition of distribution plant assets are charged or credited to current 
margins.  

 
Long-Lived Assets – Assets to be held and used are reviewed for impairment whenever 
events or changes in circumstances indicate that the related carrying amount may not be 
recoverable.  When required, impairment losses on assets to be held and used are 
recognized based on the fair value of the asset.  Long-lived assets to be disposed of are 
reported at the lower of carrying amount or their fair value less cost to sell. 
 
Asset Retirement Obligations – Accounting standards require entities to record the fair 
value of a liability for legal obligations associated with an asset retirement in the period in 
which the obligations are incurred.  When the liability is initially recorded, the entity 
capitalizes the cost of the asset retirement obligation by increasing the carrying amount of 
the related long-lived asset.  Over time, the liability is accrued to its present value each 
period, and the capitalized cost is depreciated over the useful life of the related asset.  The 
Association has determined it does not have a material legal obligation to remove the long-
lived assets, and accordingly has not recognized any asset retirement obligation costs in its 
financial statements for the years ended December 31, 2016 and 2015. 
 

 



NOTES TO FINANCIAL STATEMENTS (CONTINUED) 
 
 
 
 

____________________________________________________________________________________ 
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NOTE A – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Subsequent Events – have been evaluated through the date of the independent auditor’s 
report, the date the financial statements were available to be issued. 
 
Revenue Recognition – operating revenues are generally recognized on the basis of 
monthly billings based on actual meter readings considering the related cost of power. 

 
 Income Taxes: 

The Association is exempt from federal and Michigan income taxes under 
Section 501(c)(12) of the Internal Revenue Code, and accordingly, the financial 
statements do not reflect a provision for federal or Michigan income taxes. 
 
The Association follows current accounting standards for accounting for 
uncertainties in income taxes.  Management has completed its evaluation of 
uncertainties in income taxes and the Association is unaware of any tax positions 
that would require disclosure.  The following tax years, by jurisdiction, remain 
subject to examination: 
 

Internal Revenue Service December 31, 2013 - 2016
State of Michigan December 31, 2011  

 
Margins – as a cooperative, net margins are allocated to members in the form of capital 
credits based on patronage. 
 
Patronage Capital – under the provisions of the bylaws, until the equities and margins 
equal or exceed forty percent of the total assets of the cooperative, return to patrons of 
contributed capital is prohibited.  The equities and margins of the Association represent 
20.61% and 19.76% of the total assets at December 31, 2016 and 2015, respectively. 
 

NOTE B – ASSETS PLEDGED 
 
 Substantially all assets are pledged as security for long-term debt outstanding to the Rural 
Utilities Services (RUS), to National Rural Utilities Cooperative Finance Corporation (NRUCFC) and to 
CoBank, ACB.   
 



NOTES TO FINANCIAL STATEMENTS (CONTINUED) 
 
 
 
 

____________________________________________________________________________________ 
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NOTE C – CONCENTRATION OF CREDIT RISK 
 
 The Association maintains its cash and cash equivalents in local financial institutions, which at 
times, exceed the total amount insured under Federal Deposit Insurance Corporation Regulations.  All 
balances on deposit as of December 31, 2016 were insured.  Balances on deposit not insured as of 
December 31, 2015 totaled $37,974. 
 
NOTE D – ELECTRIC PLANT AND DEPRECIATION 
 
 Listed below are the major classes of the electric plant, at cost: 
 

2016 2015

Intangible plant:
Organization 1,349$           1,349$           
Miscellaneous 694,564         

Distribution plant 23,119,970    20,971,392    
General plant 2,588,420      2,299,584      
Construction in progress 2,308,514      2,078,742      

28,712,817$  25,351,067$  

December 31,

 
 
 Provision for depreciation of the distribution plant is made using a straight-line composite rate of 
2.9% per annum with the exception of AMR devices, which use a 7% rate effective April 2007.  General 
plant depreciation rates have been applied to specific assets on a straight-line basis and are as follows: 
 

Structures and improvements 2.5 to 3.0%
Office furniture and fixtures 7 to 15%
Transportation equipment 7.9 to 17%
Power operated equipment 8.0%
Communication equipment 8.0%
Other general plant 5 to 6%  

 
 Total depreciation recorded on the electric plant for the years ended December 31, 2016 and 
2015, was $847,336 and $811,897, respectively.  Depreciation expensed directly to operating margin for 
these years was $742,542 and $704,777, respectively.  Depreciation not expensed directly is capitalized 
in the cost of construction or expensed through operations, maintenance and administrative expenses. 
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NOTE E – INVESTMENTS 
 
 The Association is associated with the National Rural Utilities Cooperative Finance Corporation 
(NRUCFC).  The subordinate capital term certificate subscriptions (SCTC’s) bear interest at 3 to 5% and 
mature beginning in 2085.  As part of the loan agreement with NRUCFC, the Association is obligated to 
purchase SCTC’s in the amount of $133,185.  As of December 31, 2016, the Association has a remaining 
purchase commitment of $72,472.  The zero term certificate (ZTC) bears interest at 0% and matures in 
2026.  The CTC’s and ZTC’s are classified as held-to-maturity securities.  The investment in American 
Transmission Company, LLC is carried on the equity method. 
 
 A schedule of investments is included on page 23 of the Other Financial Information of the 
financial statements. 
 
NOTE F – ELECTRIC ACCOUNTS RECEIVABLE 
 
 The following summarizes the classifications of electric accounts receivable: 
 

2016 2015

Billed accounts receivable, net of
allowance for doubtful accounts 652,161$       661,264$       

Power cost adjustment (132,895)        104,324         

519,266$       765,588$       

December 31,
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NOTE G – LONG-TERM LIABILITIES 
 
 Long-term liabilities are primarily represented by RUS mortgage notes, NRUCFC mortgage 
notes and CoBank, ACB mortgage notes.  Total notes consisted of the following: 
 

2016 2015

RUS Mortgage Notes - fixed interest rate 35 year notes to be 
repaid at various dates ranging from 2016 to 2045:

2% notes 291,300$       356,547$       
5% notes 4,809,791      4,885,062      

5,101,091$    5,241,609$    

NRUCFC Mortgage Notes - fixed interest rate notes at 2.90% (3.75%
 at December 31, 2014) payable quarterly until maturity in 2026 188,842         206,432         

CoBank, ACB Mortgage Notes :
Fixed interest rate note at 4.82% payable monthly

until maturity in 2026 626,978$       713,920$       
Fixed interest rate note at 4.51% payable monthly

until maturity in 2040 8,430,282      8,673,646      

9,057,260$    9,387,566$    

14,347,193$  14,835,607$  
Less current maturities (506,000)        (488,000)        

13,841,193$  14,347,607$  

December 31,

 
 
 Aggregate maturities on long-term liabilities for the five years following December 31, 2016, are 
as follows: 
 

2017 506,000$    
2018 528,000      
2019 537,000      
2020 557,000      
2021 519,000       

 
Loan and Debt Covenants 
 
 The Association has financial covenants with its lenders for certain financial ratios.  
Management is not aware of any violations of these covenants at December 31, 2016.
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NOTE H – PENSION PLAN  
 
Pension Plan 
 
Narrative Description 
 
 The National Rural Electric Cooperative Association (NRECA) Retirement Security Plan (RS 
Plan) is a defined benefit pension plan qualified under Section 401 and tax-exempt under Section 501(a) 
of the Internal Revenue Code. It is a multiemployer plan under the accounting standards. The plan 
sponsor’s Employer Identification Number is 53-0116145 and the Plan Number is 333. 
 
 A unique characteristic of a multiemployer plan compared to a single employer plan is that all 
plan assets are available to pay benefits of any plan participant. Separate asset accounts are not 
maintained for participating employers. This means that assets contributed by one employer may be used 
to provide benefits to employees of other participating employers. 
 
Plan Information 
 
 The Association contributions to the RS Plan in 2016 and in 2015 represented less than 5 percent 
of the total contributions made to the plan by all participating employers. The Association made 
contributions to the plan of $176,997 in 2016 and $154,304 in 2015. There have been no significant 
changes that affect the comparability of 2016 and 2015 contributions. 
 
 In the RS Plan, a “zone status” determination is not required, and therefore not determined, under 
the Pension Protection Act (PPA) of 2006. In addition, the accumulated benefit obligations and plan 
assets are not determined or allocated separately by individual employer. In total, the RS Plan was over 
80% funded at January 1, 2017 and 2016 based on the PPA funding target and PPA actuarial value of 
assets on those dates. 
 
 Because the provisions of the PPA do not apply to the RS Plan, funding improvement plans and 
surcharges are not applicable. Future contribution requirements are determined each year as part of the 
actuarial valuation of the plan and may change as a result of plan experience. 
 
 The Association also maintains a 401(k) plan for all eligible employees, which is funded entirely 
by employee contributions.  To be eligible, the employee must complete six months of full-time service.  
There is no cost to the Association with respect to the plan. 
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NOTE I – POSTRETIREMENT BENEFIT OBLIGATION 
 
Postretirement Benefit Plan 
 
 Effective January 1, 1992, the union contract contains a provision requiring the Association to 
pay for the premiums on health care benefits for one year after retirement on behalf of the eligible 
retirees.  In addition, the Association will also contribute 50% toward the cost of the health insurance 
premiums for the second and third year following retirement.  To be eligible for these benefits, the 
employee must have worked for the Association for ten years at the time of normal retirement.  
  
 The postretirement health care plans include a limit on the Company’s share of costs for recent 
and future retirees. 
 
 The Association contracted with National Rural Electric Cooperative Association for an actuarial 
study of the postretirement health care plan.  The information obtained from the actuarial valuation report 
as of January 1, 2016 follows. 
 
Obligations and Funded Status – Postretirement Benefits 
 

December 31, 2016
Change in benefit obligation:

Benefit obligation at beginning of year (427,500)$            
Actuarial gain 292,300                
Service cost (4,800)                  
Interest cost (5,300)                  
Estimated insurance premiums 

paid to current retirees 12,900                  
Benefit Obligation at End of Year (132,400)$            

Change in plan assets:
Fair value of plan assets at beginning of year 0$                         
Employer contributions 12,900                  
Plan participants' contributions 0                           
Benefits paid (12,900)                

Fair Value of Plan Assets at End of Year 0$                         
Funded Status at End of Year (132,400)$            

Amounts recognized in the statement of financial position consist of:
Deferred credits 88,584$                
Long-term liabilities - post-retirement

benefit obligation 132,400$              

The deferred credit is being amortized over a period of 12 months for financial reporting
purposes.  
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NOTE I – POSTRETIREMENT BENEFIT PLAN (CONTINUED) 
 

December 31, 2016

Amounts recognized in accumulated other comprehensive income of the Plan consist of:

Net loss (gain) (292,300)$            
Amortization of actuarial gain 19,400                  

(272,900)$            
Assumptions

Weighted-average assumptions used to determine benefit obligation
at December 31, 2016 -

Discount Rate 4%
Weighted-average assumptions used to determine net periodic

benefit cost for year ended December 31, 2016 -
Discount rate 4%
Expected long-term return on plan assets N/A

Assumed health care cost trend rates at December 31:
Health care cost trend rate assumed for next year 8%
Rate to which the cost trend is assumed to decline

(the terminal rate) 5%
Year that the rate reaches the terminal rate 2023  

 
One-Percentage-Point Increase in Health-Care Cost Trend Rates (Base Assumptions) 
 
 Impact on obligations (as of December 31, 2016) and expense, based on a 4% discount rate: 
 

Current Plan & 1% Increase in 
Assumptions Trend Rates Change % Change

Accumulated Postretirement
Benefit Obligation 132,400$         146,200$                13,800$           10.4%

Expected Postretirement
Benefit Obligation 187,100           208,100                  21,000             11.2%

Service Cost plus Interest Cost 10,300             11,600                    1,300               12.6%  
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NOTE I – POSTRETIREMENT BENEFIT PLAN (CONTINUED) 
 
Plan Assets 
 
 The Association has no assets contributed to the Plan at December 31, 2016 or 2015. 
 
Participant Data 
 
 The Association participant data as of December 31, 2016 follows: 
 

Actives fully eligible for benefits 1                      
Actives no yet fully eligible for benefits 9                      

Total active participants 10                    
Retirees 2                      
Dependents 2                      
Surviving spouses 0                      

Total participants in payment status 4                      
Disabled participants 0                      

Total participants 14                    
Average age of active participants (in years) 49.9                 
Average service of active participants (in years) 18.5                  

 
Cash Flows 
 
 The Association paid $12,900 in retiree health benefits during the year ended December 31, 
2016. 
 
Contributions 
 
 The Association expects to contribute $10,900 to its postretirement plan during the year ending 
December 31, 2017. 
 
Estimated Future Benefit Payments 
 
 The following postretirement benefit payments, which reflect expected future service, are 
expected to be paid: 
 

2017 10,900$                  
2018 9,900                      
2019 11,300                    
2020 0                             
2021 0                             

2022-2026 0                             
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NOTE J – LINE-OF-CREDIT AGREEMENTS 
 
 As of December 31, 2016, the Association had line-of-credit agreements with NRUCFC and 
CoBank, ACB in the amounts of $1,000,000 each.  Amounts borrowed under the agreements are as 
follows: 
 

2016 2015

NRUCFC - Variable interest rate note payable 2.50% at
December 31, 2016 and 2015 with a maturity
date of December 31, 2049 1,000,000$    0$                  

CoBank, ACB - Variable interest rate note payable 2.83% to
3.07% at December 31, 2016 and 2015 with a
maturity date of October 21, 2017. 750,000         0                    

1,750,000$    0$                  

December 31,

 
 
NOTE K – COMMITMENTS 
 
 Under its wholesale power agreements, the Association is committed to purchase its electric 
power and energy requirements from Wisconsin Public Service Commission (WPSC) until December 31, 
2020.  This agreement contains specific renewal, termination and rate change clauses but does not 
include any requirements for minimum purchases to be made by the Association. 
 
NOTE L – COLLECTIVE BARGAINING AGREEMENT  
 
 The Association and the Local 510 International Brotherhood of Electrical Workers AFL-CIO 
have a current collective bargaining agreement that expires December 31, 2017. 
 
NOTE M – SUBSEQUENT EVENT 
 
 On March 16, 2017, the Association Board of Directors adopted a resolution to refinance 
existing long-term debt in the amount of $4,796,176 through the National Rural Utilities Cooperative 
Finance Corporation. 
 



O T H E R 
 

F I N A N C I A L 
 

I N F O R M A T I O N 
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SCHEDULE OF INVESTMENTS

         December 31,         
2016 2015

American Transmission Company, LLC 524,608$          483,240$          
NRUCFC - subordinate capital term certificate subscriptions 60,713              58,329              
NRUCFC - zero term certificate 12,386              13,360              
Investments in associated organizations:

NRUCFC - membership 1,000                1,000                
CoBank, ACB 116,559            91,962              
NRUCFC - patronage capital 26,693              26,282              
Cooperative Response Center, Inc. 14,379              13,919              
Settlers' Cooperative, Inc. 510                   510                   
National Information Solutions Cooperative 40,739              37,651              
Federated Rural Electric Insurance Exchange 38,493              32,403              
Other 65                     64                     

836,145$          758,720$          

THE ONTONAGON COUNTY RURAL ELECTRIFICATION ASSOCIATION 
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SCHEDULE OF DEFERRED DEBITS AND CREDITS

      December 31,            December 31,      
2016 2015 2016 2015

Long-range load forecast 22,506$       77,589$       
Deferred mapping costs 135,509       163,070       
Four-year system study 68,088         43,280         
Energy conservation receipts 90,544$       98,243$       
Vehicle and equipment expenses 9,349           19,050         
Transmission tap - ATC 359,046       
Deferred installation costs of special equipment 55,718         30,210         
Post-retirement adjustment                                         88,584                             

235,452$     662,035$     234,846$     128,453$     

THE ONTONAGON COUNTY RURAL ELECTRIFICATION ASSOCIATION 

Deferred Debits Deferred Credits
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED  
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 
 
 
 
To the Board of Directors 
The Ontonagon County Rural Electrification Association 
Ontonagon, Michigan 
 
 We have audited, in accordance with the 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, the financial statements of The 
Ontonagon County Rural Electrification Association (a nonprofit organization), which comprise the 
balance sheet as of December 31, 2016, and the related statements of revenues and expenses, changes in 
net assets, and cash flows for the year then ended, and the related notes to the financial statements, and 
have issued our report thereon dated April 25, 2017.   
 
Internal Control Over Financial Reporting 
 
 In planning and performing our audit of the financial statements, we considered The Ontonagon 
County Rural Electrification Association’s internal control over financial reporting (internal control) to 
determine the audit procedures that are appropriate in the circumstances for the purpose of expressing 
our opinions on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of The Ontonagon County Rural Electrification Association’s internal control.  
Accordingly, we do not express an opinion on the effectiveness of The Ontonagon County Rural 
Electrification Association’s internal control. 
 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent or 
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement 
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.  A 
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit attention by those charged with 
governance. 
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 Our consideration of internal control was for the limited purpose described in the first paragraph 
of this section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may 
exist that were not identified. Given these limitations, during our audit we did not identify any 
deficiencies in internal control that we consider to be material weaknesses.  We did identify certain 
deficiencies in internal control, described in the accompanying Schedule of Findings and Responses as 
items (2016-001) and (2016-002) that we consider to be significant deficiencies. 
 
Compliance and Other Matters 
 
 As part of obtaining reasonable assurance about whether The Ontonagon County Rural 
Electrification Association’s financial statements are free from material misstatement, we performed tests 
of its compliance with certain provisions of laws, regulations, contracts and grant agreements, 
noncompliance with which could have a direct and material effect on the determination of financial 
statement amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion.  The results of our tests 
disclosed no instances of noncompliance or other matters that are required to be reported under 
Government Auditing Standards. 
 
The Ontonagon County Rural Electrification Association’s Response to Findings 
 
 The Ontonagon County Rural Electrification Association’s responses to the findings identified in 
our audit are described in the accompanying Schedule of Findings and Responses.  The Ontonagon 
County Rural Electrification Association’s response was not subjected to the auditing procedures applied 
in the audit of the financial statements and, accordingly, we express no opinion on it. 
 
Purpose of this Report 
 
 The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 
entity’s internal control or on compliance.  This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the entity’s internal control and 
compliance.  Accordingly, this communication is not suitable for any other purpose. 
 

       
 
      Certified Public Accountants 
 
Ironwood, Michigan 
April 25, 2017 
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SCHEDULE OF FINDINGS AND RESPONSES 
 

THE ONTONAGON COUNTY RURAL ELECTRIFICATION ASSOCIATION 
 

December 31, 2016 
____________________________________________________________________________________ 
 
SIGNIFICANT DEFICIENCIES 
 
(2016-001)  Ability to Prepare Financial Statements and Related Note Disclosures 
 

Criteria – Electric cooperatives are required to possess the ability to prepare their 
financial statements and related disclosures in accordance with generally accepted 
accounting principles. 
 
Condition – Like other electric cooperatives of similar size, monthly financial statements 
are prepared and made available to management and the Board of Directors.  The 
Association relies on its auditors to assist in drafting its financial statements and related 
disclosures in accordance with generally accepted accounting principles.  Management 
and the Board of Directors review and accept the financial statements on behalf of the 
Association.   
 
Cause – The Association does not have staff familiar enough with all financial reporting 
standards to draft the financial statements and related disclosures. 
 
Effect – We consider this condition to be a significant deficiency. 
 
Recommendation – The Association should continue using their auditors to assist in 
drafting of the financial statements and related disclosures.  Members of management and 
the Board of Directors should remain involved in the financial reporting process to 
provide oversight and independent review functions. 
 
Management’s Response – The Association agrees and will continue to use the auditor’s 
assistance in drafting its financial statements and will remain involved in the financial 
reporting process.  

  
 A similar item was reported for the December 31, 2015 audit. 
 
(2016-002)  Segregation of Duties 

 
Criteria – Electric cooperatives normally have the ability to have a separation of duties in its 
accounting function. 
 
Condition and Cause – Due to the size of the Association, complete segregation of duties in 
various accounting functions is not possible. 
 
Effect – We consider this condition to be a significant deficiency. 
 
Recommendation – Members of the Board should remain involved in reviewing financial 
transactions of the Association. 
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SCHEDULE OF FINDINGS AND RESPONSES (CONTINUED) 
 
 
 
 

____________________________________________________________________________________ 
 
SIGNIFICANT DEFICIENCIES (CONTINUED) 
 
(2016-002)  Segregation of Duties (Continued) 

 
Management’s Response – The Association agrees and Members of the Board will continue 
to remain involved in reviewing financial transactions of the Association, especially in areas 
where lack of segregation of duties is apparent. 
 

  A similar item was reported for the December 31, 2015 audit. 
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INDEPENDENT AUDITOR’S REPORT ON 
COMPLIANCE WITH ASPECTS OF CONTRACTUAL AGREEMENTS AND 

REGULATORY REQUIREMENTS FOR ELECTRIC BORROWERS 
 
 
 
 
 
To the Board of Directors 
The Ontonagon County Rural Electrification Association 
Ontonagon, Michigan 
 
 We have audited, in accordance with the 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, the financial statements of The 
Ontonagon County Rural Electrification Association, which comprise the balance sheet as of 
December 31, 2016, and the related statements of revenues and expenses, changes in net assets, and cash 
flows for the year then ended, and the related notes to the financial statements, and have issued our report 
thereon dated April 25, 2017.  In accordance with Government Auditing Standards, we have also issued 
our report dated April 25, 2017, on our consideration of The Ontonagon County Rural Electrification 
Association’s internal control over financial reporting and on our tests of its compliance with certain 
provisions of laws, regulations, contracts and grant agreements and other matters where we identified 
certain deficiencies in internal control, described as items (2016-001) and (2016-002) in the Schedule of 
Findings and Responses that we consider to be significant deficiencies.  No reports other than the reports 
referred to above have been furnished to management. 
 
 In connection with our audit, nothing came to our attention that caused us to believe that The 
Ontonagon County Rural Electrification Association failed to comply with the terms, covenants, 
provisions or conditions of their loan, grant and security instruments as set forth in 7 CFR Part 1773, 
Policy on Audits of Rural Utilities Service Borrowers, §1773.33 and clarified in the RUS policy 
memorandum dated February 7, 2014, insofar as they relate to accounting matters as enumerated below, 
except as noted in the Schedule of Findings and Responses as noted in the first paragraph.  However, our 
audit was not directed primarily toward obtaining knowledge of noncompliance.  Accordingly, had we 
performed additional procedures, other matters may have come to our attention regarding The Ontonagon 
County Rural Electrification Association’s noncompliance with the above-referenced terms, covenants, 
provisions or conditions of the contractual agreements and regulatory requirements, insofar as they relate 
to accounting matters.   In connection with our audit, we noted no matters regarding The Ontonagon 
County Rural Electrification Association’s accounting and records to indicate that The Ontonagon 
County Rural Electrification Association did not: 
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Maintain adequate and effective accounting procedures; 
 
Utilize adequate and fair methods for accumulating and recording labor, material and 
overhead costs, and the distribution of these costs to construction, retirement and 
maintenance or other expense accounts; 
 
Reconcile continuing property records to the controlling general ledger plant accounts; 
 
Clear construction accounts and accrue depreciation on completed construction; 
 
Account for all costs associated with retirements of plant in the accumulated 
depreciation accounts and no unusual charges or credits were noted; 
 
Record and properly price the retirement of plant; 
 
Seek approval of the sale, lease or transfer of capital assets and disposition of proceeds 
for the sale or lease of plant, material or scrap; 
 
Maintain adequate control over materials and supplies; 
 
Prepare accurate and timely Financial and Operating Reports; 
 
Obtain written RUS approval to enter into any contract for the management, operation or 
maintenance of the borrower’s system if the contract covers all or substantially all of the 
electric system; 
 
Disclose material related party transactions in the financial statements, in accordance 
with requirements for related parties in generally accepted accounting principles; 
 
Record depreciation in accordance with RUS requirements (See RUS Bulletin 183-1, 
Depreciation Rates and Procedures); 
 
Comply with the requirements for the detailed schedule of deferred debits and deferred 
credits; and 
 
Comply with the requirements for the detailed schedule of investments. 

 
 This report is intended solely for the information and use of the Board of Directors, management 
and the RUS and supplemental lenders and is not intended to be and should not be used by anyone other 
than these specified parties.  However, the report is a matter of public record and its distribution is not 
limited. 

       
 
      Certified Public Accountants 
 
Ironwood, Michigan 
April 25, 2017 
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