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Independent Auditor’s Report 
 
 
The Board of Directors 
Tri-County Electric Cooperative, Inc. 
Portland, Michigan 
 
 
Report on the Financial Statements 
We have audited the accompanying financial statements of Tri-County Electric Cooperative, Inc., which 
comprise the balance sheets as of December 31, 2017 and 2016, and the related statements of operations, 
members’ equity, and cash flows for the years then ended, and the related notes to the financial 
statements. 
 
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. 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. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
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Basis for Qualified Opinion  
As more fully described in Note 6 to the financial statements, the Cooperative reports its investment in 
Tri-Co Services, Inc., a wholly owned subsidiary, on the equity method of accounting. In our opinion, 
accounting principles generally accepted in the United States of America require that all majority-owned 
subsidiaries be accounted for as consolidated subsidiaries. If the financial statements of Tri-Co Services, 
Inc. had been consolidated with those of Tri-County Electric Cooperative, Inc., total assets and total 
liabilities and equities would be increased by $142,450 and $289,411 as of December 31, 2017 and 2016, 
and revenues and expenses would be increased by $3,110,875 and $3,120,178 for the years then ended. 
 
Qualified Opinion 
In our opinion, except for the effects of not consolidating Tri-Co Services, Inc., as discussed in the above 
paragraph, the financial statements referred to above present fairly, in all material respects, the financial 
position of Tri-County Electric Cooperative, Inc. as of December 31, 2017 and 2016, and the results of its 
operations and its cash flows for the years then ended in accordance with accounting principles generally 
accepted in the United States of America. 

 
Fargo, North Dakota 
March 20, 2018 
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2017 2016

Assets

Electric Plant 
In service 104,480,962$    102,092,329$    
Under construction 254,210             300,072             

Total electric plant 104,735,172      102,392,401      
Less accumulated depreciation 33,418,815        32,428,991        

Electric plant - net 71,316,357        69,963,410        

Other Property and Investments
Non utility property 3,300                 3,300
Investments in associated organizations 31,079,398        31,318,075        
Investment in subsidiary 7,714,506          7,289,459

Total other property and investments 38,797,204        38,610,834        

Current Assets
Cash and cash equivalents 1,149,878          1,194,443          
Accounts receivable, less allowance for doubtful accounts

of $172,500 and $233,800 in 2017 and 2016, respectively 3,541,173          3,366,367
Unbilled revenue 2,813,141          2,783,898          
Notes receivable 104,808             116,973             
Materials and supplies 664,845             720,923             
Prepaid expenses 216,898             207,170             
Interest receivable 19,445               19,423               

Total current assets 8,510,188          8,409,197          

Deferred Debits 1,855,369          2,002,538          

120,479,118$    118,985,979$    

 
 



 

3 

Tri-County Electric Cooperative, Inc. 
Balance Sheets 

December 31, 2017 and 2016 
 
 

2017 2016

Equities and Liabilities

Equities
Patronage capital 49,891,987$      50,489,424$      
Other equities 11,216,519        10,816,653        

Total equities 61,108,506        61,306,077        

Long-Term Debt, Less Current Portion 46,064,073        43,708,675        

Other Noncurrent Liabilities
Accrued post-retirement benefits 853,079             785,281             

Current Liabilities
Line of credit 1,000,000          1,025,000          
Current portion of long-term debt 1,597,704          1,523,784          
Current portion of post-retirement benefits 92,000               90,000               
Accounts payable - purchased power 2,788,062          2,965,316          
Accounts payable - other 961,560             913,222             
Patronage capital credits payable 286,645             340,782             
PSCR overcollection 565,903             1,294,262          
Customer deposits 552,907             543,131             
Accrued payroll and related items 1,001,676          911,890             
Accrued taxes 724,197             705,179             
Accrued interest 378,576             394,505             

 Other accrued liabilities 67,012               56,572               

 Total current liabilities 10,016,242        10,763,643        

Deferred Credits 2,437,218          2,422,303

120,479,118$    118,985,979$    

 
 



 

See Notes to Financial Statements 4 

Tri-County Electric Cooperative, Inc. 
Statements of Operations 

Years Ended December 31, 2017 and 2016 
 
 

2017 2016

Operating Revenues 46,313,427$      45,678,225$      

Operating Expenses
Cost of power 29,084,914        29,383,496        
Distribution - operation 1,756,825          1,563,627          
Distribution - maintenance 3,831,112          3,528,444          
Customer accounts 646,889             754,568             
Customer service 2,074,751          1,908,727          
Administrative and general 2,685,681          2,381,130          
Depreciation and amortization 2,980,872          2,905,453          
Interest expense 2,079,097          1,875,361          
Taxes - property 1,106,897          1,088,460          

46,247,038        45,389,266        

Operating Income Before Capital Credits 66,389               288,959             

Generation and Transmission and
Other Cooperative Capital Credits 2,138,943          1,666,439          

Net Operating Margins 2,205,332          1,955,398          

Nonoperating Margins
Interest income 91,713               91,836               
Income from subsidiary 425,047             198,228             
Other income, net 69,406               46,229               

586,166             336,293             

Net Margins 2,791,498$        2,291,691$        

 
 



 

See Notes to Financial Statements 5 

Tri-County Electric Cooperative, Inc. 
Statements of Members’ Equity 

Years Ended December 31, 2017 and 2016 
 
 

Patronage Tri-Co
Capital Other Services Total

Balance, December 31, 2015 49,584,596$       3,266,225$         7,441,231$         60,292,052$       
Net margin 2,093,463           -                         198,228              2,291,691           
Capital credits retired (1,388,635)         -                         -                         (1,388,635)         
Donated capital credits -                         110,969              -                         110,969              
Dividends allocated 200,000              -                         (200,000)            -                         

Balance, December 31, 2016 50,489,424         3,377,194           7,439,459           61,306,077         
Net margin 2,366,451           -                         425,047              2,791,498           
Capital credits retired (3,163,888)         -                         -                         (3,163,888)         
Donated capital credits -                         174,819              -                         174,819              
Dividends allocated 200,000              -                         (200,000)            -                         

Balance, December 31, 2017 49,891,987$       3,552,013$         7,664,506$         61,108,506$       

 
 



 

See Notes to Financial Statements 6 

Tri-County Electric Cooperative, Inc. 
Statements of Cash Flows 

Years Ended December 31, 2017 and 2016 
 
 

2017 2016

Operating Activities
Net margins 2,791,498$        2,291,691$        
Adjustments to reconcile net margins

to net cash from operating activities
Depreciation 3,152,414          3,127,806          
Amortization of retirement security prepayment 143,662             143,662             
Gain on disposition of plant, net (75,120)              (37,511)              
Income from subsidiary (425,047)            (198,228)            
Noncash patronage capital allocations (2,138,943)         (1,666,439)         
Deferred gain from insurance proceeds (3,503)                (3,503)                
Post-retirement and pension benefits 162,390             43,126               

Changes in assets and liabilities
Accounts receivable (204,049)            (290,815)            
Refunds payable to customers (728,359)            748,576             
Notes receivable 12,165               5,049                 
Inventories 56,078               (23,915)              
Prepaid expenses (9,728)                (86,008)              
Interest receivable (22)                     23                      
Deferred debits 3,507                 11,537               
Accounts payable (128,916)            172,856             
Customer deposits 9,776                 4,619                 
Accrued expenses and taxes 49,178               129,499             
Deferred credits 14,915               (186,111)            

Net Cash from Operating Activities 2,681,896          4,185,914          

Investing Activities
Additions to, and costs of retirements of, utility plant (4,538,851)         (4,726,536)         
Proceeds from sale of general plant and scrap 112,113             66,092               
Cash received from other property and investments 2,377,620          2,225,165          
Dividend received from subsidiary -                         200,000             

Net Cash used for Investing Activities (2,049,118)         (2,235,279)         

Financing Activities
Principle payments on long-term debt (6,446,594)         (3,813,573)         
Issuance of long-term debt 8,875,912          1,748,401          
Net proceeds (payments) on line of credit (25,000)              1,025,000          
Post-retirement benefits paid (92,592)              (89,474)              
Other equities 174,819             110,969             
Patronage capital retired (3,163,888)         (1,388,635)         

Net Cash used for Financing Activities (677,343)            (2,407,312)         



 

See Notes to Financial Statements 7 

Tri-County Electric Cooperative, Inc. 
Statements of Cash Flows 

Years Ended December 31, 2017 and 2016 
 
 

2017 2016

Net Change in Cash and Cash Equivalents (44,565)$            (456,677)$          

Cash and Cash Equivalents at Beginning of Year 1,194,443          1,651,120          

Cash and Cash Equivalents at End of Year 1,149,878$        1,194,443$        

Supplemental Disclosure of Cash Flow Information
Cash paid for interest 2,101,905$        2,007,196$        
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Note 1 -  Summary of Significant Accounting Policies 
 
Principal Business Activity 
 
Tri-County Electric Cooperative, Inc. dba HomeWorks (the Cooperative), a Michigan corporation, provides for 
the electric energy needs of its members, the rural residents of the central Michigan area.  
 
Consolidation Policy and Preparation of Financial Statements 
 
The financial statements of the Cooperative have been prepared on the accrual basis of accounting. The 
Cooperative reports its investment in its wholly owned subsidiary, Tri-Co Services, Inc., using the equity method. 
Accounting principles generally accepted in the United States of America require wholly owned subsidiaries to be 
consolidated. In arriving at the decision not to consolidate its subsidiary, management concluded that since the 
primary users of the statements are the Board of Directors, management and members, consolidation of the 
subsidiary’s statements would tend to obscure the financial position and activities of the Cooperative.  
 
Regulation 
 
As of April 6, 2010, the Cooperative is self-regulated for rates, billing practices, and accounting standards. All 
other aspects of electric service continue to be regulated by the Michigan Public Service Commission. The 
Cooperative’s accounting policies and the accompanying financial statements, except as noted above, conform to 
generally accepted accounting principles applicable to rate-regulated enterprises and reflect the effects of the 
ratemaking process. 
 
As a result of the ratemaking process, the Cooperative applies Accounting Standards Codification (ASC) 980, 
Regulated Operations. The application of generally accepted accounting principles by the Cooperative differs in 
certain respects from the application by non-regulated businesses as a result of applying ASC 980. Such 
differences generally relate to the time at which certain items enter into the determination of net margins in order 
to follow the principle of matching costs and revenues. 
 
Electric Plant and Retirements 
 
Electric plant is stated at cost less contributions in aid of construction. The cost of additions to electric plant 
includes contracted work, direct labor and materials and allocable overheads. When units of property that are 
specifically identifiable are retired, sold or otherwise disposed of in the ordinary course of business, their book 
cost less net salvage is recognized as a gain or loss. All other units of property that are retired, sold or otherwise 
disposed of in the ordinary course of business, their average book cost less net salvage is charged to accumulated 
depreciation. Repairs and the replacement and renewal of items determined to be less than units of property are 
charged to maintenance expense. 
 
Depreciation 
 
Depreciation is computed using the straight-line method based upon the estimated useful lives of the various 
classes of property. 
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Cash and Cash Equivalents  
 
Short-term highly liquid investments that are readily converted to known amounts of cash and present 
insignificant risks of changes in value are considered cash equivalents. Investments in commercial paper are 
considered cash equivalents and valued at cost which approximates market. 
 
Investments  
 
Investments in associated companies, representing less than a 20% ownership of such companies, are accounted 
for under the cost method and all other investments are stated at cost, which approximates fair value. Investments 
in associated companies are carried at cost plus assigned capital credits less any capital paid to the Cooperative. 
Income from investments in associated companies is recognized when capital credits are assigned.  
 
The Cooperative’s investment in its wholly owned subsidiary, Tri-Co Services, Inc., is recorded using the equity 
method. Under this method, the investment is adjusted for the subsidiary’s underlying earnings and losses.  
 
Receivables and Credit Policies 
 
Trade receivables are uncollateralized customer obligations due under normal trade terms requiring payment 
within 21 days from the billing date. Unpaid trade receivables with dates over 30 days old are assessed a late fee 
of 2% (residential) or 5% (large power and general service) of the unpaid balance or the amount of the bill less 
tax, whichever is less. Non-interest bearing notes receivable are stated at principal balance and are collateralized 
by equipment. 
 
Payments on trade and notes receivables are allocated to the earliest unpaid billings. The carrying amounts of 
trade receivables are reduced by a valuation allowance that reflects management’s best estimate of the amount 
that will not be collected. Management reviews all trade receivable balances periodically and adjusts the 
allowance accounts based on current economic conditions and past experience.  
 
Materials and Supplies 
 
Material and supplies are stated at average moving cost. 
 
Deferred Debits 
 
Deferred debits consist primarily of a retirement security prepayment made to ensure proper funding of the 
Retirement Security Plan which is being amortized over the remaining service life of the employees, generally 15 
and 20 years. Deferred debits also include loan conversion fees resulting from the conversion of some long term 
CFC loans to lower interest rates. Conversion fees are being amortized over the average remaining life of the 
loans that were converted which was approximately 22 years. 
 
Patronage Capital 
 
The Cooperative operates on a nonprofit basis. Amounts received from the furnishing of electric energy in excess 
of operating costs and expenses are assigned to patrons on a patronage basis. All other amounts received by the 
Cooperative from its operations in excess of costs and expenses are also allocated to its patrons on a patronage 
basis to the extent they are not needed to offset current or prior losses, at the discretion and determination of the 
board of directors. 
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Revenue Recognition and Unbilled Revenues 
 
The Cooperative recognizes revenue on members’ unbilled accounts based upon estimated usage in the current 
billing cycle. 
 
Power Costs 
 
Power costs include all power delivered to the Cooperative, regardless of whether the power supplier has billed 
the Cooperative for power delivered. 
 
Deferred Credits 
 
Deferred credits consist primarily of deferred gains on early extinguishment of debt, deferred gains related to 
insurance proceeds, customer advances on construction, advance payments made by consumers in connection 
with electric service, unclaimed capital credit checks and over collection of costs related to the energy 
optimization program. Deferred gains on early extinguishment of debt are amortized over the remaining term of 
the original debt. Deferred gains from insurance proceeds are amortized over the useful lives of the assets 
replaced.  
 
Post-Retirement Benefits 
 
The Cooperative sponsors an unfunded defined benefit post-retirement health plan that covers certain employees 
who retire after obtaining age 62 and 15 years of service. Spouses of beneficiaries are also included, with 
coverage continuing to the spouse after the beneficiaries’ death. The Cooperative's share of the estimated costs of 
benefits that will be paid after retirement is being accrued by charges to expense accounts over the employees' 
active service periods to dates they are fully eligible for benefits. 
 
Business and Credit Risk 
 
Financial instruments which potentially subject the Cooperative to concentrations of credit risk consist primarily 
of temporary cash instruments and trade receivables. The Cooperative provides electrical service on account to its 
members which are located primarily in the central Michigan area. The Cooperative has established policies for 
extending the credit based upon factors surrounding the credit risk of specified customers, historical trends and 
other information. Concentrations of credit risk with respect to trade receivables are limited due to the 
Cooperative’s large number of customers. Nonetheless, the Cooperative’s ability to collect from its members is 
affected by the economic conditions in which it operates. 
 
The Cooperative maintains its temporary cash investments and cash balances with high credit quality financial 
institutions. Although such investments and cash balances may exceed the federally insured limit of $250,000 
from time to time, they are, in the opinion of management, subject to minimal risk. 
 
Accounting 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 at the date of the financial statements and reported amounts of revenues and expenses during 
the reporting period. Actual results could differ from those estimates. 
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Tri-County Electric Cooperative, Inc.  
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Sales Taxes 
 
The Cooperative has customers in a state which imposes a sales tax on certain sales. The Cooperative collects 
those sales taxes from its customers and remits the entire amount to the state of Michigan. The Cooperative’s 
accounting policy is to exclude the tax collected and remitted from revenue and cost of revenue. 
 
Fair Value Measurements 
 
The Cooperative has determined the fair value of certain assets and liabilities in accordance with generally 
accepted accounting principles, which provides a framework for measuring fair value.  
 
Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an 
exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between 
market participants on the measurement date. Valuation techniques should maximize the use of observable inputs 
and minimize the use of unobservable inputs. 
 
A fair value hierarchy has been established, which prioritizes the valuation inputs into three broad levels. Level 1 
inputs consist of quoted prices in active markets for identical assets or liabilities that the reporting entity has the 
ability to access at the measurement date. Level 2 inputs are inputs other than quoted prices included within Level 
1 that are observable for the related asset or liability. Level 3 inputs are unobservable inputs related to the asset or 
liability. 
 
The Cooperative does not have any assets or liabilities subject to the level 1, 2, or 3 valuation as of December 31, 
2017 and 2016 and does not anticipate participating in transactions of this type in the future. 
 
Advertising Costs 
 
Advertising costs are expensed as incurred. 
 
Income Taxes 
 
The Cooperative is exempt from federal income tax under Section 501(c)(12). The Cooperative is annually 
required to file a Return of Origination Exempt from Income Tax (Form 990) with the IRS. The Cooperative files 
an Exempt Organization Business Income Tax Return (Form 990-T) with the IRS to report its unrelated business 
taxable income. 
 
The Cooperative evaluates its tax positions that have been taken or are expected to be taken on income tax returns 
to determine if an accrual is necessary for uncertain tax positions. As of December 31, 2017 and 2016, the 
unrecognized tax benefit accrual was zero. The Cooperative will recognize future accrued interest and penalties 
related to unrecognized tax benefits in income tax expense if incurred. The Company is no longer subject to 
Federal tax examinations by tax authorities for years before 2014 and state examinations for years before 2014. 
 
The Cooperative undergoes an annual analysis of its various tax positions, assessing the likelihood of those 
positions being upheld upon examination with relevant tax authorities.  
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Subsequent Events 
 
The Cooperative has evaluated subsequent events through March 20, 2018, the date which the financial 
statements were available to be issued. 
 
 
Note 2 -  Electric Plant and Depreciation 
 
Major classes of electric plant at December 31, 2017 and 2016 consist of the following: 
 

2017 2016

General plant 7,219,631$      7,915,162$      
Distribution plant 96,920,659      93,743,269      
Intangible plant 340,672           433,898           

Electric plant in service 104,480,962    102,092,329    
Construction in progress 254,210           300,072           

Total electric plant 104,735,172    102,392,401    
Less accumulated depreciation and amortization 33,418,815      32,428,991      

Electric plant - net 71,316,357$    69,963,410$    

 
Electric plant depreciation rates have been applied on a straight-line basis as follows: 
 

Structures and improvements 1.9 - 20.0%
Office furniture equipment 4.0 - 33.3%
Transportation equipment 10.0 - 20.0%
Power operated equipment 4.0 - 25.0%
Communication equipment 10.0 - 33.3%
Other general plant 4.0 - 10.0%

Depreciation charges at December 31, 2017 and 2016 were as follows: 
 

2017 2016

Charged to operations
Classified as depreciation and amortization 2,984,375$      2,908,956$      
Classified in other operating expenses 37,255             40,020             

3,021,630        2,948,976        
Charged to transportation 130,784           178,830           

Total 3,152,414$      3,127,806$      
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Note 3 -  Materials and Supplies 
 
Materials and supplies at December 31, 2017 and 2016, consist of the following: 
 

2017 2016

Electric materials 636,273$         692,799$         
Water heaters 28,572             28,124             

664,845$         720,923$         

 
 
Note 4 -  Investments in Associated Organizations 
 
Investments in associated organizations at December 31, 2017 and 2016 consist of the following: 
 

2017 2016

Wolverine Power Supply Coop., Inc. - capital credits 27,746,198$    28,062,854$    
National Rural Utilities Cooperative Finance Corporation

Capital term certificates maturing at various times through
October 1, 2080, at interest rates between 0% and 5.0% 1,847,108 1,856,239

Patronage capital credits 1,464,092 1,374,982
Other memberships and investments 22,000 24,000

31,079,398$    31,318,075$    

 
 
Note 5 -  Deferred Debits 
 

2017 2016

Retirement security prepayment 1,626,209$        1,769,871$        
Miscellaneous 8,031                 -                         
Unamortized loan exp - CFC conversion 221,129 232,667             

1,855,369$        2,002,538$        
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Note 6 -  Investment in Subsidiary 
 
The Cooperative reports its investment in its wholly owned subsidiary, Tri-Co Services, Inc., using the equity 
method. Accounting principles generally accepted in the United States of America require wholly owned 
subsidiaries to be consolidated. In arriving at the decision not to consolidate its subsidiary, management 
concluded that since the primary users of the statements are the Board of Directors, management and members, 
consolidation of the subsidiary’s statements would tend to obscure the financial position and activities of the 
Cooperative. Inclusion of the following condensed financial information of the subsidiary as of and for the years 
ended December 31, 2017 and 2016 permits users of these statements to be more fully informed.  
Financial information related to Tri-Co Services, Inc. at December 31, 2017 and 2016 is as follows: 
 

2017 2016

Balance Sheet
Current assets 4,791,590$      4,358,857$      
Investments and other assets 4,108,170 4,270,741

8,899,760$      8,629,598$      

Current liabilities 815,054$         127,625$         
Long-term liabilities / deferred credits 370,200 1,212,514
Equity 7,714,506        7,289,459        

8,899,760$      8,629,598$      

Operations
Operating revenues 3,560,917$      3,328,346$      
Operating expenses (3,250,100)       (3,135,635)       
Other revenue/(expense) - net 114,230           5,517               

Net income/(loss) 425,047$         198,228$         

 
As a result of not consolidating Tri-Co Services, Inc., the Cooperative’s financial statements are understated as 
follows at December 31, 2017 and 2016: 
 

2017 2016

Assets and liabilities 142,450$         289,411$         

Revenues and expenses 3,110,875$      3,120,178$      
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Note 7 -  Power Supply Cost Recovery 
 
Up until April 2010 the Cooperative was required by the Michigan Public Service Commission to maintain power 
supply cost recovery over-collections (PSCR) and refundable customer contributions in restricted accounts to be 
used only for the purpose for which they are intended. As of April 6, 2010, the Cooperative became self-regulated 
for rates, billing practices, and accounting standards and is no longer subject to this requirement. 
 
Wolverine Power Supply Cooperative, Inc. and the member-distribution cooperatives including Tri-County 
Electric Cooperative, Inc. and Subsidiary were required to obtain authority to implement and apply PSCR clauses 
and monthly factors. Because the Cooperative became self-regulated as noted above, the PSCR clauses and 
monthly factors were approved by the Board of Directors. Tri-County’s average monthly factor for residential 
customers was (.00127) and .00271 per KWH during 2017 and 2016, respectively. 
 
Due to fluctuations in market conditions, over-collections or under-collections could result between the 
generation cooperative and distribution cooperative as well as between the distribution cooperative and their 
member-consumers. Power cost recovery over-collections must be remedied by refunds and power cost recovery 
under-collection must be remedied by additional collections.  
 
 
Note 8 -  Patronage Capital 
 
Patronage capital balances at December 31, 2017 and 2016 consisted of the following:  
 

2017 2016

Assignable 2,366,451$      2,093,463$      
Assigned to date 66,647,274      64,353,811      

Total 69,013,725      66,447,274      

Retired to date (19,121,738)     (15,957,850)     

Balance 49,891,987$    50,489,424$    

 
The mortgage provisions restrict the retirement of patronage capital unless, after retirement, the capital of the 
Cooperative equals at least 20% of the total assets of the Cooperative; provided, however, that retirements can be 
made if such distributions do not exceed 30% of the preceding year's margins. No distribution can be made if 
there is unpaid, when due, any installments of principal or interest on the notes or, if after giving effect to any 
distribution, the total current and accrued assets would be less than the total current and accrued liabilities. During 
2017 and 2016, the Cooperative’s capital exceeded 20% of total assets. 
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2017 and 2016 

 
 
Note 9 -  Other Equities  
 
Other Equities as of December 31, 2017 and 2016 consist of the following: 
 

2017 2016

Donated capital memberships 1,707,540$      1,532,721$      
Retired capital credits - gain 241,262 241,262
Pre 1979 margins 1,603,211        1,603,211

3,552,013$      3,377,194$      

Other equities from Tri-Co Services, Inc. consist of the following: 
 

2017 2016

Tri-Co Services equity 7,664,506$      7,239,459$      
Unallocated Tri-Co Services dividend -                       200,000           

7,664,506$      7,439,459$      

 
 
Note 10 -  Long-Term Debt 
 
Long-term debt at December 31, 2017 and 2016 is as follows: 
 

2017 2016

National Rural Utilities Cooperative Finance Corporation (CFC)
notes bearing interest at 2.95% to 5.66% per annum. The notes
are payable in installments and mature at various times through
November 2046. 47,661,777$    45,232,459$    

Less current maturities (1,597,704)       (1,523,784)       

Total long-term debt 46,064,073$    43,708,675$    
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Maturities of long-term debt are as follows: 
 

Year Ending December 31, Amount

2018 1,597,704$      
2019 1,655,527        
2020 1,726,675        
2021 1,801,220        
2022 1,879,328        
Thereafter 39,001,323      

47,661,777$    

 
The loan agreements with CFC are secured by substantially all assets of the Cooperative and include certain 
positive and negative covenants with which the Cooperative has complied. Additionally, the Cooperative has 
available unadvanced loan funds from CFC of $4,396,369. 
 
The security agreement (mortgage) restricts the Cooperative’s debt limit to $120,000,000. 
 
 
Note 11 -  Lines of Credit 
 
The Cooperative has executed a perpetual, variable rate (2.35% and 2.50% at December 31, 2017 and 2016, 
respectively) uncommitted line of credit with CFC, providing it with short-term loans in the total amount of 
$5,000,000. There were no outstanding balances on the line at December 31, 2017 and 2016. During 2009, the 
Cooperative executed an additional variable rate (2.75% and 2.61% at December 31, 2017 and 2016, respectively) 
line of credit with CFC, providing it with short-term loans in the total amount of $10,000,000 maturing July 2018. 
There were no outstanding balances on the line at December 31, 2017 and 2016. 
 
During 2013, the Cooperative executed a variable rate (2.75% and 2.13% at December 31, 2017 and 2016, 
respectively) line of credit with Tri-Co Services, Inc., a subsidiary of the Company (Note 15) providing it with 
short-term loans in the total amount of $2,500,000. This line of credit was renewed as a perpetual, variable rate 
line of credit in 2015, which is due upon demand. During 2017, the cooperative executed a new agreement with 
Tri-Co Services, Inc. increasing the total to $3,000,000. The outstanding balance is $1,000,000 and $1,025,000 at 
December 31, 2017 and 2016, respectively. 
 
During 2017, the Cooperative executed a variable rate (2.66% at December 31, 2017) line of credit with CoBank 
providing it with short-term loans in the total amount of $7,000,000 maturing August 2018. There were no 
outstanding balances on the line at December 31, 2017. 
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Note 12 -  Retirement Plan 
 
Pension Plan 
 
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. 
 
Tri- County Electric Cooperative, Inc. contributions to the RS Plan in 2017 and in 2016 represented less than five 
percent of the total contributions made to the plan by all participating employers. Tri-County Electric Cooperative 
made contributions to the plan of $838,000 in 2017 and $766,400 in 2016. In 2013, the Cooperative made a 
$2,344,518 prepayment to the National Rural Electric Cooperative Association for the Retirement Security Plan 
to enhance the Plan’s funded status. With this prepayment, the Cooperative will pay 25% lower premiums than 
cooperatives in the Retirement Security Plan that did not make a prepayment. The prepayment will be amortized 
based on the average remaining service life of the respective employee groups, 15 and 20 years. The amortization 
expense was approximately $144,000 and $144,000 for the years ended December 31, 2017 and 2016, 
respectively. 
 
For 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 percent funded on January 1, 
2017 and over 80 percent funded on January 1, 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. 
 
Savings Plan 
 
In addition to the above retirement plan, employees of the Cooperative are eligible to participate in the NRECA 
401(k) Pension Plan. In 2017 and 2016, the Cooperative made contributions equal to 4.0% of each employee’s 
base wages. Employees are required to contribute 4.0% of base pay and may voluntarily contribute more if 
desired. The Cooperative made contributions of $189,000 and $176,200 in 2017 and 2016, respectively. 
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Note 13 -  Post-Retirement Benefits other than Pensions 
 
The Cooperative sponsors an unfunded defined benefit post-retirement health plan that covers certain employees 
who retire after reaching age 62 and 15 years of service. Spouses of beneficiaries are also included, with coverage 
continuing to the spouse after the beneficiaries’ death. 
 
The following table sets forth the change in the post-retirement benefit obligation reconciled with the obligation 
recognized in the accompanying balance sheet at December 31: 
 

2017 2016

Change in post-retirement benefit obligation
Accumulated post-retirement benefit

obligation at beginning of year 875,281$         921,629$         
Service cost 2,493               1,150               
Interest cost 47,254             43,764             
Actuarial (gain) loss 112,643           (1,788)              
Benefits paid (92,592)            (89,474)            

Accumulated post-retirement benefit
obligation at end of year 945,079$         875,281$         

 
The plan is unfunded at December 31, 2017. 
 
Weighted average assumptions as of December 31: 
 

2017 2016

Discount rate 3.56% 4.04%

 
For measurement purposes, a 20.0% annual rate of increase in the cost of covered health care benefits was 
assumed. The health care cost trend rate assumption has a significant effect on the calculated liability. The Plan 
does cap monthly health insurance premium costs for both individuals and families for employees that retired 
after a specific date. A one-percentage point change in assumed health care costs would have the following effect: 
 

Change in Health Care increase 1% 1%
Point Decrease Point Increase

Effect on total service and interest cost components 1,127$             (1,081)$            

Effect on post-retirement benefit obligation 22,549$           (21,623)$          
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Note 14 -  Deferred Credits 
 

2017 2016

Customer construction deposits 303,443$           281,255$           
Consumer energy prepayments 362,935             301,982             
Unamortized gain on reacquired debt -                         4,454                 
Regulatory liability for fire 94,100               97,603               
Energy optimization accrual 328,762             542,170             
Unclaimed capital credits 1,327,075          1,172,640          
Prepaid community solar garden investment 20,903               22,199               

Total deferred credits 2,437,218$        2,422,303$        

 
 
Note 15 -  Related Party Transactions 
 
The Cooperative provides Tri-Co Services, Inc. a wholly owned subsidiary, with personnel, office space, and 
other administrative support. Amounts reimbursed for these services during 2017 and 2016 totaled $998,402 and 
$966,919, respectively. Amounts due (to) from Tri-Co Services, Inc. amounted to $(41,821) and $(25,728) at 
December 31, 2017 and 2016, respectively. 
 
The Cooperative collects and remits voluntary contributions to the Tri-County Electric People Fund, Inc. (the 
Fund), a 501 (c)(3) nonprofit organization organized for charitable giving to individuals and organizations in the 
Cooperative’s service area. The Cooperative reimburses the Fund for operating expenses which amounted to 
$19,885 and $17,600 for the years ended December 31, 2017 and 2016, respectively. 
 
During 2015, the Cooperative renewed the line of credit with Tri-Co Services, Inc., making it a perpetual line of 
credit. The outstanding balance is $1,000,000 and $1,025,000 at December 31, 2017 and 2016, respectively. 
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Note 16 -  Commitments 
 
The Cooperative has a commitment to purchase its electric power and energy requirements at wholesale from 
Wolverine Power Supply Cooperative, Inc. (Wolverine) until December 31, 2041 and Wolverine is obligated to 
sell to the Cooperative all of the Cooperative's electric power needs. The rates paid by the Cooperative under the 
contract are subject to review by the seller at such intervals, as it deems appropriate. 
 
Following is a summary of transactions with Wolverine for the years ended December 31, 2017 and 2016: 
 

2017 2016

Purchase of wholesale power 29,084,914$    29,383,496$    

Accounts payable for purchased
power at December 31 2,788,062$      2,965,316$      

Capital credits allocated during the year 1,964,108$      1,496,500$      

Accumulated investment in patronage
capital credits 27,746,198$    28,062,854$    

 
 
Note 17 -  Lease Agreements 
 
The Cooperative leases various vehicles and office equipment under various operating lease agreements. Lease 
expense for years ending December 31, 2017 and 2016 was $304,467 and $227,531, respectively. The leases 
expire from February 2018 to June 2027. The minimum future lease payments for the leases are as follows: 
 

Years Ending December 31, Amount

2018 304,382$         
2019 285,027           
2020 245,497           
2021 198,503           
2022 134,507           
Thereafter 399,053           

1,566,969$      
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