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Independent Auditor’s Report 
 
 
The Board of Directors 
Tri-County Electric Cooperative, Inc. and Subsidiary 
Portland, Michigan 
 
 
Report on the Consolidated Financial Statements 
We have audited the accompanying consolidated financial statements of Tri-County Electric Cooperative, 
Inc. and Subsidiaries, which comprise the consolidated balance sheets as of December 31, 2018 and 2017, 
and the related consolidated statements of operations, members’ equity, and cash flows for the years then 
ended, and the related notes to the consolidated financial statements. 
 
Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated 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 consolidated 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 consolidated financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the consolidated financial statements. The procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the consolidated 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 consolidated 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 consolidated 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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Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Tri-County Electric Cooperative, Inc. and Subsidiaries, as of December 
31, 2018 and 2017, 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, 2019 
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2018 2017

Assets

Plant
In service 118,097,598$  109,522,463$  
Under construction 2,591,447        254,210           

Total plant 120,689,045    109,776,673    
Less accumulated depreciation 38,090,095      36,095,474      

Plant - net 82,598,950      73,681,199      

Other Assets and Investments
Non utility property 3,300               3,300               
Investments in associated organizations 32,892,295      32,822,726      

Total other assets and investments 32,895,595      32,826,026      

Current Assets
Cash and cash equivalents 7,783,511        3,598,128        
Accounts receivable, less allowance for doubtful accounts

of $251,700 and $185,000 in 2018 and 2017, respectively 4,346,064        3,976,915        
Unbilled revenue 2,683,068        2,813,141        
Interest receivable 21,234             19,626             
Notes receivable 98,438             104,808           
Inventories 2,521,551        1,071,204        
Prepaid expenses 477,787           665,584           
Deferred taxes 4,600               3,400               
Prepaid income taxes -                       7,151               

Total current assets 17,936,253      12,259,957      

Deferred Debits 1,725,250        1,855,369        

135,156,048$  120,622,551$  
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Consolidated Balance Sheets 
December 31, 2018 and 2017 

 
 

2018 2017

Equities and Liabilities

Equities
Patronage capital 50,390,799$      49,891,987$      
Other equities 11,192,832        11,216,519        

Total equities 61,583,631        61,108,506        

Long-Term Debt, Less Current Portion 58,557,264        46,064,073        

Deferred Taxes - Long-Term 387,600             370,200             

Accrued Post-Retirement Benefits 795,509             853,079             

Current Liabilities
Current portion of long-term debt 1,849,247          1,597,704          
Current portion of post-retirement benefits 85,000               92,000               
Accounts payable - purchased power 2,359,528          2,788,062          
Accounts payable - general 2,340,692          1,050,475          
Patronage capital credits payable 341,962             286,645             
PSCR overcollection 908,423             565,903             
Customer deposits 561,800             562,107             
Accrued taxes 910,261             1,025,965          
Accrued income taxes 29,732               -                         
Accrued payroll and related items 841,947             724,197             

 Accrued interest 423,065             378,576             
Other accrued liabilities 132,218             142,420             

 Total current liabilities 10,783,875        9,214,054          
 
Deferred Credits 3,048,169          3,012,639          

135,156,048$    120,622,551$    
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Consolidated Statements of Operations 

Years Ended December 31, 2018 and 2017 
 
 

2018 2017

Operating Revenues 53,348,894$    49,798,969$    

Operating Expenses
Cost of power 28,768,614      29,084,914      
Cost of goods sold 2,591,986        1,598,588        
Distribution - operation 1,606,593        1,756,825        
Distribution - maintenance 5,127,323        3,831,112        
Customer accounts 853,019           646,889           
Customer service 2,118,571        1,980,850        
Sales Expense 142,834           93,901             
Administrative and general 4,286,080        3,991,906        
Depreciation and amortization 3,325,094        3,250,784        
Interest expense 2,401,713        2,063,637        
Taxes - property 1,167,265        1,106,897        

52,389,092      49,406,303      

Operating Income Before Capital Credits 959,802           392,666           

Generation and Transmission and
Other Cooperative Capital Credits 2,227,629        2,144,635        

Net Operating Margins 3,187,431        2,537,301        

Other Income 
Interest income 147,465           103,384           
Other income, net 64,351             103,406           

211,816           206,790           

Net Margins Before Income Taxes 3,399,247        2,744,091        

Income Tax Benefit (Expense) (81,279)            47,407             

Net Margins 3,317,968$      2,791,498$      
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Consolidated Statements of Members’ Equity 

Years Ended December 31, 2018 and 2017 
 
 

Patronage Tri-Co
Capital Other Services, Inc. Total

Balance, December 31, 2016 50,489,424$    3,377,194$      7,439,459$      61,306,077$    
Net margins 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      
Net margins 3,002,774        -                       315,194           3,317,968        
Capital credits retired (3,003,962)       -                       -                       (3,003,962)       
Donated capital credits -                       161,119           -                       161,119           
Dividend paid intercompany 500,000           -                       (500,000)          -                       

Balance, December 31, 2018 50,390,799$    3,713,132$      7,479,700$      61,583,631$    
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Consolidated Statements of Cash Flows 

Years Ended December 31, 2018 and 2017 
 
 

2018 2017

Operating Activities
Net margins 3,317,968$        2,791,498$        
Adjustments to reconcile net margins

to net cash from operating activities
Depreciation 3,500,063          3,422,326          
Amortization of retirement security prepayment 143,662             143,662             
Gain on disposition of electric plant and assets (65,204)             (109,120)           
Noncash patronage capital allocations (2,227,629)        (2,144,635)        
Deferred income taxes 16,200               (90,200)             
Post retirement benefits 20,197               162,390             
Deferred gain from insurance proceeds (3,503)               (3,503)               

Changes in assets and liabilities
Accounts receivable (239,076)           (288,557)           
Refunds payable to customers 342,520             (728,359)           
Notes receivable 6,370                 12,165               
Inventories (1,450,347)        (86,811)             
Prepaid expenses 187,797             (63,395)             
Prepaid income taxes 7,151                 118,166             
Interest receivable (1,608)               (203)                  
Deferred debits (13,543)             3,507                 
Accounts payable 861,683             (45,228)             
Customer deposits (307)                  9,476                 
Accrued expenses 102,622             (114,488)           
Deferred credits 54,290               14,915               

Net Cash from Operating Activities 4,559,306          3,003,606          

Investing Activities
Additions to, and costs of retirements of utility plant (12,467,789)      (4,538,851)        
Purchase of equipment (73,298)             (168,283)           
Proceeds from sale of property and plant 191,980             146,113             
Cash received from other property and investments 2,158,060          2,444,254          

Net Cash used for Investing Activities (10,191,047)      (2,116,767)        

 
 



 

See Notes to Consolidated Financial Statements 7 

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

Years Ended December 31, 2018 and 2017 
 
 

2018 2017

Financing Activities
Principal payments on long-term debt (1,651,635)$      (6,446,594)$      
Proceeds from the issuance of long-term debt 14,396,369        8,875,912          
Post-retirement benefits paid (84,767)             (92,592)             
Other equities 161,119             174,819             
Patronage capital retired (3,003,962)        (3,163,888)        

Net Cash from (used for) Financing Activities 9,817,124          (652,343)           

Net Change in Cash and Cash Equivalents 4,185,383          234,496             

Cash and Cash Equivalents at Beginning of Year 3,598,128          3,363,632          

Cash and Cash Equivalents at End of Year 7,783,511$        3,598,128$        

Supplemental Disclosure of Cash Flow Information
Cash paid during the year for 

Interest 2,385,415$        2,101,905$        

Income taxes 44,500$             -$                      

 
 



 

8 

Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Note 1 -  Summary of Significant Accounting Policies 
 
Principal Business Activity 
 
Tri-County Electric Cooperative, Inc. and Subsidiary dba HomeWorks (the Cooperative), a Michigan corporation, 
provides for the electric energy and high speed internet needs of its members, the rural residents of the central 
Michigan area. Tri-Co Services, Inc. (Tri-Co), a Michigan corporation, is a wholly owned subsidiary of Tri-
County Electric Cooperative, Inc. and Subsidiary and provides telecommunication, propane, and other services to 
rural residents of the central Michigan area. 
 
Principles of Consolidation  
 
The accompanying consolidated financial statements include the accounts of the Cooperative and its wholly-
owned subsidiary, Tri-Co Services, Inc. All significant inter-company transactions have been eliminated. The 
consolidated financial statements have been prepared on the accrual basis of accounting.  
 
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 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. 
 
Plant and Retirements 
 
Plant is stated at cost less contributions in aid of construction. The cost of additions to plant includes contracted 
work, direct labor, 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. 
 
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. 
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Investments  
 
Certain equity securities with readily determinable fair values are classified as available for sale and are carried at 
fair value with unrealized gains and losses included in other comprehensive income (loss). Realized gains and 
losses are computed by the first-in first-out method at the time of disposition and are included as a component of 
the statement of operations. A decline in the market value of any marketable security below cost that is deemed 
other than temporary is charged to net realized/unrealized gains on investments, resulting in a new cost basis for 
the investment security.  
 
Investments in other cooperatives and associated organizations, representing less than 20% ownership 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.  
 
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, 
2018 and does not anticipate participating in transactions of this type in the future. 
 
Receivables and Credit Policies 
 
Electric trade receivables are uncollateralized customer obligations due under normal trade terms requiring 
payment within 21 days from the billing date. Unpaid electric 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. 
 
Fiber to the home customers are billed in advance on the 12th of the month. If balance is not paid by end of the 
month, their services are shut off. There is no grace period allowed for customer credit.
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Propane trade receivables are uncollateralized customer obligations due under normal trade terms requiring 
payment within 10 days from the billing date. Unpaid propane trade receivables with dates over 10 days old are 
charged an additional $0.07/gallon. Unpaid propane trade receivables with dates over 30 days old are assessed a 
late fee of 1.5% of the unpaid balance.  
 
Satellite internet customers pay for their internet service in advance. Payment is due the 28th of each month prior 
to the month of service. Unpaid accounts are shut off by the 4th business day of the month after payment is due 
and billed for the remaining balance of their contract. 
 
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.  
 
Inventories 
 
Electric and fiber materials and supplies are stated at average moving cost. Propane is valued at the lower of 
average unit cost or market using the first-in, first-out (FIFO) method. 
 
Prepaids 
 
The Cooperative records prepaid amounts as incurred. The expenses are then amortized according to the period 
covered by the prepayment, generally a twelve-month period.  
 
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. Also included are the costs of putting together a 
four year construction work plan, which will be amortized over the four years of the plan. 
 
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. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
An electric member who is also a fiber customer is considered a fiber member. Amounts received from the 
furnishing of fiber to the home services in excess of operating costs and expenses are assigned to fiber members 
on a patronage basis to the extent they are not needed to offset current or prior fiber losses, at the discretion and 
determination of the board of directors. 
 
Revenue Recognition and Unbilled Revenues 
 
The Cooperative and subsidiary both recognize 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 related to insurance proceeds, customer advances on 
construction, advance payments and deferred revenues related to customer prepayments in connection with 
electric service, fiber service and propane service, unclaimed capital credit checks and over collection of costs 
related to the energy optimization program. 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 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 and subsidiary to concentrations of credit risk 
consist primarily of temporary cash instruments and trade receivables. The Cooperative provides electrical service 
and the subsidiary provides propane and internet on account to its customers and members which are located 
primarily in the central Michigan area. The Cooperative and subsidiary have 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 and 
subsidiary’s large number of customers. Nonetheless, the Cooperative and subsidiary’s ability to collect from its 
members and customers is affected by the economic conditions in which it operates. 
 
The Cooperative and subsidiary 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.
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Income Taxes  
 
Tri-County Electric Cooperative, Inc. and Subsidiary is exempt from federal income tax under Section 501(c)(12). 
The Cooperative is annually required to file a Return of Organization 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. 
 
Tri-Co Services, Inc. is taxed as a C corporation, accordingly, income taxes are provided for the tax effects of 
transactions reported in the financial statements and consist of taxes currently due plus deferred taxes related 
primarily to basis of receivables and property and equipment. The deferred tax assets and liabilities represent the 
future tax return consequences of those differences, which will either be taxable or deductible when the assets and 
liabilities are recovered or settled Valuation allowances are established, if necessary, to reduce deferred tax assets 
to the amount that will more likely than not be realized. Income tax expense is the current tax payable or 
refundable for the period plus or minus the net change in the deferred tax assets and liabilities. 
 
The Cooperative and subsidiary 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, 2018 
and 2017, the unrecognized tax benefits accrual was zero. The Cooperative and subsidiary will recognize future 
accrued interest and penalties related to unrecognized tax benefits in income tax expense if such penalties and 
interest are incurred. Under normal circumstances, the Cooperative and subsidiary are no longer subject to Federal 
and State tax examinations by tax authorities for years before 2015. 
 
The Cooperative and subsidiary undergo an annual analysis of the various tax positions, assessing the likelihood 
of those positions being upheld upon examination with relevant tax authorities. 
 
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. 
 
Sales Taxes 
 
The Cooperative and subsidiary have customers in a state which imposes a sales tax on certain sales. The 
Cooperative and subsidiary collect those sales taxes from its customers and remits the entire amount to the state of 
Michigan. The Cooperative and subsidiary accounting policy is to exclude the tax collected and remitted from 
revenue and cost of revenue. 
 
Advertising Costs  
 
Advertising costs are expensed as incurred and totaled $117,721 and $74,314 for the years ended December 31, 
2018 and 2017, respectively. 
 
Subsequent Events 
 
The Cooperative and subsidiary have evaluated subsequent events through March 20, 2019, the date which the 
financial statements were available to be issued. 
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Note 2 -  Plant and Depreciation  
 
Major classes of plant at December 31, 2018 and 2017 consist of the following: 
 

2018 2017

General plant 15,844,589$    12,261,132$    
Distribution plant 101,789,955    96,920,659      
Intangible plant 463,054           340,672           

Consolidated plant in service 118,097,598    109,522,463    
Construction in progress 2,591,447        254,210           

Total consolidated plant 120,689,045    109,776,673    
Less accumulated depreciation and amortization 38,090,095      36,095,474      

Consolidated plant - net 82,598,950$    73,681,199$    

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

Structures and improvements 1.9 - 20.0%
Office furniture equipment 14.0 - 33.3%
Tanks 3.33 - 10.0%
Meters 5.00%
Solar Equipment 4.00%
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 were as follows at December 31, 2018 and 2017: 
 

2018 2017

Charged to operations
Classified as depreciation and amortization 3,328,597$      3,254,287$      
Classified in other operating expenses 46,727             37,255             

3,375,324        3,291,542        
Charged to transportation 124,739           130,784           

Total 3,500,063$      3,422,326$      
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Note 3 -  Inventories 
 
Inventories at December 31, 2018 and 2017 consist of the following: 
 

2018 2017

Fiber materials 1,470,060$      -$                     
Propane gas 395,759           406,359           
Electric materials and DBS equipment 624,973           636,273           
Water heaters 30,759             28,572             

2,521,551$      1,071,204$      

 
 
Note 4 -  Deferred Debits 
 

2018 2017

Retirement security prepayment 1,482,548$      1,626,209$      
Miscellaneous -                       8,031               
Construction Work Plan 33,110             -                       
Unamortized loan exp - CFC conversion 209,592 221,129           

1,725,250$      1,855,369$      

 
 
Note 5 -  Investments in Associated Organizations 
 
Investments in associated organizations at December 31, 2018 and 2017 consist of the following: 
 

2018 2017

Wolverine Power Supply Coop., Inc. - capital credits 27,799,010$    27,746,198$    
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% 1,837,518        1,847,108        

NRTC Patronage 1,624,632        1,680,878        
Other Patronage capital credits 1,609,835        1,523,542        
Other memberships and investments 21,300             25,000             

32,892,295$    32,822,726$    
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Note 6 -  Prepaid Propane  
 
The Company uses pre-buy contracts to lock in the prices of propane. The pre-buy contract guarantees a specified 
price for propane in exchange for a down payment for the specified number of gallons. The Company has pre-buy 
contracts for 2,118,390 gallons with a prepaid cost of $179,729 and 744,396 gallons with a prepaid cost of 
$448,686 at December 31, 2018 and 2017, respectively. Prepayment on propane contracts can vary widely 
depending on the market and vendor and range from a $.05 per gallon to full prepayment on the contract. As of 
December 31, 2018, and 2017 there are 2,082,390 and 108,202 prepaid propane gallons, respectively, that consist 
of $.05 - $.10 per gallon in down payments. The Company has miscellaneous prepaid expenses of $297,808 and 
$216,898 December 31, 2018 and 2017, respectively. 
 
 
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 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 (.00249) and (.00127) per KWH during 2018 and 2017, 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. As of December 31, 2018, and 2017 there was an 
over collection of $908,423 and $565,903. 
 
 
Note 8 -  Patronage Capital 
 
Patronage capital balances at December 31, 2018 and 2017 consist of the following: 
 

2018 2017

Assignable - electric 3,741,815$      2,366,451$      
Assignable, (future offset to positive margins) - fiber (239,041)          -                       
Assigned to date 69,013,725      66,647,274      

Total 72,516,499      69,013,725      

Retired to date (22,125,700)     (19,121,738)     

Balance 50,390,799$    49,891,987$    
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
The mortgage provisions of the Cooperative 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 2018 and 2017, the Cooperative’s capital exceeded 20% of total assets. 
 
 
Note 9 -  Other Equities 
 
Other Equities as of December 31, 2018 and 2017 consist of the following: 
 

2018 2017

Donated capital memberships 1,868,659$      1,707,540$      
Retired capital credits - gain 241,262 241,262
Pre 1979 margins 1,603,211        1,603,211

3,713,132$      3,552,013$      

Other equities from Tri-Co Services, Inc. as of December 31, 2018 and 2017 consist of the following: 
 

2018 2017

Tri-Co Services, Inc. equity 7,479,700$      7,664,506$      

 
 
Note 10 -  Long-Term Debt 
 
Long-term debt at December 31, 2018 and 2017 is as follows: 
 

2018 2017

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 2048. 60,406,511$    47,661,777$    

Less current maturities (1,849,247)       (1,597,704)       

Total long-term debt 58,557,264$    46,064,073$    
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Maturities of long-term debt are as follows: 
 

Year Ending December 31, Amount

2018 1,849,247$      
2019 1,929,815        
2020 2,014,238        
2021 2,102,705        
2022 1,990,232        
Thereafter 50,520,274      

60,406,511$    

 
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 $35,000,000. 
 
The security agreement (mortgage) restricts the Cooperative’s debt limit to $130,000,000. 
 
 
Note 11 -  Lines of Credit 
 
The Cooperative has executed a perpetual, variable rate (3.35% and 2.35% at December 31, 2018 and 2017, 
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, 2018 and 2017. During 2009, the 
Cooperative executed an additional variable rate (3.75% and 2.75% at December 31, 2018 and 2017, respectively) 
line of credit with CFC, providing it with short-term loans in the total amount of $10,000,000 maturing July 2019. 
There were no outstanding balances on the line at December 31, 2018 and 2017. 
 
During 2018, the Cooperative executed a variable rate (4.06% at December 31, 2018) line of credit with CoBank 
allowing for short-term loans up to $3,000,000 maturing August 2019. There were no outstanding balances on the 
line at December 31, 2018. 
   
Tri-Co Services has executed a variable rate line of credit with the National Rural Utilities Cooperative Finance 
Corporation (CFC), providing it with short-term loans in the total amount of $1,500,000 maturing September 
2019. The interest rate as of the year ended December 31, 2018 and 2017 was 3.75% and 2.75%, respectively. 
There were no outstanding balances on the line at December 31, 2018 and 2017. 
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
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 2018 and in 2017 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 $923,000 in 2018 and $838,000 in 2017. 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 for the years ended December 31, 2018 and 2017. 
 
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, 
2018 and over 80 percent funded on January 1, 2017 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 2018 the Cooperative made contributions equal to 5.0% of each employee’s base wages 
and in 2017 it made contributions of 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 
$259,100 and $189,000 in 2018 and 2017, respectively. 
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
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 retaining 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: 
 

2018 2017

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

obligation at beginning of year 945,079$         875,281$         
Service cost 2,275               2,493               
Interest cost 44,025             47,254             
Actuarial (gain) loss (26,103)            112,643           
Benefits paid (84,767)            (92,592)            

Accumulated post-retirement benefit
obligation at end of year 880,509$         945,079$         

 
The plan is unfunded as of December 31, 2018. 
 
Weighted average assumptions as of December 31: 
 

2018 2017

Discount rate 4.19% 3.56%

 
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 (1,032)$            1,077$             

Effect on post-retirement benefit obligation (20,653)$          21,535$           
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Note 14 -  Income Taxes 
 
Net deferred tax assets and liabilities consist of the following component as of December 31, 2018 and 2017: 
 

2018 2017

Deferred tax asset
Allowance for doubtful accounts 4,600$             3,400$             

Deferred tax liabilities
Property and equipment 387,600$         370,200$         

 
The components giving rise to the net deferred tax assets and liabilities described above have been included in the 
accompanying balances sheets as of December 31, 2018 and 2017 as follows: 
 

2018 2017

Current asset (4,600)$            (3,400)$            
Noncurrent liability 387,600 370,200           

383,000$         366,800$         

 
The provision for income tax (benefits) expenses charged to operations for the years ended December 31, 2018 
and 2017 consists of the following: 
 

2018 2017

Currently payable 65,079$           42,793$           
Deferred 16,200             (90,200)            

81,279$           (47,407)$          

 
The difference between federal income tax expense and the tax computed based on statutory rates is primarily 
attributable to permanent differences between deductions taken for book and tax purposes. 
 
The Tax Cuts and Jobs Act of 2017 that was enacted December 22, 2017, affected Tri-Co Services Inc.’s deferred 
tax assets and liabilities due to the future corporate income tax rate decreasing from 34% to 21%. This change 
created a deferred tax benefit in 2017. Generally accepted accounting standards require the change to be included 
in the prior period financial statements and the effect of the changes to be included as a component of the 2017 
income tax provision (benefit). 
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Note 15 -  Deferred Credits 
 

2018 2017

Customer construction deposits 332,219$         303,443$         
Consumer prepayments 350,166           362,935           
Regulatory liability for fire 90,597             94,100             
Unearned revenue 556,661           575,421           
Energy optimization accrual 231,582           328,762           
Unclaimed capital credits 1,467,337        1,327,075        
Prepaid community solar garden investment 19,607             20,903             

Total deferred credits 3,048,169$      3,012,639$      

 
 
Note 16 -  Related Party Transactions 
 
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 
$16,132 and $19,885 for the years ended December 31, 2018 and 2017, respectively. 
 
 
Note 17 -  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. 
 
The following is a summary of transactions with Wolverine for the years ended December 31, 2018 and 2017: 
 

2018 2017

Purchase of wholesale power 28,768,614$    29,084,914$    

Accounts payable for purchased
power at December 31 2,359,528$      2,788,062$      

Capital credits allocated during the year 2,021,431$      1,964,108$      

Accumulated investment in patronage
capital credits 27,799,010$    27,746,198$    

 
At December 31, 2018 and 2017 the subsidiary has signed purchase agreements for propane totaling 
approximately $1,587,457 and $72,293, respectively.
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Notes to Consolidated Financial Statements 

December 31, 2018 and 2017 
 
 
Note 18 -  Lease Agreements 
 
The Cooperative leases various vehicles and office equipment under various operating lease agreements. Lease 
expense for years ending December 31, 2018 and 2017 was $326,152 and $304,467, 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

2019 335,783$         
2020 304,840           
2021 252,846           
2022 197,328           
2023 136,644           
Thereafter 294,045           

1,521,486$      
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Independent Auditor’s Report on Supplementary Information 
 
 
The Board of Directors 
Tri-County Electric Cooperative, Inc. and Subsidiary 
Portland, Michigan 
 
 
We have audited the consolidated financial statements of Tri-County Electric Cooperative, Inc. and 
Subsidiaries as of December 31, 2018 and 2017, and our report thereon dated March 20, 2019, which 
expressed an unmodified opinion on those consolidated financial statements, appears on pages 1 and 2. 
Our audit was conducted for the purpose of forming an opinion on the consolidating financial statements 
as a whole. The consolidating information presented on pages 24 through 27 is presented for purposes of 
additional analysis and is not a required part of the consolidated 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 consolidated financial statements. The information has been 
subjected to the auditing procedures applied in the audit of the consolidated financial statements and 
certain additional procedures, including comparing and reconciling such information directly to the 
underlying accounting and other records used to prepare the consolidated financial statements or to the 
consolidated financial statements themselves, and other procedures in accordance with auditing standards 
generally accepted in the United States of America. In our opinion, the consolidating information is fairly 
stated in all material respects in relation to the financial statements taken as a whole.  

 
Eide Bailly LLP 
March 20, 2019 
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Tri-County Consolidated Totals
Electric Tri-Co

Cooperative Services Eliminations 2018 2017

Assets

Electric Plant 
In service 113,018,381$  5,079,217$      -$                     118,097,598$  109,522,463$  
Under construction 2,591,447        -                       -                       2,591,447        254,210           

Total electric plant 115,609,828    5,079,217        -                       120,689,045    109,776,673    
Less accumulated depreciation 35,168,700      2,921,395        -                       38,090,095      36,095,474      

Electric plant - net 80,441,128      2,157,822        -                       82,598,950      73,681,199      

Other Assets and Investments
Non utility property 3,300               -                       -                       3,300               3,300               
Investments in associated organizations 31,224,288 1,668,007        -                       32,892,295      32,822,726      
Investment in subsidiary 7,529,700 -                       (7,529,700)       -                       -                       

Total other assets
and investments 38,757,288      1,668,007        (7,529,700)       32,895,595      32,826,026      

Current Assets
Cash and cash equivalents 4,019,883        3,763,628        -                       7,783,511        3,598,128        
Accounts receivable, less allowance for 

doubtful accounts of $251,700 and
$185,000 in 2018 and 2017,
respectively 3,855,616        490,448           -                       4,346,064        3,976,915        

Intercompany receivable -                   19,458             (19,458)            -                       -                       
Unbilled revenue 2,683,068        -                       -                       2,683,068        2,813,141        
Interest receivable 20,291             943                  -                       21,234             19,626             
Notes receivable 98,438             -                       -                       98,438             104,808           
Inventories 2,125,792        395,759           -                       2,521,551        1,071,204        
Prepaid expenses 297,808           179,979           -                       477,787           665,584           
Deferred taxes -                       4,600 -                       4,600               3,400               
Prepaid income taxes -                       -                       -                       -                       7,151               

Total current assets 13,100,896      4,854,815        (19,458)            17,936,253      12,259,957      

Deferred Debits 1,725,250        -                       -                       1,725,250        1,855,369        

134,024,562$  8,680,644$      (7,549,158)$     135,156,048$  120,622,551$  
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Consolidating Balance Sheet 

December 31, 2018 
(With Comparative totals for 2017) 

 
 

Tri-County Consolidated Totals
Electric Tri-Co

Cooperative Services Eliminations 2018 2017

Equities and Liabilities

Equities
Patronage capital 50,390,799$    -$                     -$                     50,390,799$    49,891,987$    
Other equities 11,192,832      7,529,700        (7,529,700)       11,192,832      11,216,519      

Total equities 61,583,631      7,529,700        (7,529,700)       61,583,631      61,108,506      

Long-Term Debt, Less Current Portion 58,557,264      -                       -                       58,557,264      46,064,073      

Deferred Taxes - Long-Term -                       387,600           -                       387,600           370,200           

Accrued Post Retirement
Benefits 795,509           -                       -                       795,509           853,079           

Current Liabilities
Current portion of long-term debt 1,849,247        -                       -                       1,849,247        1,597,704        
Current portion of post-retirement benefits 85,000             -                       -                       85,000             92,000             
Accounts payable - purchased power 2,359,528        -                       -                       2,359,528        2,788,062        
Accounts payable - general 2,292,337        48,355             -                       2,340,692        1,050,475        
Patronage capital credits payable 341,962           -                       -                       341,962           286,645           
Intercompany payable 19,458             -                       (19,458)            -                       -                       
PSCR overcollection 908,423           -                       -                       908,423           565,903           
Customer deposits 553,200           8,600               -                       561,800           562,107           
Accrued taxes 856,866           53,395             -                       910,261           1,025,965        
Accrued income taxes -                       29,732             -                       29,732             -                       
Accrued payroll and related items 841,947           -                       -                       841,947           724,197           
Accrued interest 423,065           -                       -                       423,065           378,576           

 Other accrued liabilities 65,617             66,601             -                       132,218           142,420           

 Total current liabilities 10,596,650      206,683           (19,458)            10,783,875      9,214,054        

Deferred Credits 2,491,508        556,661           -                       3,048,169        3,012,639        

134,024,562$  8,680,644$      (7,549,158)$     135,156,048$  120,622,551$  
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Tri-County Electric Cooperative, Inc. and Subsidiary 
Consolidating Statement of Operations 

Years Ended December 31, 2018 
(With Comparative totals for 2017) 

 
 

Tri-County Consolidated Totals
Electric Tri-Co

Cooperative Services Eliminations 2018 2017

Operating Revenues 48,826,334$    4,605,072$      (82,512)$          53,348,894$    49,798,969$    

Operating Expenses
Cost of power 28,768,614      -                       -                       28,768,614      29,084,914      
Cost of goods sold 56,095             2,535,891        -                       2,591,986        1,598,588        
Distribution - operation 1,606,593        -                       -                       1,606,593        1,756,825        
Distribution - maintenance 5,127,323        -                       -                       5,127,323        3,831,112        
Customer accounts 853,019           -                       -                       853,019           646,889           
Customer service 2,118,571        -                       -                       2,118,571        1,980,850        
Sales Expense 142,834           142,834           93,901             
Administrative and general 2,895,697        1,472,895        (82,512)            4,286,080        3,991,906        
Depreciation and amortization 3,052,168        272,926           -                       3,325,094        3,250,784        
Interest expense 2,443,914        -                       (42,201)            2,401,713        2,063,637        
Taxes - property 1,167,265        -                       -                       1,167,265        1,106,897        

48,232,093      4,281,712        (124,713)          52,389,092      49,406,303      

Operating Margins Before
Capital Credits 594,241           323,360           42,201             959,802           392,666           

Generation and Transmission
  and Other Cooperative
  Capital Credits 2,226,269        1,360               -                       2,227,629        2,144,635        

Other Income 
Interest income 118,696           70,970             (42,201)            147,465           103,384           
Income from subsidiary 315,194           -                       (315,194)          -                       -                       
Other income, net 63,568             783                  -                       64,351             103,406           

2,723,727        73,113             (357,395)          2,439,445        2,351,425        
Net Margins Before

Income Taxes 3,317,968        396,473           (315,194)          3,399,247        2,744,091        

Income Tax Expense -                       (81,279)            -                       (81,279)            47,407             

Net Margins 3,317,968$      315,194$         (315,194)$        3,317,968$      2,791,498$      
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Tri-County Consolidated Totals
Electric Tri-Co

Cooperative Services Eliminations 2018 2017

Operating Activities
Net margins 3,317,968$      315,194$         (315,194)$        3,317,968$      2,791,498$      
Adjustments to reconcile net margins

to net cash from operating activities
Depreciation 3,227,137        272,926           -                       3,500,063        3,422,326        
Amortization of retirement security

prepayment 143,662           -                       -                       143,662           143,662           
Gain on disposition of electric

plant and assets (64,421)            (783)                 -                       (65,204)            (109,120)          
Income from subsidiary (315,194)          -                       315,194           -                       -                       
Noncash patronage capital allocations (2,226,269)       (1,360)              -                       (2,227,629)       (2,144,635)       
Deferred income taxes -                       16,200             -                       16,200             (90,200)            
Post retirement benefits 20,197             -                       -                       20,197             162,390           
Deferred gain on insurance proceeds (3,503)              -                       -                       (3,503)              (3,503)              

Changes in assets and liabilities
Accounts receivable (184,370)          (32,343)            (22,363)            (239,076)          (288,557)          
Refunds payable to customers 342,520           -                       -                       342,520           (728,359)          
Notes receivable 6,370               -                       -                       6,370               12,165             
Inventories (1,460,947)       10,600             -                       (1,450,347)       (86,811)            
Prepaid expenses (80,910)            268,707           -                       187,797           (63,395)            
Prepaid income taxes -                       7,151               -                       7,151               118,166           
Interest receivable (846)                 (762)                 -                       (1,608)              (203)                 
Deferred debits (13,543)            -                       -                       (13,543)            3,507               
Accounts payable 921,701           (82,381)            22,363             861,683           (45,228)            
Customer deposits 293                  (600)                 -                       (307)                 9,476               
Accrued expenses 71,351             31,271             -                       102,622           (114,488)          
Deferred credits 54,290             -                       -                       54,290             14,915             

Net Cash from Operating Activities 3,755,486        803,820           -                       4,559,306        3,003,606        

Investing Activities
Additions to, retirements of, utility plant (12,467,789)     -                       -                       (12,467,789)     (4,538,851)       
Purchase of equipment -                       (73,298)            -                       (73,298)            (168,283)          
Proceeds from sale of property and plant 183,805           8,175               -                       191,980           146,113           
Cash received from other property

and investments 2,081,379        76,681             -                       2,158,060        2,444,254        
Dividends received from subsidiary 500,000           -                       (500,000)          -                       -                       
Proceeds on installment note receivable -                       1,000,000        (1,000,000)       -                       -                       

Net Cash from (used for) Investing Activities (9,702,605)       1,011,558        (1,500,000)       (10,191,047)     (2,116,767)       

 



 

27 

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

Years Ended December 31, 2018 
(With Comparative totals for 2017) 

 
 

Tri-County Consolidated Totals
Electric Tri-Co

Cooperative Services Eliminations 2018 2017

Financing Activities
Principal payments on long-term debt (1,651,635)$     -$                     -$                     (1,651,635)$     (6,446,594)$     
Net repayment of line of credit (1,000,000)       -                       1,000,000        -                       -                       
Proceeds from issuance of long-term debt 14,396,369      -                       -                       14,396,369      8,875,912        
Shareholder distribution -                       (500,000)          500,000           -                       -                       
Post-retirement benefits paid (84,767)            -                       -                       (84,767)            (92,592)            
Other equities 161,119           -                       -                       161,119           174,819           
Patronage capital retired (3,003,962)       -                       -                       (3,003,962)       (3,163,888)       

Net Cash used for Financing Activities 8,817,124        (500,000)          1,500,000        9,817,124        (652,343)          

Net Change in Cash and Cash Equivalents 2,870,005        1,315,378        -                       4,185,383        234,496           

Cash and Cash Equivalents at Beginning of Year 1,149,878        2,448,250        -                       3,598,128        3,363,632        

Cash and Cash Equivalents at End of Year 4,019,883$      3,763,628$      -$                     7,783,511$      3,598,128$      
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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, 2018 and 2017, 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 $1,131,486 and $143,433 as of December 31, 2018 and 
2017, and revenues and expenses would be increased by $4,238,278 and $3,111,858 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, 2018 and 2017, 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, 2019 
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2018 2017

Assets

Plant 
In service 113,018,381$    104,480,962$    
Under construction 2,591,447          254,210             

Total plant 115,609,828      104,735,172      
Less accumulated depreciation 35,168,700        33,418,815        

Plant - net 80,441,128        71,316,357        

Other Property and Investments
Non utility property 3,300                 3,300
Investments in associated organizations 31,224,288        31,079,398
Investment in subsidiary 7,529,700          7,714,506

Total other property and investments 38,757,288        38,797,204        

Current Assets
Cash and cash equivalents 4,019,883          1,149,878          
Accounts receivable, less allowance for doubtful accounts

of $234,800 and $172,500 in 2018 and 2017, respectively 3,855,616          3,541,173
Unbilled revenue 2,683,068          2,813,141          
Notes receivable 98,438               104,808             
Materials and supplies 2,125,792          664,845             
Prepaid expenses 297,808             216,898             
Interest receivable 20,291               19,445               

Total current assets 13,100,896        8,510,188          

Deferred Debits 1,725,250          1,855,369          

134,024,562$    120,479,118$    

 
 



 

3 

Tri-County Electric Cooperative, Inc. 
Balance Sheets 

December 31, 2018 and 2017 
 
 

2018 2017

Equities and Liabilities

Equities
Patronage capital 50,390,799$      49,891,987$      
Other equities 11,192,832        11,216,519        

Total equities 61,583,631        61,108,506        

Long-Term Debt, Less Current Portion 58,557,264        46,064,073        

Other Noncurrent Liabilities
Accrued post-retirement benefits 795,509             853,079             

Current Liabilities
Line of credit -                         1,000,000          
Current portion of long-term debt 1,849,247          1,597,704          
Current portion of post-retirement benefits 85,000               92,000               
Accounts payable - purchased power 2,359,528          2,788,062          
Accounts payable - other 2,311,795          961,560             
Patronage capital credits payable 341,962             286,645             
PSCR overcollection 908,423             565,903             
Customer deposits 553,200             552,907             
Accrued payroll and related items 856,866             1,001,676          
Accrued taxes 841,947             724,197             
Accrued interest 423,065             378,576             

 Other accrued liabilities 65,617               67,012               

 Total current liabilities 10,596,650        10,016,242        

Deferred Credits 2,491,508          2,437,218

134,024,562$    120,479,118$    
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Tri-County Electric Cooperative, Inc. 
Statements of Operations 

Years Ended December 31, 2018 and 2017 
 
 

2018 2017

Operating Revenues 48,826,334$    46,313,427$    

Operating Expenses
Cost of power 28,768,614      29,084,914      
Cost of Sales 56,095             -                       
Distribution - operation 1,606,593        1,756,825        
Distribution - maintenance 5,127,323        3,831,112        
Customer accounts 853,019           646,889           
Customer service 2,118,571        1,980,850        
Sales Expense 142,834           93,901             
Administrative and general 2,895,697        2,685,681        
Depreciation and amortization 3,052,168        2,980,872        
Interest expense 2,443,914        2,079,097        
Taxes - property 1,167,265        1,106,897        

48,232,093      46,247,038      

Operating Income Before Capital Credits 594,241           66,389             

Generation and Transmission and
Other Cooperative Capital Credits 2,226,269        2,138,943        

Net Operating Margins 2,820,510        2,205,332        

Nonoperating Margins
Interest income 118,696           91,713             
Income from subsidiary 315,194           425,047           
Other income, net 63,568             69,406             

497,458           586,166           

Net Margins 3,317,968$      2,791,498$      

 
 



 

See Notes to Financial Statements 5 

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

Years Ended December 31, 2018 and 2017 
 
 

Patronage Tri-Co
Capital Other Services Total

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         
Net margin 3,002,774           -                         315,194              3,317,968           
Capital credits retired (3,003,962)         -                         -                         (3,003,962)         
Donated capital credits -                         161,119              -                         161,119              
Dividend paid intercompany 500,000              -                         (500,000)            -                         

Balance, December 31, 2018 50,390,799$       3,713,132$         7,479,700$         61,583,631$       

 
 



 

See Notes to Financial Statements 6 

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

Years Ended December 31, 2018 and 2017 
 
 

2018 2017

Operating Activities
Net margins 3,317,968$      2,791,498$      
Adjustments to reconcile net margins

to net cash from operating activities
Depreciation 3,227,137        3,152,414        
Amortization of retirement security prepayment 143,662           143,662           
Gain on disposition of plant, net (64,421)            (75,120)            
Income from subsidiary (315,194)          (425,047)          
Noncash patronage capital allocations (2,226,269)       (2,138,943)       
Deferred gain from insurance proceeds (3,503)              (3,503)              
Post-retirement and pension benefits 20,197             162,390           

Changes in assets and liabilities
Accounts receivable (184,370)          (204,049)          
Refunds payable to customers 342,520           (728,359)          
Notes receivable 6,370               12,165             
Inventories (1,460,947)       56,078             
Prepaid expenses (80,910)            (9,728)              
Interest receivable (846)                 (22)                   
Deferred debits (13,543)            3,507               
Accounts payable 921,701           (128,916)          
Customer deposits 293                  9,776               
Accrued expenses and taxes 71,351             49,178             
Deferred credits 54,290             14,915             

Net Cash from Operating Activities 3,755,486        2,681,896        

Investing Activities
Additions to, and costs of retirements of utility plant (12,467,789)     (4,538,851)       
Proceeds from sale of general plant and scrap 183,805           112,113           
Cash received from other property and investments 2,081,379        2,377,620        
Dividend received from subsidiary 500,000           -                       

Net Cash used for Investing Activities (9,702,605)       (2,049,118)       

Financing Activities
Principle payments on long-term debt (1,651,635)       (6,446,594)       
Issuance of long-term debt 14,396,369      8,875,912        
Net proceeds (payments) on line of credit (1,000,000)       (25,000)            
Post-retirement benefits paid (84,767)            (92,592)            
Other equities 161,119           174,819           
Patronage capital retired (3,003,962)       (3,163,888)       

Net Cash from (used for) Financing Activities 8,817,124        (677,343)          



 

See Notes to Financial Statements 7 

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

Years Ended December 31, 2018 and 2017 
 
 

2018 2017

Net Change in Cash and Cash Equivalents 2,870,005$      (44,565)$          

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

Cash and Cash Equivalents at End of Year 4,019,883$      1,149,878$      

Supplemental Disclosure of Cash Flow Information
Cash paid for interest 2,385,415$      2,101,905$      
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
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. 
 
Additional Business Activity 
 
At the beginning of 2018, the Cooperative entered into another like business activity, to provide high speed 
internet services (fiber to the home) to its electric members, with the goal to build out to all of its members over a 
five-year period. The fiber business is considered a department within the cooperative. 
 
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. 
 
Plant and Retirements 
 
Plant is stated at cost less contributions in aid of construction. The cost of additions to 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, 2018 and 2017 

 
 
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 
 
Electric 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. Fiber to the home customers are billed in advance on the 12th of the month. If 
balance is not paid by end of the month, their services are shut off. There is no grace period allowed for customer 
credit. 
 
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. Also included are the costs of putting together a 
four-year construction work plan, which will be amortized over the four years of the plan.  
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
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. 
 
An electric member who is also a fiber customer is considered a fiber member. Amounts received from the 
furnishing of fiber to the home services in excess of operating costs and expenses are assigned to fiber members 
on a patronage basis to the extent they are not needed to offset current or prior fiber losses, at the discretion and 
determination of the board of directors. 
 
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 related to insurance proceeds, customer advances on 
construction, advance payments made by consumers in connection with electric or fiber service, unclaimed capital 
credit checks and over collection of costs related to the energy optimization program. 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. 
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Tri-County Electric Cooperative, Inc.  
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
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. 
 
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, 
2018 and 2017 and does not anticipate participating in transactions of this type in the future. 
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
Advertising Costs 
 
Advertising costs are expensed as incurred and totaled $77,806 and $20,920 for the years ended December 31, 
2018 and 2017, respectively. 
 
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, 2018, and 2017, 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 2015 and state examinations for years before 2015. 
 
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.  
 
Subsequent Events 
 
The Cooperative has evaluated subsequent events through March 20, 2019, the date which the financial 
statements were available to be issued. 
 
 
Note 2 -  Plant 
 
Major classes of plant at December 31, 2018 and 2017 consist of the following: 
 

2018 2017

General plant 12,227,960$    7,219,631$      
Distribution plant 100,430,491    96,920,659      
Intangible plant 359,930           340,672           

Plant in service 113,018,381    104,480,962    
Construction in progress 2,591,447        254,210           

Total plant 115,609,828    104,735,172    
Less accumulated depreciation and amortization 35,168,700      33,418,815      

Plant - net 80,441,128$    71,316,357$    
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

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

Structures and improvements 1.9 - 20.0%
Office furniture equipment 14.0 - 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, 2018 and 2017 were as follows: 
 

2018 2017

Charged to operations
Classified as depreciation and amortization 3,055,671$      2,984,375$      
Classified in other operating expenses 46,727             37,255             

3,102,398        3,021,630        
Charged to transportation 124,739           130,784           

Total 3,227,137$      3,152,414$      

 
 
Note 3 -  Materials and Supplies 
 
Materials and supplies at December 31, 2018 and 2017, consist of the following: 
 

2018 2017

Fiber materials 1,470,060$      -$                     
Electric materials 624,973           636,273           
Water heaters 30,759             28,572             

2,125,792$      664,845$         
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
Note 4 -  Investments in Associated Organizations 
 
Investments in associated organizations at December 31, 2018 and 2017 consist of the following: 
 

2018 2017

Wolverine Power Supply Coop., Inc. - capital credits 27,799,010$    27,746,198$    
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% 1,837,518 1,847,108

Patronage capital credits 1,568,460 1,464,092
Other memberships and investments 19,300 22,000

31,224,288$    31,079,398$    

 
 
Note 5 -  Deferred Debits 
 

2018 2017

Retirement security prepayment 1,482,548$        1,626,209$        
Miscellaneous -                         8,031                 
Construction Workplan 33,110               -                         
Unamortized loan exp - CFC conversion 209,592 221,129

1,725,250$        1,855,369$        
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
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, 2018 and 2017 permits users of these statements to be more fully informed.  
Financial information related to Tri-Co Services, Inc. at December 31, 2018 and 2017 is as follows: 
 

2018 2017

Balance Sheet
Current assets 4,854,815$      4,791,590$      
Investments and other assets 3,825,829 4,108,170

8,680,644$      8,899,760$      

Current liabilities 763,344$         815,054$         
Long-term liabilities / deferred credits 387,600 370,200
Equity 7,529,700        7,714,506        

8,680,644$      8,899,760$      

Operations
Operating revenues 4,605,072$      3,560,917$      
Operating expenses (4,281,712)       (3,250,100)       
Other revenue/(expense) - net (8,166)              114,230           

Net income/(loss) 315,194$         425,047$         

 
As a result of not consolidating Tri-Co Services, Inc., the Cooperative’s financial statements are understated as 
follows at December 31, 2018 and 2017: 
 

2018 2017

Assets and liabilities 1,131,486$      143,433$         

Revenues and expenses 4,238,278$      3,111,858$      
 

 



 

16 

Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
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. 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 
(.00249) and (.00127) per KWH during 2018 and 2017, 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. As of December 31, 2018, and 2017 there was an 
over collection of $908,423 and $565,903. 
 
 
Note 8 -  Patronage Capital 
 
Patronage capital balances at December 31, 2018 and 2017 consisted of the following:  
 

2018 2017

Assignable - electric 3,741,815$      2,366,451$      
Assignable, (future offset to positive margins) - fiber (239,041)          -                       
Assigned to date 69,013,725      66,647,274      

Total 72,516,499      69,013,725      

Retired to date (22,125,700)     (19,121,738)     

Balance 50,390,799$    49,891,987$    

 
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 
2018 and 2017, the Cooperative’s capital exceeded 20% of total assets. 
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Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
Note 9 -  Other Equities  
 
Other Equities as of December 31, 2018 and 2017 consist of the following: 
 

2018 2017

Donated capital memberships 1,868,659$      1,707,540$      
Retired capital credits - gain 241,262 241,262
Pre 1979 margins 1,603,211        1,603,211

3,713,132$      3,552,013$      

 
Other equities from Tri-Co Services, Inc. had a balance of $7,479,700 and $7,664,506 as of December 31, 2018 
and 2017, respectively. 
 
 
Note 10 -  Long-Term Debt 
 
Long-term debt at December 31, 2018 and 2017 is as follows: 
 

2018 2017

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 2048. 60,406,511$    47,661,777$    

Less current maturities (1,849,247)       (1,597,704)       

Total long-term debt 58,557,264$    46,064,073$    
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Maturities of long-term debt are as follows: 
 

Year Ending December 31, Amount

2019 1,849,247$      
2020 1,929,815        
2021 2,014,238        
2022 2,102,705        
2023 1,990,232        
Thereafter 50,520,274      

60,406,511$    

 
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 $35,000,000. 
 
The security agreement (mortgage) restricts the Cooperative’s debt limit to $130,000,000. 
 
 
Note 11 -  Lines of Credit 
 
The Cooperative has executed a perpetual, variable rate (3.35% and 2.35% at December 31, 2018 and 2017, 
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, 2018 and 2017. During 2009, the 
Cooperative executed an additional variable rate (3.75% and 2.75% at December 31, 2018 and 2017, respectively) 
line of credit with CFC, providing it with short-term loans in the total amount of $10,000,000 maturing July 2019. 
There were no outstanding balances on the line at December 31, 2018 and 2017. 
 
During 2013, the Cooperative executed a variable rate (3.35% and 2.75% at December 31, 2018 and 2017, 
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 $0 and $1,000,000 at 
December 31, 2018 and 2017, respectively. 
 
During 2018, the Cooperative executed a variable rate (4.06% at December 31, 2018) line of credit with CoBank 
allowing for short-term loans up to $3,000,000 maturing August 2019. There were no outstanding balances on the 
line at December 31, 2018. 
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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 2018 and in 2017 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 $923,000 in 2018 and $838,000 in 2017. 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 for the years ended December 31, 2018 and 2017. 
 
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, 
2018 and over 80 percent funded on January 1, 2017 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 2018 the Cooperative made contributions equal to 5.0% of each employee’s base wages 
and in 2017 it made contributions of 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 
$259,100 and $189,000 in 2018 and 2017, 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: 
 

2018 2017

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

obligation at beginning of year 945,079$         875,281$         
Service cost 2,275               2,493               
Interest cost 44,025             47,254             
Actuarial (gain) loss (26,103)            112,643           
Benefits paid (84,767)            (92,592)            

Accumulated post-retirement benefit
obligation at end of year 880,509$         945,079$         

 
The plan is unfunded at December 31, 2018. 
 
Weighted average assumptions as of December 31: 
 

2018 2017

Discount rate 4.19% 3.56%

 
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 (1,032)$            1,077$             

Effect on post-retirement benefit obligation (20,653)$          21,535$            
 
 



 

21 

Tri-County Electric Cooperative, Inc. 
Notes to Financial Statements 
December 31, 2018 and 2017 

 
 
Note 14 -  Deferred Credits 
 

2018 2017

Customer construction deposits 332,219$           303,443$           
Consumer energy prepayments 333,677             362,935             
Customer fiber prepayments 16,489               -                         
Regulatory liability for fire 90,597               94,100               
Energy optimization accrual 231,582             328,762             
Unclaimed capital credits 1,467,337          1,327,075          
Prepaid community solar garden investment 19,607               20,903               

Total deferred credits 2,491,508$        2,437,218$        

 
 
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 2018 and 2017 totaled $1,107,950 
and $998,402, respectively. Amounts due (to) from Tri-Co Services, Inc. amounted to $(19,458) and $(41,821) at 
December 31, 2018 and 2017, 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 
$16,132 and $19,885 for the years ended December 31, 2018 and 2017, 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 $0 and $1,000,000 at December 31, 2018 and 2017, 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, 2018 and 2017: 
 

2018 2017

Purchase of wholesale power 28,768,614$    29,084,914$    

Accounts payable for purchased
power at December 31 2,359,528$      2,788,062$      

Capital credits allocated during the year 2,021,431$      1,964,108$      

Accumulated investment in patronage
capital credits 27,799,010$    27,746,198$    

 
 
Note 17 -  Lease Agreements 
 
The Cooperative leases various vehicles and office equipment under various operating lease agreements. Lease 
expense for years ending December 31, 2018 and 2017 was $326,152 and $304,467, 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

2019 335,783$         
2020 304,840           
2021 252,846           
2022 197,328           
2023 136,644           
Thereafter 294,045           

1,521,486$      
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Independent Auditor’s Report on Supplementary Information 
 
 
The Board of Directors 
Tri-County Electric Cooperative, Inc. 
Portland, Michigan 
 
 
We have audited the financial statements of Tri-County Electric Cooperative, Inc. as of and for the year 
ended December 31, 2018 and 2017, and our report thereon dated March 20, 2019, which expressed a 
modified opinion on those financial statements, appears on page 1. Our audit was conducted for the 
purpose of forming an opinion on the basic financial statements taken as a whole. The supplementary 
information on pages 24 through 26 is presented for the 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 audits 
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.  

 
Fargo, North Dakota 
March 20, 2019 
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Combined Totals
Electric Fiber 

Department Department Eliminations 2018 2017

Assets

Plant 
In service 108,167,800$  4,850,581$      -$                     113,018,381$  104,480,962$  
Under construction 556,219           2,035,228        -                       2,591,447        254,210           

Total plant 108,724,019    6,885,809        -                       115,609,828    104,735,172    
Less accumulated depreciation 35,146,115      22,585             -                       35,168,700      33,418,815      

Plant - net 73,577,904      6,863,224        -                       80,441,128      71,316,357      

Other Assets and Investments
Non utility property 3,300               -                       -                       3,300               3,300               
Investments in associated organizations 31,224,288 -                       -                       31,224,288      31,079,398      
Investment in subsidiary 7,529,700 -                       -                       7,529,700        7,714,506        

Total other assets
and investments 38,757,288      -                       -                       38,757,288      38,797,204      

Current Assets
Cash and cash equivalents 1,836,092        2,183,791        -                       4,019,883        1,149,878        
Accounts receivable, less allowance for doubtful 

accounts of $234,800 and $172,500 in 2018 
and 2017, respectively 3,831,963        23,653             -                       3,855,616        3,541,173        

Unbilled revenue 2,683,068        -                       -                       2,683,068        2,813,141        
Interest receivable 19,714             577                  -                       20,291             19,445             
Notes receivable 98,438             -                       -                       98,438             104,808           
Inventories 655,732           1,470,060        -                       2,125,792        664,845           
Prepaid expenses 237,965           59,843             -                       297,808           216,898           

Total current assets 9,362,972        3,737,924        -                       13,100,896      8,510,188        

Deferred Debits 1,725,250        -                       -                       1,725,250        1,855,369        

123,423,414$  10,601,148$    -$                     134,024,562$  120,479,118$  
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Tri-County Electric Cooperative, Inc. 
Combining Departmental Balance Sheet 
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(With Comparative totals for 2017) 

 
 

Combined Totals
Electric Fiber 

Department Department Eliminations 2018 2017

Equities and Liabilities

Equities
Patronage capital 50,629,840$    (239,041)$        -$                     50,390,799$    49,891,987$    
Other equities 11,192,832      -                       -                       11,192,832      11,216,519      

Total equities 61,822,672      (239,041)          -                       61,583,631      61,108,506      

Long-Term Debt, Less Current Portion 48,759,919      9,797,345        -                       58,557,264      46,064,073      

Accrued Post Retirement
Benefits 795,509           -                       -                       795,509           853,079           

Current Liabilities
Line of credit -                       -                       -                       -                       1,000,000        
Current portion of long-term debt 1,692,937        156,310           -                       1,849,247        1,597,704        
Current portion of post-retirement benefits 85,000             -                       -                       85,000             92,000             
Accounts payable - purchased power 2,359,528        -                       -                       2,359,528        2,788,062        
Accounts payable - general 1,700,883        610,912           -                       2,311,795        961,560           
Patronage capital credits payable 341,962           -                       -                       341,962           286,645           
Intercompany (receivable) / payable (222,035)          222,035           -                       -                       -                       
PSCR overcollection 908,423           -                       -                       908,423           565,903           
Customer deposits 553,200           -                       -                       553,200           552,907           
Accrued payroll and related items 856,866           -                       -                       856,866           1,001,676        
Accrued taxes 841,403           544                  -                       841,947           724,197           
Accrued interest 386,511           36,554             -                       423,065           378,576           

 Other accrued liabilities 65,617             -                       -                       65,617             67,012             

 Total current liabilities 9,570,295        1,026,355        -                       10,596,650      10,016,242      

Deferred Credits 2,475,019        16,489             -                       2,491,508        2,437,218        

123,423,414$  10,601,148$    -$                     134,024,562$  120,479,118$  
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Combined Totals
Electric Fiber 

Department Department Eliminations 2018 2017

Operating Revenues 48,851,529$    19,566$           (44,761)$          48,826,334$    46,313,427$    

Operating Expenses
Cost of power 28,768,614      -                       -                       28,768,614      29,084,914      
Cost of goods sold -                       56,095             -                       56,095             -                       
Distribution - operation 1,557,386        49,207             -                       1,606,593        1,756,825        
Distribution - maintenance 5,120,818        6,505               -                       5,127,323        3,831,112        
Customer accounts 815,452           37,567             -                       853,019           646,889           
Customer service 2,089,905        28,666             -                       2,118,571        1,980,850        
Sales Expense 80,203             62,631             -                       142,834           93,901             
Administrative and general 2,601,098        339,360           (44,761)            2,895,697        2,685,681        
Depreciation and amortization 3,039,143        13,025             -                       3,052,168        2,980,872        
Interest expense 2,250,429        194,323           (838)                 2,443,914        2,079,097        
Taxes - property 1,167,265        -                       -                       1,167,265        1,106,897        

47,490,313      787,379           (45,599)            48,232,093      46,247,038      

Operating Margins Before
Capital Credits 1,361,216        (767,813)          838                  594,241           66,389             

Generation and Transmission
  and Other Cooperative
  Capital Credits 2,226,269        -                       -                       2,226,269        2,138,943        

Other Income 
Interest income 90,762             28,772             (838)                 118,696           91,713             
Income from subsidiary 315,194           -                       -                       315,194           425,047           
Other income, net 63,568             -                       -                       63,568             69,406             

2,695,793        28,772             (838)                 2,723,727        2,725,109        

Net Margins 4,057,009$      (739,041)$        -$                     3,317,968$      2,791,498$      
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Electric Fiber Tri-Co
Department Department Other Services Total

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         
Net margin 3,741,815           (739,041)            -                         315,194              3,317,968           
Capital credits retired (3,003,962)         -                         -                         -                         (3,003,962)         
Donated capital credits -                         -                         161,119              -                         161,119              
Dividend paid intercompany -                         500,000              -                         (500,000)            -                         

Balance, December 31, 2018 50,629,840$       (239,041)$          3,713,132$         7,479,700$         61,583,631$       
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