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514 Elm Street, P. O. Box 745 
Shelbyville, Tennessee  37162 

 

 

INDEPENDENT AUDITOR’S REPORT 
 

 
Board of Directors 

Tri-County Electric Membership Corporation 

405 College Street 

Lafayette, Tennessee  37083 

 

 

Report on the Financial Statements 

 

We have audited the accompanying financial statements of Tri-County Electric Membership Corporation, which 

comprise the balance sheets as of June 30, 2016 and 2015, and the related statements of income, comprehensive 

income, equities, 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 

statement that are free from material misstatement, whether due to fraud or error. 

 

Auditor’s Responsibility 

 

Our responsibility is to express an opinion on these financial statements based on our audits.  We conducted our 

audits in accordance with auditing standards generally accepted in the United States of America and the standards 

applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of 

the United States.  Those standards require that we plan and perform the audits 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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Opinion 

 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 

position of Tri-County Electric Membership Corporation as of June 30, 2016 and 2015, 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. 

 

Other Reporting Required by Government Auditing Standards 

 

In accordance with Government Auditing Standards, we have also issued our report dated October 24, 2016, on 

our consideration of Tri-County Electric Membership Corporation’s internal control over financial reporting and 

on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and 

other matters.  The purpose of that report is to describe the scope of our testing of internal control over financial 

reporting and compliance and the results of that testing, and not to provide an opinion on internal control over 

financial reporting or on compliance.  That report is an integral part of an audit performed in accordance with 

Government Auditing Standards  in considering Tri-County Electric Membership Corporation’s internal control 

over financial reporting and compliance. 

 

 
 

October 24, 2016 

 

 

 

 

 

 

 

 

 

 

 
 

 

 
 

 

 
 

 

 
 

 

 

 

 

 
 

 
 

 

 
 

 

 
 

 

 
 

 

4 



UTILITY PLANT

   Electric plant in service $ 202,115,804 $  193,235,583

   Construction work in progress 3,417,370 5,366,433

205,533,174 198,602,016

    Less allowances for depreciation 77,114,272 72,568,420

NET UTILITY PLANT   128,418,902 126,033,596

CURRENT ASSETS

   Cash and cash equivalents 6,578,773 9,751,732

   Accounts receivable-customers, less allowance for doubtful

      accounts of $120,000 in 2016 and $250,000 in 2015 5,252,954 4,545,558

   Unbilled revenue 7,223,492 7,066,084

   Rents receivable 738,180 739,607

   Material and supplies 3,094,852 1,563,428

   Notes receivable, due within on year 125,316 197,538

   Other receivables 904,519 494,091

   Other current assets 1,129,492 1,076,441

TOTAL CURRENT ASSETS   25,047,578 25,434,479

OTHER ASSETS AND DEFERRED DEBITS

   Capital term certificates 1,714,562 1,714,562

   Amount on deposit with RUS 10,468,743 9,475,367

   Notes receivable, due after one year 700,957 899,236

   Energy conservation loans 1,579,356 1,640,115

Other deferred debits 3,347,704 3,800,297

TOTAL OTHER ASSETS AND DEFERRED DEBITS   17,811,322 17,529,577

$ 171,277,802 $  168,997,652

The accompanying notes are an integral part of this financial statement.  

June 30,

BALANCE SHEETS

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION
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2016 2015

as restated

ASSETS



EQUITIES

   Memberships $ 196,480 $   195,930

Accumulated other comprehensive income (1,217,756) (1,306,757)

   Earnings reinvested in system assets 109,631,478 106,743,283

TOTAL EQUITIES   108,610,202 105,632,456

LONG-TERM DEBT

   Rural Utilities Service 31,689,711 32,978,381

   National Rural Utilities Cooperative

   Finance Corporation 2,944,708 3,512,690

TOTAL LONG-TERM DEBT   34,634,419 36,491,071

    Less current maturities 1,835,870 1,795,646

LONG-TERM DEBT LESS CURRENT MATURITIES  32,798,549 34,695,425

CURRENT LIABILITIES 

   Current maturities of long-term debt 1,835,870 1,795,646

   Accounts payable 15,259,074 14,267,492

   Consumers’ deposits 2,522,304 2,421,904

   Accrued compensated absences 1,829,941 1,809,988

   Other current and accrued liabilities 1,176,335 1,085,036

   TOTAL CURRENT LIABILITIES   22,623,524 21,380,066

OTHER LIABILITIES AND DEFERRED CREDITS

   Advances - energy conservation 1,606,232 1,684,341

   Accumulated postretirement benefits 5,639,295 5,605,364

TOTAL OTHER LIABILITIES AND DEFERRED CREDITS   7,245,527 7,289,705

$ 171,277,802 $ 168,997,652

June 30,

2016 2015
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as restated

EQUITIES AND LIABILITIES



Operating revenues:

   Electric sales $ 115,425,224 $ 112,214,732

   Other operating revenues 2,524,027 2,567,392

TOTAL OPERATING REVENUES   117,949,251 114,782,124

Operating expenses:

   Purchased power 90,905,616 87,570,164

   Transmission 72,777 148,726

   Distribution - operations and maintenance 10,777,138 10,582,157

   Customer accounts 2,482,582 2,503,543

   Customer services 665,277 637,798

   Sales 8,688 17,827

   Administrative and general 2,190,987 2,306,030

   Provision for depreciation 7,127,341 6,684,915

   Other deductions 83,274 83,274

TOTAL OPERATING EXPENSES   114,313,680 110,534,434

OPERATING INCOME   3,635,571 4,247,690

Other income:

   Interest 591,184 421,163

   Miscellaneous 36,200 61,470

TOTAL OTHER INCOME   627,384 482,633

Other deductions:

   Interest 1,295,218 1,270,088

   Miscellaneous 79,542 95,998

TOTAL OTHER DEDUCTIONS   1,374,760 1,366,086

NET INCOME   $ 2,888,195 $ 3,364,237

The accompanying notes are an integral part of this financial statement.
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2016 2015

STATEMENTS OF INCOME

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION

Year Ended June 30,

as restated



Net income $ 2,888,195 $ 3,364,237

Other comprehensive income

   Retiree health cost-share plan:

      Amortization of actuarial loss 107,274              290,090               

      Amortization of prior service cost (11,242)               (53,521)                

      Actuarial loss (7,031)                 -                           

TOTAL OTHER COMPREHENSIVE INCOME   89,001 236,569

TOTAL COMPREHENSIVE INCOME   $ 2,977,196 $ 3,600,806

The accompanying notes are an integral part of this financial statement.

STATEMENTS OF COMPREHENSIVE INCOME

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION
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Year Ended June 30,

as restated

2016 2015



Total

BALANCE, JUNE 30, 2014 (AS RESTATED) $ (1,543,326) $ 103,379,046 $ 194,520 $ 102,030,240

Net income (as restated) -                   3,364,237 -                3,364,237

Other comprehensive income 236,569       -                     -                236,569

Net change in memberships -                   -                     1,410 1,410

BALANCE, JUNE 30, 2015 (AS RESTATED) (1,306,757) 106,743,283 195,930 105,632,456

Net income -                   2,888,195 -                2,888,195

Other comprehensive income 89,001 -                     -                89,001

Net change in memberships -                   -                     550 550

BALANCE, JUNE 30, 2016 $ (1,217,756) $ 109,631,478 $ 196,480 $ 108,610,202

The accompanying notes are an integral part of this financial statement.
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Comprehensive Reinvested in

Income System Assets Memberships

STATEMENTS OF EQUITIES

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION

Accumulated

Other Earnings



CASH FLOWS FROM OPERATING ACTIVITIES:

Net income $ 2,888,195 $ 3,364,237

Adjustments to reconcile to net cash provided

    by operating activities:

Depreciation expense 7,127,341 6,684,915

Changes in assets and liabilities:

    Receivables (1,116,397) 1,263,189

    Unbilled revenue (157,408) 218,605

    Materials and supplies (1,059,290) (175,136)

    Prepayments and other assets 399,542 295,482

    Accounts payable 991,582 (184,691)

    Consumer deposits 100,400 76,215

    Accrued expenses and compensated absences 111,252 47,048

    Accumulated postretirement benefits 122,932 279,960

NET CASH PROVIDED BY OPERATING ACTIVITIES     9,408,149 11,869,824

CASH FLOWS FROM INVESTING ACTIVITIES:

Additions to plant assets, including removal costs, net of salvage (9,984,781) (10,518,481)

Invested in RUS cushion of credit (993,376) (7,736,347)

Notes receivable issued -                        (1,000,000)        

Principal received on notes receivable 270,501 164,202

Net change in energy conservation loan receivables 60,759 (122,287)

NET CASH USED BY INVESTING ACTIVITIES     (10,646,897) (19,212,913)

CASH FLOWS FROM FINANCING ACTIVITIES:

Advances of long-term debt -                        7,500,000         

Payments of principal on long-term debt (1,856,652) (1,693,436)

Net change in energy conservation loan advances (78,109) 123,586

Net increase(decrease) in memberships 550 1,410

NET CASH PROVIDED BY/(USED BY) FINANCING ACTIVITIES     (1,934,211) 5,931,560

NET DECREASE IN CASH AND CASH EQUIVALENTS     (3,172,959) (1,411,529)

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR     9,751,732 11,163,261

CASH AND CASH EQUIVALENTS AT END OF YEAR     $ 6,578,773 $ 9,751,732

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

Cash paid during the year for interest $ 1,300,501 $ 1,291,600

The accompanying notes are an integral part of this financial statement.
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STATEMENTS OF CASH FLOWS

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION
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NOTES TO FINANCIAL STATEMENTS 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NATURE OF BUSINESS 

 

Tri-County Electric Membership Corporation (the Cooperative) is a not-for-profit electric cooperative 

operating principally to distribute electric power to its members.  It serves primarily industries and 

rural customers in counties in north central Tennessee and south central Kentucky. 
 

NOTE A  -  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 

Basis of Accounting - The financial statements have been prepared on the accrual basis of accounting.  

Revenue is recorded as billed to consumers, based on monthly meter reading cycles.  The cost of 

purchased power is recorded monthly during the period in which the energy is consumed, based upon 

billings from TVA.  The Corporation accrues the unbilled revenue from the dates of the most recent 

meter readings to the balance sheet date. 
 

The Cooperative maintains its records in accordance with policies prescribed or permitted by the 

Tennessee Valley Authority (TVA) and the United States Department of Agriculture, Rural Utilities 

Service (RUS), which conform in all material respects with generally accepted accounting principles. 
  

Utility Plant - Electric plant is stated at original cost, less contributions, which is the cost when first 

dedicated to public service.  Such amount includes applicable supervisory and overhead costs.  The 

Cooperative capitalizes the cost of any asset with an estimated useful life over one year.   Depreciation 

is computed using the straight-line method at rates designed to amortize the cost of the assets over 

their estimated lives.  All depreciation rates used by the Cooperative are recommended by the 

Tennessee Valley Authority. 
 

The cost of maintenance and repairs, including renewals of minor items of property, is charged to 

operating expense.  The cost of replacement of depreciable property units, as distinguished from minor 

items, is charged to electric plant.  The cost of units of property replaced or retired, including cost of 

removal net of any salvage value, is charged to accumulated depreciation for distribution plant. 
 

The Cooperative capitalizes net interest costs as part of the cost of constructing utility projects when 

significant.  For the years ended June 30, 2016 and 2015, no interest costs were capitalized. 
 

 Trade Accounts Receivable - Trade accounts receivable are reported at the amount management 

expects to collect from outstanding balances.  The Cooperative provides an allowance for losses on 

receivables based upon a review of the current status of existing receivables, historical collection 

experience and management’s evaluation of the effect of existing economic conditions.  Receivables 

are past due or delinquent based on how recently payments have been received.  Receivables are 

charged to the allowance provided when accounts are deemed to be uncollectible. 
 

Cash and Cash Equivalents - For the purposes of the statement of cash flows, the Cooperative defines 

cash equivalents as financial investments with an original maturity date of less than three months.   
 

Materials and Supplies Inventory - Inventories are valued using a moving average cost method.  As 

items are purchased they are added to inventory at their actual cost.  When issued and capitalized to 

utility plant, items are removed from inventory using a currently computed average cost per unit.  

When retired from plant and returned to inventory, the current average cost is used. 
 

 

 

 

 
11 



NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE A  -  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

 Use of Estimates - The preparation of financial statements in conformity with generally accepted 

accounting principles requires management to make estimates and assumptions that affect the reported 

amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the 

financial statements and the reported amounts of revenues and expenses during the reporting period.  

Actual results could differ from those estimates used in the preparation of the financial statements. 
 

 Subsequent Events - Subsequent events have been evaluated through October 24, 2016, which is the 

date the financial statements were available to be issued, for possible recognition or disclosure in the 

financial statements. 
 

NOTE B  -   INVESTMENTS 

 

Under the terms of its loan agreement with National Rural Utilities Cooperative Finance Corporation 

(CFC), the Cooperative is required to purchase Capital Term Certificates (CTCs).  The initial 

investment is based on the amount loaned to the Cooperative.  The CTCs are similar to compensating 

bank balances, are not readily marketable except through redemption with CFC, are recorded at the 

stated amount of the certificates, bear interest at 3% and 5%, and are scheduled to mature at varying 

times from 2020 to 2080. 
 

The Cooperative will also invest idle funds in CFC commercial paper which matures within thirty days 

of issuance. In accordance with generally accepted accounting principles, investments in commercial 

paper are classified as held-to-maturity securities.  Held-to-maturity securities are presented at 

amortized cost.  The fair value of commercial paper approximated cost at June 30, 2016 and 2015.  

There were no unrealized holding gains or losses as of June 30, 2016 and 2015. 
 

NOTE C  -   RURAL ECONOMIC DEVELOPMENT LOAN 

 

The Cooperative has entered into loan agreements with RUS in order to provide funds to promote rural 

economic development.  Under the terms of the agreement RUS has loaned funds to the Cooperative, 

which in turn were loaned to qualified borrowers.  Both loans to and from the Cooperative are 

provided without interest and require monthly payments of principal only.   

 
NOTE D  -  ELECTRIC PLANT 

 

Electric plant in service consisted of: 

 2016 2015 

Transmission plant $ 7,306,635 $ 7,305,186 

Distribution plant 175,190,414 167,637,057 

General plant  19,618,755  18,293,340 

Electric plant in service $ 202,115,804 $ 193,235,583 
 

 Provision has been made for depreciation of distribution and transmission plant at straight-line rates 

ranging from 2.5% to 6%.  Provision has been made for depreciation of general plant at straight-line 

rates ranging from 2% to 20%. 
 

Provision for depreciation for the year ended June 30, 2016, was $7,750,405 of which $623,064 was 

charged to transportation expense clearing.  Provision for depreciation for the year ended June 30, 

2015, was $7,395,037 of which $710,122 was charged to transportation expense clearing. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE E  -  CONSERVATION LOANS 

 

The Cooperative has entered into an agreement with TVA whereby the Cooperative is authorized to 

make home weatherization and heat pump loans to its customers with the financing of the loans being 

provided through Regions Financial Corporation.  The Cooperative has no collection risk relative to 

these loans as TVA guarantees them. 
 

NOTE F  -   OTHER DEFERRED CHARGES 

 

Other deferred charges consisted of: 

 2016 2015 

Past service pension costs $ 419,693 $ 450,782 

RS plan prepayment 2,262,001 2,597,113 

Unamortized debt expense  666,010  752,402 

 $ 3,347,704 $ 3,800,297 

 

The past service pension costs are being amortized over thirty years. 

 

During 2013, the Cooperative made a prepayment to NRECA for the Retirement Security Plan.  The 

benefit of this prepayment was to have lower annual contribution rates for the following ten years.  

This prepayment is being amortized over a ten year period. 
 

NOTE G  -  INCOME TAX STATUS 

 

The Cooperative is exempt from federal income tax under the Internal Revenue Code section 

501(c)(12) as a mutual electric cooperative.  However, the Cooperative is required to file IRS Form 

990, Return of Organization Exempt from Income Tax.  The forms 990 are subject to examination by 

the Internal Revenue Service, generally for three years after they were filed or the date they were due, 

whichever is later. 
 

NOTE H -   NOTES PAYABLE 

 

All assets, except vehicles, are pledged as collateral on the long-term debt to Rural Utilities Service 

(RUS) and CFC under a joint mortgage agreement.  The long-term debt payable to RUS and CFC is 

due in monthly and quarterly installments of varying amounts through 2045. 
 

Interest rates and maturity dates relative to the notes payable to NRUCFC are as follows: 
 

  Final 

 Interest Rate Maturity June 30, 2016 June 30, 2015 

 5.65  2015 $ - $ 90,752 

 5.70  2016  54,100  211,883 

 5.80  2017  347,719  347,719 

 5.85  2018  122,628  122,628 

 2.95  2023  2,420,261  2,739,708 

    $ 2,944,708 $ 3,512,690 
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NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE H -   NOTES PAYABLE (Continued) 

 

Interest rates and maturity dates relative to the notes payable to RUS are as follows: 

 

Interest rate Maturity June 30, 2016 June 30, 2015 

  4.532  2036 $ 2,052,640 $ 2,116,010 

  2.780  2036  3,194,044  3,314,969 

  4.958  2033  4,404,811  4,573,314 

  5.202  2032  918,129  952,421 

  5.747  2032  386,116  399,781 

  5.003  2032  3,779,843  3,923,803 

  4.633  2032  131,881  137,089 

  4.513  2022  850,971  961,181 

  2.577  2045  3,667,636  3,753,677 

  2.929  2045  5,173,752  5,288,256 

  2.667  2045  6,293,262  6,438,726 

  0.000  2020  79,972  105,280 

  0.000  2016  -  72,212 

  0.000  2025  756,654  941,662 

     $ 31,689,711 $ 32,978,381 
 

The Cooperative has executed a revolving line of credit agreement, including a note payable, with 

CFC in the amount of $5,000,000.  At June 30, 2016 and 2015, the Cooperative had repaid all 

borrowings against this line of credit.   
 

The following is a schedule of future loan principal maturities for each of the next five years and 

thereafter: 
 

         Fiscal Year 

      Ending June 30, 

 2017 $ 1,835,870 

 2018 1,510,951 

 2019 1,638,009 

 2020 1,877,134 

 2021 1,689,160 

 Thereafter  26,083,295 

  $ 34,634,419 
 

NOTE I   - EMPLOYEE BENEFITS 

 

RETIREMENT PLAN 

 

The Retirement Security Plan (RS Plan), sponsored by the National Rural Electric Cooperative 

Association (NRECA), is a defined benefit pension plan qualified under Section 401 and tax-exempt 

under Section 501(a) of the Internal Revenue Code.  It is considered a multi-employer 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 multi-employer 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. 
 

14 



NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE I   - EMPLOYEE BENEFITS (Continued) 

 

Tri-County Electric Membership Corporation’s contributions to the RS Plan in 2016 and in 2015 

represented less than 5 percent of the total contributions made to the RS Plan by all participating 

employers.  Tri-County Electric Membership Corporation made contributions to the RS Plan of 

$1,256,305 for 2016 and $1,154,153 for 2015.  There have been no significant changes that affect the 

comparability of 2016 and 2015 contributions. 
 

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, 2015 and over 80 percent funded on January 1, 2014 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. 
 

At the December 2012 meeting of the I&FS Committee of the NRECA Board of Directors, the 

Committee approved an option to allow participating cooperatives in the RS Plan to make a 

contribution prepayment and reduce future required contributions.  The prepayment amount is a 

cooperative’s share, as of January 1, 2013, of future contributions required to fund the RS Plan’s 

unfunded value of benefits earned to date using RS Plan actuarial valuation assumptions.  The 

prepayment amount will typically equal approximately 2.5 times a cooperative’s annual RS Plan 

required contribution as of January 1, 2013.  After making the prepayment, for most cooperatives the 

billing rate is reduced by approximately 25%, retroactive to January 1st of the year in which the 

amount is paid to the RS Plan.  The 25% differential in billing rates is expected to continue for 

approximately 15 years from January 1, 2013.  However changes in interest rates, asset returns and 

other plan experience different from expected, plan assumption changes and other factors may have an 

impact on the differential in billing rates and the 15 year period. 
 

ACCUMULATED POSTRETIREMENT BENEFITS 
 

The Cooperative sponsors a defined benefit plan that provides medical insurance coverage to retirees.  

The Cooperative pays a portion of the premiums for retirees hired prior to June 1999.  The employer 

makes no contributions to the plan above the benefits paid.  For purposes of the liability estimates, the 

substantive plan is assumed to be the same as the written plan.  The Cooperative has not funded this 

plan.  The plan was amended effective July 1, 2016 to allow all retirees to participate in the plan 

regardless of their hire date. 
 

No annual rate of increase in the per capita cost of covered health care benefits was used in the 

valuation as it was assumed that the Cooperative will pay the capped amount of $4,200 per year per 

employee.  The plan was amended effective July 1, 2016 to increase the capped amount per year per 

employee to $6,000. 

 

The net periodic benefit costs are spread to various work in process and administrative and general 

operating expense accounts based on labor.   
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NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE I   - EMPLOYEE BENEFITS (Continued) 

 

Net periodic benefit cost 

 2016 2015 

Service cost $ 27,778 $ 25,214 

Interest cost 220,679 241,949 

Amortization of prior service cost (11,242) (53,521) 

Amortization of net actuarial gain  107,274  290,090 

Net periodic benefit cost $ 344,489 $ 503,732 

 

Change in accumulated postretirement benefit obligation: 

  2016 2015 

Benefit obligation, start of year $ 5,605,364 $ 5,561,973 

Service cost 27,778 25,214 

Interest cost 220,679 241,949 

Actuarial gain (loss) 7,031 - 

Benefits paid  (221,557)  (223,772) 

Benefit obligation, end of year $ 5,639,295 $ 5,605,364 
 

Funded status at end of year: 

  2016 2015 

Accumulated postretirement benefit obligation $ (5,639,295) $ (5,605,364) 

Plan assets  -  - 

Funded status at end of year $ (5,639,295) $ (5,605,364) 
 

Amounts recognized in the comparative balance sheet consist of: 

  2016  2015 

Postretirement benefit obligation $ 5,639,295 $ 5,605,364 
 

Net actuarial (gain)/loss and prior service cost or credit recognized in other comprehensive income for 

the year ended June 30, 2016: 

 

Actuarial gain/(loss) due to experience $ (7,031) 
 

Amounts reclassified out of accumulated other comprehensive income into net periodic benefit cost for 

the year ended June 30, 2016 
 

Amortization of prior service cost $ (11,242) 

Amortization of actuarial (gain)/loss  107,274 

  $ 96,032 
 

Amounts included in accumulated other comprehensive income that have not been recognized in net 

periodic benefit cost: 
 

Actuarial loss $ 1,217,756 
 

Amounts included in accumulated other comprehensive income at June 30, 2016, expected to be 

recognized in net periodic benefit cost during the year ended June 30, 2017: 
 

Amortization of actuarial (gain)/loss $ 30,731 
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NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE I   - EMPLOYEE BENEFITS (Continued) 

 

Weighted-average assumptions as of and for years ended June 30: 

 2016 2015 

 Discount rate  4.0 % 4.5% 

Expected return on plan assets    n/a  n/a 
 

Schedule of Estimated Future Benefit Payments 
 

2017 $ 364,954 

2018  394,191 

2019  423,302 

2020  452,801 

2021  479,271 

2022-2026  2,705,976 
 

SAVINGS PLAN 

 

The Cooperative has a Retirement Savings Plan for all employees who are eligible to participate in the 

Cooperative's benefit programs.  The plan allows participants to make contributions by salary 

reduction, pursuant to Section 401(k) of the Internal Revenue Code.  The Cooperative will match 50% 

of contributions of each participant up to 3% of the participant's base compensation.  The Cooperative 

contributed $112,479 in 2015 and $114,187 in 2016.  Participants vest immediately in their 

contributions and the contributions of the Cooperative. 
 

NOTE J  -  COMMITMENT 

 

On July 18, 1979, the Cooperative entered into a 20 year "Power Contract" with the TVA.  Under the 

terms of the contract, the Cooperative is to purchase its entire power requirements from the TVA.  The 

contract has been subsequently extended and amended to allow Tri-County Electric or the TVA to 

terminate the power contract with not less than five (5) years written notice.  However, the termination 

notice cannot be given earlier than five (5) years from the effective date of the amendment.  

Additionally, following the termination of the agreement according to terms of the power contract, as 

amended, the Cooperative will not be obligated for any unrecovered investment (stranded cost) by the 

TVA. 
 

NOTE K  -  RISK MANAGEMENT 

 

The Cooperative is exposed to various risks of loss related to torts; theft of, damage to and destruction 

of assets; errors and omissions; injuries to employees; and natural disasters.  The Cooperative is 

frequently involved in various claims and disputes, none of which are considered material and which, 

for the most part, are normal to the Cooperative’s business and covered by commercial insurance.  

Management and their counsel are of the opinion that any liabilities resulting from such claims and 

disputes will not have a material effect on the Cooperative’s financial position. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE L  -  SIGNIFICANT CONCENTRATIONS OF CREDIT RISK (Continued) 
 

Financial instruments that potentially subject the Corporation to credit risk consist of receivables from 

customers.  The Corporation serves primarily industries and rural consumers in Tennessee and 

Kentucky, including the counties of Clay, Macon, Trousdale, and Sumner counties in Tennessee and 

Allen, Cumberland, Metcalfe, and Monroe counties in Kentucky and grants credit to its 51,830 

consumers, which at June 30, 2016, totaled $5,372,954.  Deposits from these consumers totaling 

$2,522,304 are held as security for these accounts receivable. 

 

On June 30, 2016, the Corporation was the owner of $1,702,782 in Capital Term Certificates and 

$5,427,000 in Commercial Paper Notes issued by National Rural Utilities Cooperative Finance 

Corporation.  As of this same date, the Corporation was obligated to NRUCFC in the amount of 

$2,944,708.  The Corporation does not require collateral to secure its investments in these financial 

instruments. 
 

From time to time, the Corporation has on deposit in financial institutions funds that total in excess of 

the insured maximum of $250,000.  As of June 30, 2016, this risk amount, based on bank balances, 

was $928,567.  However, this at risk amount is subject to significant daily fluctuations throughout the 

year. 
 

NOTE M  -  ENVIRONMENTAL CONTINGENCY 

 

From time to time in the normal course of operations, the Corporation is required to work with and 

handle PCBs, herbicides, automotive fluids, lubricants and other hazardous materials.  As a result, 

there is the possibility that environmental conditions may arise which would require the Corporation to 

incur clean-up costs.  The likelihood of such an event or the amounts of such costs, if any, cannot be 

determined at this time.  The costs of prior clean ups have been relatively minor, and management 

does not believe such future costs, if any, would materially affect the Corporation's financial position 

or results of its operations. 
 

NOTE N  -  FAIR VALUE OF FINANCIAL INSTRUMENTS 

 

The Cooperative’s financial instruments include cash, cash equivalents, capital term certificates, 

restricted cash, and notes payable. 
 

The fair market values of cash and cash equivalents approximated carrying values because of the 

short-term nature of these instruments.  The carrying values of the capital term certificates are 

considered to be their fair values as they represent an ownership interest in member-owned institutions 

and do not have a market for exchange. 
 

The assumptions used in determining the fair value of long-term variable interest rate debt is that the 

fair value approximates the carrying value as the debt reprices to market interest rates.  Fair value of 

long-term fixed interest rate debt is calculated to be the discounted cash flows of the debt based upon 

long-term fixed interest rates that could be obtained.  At June 30, 2016 and 2015, the carrying value 

approximates the estimated fair value. 
 

NOTE O  -  RESTRICTED INVESTMENT 
 

The Cooperative had $10,468,743 and $9,475,367 on deposit with RUS as of June 30, 2016 and 2015, 

respectively.  These funds are held as part of RUS’s cushion of credit program, earn interest at a rate of 

5%, cannot be withdrawn on demand, and can only be used to make scheduled payments on RUS 

loans. 
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NOTES TO FINANCIAL STATEMENTS (Continued) 

TRI-COUNTY ELECTRIC MEMBERSHIP CORPORATION 

June 30, 2016 and 2015 

 

NOTE P  -  PRIOR PERIOD ADJUSTMENT 
 

During the year ended June 30, 2016, the Cooperative received an invoice for Right-of-Way 

maintenance that was performed in June of 2015.  This resulted in the accounts payable and operating 

expenses being understated by $144,949 as of June 30, 2015. 

 

During the year ended June 30, 2016, the Cooperative determined that errors were made in calculating 

and recording the accumulated postretirement benefit obligation and the related accumulated other 

comprehensive income.  This resulted in the earnings reinvested in system assets being understated by 

$16,487 as of June 30, 2015. 
 

A summary of this correction follows: 
 

 As previously 

  reported  As restated Effect of change 

Earnings reinvested in system  

assets as of June 30, 2014 $ 103,362,559 $ 103,379,046 $ 16,487 
 

Operating revenues  114,782,124  114,782,124  -  

Operating expenses (110,389,485) (110,534,434) 144,949 

Other income 482,633 482,633 - 

Other deductions  (1,366,086)  (1,366,086)  - 

Net earnings  3,509,186  3,364,237  (144,949) 
 

Earnings reinvested in system   

assets as of June 30, 2015 $ 106,871,745 $ 106,743,283 $ (128,462) 
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514 Elm Street, P. O. Box 745 

Shelbyville, Tennessee  37162 

 

 

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER  

FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS  

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN  

ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 

 

 
Board of Directors 

Tri-County Electric Membership Corporation 
 

We have audited, in accordance with the auditing standards generally accepted in the United States of America 

and the standards applicable to financial audits contained in Government Auditing Standards issued by the 

Comptroller General of the United States, the financial statements of Tri-County Electric Membership 

Corporation as of and for the years ended June 30, 2016, and the related notes to the financial statements, and 

have issued our report thereon dated October 24, 2016. 
 

Internal Control Over Financial Reporting 
 

In planning and performing our audit of the financial statements, we considered Tri-County Electric Membership 

Corporation’s internal control over financial reporting (internal control) to determine the audit procedures that are 

appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but not for 

the purpose of expressing an opinion on the effectiveness of Tri-County Electric Membership Corporation’s 

internal control. Accordingly, we do not express an opinion on the effectiveness of Tri-County Electric 

Membership Corporation’s internal control. 
 

A deficiency in internal control exists when the design or operation of a control does not allow management or 

employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, 

misstatements on a timely basis.  A material weakness is a deficiency, or a combination of deficiencies, in internal 

control such that there is a reasonable possibility that a material misstatement of the financial statements will not 

be prevented, or detected and corrected on a timely basis.  A significant deficiency is a deficiency, or a 

combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough 

to merit attention by those charged with governance. 
 

Our consideration of internal control was for the limited purpose described in the first paragraph of this section 

and was not designed to identify all deficiencies in internal control that might be material weaknesses or 

significant deficiencies.  Given these limitations, during our audit we did not identify any deficiencies in internal 

control that we consider to be material weaknesses.  However, material weaknesses may exist that have not been 

identified. 
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Compliance and Other Matters 
 

As part of obtaining reasonable assurance about whether Tri-County Electric Membership Corporation’s financial 

statements are free from material misstatement, we performed tests of its compliance with certain provisions of 

laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 

effect on the determination of financial statement amounts.  However, providing an opinion on compliance with 

those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.  The 

results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under 

Government Auditing Standards. 
 

Purpose of this Report 
 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the 

results of that testing, and not to provide an opinion on the effectiveness of the entity's internal control or on 

compliance.  This report is an integral part of an audit performed in accordance with Government Auditing 

Standards in considering the entity's internal control and compliance.  Accordingly, this communication is not 

suitable for any other purpose.  

 

                                       
 

October 24, 2016 
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514 Elm Street, P. O. Box 745 

Shelbyville, Tennessee  37162 
 
  

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH ASPECTS 

OF CONTRACTUAL AGREEMENTS AND REGULATORY REQUIREMENTS 

FOR ELECTRIC BORROWERS 

 

 
Board of Directors 

Tri-County Electric Membership Corporation 
 

We have audited, in accordance with auditing standards generally accepted in the United States of America and 

the standards applicable to financial audits contained in Government Auditing Standards issued by the 

Comptroller General of the United States, the financial statements of Tri-County Electric Membership 

Corporation (TCEMC), which comprise the balance sheet as of June 30, 2016, and the related statements of 

income, comprehensive income, equities, and cash flows for the year then ended, and the related notes to the 

financial statements, and have issued our report thereon dated October 24, 2016.  In accordance with Government 

Auditing Standards, we have also issued our report dated October 24, 2016, on our consideration of TCEMC’s 

internal control over financial reporting and on our tests of its compliance with certain provisions of laws, 

regulations, contracts and grant agreements and other matters.  No reports other than the reports referred to above 

have been furnished to management. 

 

In connection with our audit, nothing came to our attention that caused us to believe that TCEMC failed to 

comply with the terms, covenants, provisions, or conditions of their loan, grant, and security instruments as set 

forth in 7 CFR Part 1773, Policy on Audits of Rural Utilities Service Borrowers, §1773.33 and clarified in the 

RUS policy memorandum dated February 7, 2014, insofar as they relate to accounting matters as enumerated 

below.  However, our audit was not directed primarily toward obtaining knowledge of noncompliance.  

Accordingly, had we performed additional procedures, other matters may have come to our attention regarding 

TCEMC’s noncompliance with the above-referenced terms, covenants, provisions, or conditions of the 

contractual agreements and regulatory requirements, insofar as they relate to accounting matters.  In connection 

with our audit, we noted no matters regarding TCEMC’s accounting and records to indicate that TCEMC did not: 
 

Maintain adequate and effective accounting procedures; 
 

Utilize adequate and fair methods for accumulating and recording labor, material, and overhead costs, and the 

distribution of these costs to construction, retirement, and maintenance or other expense accounts; 
 

Reconcile continuing property records to the controlling general ledger plant accounts; 
 

Clear construction accounts and accrue depreciation on completed construction; 
 

Record and properly price the retirement of plant; 
 

Seek approval of the sale, lease or transfer of capital assets and disposition of proceeds for the sale or lease of 

plant, material, or scrap; 
 

Maintain adequate control over materials and supplies; 
 

Prepare accurate and timely Financial and Operating Reports; 
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Obtain written RUS approval to enter into any contract for the management, operation, or maintenance of the 

borrower’s system if the contract covers all or substantially all of the electric system; 
 

Disclose material related party transactions in the financial statements, in accordance with requirements for 

related parties in generally accepted accounting principles; 
 

Record depreciation in accordance with RUS requirements (See RUS Bulletin 183-1, Depreciation Rates and 

Procedures); 
 

Comply with the requirements for the detailed schedule of deferred debits and deferred credits (located below); 

and 
 

 DETAILED SCHEDULE OF DEFERRED DEBITS AND DEFERRED CREDITS 

   

 Deferred debits consisted of the following: 
   
 RS plan prepayment $ 2,262,001 

 Unamortized debt service  666,010 

 Deferred pension costs  419,693 

 $ 3,347,704  
 

Comply with the requirements for the detailed schedule of investments (located below). 

 
 DETAILED SCHEDULE OF INVESTMENTS 

   

 As of June 30, 2016, the Tri-County Electric Membership Corporation had no investments as 

defined in 7 CFR 1773.33(i). 

 

This report is intended solely for the information and use of the board of directors, management, and the RUS and 

supplemental lenders and is not intended to be and should not be used by anyone other than these specified 

parties.  However, this report is a matter of public record and its distribution is not limited. 

   

 
 
October 24, 2016 
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