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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

[0 the Members and Board of Directors of Dairyland Power Co« perative

We have audited the accompanying consolidated balance sheets of Dairvland Power

t b
Cooperative (a Wisconsin cooperative) and Subsidiaries as of December 31, 1996 and 1995, and
the related consolidated statements of revenues, expenses and patronage capital and cash flows

[ : for the years then ended. These financial statements are the responsibility of the Cooperative’s
l management. Our responsibility is to express an opinion on these financial statements based
on our audits

We conducted our audits in accordance with generally accepted auditing standards and the
standards for financial audits contained in Government Auditing Standards (1994 Revision),
issued by the Comptroller General of the United States. Those standards require that we plan
and perforn: the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion

In our opinion, the financial statements referred to above present fairly, in all material respects
the financial position of Dairyland Power Cooperative and Subsidiaries as of December 31, 1996
and 1995, and the resulits of their revenues, expenses and patronage capital and their cash flows
for the years then ended in conformity with generally accepted accounting principles

In accordance with Government Auditing Standards, we have also issued a report on our
consiceration >f the Cooperative’s internal control structure and a report on its compliance
v with iaws and s :, ulations, both dated February 28, 1997

ARTHUR ANDERSEN LLP

Minneapolis, Minnesota
February 28, 1997




DAIRYLAND POWER COOPERATIVE AND SUBSIDIARIES

Consolidated Balance Sheets

Decermnber 31

(In Thousands)

ASSETS R RO CAPITALIZATION AND LIABILITIES 199¢ 199¢
ELECTRIC PLANT CAPITALIZATION
"!\n' v"h'lnl|‘lyl\'vy'-.l -y'L~_|'»“I et ‘(\f‘.,'_ 146 ",ﬁ‘.'\(‘y." Member \"‘{[“""""' Juities

Less- Accumulated depreciation (232,029 (315.139) Membership fees s X 8 11
Nuclear decommissioning trust (Notes 1 a4, 36,925 Patronage capital 87.184 90,262

314,708

591

304,286

Net unrealized gain on marketable

securities (Notes 1 and 2) 148 1.402
Construction work in progress 10,711 16,889 . -
. —_— ———————- Total member and patron equities 87,343 91,675
'n\L\l»h,’.‘\. ;‘Iuﬂ 3 5.419 “,1.17,\
o e T S Long-term obligations 334 18R 316,899
OTHER ASSETS - it
Marketable securities (Notes 1 and 52.435 61,294 Inlz?,H‘;»nv.l-,-)-“n: 421.531 408.574
Feconomic development loans and other investments 9.82: 4,664
Investments m \;uty?h rm cerhificate< of National Rural
: DEFERRED CREDITS )2 21,788
Litilities ( YOPE rative Finance Corporation 9 856 9 _RSH EFERRED CREDIT 4,6: 21 65
Pollution Control Bond proceeds on yosit with trustes 2,291 2.140
Deferred charges 14,22 24,239 COMMITMENTS AND CONTINGENCIES (Note 7)

Total other assets

—_— — CURRENT LIABILITIES
URRENT ASSETS Cusvent maturities of long-term dbiisations 13178 's aga
Cash and cash equivalents 1,115 2,093 Short-term borrowings 16,000 10,500
Accounts receivable Advances from member ooperatives 1.656 723
Energy sales 16.336 15,821 Accounts payable ; 934 9 492

Other 2,894 a0¢ Accrued expenses

Inventones, at average cost Pavroll and vacation pay 5 264 4.565
Fossil fuels 29,629 24,755 Taxes 202 1.963
Materials and supplies 9,220 9,925 Interest 76 4,235
I'repaid expenses 835 1,062 Other 1.921 2.030
Total current assets 60,029 54,562 Total current habilities 47.922 47 591
$474 075 $477.930 $474 075 $477.930

The a ompanying notes are an integral part

of these consolidated balance sheets




DAIRYLAND POWER COOPERATIVE AND SUBSIDIARIES
Consolidated Statements of Revenues, Expenses an<! Patronage Capital
For the Years Ended December 31

(In Thousands)

OPERATING REVENUES
Sales of electric energy $182,282
Other

165, 343

Total operating revenues 186,089

OPERATING EXPENSES
Fuel 47,235 54,762
Purchased and interchanged power 45.295 17,922
p

,608 36,235
Maintenance 13,281 10,922

Other operating expenses

Depreciation and amortization 21,970 22,068

‘ “

laxes, ot} than income 7,856 7,669

¥

[otal operating expences 170,245 149,578

Operating margin before interest and other deductions 15,844 15,765

INTEREST AND OTHER DEDUCTIONS (INCOME)
Interest 20,844 20,363
Other, net (245%)

Iotal interest and other deductions 20,599 20,3

Operating deficit ,75%) (4,610)
NONOPERATING MARGIN principally investment income ), 77 , 720
Net margin  D1¢ 3,110

PATRONAGE CAPITAL, beginning of year 00 . 262 87.474
Retirement of capital credits (5 (322)

PATRONAGE CAPITAL, end of year, including margins assignable of
$2,019 and $3,110

I'he accompanying notes are an integral part of these consolidated financial statements




DAIRYLAND POWER COOPERATIVE AND SUBSIDIARIES
Consolidated Statements of Cash Flows
For the Years Ended December 31

(In Thousands)

1995

OPERATING ACTIVITIES
Net margin 2N $ 3,110
Adjustments to reconcile net margin to net cash provided by
nprratlmr_ activities-
Depreciation and amortization
Other
Changes in current operating elements
Accounts receivable
'nventories
Prepaid expenses
Accounts payable

Accrued expenses

Net cash provided by operating activities

INVESTING ACTIVITIES

Electric plant additions 15.957)

) e2/ )

(
Purchase of investments 429) (11,690)

Sale of investments 2,202 16,880
Advances to nuclear decommissioning trust 5.3 (6,077)
Proceeds from sale of }-Lm(

Additions to deferred charges

Net cash used in investing activities (32,772) (16,84

FINANCING ACTIVITIES
Short-term borrowings, net 5,500 6,650
Borrowings under long-term obligations 34,372 5,000
Repayments of long-term obligations (16,988) (16,908)
Retirement of capital credits (5,097) (322)
Funds refunded under cost sharing agreement, net (1,900)
Advances to member cooperatives (1,067) (381)

790
{

\t‘t“nhf‘}u\nh'dl"\ (used in) financing activities 16,72 (7,861)

Net decrease in cash and cash equivalents (978)

CASH AND CASH EQUIVALENT"
Beginning of year 2 093

End of vear

SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid for interest, net of amounts capitalized

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




DAIRYLAND POWER COOPERATIVE AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31, 1996 and 1995

Nature of Business and Summary of Significant Accounting Policies:
Organization and Business

Dairyland Power ( ooperative (the Cooperative) is an electric generation and transmission
cooperative association organized under the laws of Wisconsin and Minnesota. The
Cooperative, whose principal offices are located in Wisconsin, provides wholesale electric
service to Class A members engaged in the retail sale of electricity to member censumers
located in Wisconsin, Minnesota, lowa, [llinois and Michigan and provides electric and other

services to Class C, D and E members

I'he accounting records of the Cooperative are maintained in accordance with the uniform
system of accounts prescribed by the Federal Energy Regulatory Commission as adopted by the
Rural Utilities Service (RUS), the Cooperative’s principal regulatory agency

Ettective January 1, 1996, the ( ooperative entered into an integrated generation alliance
agreement with Cooperative FPower (CP). This agreement integrates the power generation
capabilities of the Cooperative and CP, leading to increased efficiency of both entities power

generation systems and reduced operational costs

During 1995, the ( ooperative, along with 12 other utilities, invested in the Mescalero Project
(the Project) for the purpose of establishing a site to store spent nuclear fuel. During 1996, the
Cooperative abandoned the Project, wrote off its investment of $365,000, and invested along

with the same 12 other utilities, $407,000 in Private Fuel Storage LLC for the same purpose
Principles of Consolidation
F

T'he consolidated financial statements include the accounts of the ( ooperative and its wholly

owned subsidiaries, Curtis Telecommunications, Inc. and Genoa FuelTech, Inc. All

intercompany balances and transactions have been eliminated in consolidation
Income Taxes

I'he Cooperative is generally ex: trom federal and state income taxes and, accordingly, no

provision ror such taxes is recorded in the consolidated financial statements
Property Additions

I'he cost of renewals and betterments of units of property (as distinguished from minor items of

property) is charged to electric plant accounts. The cost ut units of property retired, sold or

otherwise dl‘}‘d\t'«.i of, plus removal costs, less salvage, is charged to accumulated dt';‘“u 1lation
No profit or loss is recognized onnection with ordinary retirements of property units
Maintenance and repair costs and replacement and renewal of minor items of property are

charged to operating expenses
g




Depreciation

Depreciation is provided based on the st aight-line m~thod at rates which are designed to
amortize the original cost of properties o\ °r their e<.imated useful lives and includes a
provision for the cost of removing and decommissioning the properties. The provision for
depreciation averaged 3.9% of depreciable plant balances in 1996 and 1995

Allowance for Funds Used During Construction

Allowance for funds used during construction represents the cost of external and internal funds
used for construction purposes and is capitalized as a component of electric plant. The amount
of such allowance is included in interest and other deductions approximated $674,000 in 1996
and $299,000 in 1995; and is determined by applying a rate (6.5% in 1996 and 5% in 1995) to

certain electric plant additions under construction
Cash and Cash Equivalents

Cash equivalents include all highly liquid investments with original maturities of three months
or less. Cash and cash equivalents consist primarily of commercial paper, stated at market
which approximates cost. The Cooperative classifies certain cash and cash equivalents as
investments when they relate to trust funds held for long-term purposes (see Note 2)

Investments

Investments in marketable debt and equity securities are classified as held-to-maturity-
securities purchased with positive intent and ability to hold to maturity; trading—securities
bought with the intention of selling in the near term to generate a profit; or available-for-sale—
securities not classified as trading or held-to-maturity. Securities classified as held-to-maturity
are reported at amortized cost; securities classified as trading are reported at fair value, with
unrealized gains and losses included in nonoperating margin; and securities classified as
available-for-sale are reported at fair value, with unrealized gains and losses excluded from
margins and reported as a separate component of member and patron equities

At December 31, 1996 and 1995, all marketable equity and debt securities have been categorized
as available-for-sale and, as a result, are stated at fair value. Unrealized holding gains and
losses are included as a component of member and patron equities unti! realized

Regulatory Assets

I'he Cooperative’s accounting policies and the accompanying consolidated financial statements
contorm to generally accepted accounting principles applicable to electric cooperatives in
accordance with Statement of Financial Accounting Standards (SFAS) No. 71, “Accounting for
Certain Types of Regulation.” In the event that a portion of the Cooperative’s operations is no
tonger subject to the provisions of SFAS No. 71 as a result of the effects of « ompetition, the
Cooperative could be required to determine any impairment to assets and write down the
assets to their fair value

Si AS No I:]x -'\LLHL:L!H!L’ {81 ﬂl\’ l'llp‘lif!'ht‘rlf of ll’ﬂ}i'l i\(‘d Assets and for | NH'L'-!. )‘\td
Assets to Be Disposed Of,” which became effective for 1996, establishes accounting standards
for the recognition of impairment of long-lived assets. SFAS No. 121 also requires that

regulatory assets which are no longer probable of recovery through future revenues be charged




to earnings. Initial m!u;vhnn of the provisions of SFAS No. 121 did not have a material effect on

the ( ooperative s finan 1al position o1 results of operations

During 1996, the Cooperative entered into a settiement agreement with one of its coal suppliers
to buy out the remainder of its contract by making a lump-sum payment in December 1996 to

fulfill this obligation. In May 1996, the ( ooperative also sold a nonoperating coal-fired electric

generating plant to an unrelated third party. The gain recognized from the sale of the plant and

the amount of the coal contract settlements have been deferred and are being recovered in

service rates over three vears

In 1996, the Cooperative’s board of directors authorized a plan whereby all regulatory assets or
liabilities reflected as deferred charges or credits would be accumulated and recovered in
service rates over a period no longer than three years. Accordingly, previously deferred
charges consisting primarily of coal contract settlements, debt repricing penalties and early
retirement costs totaling $24,764 were recognized as extraordinary expense. Deferred credits
consisting primarily of advanced transmission payments and the gain from the sale of plant
totaling $24,764 were recognized as extraordinary income. Remaining deferred charges of
$7,879 are being amortized to expense with appropriate recognition in service revenues over
the next three years. The net impact of the extraordinary items had no impact on the statement

of revenues, expenses and patronage capital and, therefore, are not shown on this statement
Revenue Recognition

Revenue from electric energy deliveries is recognized when such electric ¢ nergy is delivered
Use of Estimates

'he 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 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




New Accounting Pronounceinent

Effective January 1, 199 the Cooperative w ill adopt the provisions of Statement of Position
(SOP) 96-1, “Env ironmental Remediation Liabilities.” This statement pros ides authoritative
guidance for the recognition, measurement, dispiay and disc losure of environmental
remediation liabilities in financial statements Adoption of these provisions is not expec ted to
have a material impact on the Cooperative s financial position o1 results of operations

2. Marketable Secu rities:

Investments classitied as a ailable-for-sale, including the nuclear decommissioning tr ust, at

December 31 include the following (in thousands)

199¢

Fair
4\ N.}ldt

Cash and cash equiv alents $ 6,082
U.S. government securnties 48,222
C Urpur’,\h‘ bonds 24,983
Common stock 17,739

$97,026

Since the Cooperative intends t . »djust rates in the future to reflect changes n the market value

of investments held in its nuclear decommissioning trust unrealized gains of $4,622,000 and
$2 534,000 at December 31, 1996 and 1995, respectively, on these investments are included in

deferred crea:ts

[he contractual maturities of marketable debt securities which include U.S. government

securities and corporate bonds, at December 31, 1996, were as follows (in thousands)

} air
Value

Due within one year $12,823
Due after one year through five years 34,071
Due after five years through ten years

Due after ten years




Gross unrealized gains and losses at December 31 (excluding investments in the nuclear

decommussioning trust) were as follows (in thousands

Unrealized gains $1,480
Unrealized losses (78)

Net $148 $1,402

Unrealized gains and losses during 1996 and 1995 were as follows (in thousands)

1996 1995

Net unrealized gain (loss) at beginning of vear $1,402 $(1,913)
3,31

£
)

Net unrealized gain (loss) during year (1,254)

Net unrealized gain at end of vear $ 148 1.402

Information regarding the sale of marketable securities classified as available-for-sale for the

years ended December 31 is as follows (in thousands)

Proceeds from sale of securities (substantially all of
which have been reinvested)
Realized gains

I\‘(‘dll/(‘d I ISSES

For the purposes of determining gross unrealized gains and losses, the cost of securities sold is

based upon specific identification
3. Lines of Credit

I'o provide interim financing, the Cooperative has arranged lines of credit aggregating
$35 million, principally through the National Rural Utilities Cooperative Finance ( orporatior

(NRUCFC) at a rate no greater than prime plus 1%. Borrowings outstanding were $16 million

at December 31, 1996 and $10.5 million at December 31, 1995. Average borrowings outstanding
were $12 million in 1996 and $6.0 million in 1995. Compensatir.g balance requirements and

tees relating to the lines of credit were not significant in 1996 or 1995

I'he Cooperative also allows member ¢ ooperatives to prepay their power bills and pays interest
on these prepayments based on current short-term borrowing rates. Interest expense on
member cooperative advances ($385,000 in 1996 and $459,000 in 1995) has been included in

interest expenst




4. Long-Term Obligations:

Long-term obligations at December 31 consisted of the following (in thousands)

1996 1995
Federal Financing Bank obligations, 6.0% to 9.9 $207,858 $205,692
RUS obligations, 2' 31,720 36,753
RUS obligations, 5% 26,657 27,624
NRUCFC obligations, 6.4 2,046 2,694
NRUCFC intermediate loan, 6.4 33,304 10,704
City of Alma, Wisconsin, Pollution Control Bonds
Fixed rate, 5.9% 8,145 8,620
Adjustable rate, 4.0% at December 31, 1996 13,900 13,900
City of La Crosse, Wisconsin, Industrial Dey elopment Revenue Bonds
adjustable rate, 4.0% at December 31, 1996 4,160 4,160
Other, rates ranging from 4% to 8%, due in installments through 2025 18,576 18,835
346,366 328,982
Less- Current maturities (12,178) (12,083)
lT'otal long-term obligations $334,188 $316,899

Quarterly principal and interest payments on the long-term obligations to the Federal
Financing Bank (FFB) extend through 2021. Long-term obligations to the RUS are payable in
equai quarterly principal and interest installments through 2016. Princ ipal and interest
payments on the NRUCFC obligations are payable quarterly through 2001. The fixed rate
Pollution Control Bonds are payable in increasing annual amounts through 2008

I'he adjustable-rate Pollution Control Bonds and Industrial Dey elopment Revenue Bonds
mature in 2015 unless previously called for redemption. Bank letters of credit aggregating
$20 million, which expire in February 1997, have been issued on behalf of the Cooperative to
the trustee to provide funds for payment of principal of any such bonds redeemed or
repurchased prior to that date

Substantially all of the Cooperative’s assets are pledged as collateral for these obligations. The
Cooperative is required to and has maintained certain financial ratios related to earnings and
liquidity in accordance with the covenants of its loan agreements




Scheduled maturities of the Cooperative’s long-term obligations at December 31, 1996 were as

follows (in thousands)

Amount

$ 12,178
12,813

1999 23,781

[

13,122

4
1
-
/

:i)\ ) . |
2001 3,648
Thereafter 270,824

$346,366

5. Fair Value of Other Financial Instruments:

The fair value of the ( ooperative’s financial instruments other than marketable securities and
short-term borrowings, based on the similar rates for similar securities, is estimated to be as
follows at December 31 (in thousands)

1996 1995

Carrying Fair Carrying Fair
Value Value Value Value

Assets
Economic dey elopment loans and
other investments 2 3,413 4,664
Invrstments in capital term certificates
of NRUCK( 7,500 9,856
Pollution Control Bond proceeds on deposit
th trustee . 291 C 2,140

Liabilities
Long-term obligations 3 328,982

6. Retirement of Capital Credits:

I'he Cooperative’s board of directors has adopted a policy of retiring capital credits allocated to
members on a first-in, first-out basis so that at no time wiil the ooperative retain as patronage
capital any capital contributed or deposited more than 20 years prior to the current year
Accordingly, 1976 and 1975 capital credits were retired in 1996 and 1995 Implementation of
this policy is subject to annual review and approval by the board of directors and the RUS, and
no cash retirements are to be made which would impair the financial condition of the

( ooperative or \ iolate any terms of its agreements

Commitments and Contingencies:

The Cooperative’s estimated 1997 construction program is $28.6 million. | inancing of

r y &
construction is expected to be provided by borrowings from the FFB and internally generated
funds




I'he Cooperative has been named a defendant in several lawsuits and claims primarily related

to construction and operation of its electric plant. Although the outcome of these matters

cannot be determined at the present time, management and legal counsel believe these actions
can be successfully defended or resolved without a material effect on the financial position or

results of operations of the Cox perative
8. Pension Plan and Postretirement Benefits:

Pension benefits for substantially all employees are provided through participation in the
National Rural Electric ooperative Association (NRECA) Retirement and Security Program
Contributions are determined in accordance with the provisions of the program and are based
on the salaries, as defined, of each partic ipant. A moratorium on plan contributions was in
efiect from July 1, 1987 through October 1994 and was reinstated May 1, 1995. Accordingly
normal pension expense was substantially reduced in 1996 and 1995. Pension costs for this
pension plan were $732,00C and $1,182,000 in 1996 and 1995, respectively. As of January 1
1996, the date of the last available actuarial valuation, net assets of the plan exceeded the

actuarial present value of accumulated plan benefits

Effective January 1, 1995, the Cooperative offered a special early retirement plan (the 1995 Plan)
to employees meeting certain predetermined criteria. The incremental cost of benefits under
the 1995 Plan of $8.9 million was deferred and is being amortized to expense over three years
beginning in 1995, with appropriate recognition in rates charged to members for electric

service. The cost of these benefits will be funded through the NRECA Retirement and Security
Program, and the unpaid portion is included in long-term obligations in the accompanying

consolidated balance sheets
9. Nuclear Reactor:

I'he La Crosse Boiling Water Nuclear Reactor (LACBWR) was voluntarily removed from

service by the Cooperative effective April 30, 1987. The intent was to terminate operation of the
reactor and a “possession only” license was obtained from the Nuclear Regulatory Commission
in August 1987. The facility is in a “safe storage” status and is expected to remain so unti] at
least the year 2019, at which time decommissioning is expected to commence, although the
manner of decommissioning has not been determined. All LACBWR-related assets, totaling
$18.4 million, were transferred to a deferred charge in 1987 and are being amortized to
operating expense over a ten-year p«;rn-d ending in 1997, with appropriate recognition in rates

charged to members for electric service

The provision for depreciation to provide for the estimated costs of decommissioning the
nuclear generating facility is equal to the amounts contributed to the nuclear decommissioning
trust as well as the related earnings of the trust. The provision for the cost of decommissioning
was $5.8 million in 1996 and $6.0 million in 1995. The ( ooperative has adopted a policy of
funding decommuissioning costs currently, and the relited investments of $44.6 million are
included as a component of total electric plant, while the decommissioning reserve of $40.1
million is included in accumulated depreciation




