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Independent Auditor’s Report

The Board of Trustees
Arab Electric Cooperative, Inc.
Arab, Alabama

Report on the Financial Statements
We have audited the accompanying financial statements of Arab Electric Cooperative, Inc. (the
Cooperative), which comprise the balance sheets as of June 30, 2019 and 2018, and the related statements
of revenue, changes in 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.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Arab Electric Cooperative, Inc. as of June 30, 2019 and 2018, 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.

Montgomery, Alabama
October 25, 2019
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Arab Electric Cooperative, Inc.
Balance Sheets
At June 30, 2019 and 2018

Assets
2019
Utility Plant
Electric plant in service
Construction work-in-progress

$

Less accumulated provision for depreciation
Net utility plant
Other Assets and Investments
Investments in associated organizations
Advances to consumers
Total other assets and investments
Current Assets
Cash and cash equivalents
Accounts receivable
Customers, less provision for doubtful accounts
of $38,017 in 2019 and $112,474 in 2018
Other
Prepaid power
Materials and supplies
Other current and accrued assets
Total current assets
Total assets

$

50,558,497
198,945
50,757,442
23,369,510
27,387,932

2018
$

49,204,524
265,466
49,469,990
22,641,626
26,828,364

940,195
1,227,183
2,167,378

663,709
1,312,124
1,975,833

1,878,715

7,627,672

2,810,061
391,972
4,979,073
723,523
349,496
11,132,840
40,688,150

2,849,505
65,406

$

585,465
144,194
11,272,242
40,076,439

The accompanying notes are an integral part of these financial statements.
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Equities and Liabilities

2019
Equities
Memberships
Patronage capital
Total equities

Current Liabilities
Accounts payable
Purchased power
General
Consumer deposits
Accrued liabilities
Taxes
Other
Total current liabilities

Other Long-Term Liabilities
Tennessee Valley Authority advances
Total other long-term liabilities
Total liabilities
Total liabilities and equities

$

119,986
35,675,168
35,795,154

2018
$

121,056
34,756,491
34,877,547

260,685
2,911,585

549,616
61,236
2,791,693

452,074
45,680
3,670,024

463,065
19,757
3,885,367

1,222,972
1,222,972
4,892,996
$ 40,688,150

1,313,525
1,313,525
5,198,892
$ 40,076,439
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Arab Electric Cooperative, Inc.
Statements of Revenue
For the Years Ended June 30, 2019 and 2018

Operating Revenue

2019
$ 36,414,182

Operating Expenses
Cost of power
Distribution - operations
Distribution - maintenance
Accounting and collections
Administrative and general
Depreciation
Taxes
Total operating expenses

27,071,579
982,639
1,467,208
965,832
1,811,247
1,652,247
1,725,932
35,676,684

100.00%

2018
$ 36,116,836

100.00%

26,655,692
937,264
2,676,927
975,864
1,488,756
1,830,783
1,657,176
36,222,462

73.80%
2.60%
7.41%
2.70%
4.12%
5.07%
4.59%
100.29%

74.34%
2.70%
4.03%
2.65%
4.97%
4.54%
4.74%
97.97%

Net Operating Income (Loss)

737,498

2.03%

(105,626)

(0.29%)

Nonoperating Margins
Interest and patronage income
Interest expense
Total nonoperating margins
Net Margins for the Year

200,357
(19,178)
181,179
918,677

0.55%
(0.05%)
0.50%
2.53%

227,825

0.63%
0.00%
0.63%
0.34%

$

$

227,825
122,199

The accompanying notes are an integral part of these financial statements.
4

Arab Electric Cooperative, Inc.
Statements of Changes in Equity
For the Years Ended June 30, 2019 and 2018

Patronage
Balance at June 30, 2017
Net margin
Memberships, net
Balance at June 30, 2018
Net margin
Memberships, net
Balance at June 30, 2019

Memberships
128,237
$

$

Capital
34,634,292
122,199

(7,181)
121,056

$

(1,070)
119,986

34,756,491
918,677
$

35,675,168

Total
$ 34,762,529
122,199
(7,181)
34,877,547
918,677
(1,070)
$ 35,795,154

The accompanying notes are an integral part of these financial statements.
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Arab Electric Cooperative, Inc.
Statements of Cash Flows
For the Years Ended June 30, 2019 and 2018
Increase (Decrease) in Cash and Cash Equivalents

2019
Cash Flows From (Used For) Operating Activities
Net margins
Adjustments to reconcile net margins to net cash
provided by operating activities
Depreciation and amortization
Bad debt expense
Decrease (increase) in operating assets and
increase (decrease) in operating liabilities
Accounts receivable
Prepaid power
Materials and supplies
Other current and accrued assets
Accounts payable
Consumer deposits
Accrued liabilities
Net cash used for operating activities

918,677

$

$

1,652,247
70,552

Cash Flows From (Used For) Investing Activities
Purchases of property and equipment
Proceeds from investments
Conservation loans receivable, net
Net cash used for investing activities

Net Decrease in Cash and Cash Equivalents

122,199

1,830,783
215,948

(357,674)
(4,979,073)
(138,058)
(205,302)
(350,167)
119,892
14,932
(3,253,974)

170,689
83,417
(2,361,757)
(379,924)
(14,340)
(302,350)

(2,490,032)
1,731
84,941
(2,403,360)

(1,246,413)
24,414
38,723
(1,183,276)

(90,553)
(1,070)
(91,623)

(3,899)
(7,181)
(11,080)

(5,748,957)

(1,496,706)

7,627,672
1,878,715

9,124,378
7,627,672

Cash Flows Used For Financing Activities
Advance for conservation loans, net
Membership fees, net
Net cash used for financing activities

Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

2018

$

30,635

$

The accompanying notes are an integral part of these financial statements.
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Arab Electric Cooperative, Inc.
Notes to Financial Statements
June 30, 2019 and 2018
Note 1 - Summary of Significant Accounting Policies
Organization and Reporting Entity - Arab Electric Cooperative, Inc. (the Cooperative) was incorporated as
a public corporation in April 1947, under the provisions of Sections 31 to 59, inclusive, of title 18, Chapter
3 of the Code of Alabama of 1940 and is exempt from federal income taxes as a 501(c)(12) organization
under the provisions of the Internal Revenue code. Arab Electric Cooperative, Inc. owns and operates the
electric distribution systems in accordance with a contract between the Cooperative and the Tennessee
Valley Authority (TVA) and purchases electric energy from the TVA for distribution to its customers. The
Cooperative’s customer base consists of residents in the Arab, Alabama area. The primary source of
revenue is fees collected from customers for utility services. The Cooperative does not distribute net
income to the members of the Cooperative in the form of patronage dividends. The Cooperative elects
nine trustees from its membership to serve as the Board of Trustees.
Basis of accounting - The accounting records of the Cooperative are maintained in accordance with the
Uniform System of Accounts prescribed by the Rural Utilities Service (RUS). As a result, the application of
accounting principles generally accepted in the United States of America by the Cooperative differs in
certain respects from the application of those principles by nonregulated enterprises. Such differences
primarily concern the recognition of gains and losses on the retirement of assets. The more significant
policies of the Cooperative are described below.
Regulation - As a regulated enterprise with a member-elected Board of Trustees, the Cooperative accounts
for such regulation under professional accounting standards ASC 980, Regulated Operations. The
accounting policies followed by the Cooperative are in conformity with generally accepted accounting
principles as they apply to a regulated electric utility. The rates are regulated by the TVA and are designed
to recover the cost of providing electric distribution to members of the Cooperative.
Utility plant - Utility plant is recorded at cost. Additions and improvements that extend the life of an asset
are capitalized. Expenditures for repairs and maintenance are charged against income. Depreciation is
computed on the composite rate method at rates recommended by the TVA. Retirements of utility plant
have been charged to the accumulated depreciation accounts at the original cost of the assets plus cost of
removal. Salvage value of the retired utility plant is credited to the accumulated depreciation accounts.
Investments - Investments in associated organizations represent cooperative capital credits from the
Cooperative’s suppliers and debt capital. Investments in associated organizations are recorded at cost.
Cash equivalents - The Cooperative considers all highly liquid investments with a maturity of three months
or less when purchased to be cash equivalents.
Accounts receivable - The Cooperative extends unsecured credit to its customers in the ordinary course of
business.
Accounts receivable represent amounts due from local businesses and individuals
predominantly located in the Arab, Alabama area. Trade receivables are carried at the original invoice
amount less an estimate made for doubtful accounts based on a review of all outstanding amounts on a
monthly basis. Trade receivables are written off when deemed uncollectible. Recoveries of trade
receivables previously written off are recorded when received.
Inventories - Inventories of materials and supplies are priced at the lower of cost or market. Cost is
determined by the average cost as computed using the first-in, first-out (FIFO) method.
Recognition of electric revenue and cost - Revenue recognition is based on monthly customer billing. The
Cooperative does not accrue unbilled revenues or record the liability for purchased power from the most
recent meter reading dates to the end of the year.
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Arab Electric Cooperative, Inc.
Notes to Financial Statements
June 30, 2019 and 2018
Income taxes - The Cooperative is exempt from income taxes under Internal Revenue Code Section
501(c)(12). Management evaluated the Cooperative’s tax positions and concluded that the Cooperative
had taken no uncertain tax positions that require adjustment to the financial statements.
Use of estimates - The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that
affect certain reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.
New Accounting Pronouncements - In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts
with Customers (Topic 606). ASU 2014-09 was issued to provide a framework for addressing revenue
recognition issues and, upon its effective date, replaces almost all existing revenue recognition guidance
in current accounting principles generally accepted in the United States of America. ASU 2014-09 is
effective for reporting periods beginning after December 15, 2018. The Cooperative is currently evaluating
the effect that the standard will have on the financial statements.
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The guidance in this ASU
supersedes the leasing guidance in Topic 840, Leases. Under the new guidance, lessees are required to
recognize lease assets and lease liabilities on the balance sheet for all leases with terms longer than 12
months. Leases will be classified as either finance or operating, with classification affecting the pattern of
expense recognition in the income statement. The new standard is effective for fiscal years beginning after
December 15, 2019, including interim periods within those fiscal years. A modified retrospective transition
approach is required for lessees for capital and operating leases existing at, or entered into after, the
beginning of the earliest comparative period presented in the financial statements, with certain practical
expedients available. The Cooperative is currently evaluating the effect that the standard will have on the
financial statements.
Note 2 - Cash and Cash Equivalents
The Cooperative maintains cash and cash equivalents in various banks located in Alabama, which at times
may exceed federally insured limits. The Cooperative had approximately, $1,798,000 and $7,319,000 of
cash over the federally insured limit with one Alabama bank at June 30, 2019 and 2018, respectively. The
Cooperative has entered into a master repurchase agreements with this bank to invest in obligations of the
U.S. Treasury to provide security for deposits with the bank. Securities were pledged to insure deposits
over $250,000. The Cooperative has not experienced any losses in such accounts. The Cooperative
believes it is not exposed to any significant credit risk on cash and cash equivalents.
Note 3 - Investments in Associated Organizations
Investments in associated organizations consist of the following at June 30, 2019 and 2018:

Investment in NRUCFC capital term certificates
GRESCO patronage capital allocation
Other
Totals

$

$

2019
357,432
408,318
174,445
940,195

$

$

2018
357,432
194,413
111,864
663,709
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Arab Electric Cooperative, Inc.
Notes to Financial Statements
June 30, 2019 and 2018
Note 4 - Utility Plant and Depreciation
Listed below are the major classes of the utility plant and estimated annual rates used to compute
depreciation for financial reporting purposes as of June 30, 2019 and 2018:

Plant Balances
Distribution Plant
General Plant
Structures
Office furniture and equipment
Transportation
Communication
Tools and work equipment
Other miscellaneous equipment
Land and rights
Totals

$

2019
47,023,906

$

957,175
204,771
1,573,701
104,168
446,482
60,381
187,913
50,558,497

$

2018
45,572,361

$

954,278
548,597
1,477,151
104,137
298,799
61,288
187,913
49,204,524

Annual
Depreciation
Rate
2.0 - 6.0%
2.0%
4.0 - 10.0%
20.0%
8.0%
5.0%
4.0 - 10.0%

Note 5 - Prepaid Power
The Cooperative has an agreement with the TVA by which the Cooperative maintains an interest-bearing
prepaid power account for purchases of electricity. At June 30, 2019, the Cooperative had deposits with
the TVA totaling $9,419,427, and a liability for purchased power of $4,440,354. At June 30, 2018, the
Cooperative had deposits with the TVA totaling $4,006,722, and a liability for purchased power of
$4,556,338.
Note 6 - Tennessee Valley Authority Energy Right Program
Under a contract with the TVA, the Cooperative manages and collects loan advances sponsored by the
TVA to Cooperative customers to cover the cost of home insulation and energy conservation improvements.
The loans to the consumer are interest-bearing and are generally paid over a 36 to 120 month period. The
Cooperative remits the collections from the consumers on a monthly basis as required under the program.
Total advances outstanding under the program were approximately $1,222,972 and $1,313,525 at
June 30, 2019 and 2018, respectively.
Note 7 - Accounting for Pensions
Defined benefit pension 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 RS Plan Sponsor’s Employer Identification Number is 53-0116145
and the RS 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.
The Cooperative’s contributions to the RS Plan in 2019 and 2018 represented less than 5% of the total
contributions made to the RS Plan by all participating employers. The Cooperative made contributions to
the RS Plan of $776,292 and $649,803 in 2019 and 2018, respectively.
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Arab Electric Cooperative, Inc.
Notes to Financial Statements
June 30, 2019 and 2018
In the RS Plan, a “zone status” determination is not required, and therefore not determined, under the
Pension Protection Act (PPA) of 2006. In addition, the accumulated benefit obligations and plan assets are
not determined or allocated separately by individual employer. In total, the Retirement Security Plan was
over 80% funded at January 1, 2019 and January 1, 2018 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 RS Plan and may change as a result of plan experience.
Note 8 - Commitments
The Cooperative has a contract with the Tennessee Valley Authority for the purchase of its electric power
and energy requirements. The rates paid for such purchases are subject to annual review and adjustment.
The contract requires a five year notice of cancellation to terminate the contract.
Note 9 - Subsequent Events
The Cooperative has evaluated subsequent events through October 25, 2019, which is the date these
financial statements were available to be issued. All subsequent events requiring recognition as of
June 30, 2019, have been incorporated into these financial statements.
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