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INDEPENDENT AUDITOR'S REPORT
To the Board of Directors
Cumberland Electric Membership Corporation
Clarksville, Tennessee
Report on the Financial Statements
We have audited the accompanying financial statements of Cumberland Electric Membership
Corporation (the Cooperative), which comprise the balance sheets as of June 30, 2019 and 2018, and
the related statements of income and retained earnings, comprehensive income, 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 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 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
Cooperative’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 Cooperative’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.
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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 on the preceding page present fairly, in all material
respects, the financial position of the Cooperative as of June 30, 2019 and 2018, and the changes in
financial position and cash flows thereof for the years then ended in accordance with accounting
principles generally accepted in the United States of America.
Other Matters
Report on Supplementary Information
Our audits were conducted for the purpose of forming an opinion on the financial statements as a
whole. The other information listed in the table of contents is presented for purposes of additional
analysis and is not a required part of the financial statements. Such information is the responsibility of
management and, except for that portion marked “unaudited,” was derived from and relates directly
to the underlying accounting and other records used to prepare the financial statements. That
information has been subjected to the auditing procedures applied in the audit 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 basic 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, that information is fairly
stated in all material respects in relation to the financial statements as a whole. The information
marked “unaudited” has not been subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we do not express an opinion or provide any assurance on it.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated August 9,
2019, on our consideration of the Cooperative’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 solely 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 the effectiveness of the Cooperative’s 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 the Cooperative’s internal control over financial reporting and
compliance.

Clarksville, Tennessee
August 9, 2019
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
BALANCE SHEETS
JUNE 30, 2019 AND 2018
ASSETS
2019

2018

$ 458,936,800
2,124,700
461,061,500
166,267,300
294,794,200

$ 442,994,300
4,652,500
447,646,800
159,782,600
287,864,200

2,388,700

2,395,200

CURRENT ASSETS
Cash and cash equivalents
Accounts receivable
Unbilled revenue
Interest receivable
Rents receivable
Current portion of prepaid retirement
Materials and supplies - at average cost
Prepayments
Total current assets

25,126,100
24,774,700
4,671,700
79,500
997,400
1,130,400
3,035,700
2,071,700
61,887,200

15,184,200
26,874,300
4,921,400
54,400
997,600
1,130,400
3,130,200
2,141,100
54,433,600

OTHER ASSETS
Cash value of life insurance
Deposits
Notes receivable from sales of plant
Patronage dividends receivable
Prepaid retirement
Receivables - TVA Energy Right program
Total other assets

95,000
40,000
80,200
1,280,900
2,825,700
4,018,100
8,339,900

91,800
40,000
135,800
1,188,800
3,956,100
4,271,400
9,683,900

$ 367,410,000

$ 354,376,900

ELECTRIC PLANT - At Cost
Electric plant in service
Construction work in progress
Total electric plant
Less: accumulated depreciation
Net electric plant
LONG-TERM INVESTMENTS
Investment in associated organization

Total assets

The accompanying notes are an integral part of the financial statements
3

LIABILITIES AND CAPITAL
2019

CAPITAL
Memberships
Accumulated other comprehensive income
Retained earnings
Total capital

$

948,900
(48,500)
199,854,400
200,754,800

2018
$

928,500
(129,300)
187,242,700
188,041,900

LONG-TERM DEBT
Co-Bank
National Rural Utilities Cooperative Finance Corporation
Rural Utilities Service
Total long-term debt

6,434,600
5,633,700
108,081,400
120,149,700

8,083,700
6,138,300
99,324,400
113,546,400

CURRENT LIABILITIES
Accounts payable
Accrued taxes
Accrued interest
Current portion of accrued postretirement benefit cost
Current portion of accrued sick pay and annual leave
Current portion of deferred revenue
Current portion of long-term debt
Total current liabilities

22,062,400
2,105,500
1,305,100
357,100
2,164,000
350,000
28,800
28,372,900

22,483,400
2,197,300
1,342,800
357,100
1,824,000
350,000
5,555,400
34,110,000

OTHER LIABILITIES
Accrued postretirement benefit cost
Accrued sick pay and annual leave
Advances - TVA Energy Right program
Customer deposits
Deferred revenue
Total other liabilities

7,517,400
869,200
4,150,800
5,420,200
175,000
18,132,600

7,198,700
1,411,900
4,377,800
5,165,200
525,000
18,678,600

$ 367,410,000

$ 354,376,900

Total liabilities and capital
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
STATEMENTS OF INCOME AND RETAINED EARNINGS
YEARS ENDED JUNE 30, 2019 AND 2018

OPERATING REVENUES
OPERATING EXPENSES
Cost of power
Distribution expenses - operations
Distribution expenses - maintenance
Customer accounts
Sales and customer services
Administrative and general
Depreciation
Interest
Maintenance of general plant
Total operating expenses
Income from operations
OTHER INCOME
Gain on disposition of property and equipment
Interest
Miscellaneous
Total other income
NET INCOME
RETAINED EARNINGS - BEGINNING
RETAINED EARNINGS - ENDING

2019

2018

$ 291,090,000

$ 283,824,300

212,403,500
16,236,100
14,605,900
6,327,300
2,266,300
6,968,400
15,716,700
4,208,400
773,200
279,505,800

206,739,900
14,943,500
12,558,700
6,657,900
2,070,700
7,064,500
15,691,100
4,439,800
361,400
270,527,500

11,584,200

13,296,800

9,700
716,800
301,000
1,027,500

378,100
236,700
614,800

12,611,700

13,911,600

187,242,700

173,331,100

$ 199,854,400

$ 187,242,700

The accompanying notes are an integral part of the financial statements.
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
STATEMENTS OF COMPREHENSIVE INCOME
YEARS ENDED JUNE 30, 2019 AND 2018

Accumulated
Other
Comprehensive
Income

Retained
Earnings
Balance at July 1, 2018
Comprehensive income:
Net income

$

173,331,100

$

(1,405,200)

13,911,600

Other comprehensive income:
Actuarial gain on postretirement
benefits
Reclassification into earnings:
amortization of actuarial loss
on postretirement benefits

-

Total
$

171,925,900

-

13,911,600

1,356,700

1,356,700

(80,800)

(80,800)

Total comprehensive income

15,187,500

Balance at June 30, 2018

187,242,700

(129,300)

187,113,400

Comprehensive income:
Net income

12,611,700

-

12,611,700

-

80,800

80,800

Other comprehensive income:
Reclassification into earnings:
amortization of actuarial loss
on postretirement benefits
Total comprehensive income

Balance at June 30, 2019

12,692,500

$

199,854,400

$

(48,500)

The accompanying notes are an integral part of the financial statements.
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$

199,805,900

CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2019 AND 2018
CASH PROVIDED BY OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation
Gain on disposition of property and equipment
Net interest paid from cushion of credit
Changes in current and deferred items:
Receivables
Receivables - TVA Energy Right program
Materials and supplies
Prepayments
Accounts payable
Customer deposits
Deferred revenue
Accrued and other expenses
Net cash provided by operating activities

2019
$

CASH USED IN INVESTING ACTIVITIES
Additions to plant
Cash received from sale of plant
Collections of notes receivable from sales of plant
Investments sold and matured
Cash value of life insurance
Net cash used in investing activities
CASH PROVIDED BY FINANCING ACTIVITIES
Memberships
Proceeds from long-term debt
Deposits to the cushion of credit
Repayments of long-term debt
Advances - TVA Energy Right program
Net cash provided by (used) in financing activities
NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - BEGINNING
CASH AND CASH EQUIVALENTS - ENDING

$

12,611,700

2018
$

13,911,600

15,716,700
(9,700)
3,182,400

15,691,100
2,043,700

2,232,300
253,300
94,500
1,199,800
(421,000)
255,000
(350,000)
67,300
34,832,300

(5,159,400)
406,400
376,700
883,300
904,700
114,400
(350,000)
1,492,100
30,314,600

(22,646,700)
9,700
55,600
6,500
(3,200)
(22,578,100)

(28,793,100)
388,000
6,800
(3,100)
(28,401,400)

20,400
(2,105,700)
(227,000)
(2,312,300)

18,900
30,000,000
(25,000,000)
(2,296,400)
(417,300)
2,305,200

9,941,900

4,218,400

15,184,200

10,965,800

25,126,100

$

15,184,200

During the years ended June 30, 2019 and 2018, the Cooperative used $8,600,400 and $5,932,500,
respectively, of the cushion of credit to make debt service payments.
The accompanying notes are an integral part of the financial statements
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019 AND 2018
1. Summary of Significant Accounting Policies
General
Cumberland Electric Membership Corporation (the Cooperative) was incorporated under the laws
of the State of Tennessee on April 20, 1938, and provides electric power to Cheatham,
Montgomery, Robertson, Stewart, and the larger portion of Sumner County, Tennessee. This
service area covers all the above counties, excepting the cities of Clarksville, Gallatin, and
Springfield, which have municipally owned plants. The Cooperative purchases all of its electricity
from the Tennessee Valley Authority (TVA) under a contract requiring a five-year notification to
terminate. Under this contract, the Cooperative is prohibited from using surplus revenues to make
dividend payments. Instead, any surplus revenue is to be reinvested in electric plant or to make
debt service payments. Surplus revenue is an indication rates need to be reduced to the lowest
practical level.
The Cooperative is directed by a board of directors whose members are elected on a staggered
basis from the various counties served.
Use of Estimates
The Cooperative’s financial statements are presented in accordance with accounting principles
generally accepted in the United States of America which require the use of management’s
estimates and assumptions. Those estimates and assumptions affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities, and the reported revenues
and expenses. Actual results could differ from estimates in the near term and variances could have
a material effect on the financial statements.
Concentrations of Credit Risk
Financial instruments that potentially subject the Cooperative to significant concentrations of
credit risk consist principally of cash, notes receivable and accounts receivable. The Cooperative
places its cash with federally-insured financial institutions after a review of the institutions'
financial statements. Notes receivable are concentrated with certain borrowers as described in
note five. With respect to accounts receivable, credit risk is dispersed across a large number of
customers who are geographically concentrated in the Cooperative's service area. The Cooperative
obtains a security deposit or third-party guaranty when necessary. Accounts receivable are
otherwise unsecured.
System of Accounts
The Cooperative maintains its records in accordance with the Uniform System of Accounts
prescribed by the Rural Utility Service (RUS).
Functional Accounting
The Cooperative classifies certain expenses under functional classifications as required by the RUS.
Specifically, expenses such as taxes, insurance and employee benefits are allocated to the function
to which they relate.
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
NOTES TO FINANCIAL STATEMENTS (CONT'D)
JUNE 30, 2019 AND 2018
1. Summary of Significant Accounting Policies (Cont'd)
Electric Plant, Maintenance and Depreciation
Electric plant is stated at the original cost of construction which includes the cost of contracted
services, direct labor, materials and overhead items. Contributions from others toward the
construction of electric plant are credited to the applicable plant accounts.
When property which represents a retirement unit is replaced or removed, the cost of such
property, as determined from the continuing property records, is credited to electric plant and such
cost, together with cost of removal less salvage, is charged to the accumulated provision for
depreciation. Maintenance and repairs, including the renewal of minor items of plant not
comprising a retirement unit, are charged to the appropriate maintenance accounts, except that
repairs of transportation and service equipment are charged to clearing accounts and redistributed
to operating and other accounts. Planned major maintenance costs are expensed as incurred.
When purchased, line transformers and electric meters are added to plant at the cost of material
and an estimation for installation costs. The installation cost estimate is recorded as a reduction of
operating distribution expense at the time of purchase and is offset with the actual labor and
overhead costs upon installation of the equipment.
The electric plant is depreciated by classification on a straight-line basis using rates which estimate
the useful life of each classification. The provision for depreciation of $17,055,600 and
$16,869,100 for the years ended June 30, 2019 and 2018, consists of $15,716,700 and $15,691,100
charged directly to operations, and $1,338,900 and $1,178,000 charged to transportation expense clearing.
During the year ended June 30, 2019, two substations were constructed and added to plant. These
two substations cost $8,323,000 to build. The Cooperative received $3,161,500 as contribution in
aid of construction, making the net addition to plant $5,161,500 for the two substations.
Cash Equivalents and Cash Flow Information
The Cooperative considers all highly liquid debt instruments purchased with maturities of 90 days
or less to be cash equivalents, including investments in repurchase agreements, which are secured
by the underlying securities. Cash payments for interest were $1,063,800 and $1,160,000 for the
years ended June 30, 2019 and 2018, respectively. The Cooperative made interest payments from
the cushion of credit account of $4,907,000 and $3,281,100 for the years ended June 30, 2019 and
2018, respectively.
Certain financial institutions pledge collateral for deposits exceeding federal assurance limits. At
June 30, 2019 and 2018, cash and cash equivalents were represented by deposits at financial
institutions totaling $356,400 and $671,900, respectively, of which $269,300 and $366,300,
respectively, was insured by the FDIC and $87,100 and $305,600, respectively, was uninsured. Of
the uninsured deposits recorded with financial institutions at June 30, 2019 and 2018, deposits of
$87,100 and $305,600, respectively, were in transit from other financial institutions and not eligible
for insurance coverage.
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
NOTES TO FINANCIAL STATEMENTS (CONT'D)
JUNE 30, 2019 AND 2018
1. Summary of Significant Accounting Policies (Cont'd)
Cash Equivalents and Cash Flow Information (Cont’d)
Also included in cash and cash equivalents at June 30, 2019 and 2018 was $24,188,600 and
$13,958,600, respectively, invested in a constant-dollar mutual fund under a reverse repurchase
agreement. These amounts invested in a mutual fund are held under an agreement to resell the
investment at a fixed price (“reverse repurchase agreements”). The reverse repurchase agreement
may result in market and credit exposure in the event the fund value declines and the counterparty
to the transaction is unable to fulfill its contractual obligations. However, the mutual fund’s
objective is to maintain a constant dollar value with a return on the amount invested. The mutual
fund investment is not held by the financial institution; therefore it is not included in the deposits
in financial institutions total in the preceding paragraph.
Accounts and Notes Receivable
Accounts receivable are recorded at the time of billing based upon the reading of the metered
electric consumption of the member. Forfeited discounts on accounts receivable are considered
earned when the discount period expires. Notes receivable are recorded at cost less imputed
interest, when applicable, at the time the underlying transaction is completed. Imputed interest
income on these notes is recorded as the income is earned.
Unbilled Revenue
Unbilled revenue represents an estimate of the revenue related to power costs incurred but not
yet billed to customers.
Material and Supplies Inventories
Inventories are stated at average cost and are determined by the moving average inventory
method. A perpetual inventory is maintained by the Cooperative with a physical inventory being
taken annually at each inventory location.
Prepayments
Prepayments include $5,011,100 and $6,180,300 paid to NRECA for health insurance and pension
expenses as of June 30, 2019 and 2018, respectively. See note eight, RS Plan Prepayment Option
section for additional information.
TVA Energy Right Receivables and Advances
These accounts represent amounts due from members for conservation loans (for purchases of
electric heat pumps). The loans are basically pass-through transactions for the Cooperative. The
Cooperative does not retain the risk of loss on these receivables as long as they comply with the
terms of their agreement with TVA. The Cooperative is in substantial compliance with the terms of
this agreement.
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
NOTES TO FINANCIAL STATEMENTS (CONT'D)
JUNE 30, 2019 AND 2018
1. Summary of Significant Accounting Policies (Cont'd)
Customer Deposits
The Cooperative requires deposits as collateral for electricity usage on certain accounts when the
accounts are established. These deposits are applied to accounts receivable when an account
becomes uncollectible or is terminated. Once the member has demonstrated good credit for three
years the deposit is refunded. Deposits refunded or applied to accounts receivable were
$1,692,100 and $1,423,600 in the years ended June 30, 2019 and 2018, respectively.
Deferred Revenue
The Cooperative entered into a voltage reduction agreement with TVA in January 2011. TVA paid
the Cooperative $3,500,000 in exchange for 10,000 kW of peak load reduction through voltage
control over a ten year period. Revenue from the agreement is recognized pro-rata over the ten
year period. Revenue of $350,000 was recognized in the each of fiscal years ended June 30, 2019
and 2018. Revenue of $2,275,000 was recognized in prior fiscal years. At June 30, 2019 and 2018,
deferred revenue under this agreement was $525,000 and $875,000, respectively.
Revenue Recognition
Electric sales revenue and cost of power are recognized when power is distributed. Cost of power
is billed monthly as of the last day of the month. Revenue is recorded net of sales tax. Electric
sales revenue and cost of power are netted with pass-through credits from TVA to customers.
During the years ended June 30, 2019 and 2018, total credits were $3,610,000 and $3,204,800,
respectively.
Uncollectible Accounts
Bad debts are charged to expense using the direct-write-off method which is not materially
different from the allowance-for-bad-debt method. Electric service is terminated for nonpayment
approximately twenty-five days after the bill is prepared. Collection efforts continue for thirty to
forty-five days after service is terminated. Once these collection efforts are completed, the
account is written off to bad debts unless other arrangements for payment are made. These
uncollectible amounts are approved monthly by the board of directors.
Income Taxes
The Cooperative has been determined by the Internal Revenue Service (IRS) to be a tax exempt
organization under Section 501(c)(12) of the Internal Revenue Code. The Cooperative has not been
determined to be a private foundation by the IRS. The Cooperative is no longer subject to U.S.
federal or state income tax examinations by tax authorities for fiscal years ended before June 30,
2016. The activity of Cumberland Connect, LLC, (Connect), as a subsidiary of the Cooperative, is
limited to the membership of the Cooperative. Similar to the activity of the Cooperative as a
distributor of electricity, the fiber services of Connect are expected to meet the IRS requirements
of a tax exempt organization under Section 501(c)(12) of the Internal Revenue Code. Note 17 to
these financial statements provides more information on Connect.
Advertising Costs
Advertising costs are expensed as incurred. Total advertising costs expensed were $364,600 and
$316,400 for the years ended June 30, 2019 and 2018, respectively.
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
NOTES TO FINANCIAL STATEMENTS (CONT'D)
JUNE 30, 2019 AND 2018
1. Summary of Significant Accounting Policies (Cont'd)
Date of Management’s Review
Subsequent events have been evaluated through August 9, 2019, which is the date the financial
statements were available to be issued.
2. Electric Plant
A summary of changes in Electric Plant for the year ended June 30, 2019, is as follows:
Balance
July 1, 2018
Distribution and
Transmission Plant
Land and land rights
Station equipment
Electric transmission system

$

1,520,000
59,313,300
321,855,600
382,688,900

$

10,900
5,161,500
15,611,500
20,783,900

Deletions
$

9,900
127,100
3,950,000
4,087,000

Balance
June 30, 2019
$

1,521,000
64,347,700
333,517,100
399,385,800

Balance
July 1, 2018

Additions

614,200
17,281,700
12,185,900
30,223,600
60,305,400

93,800
512,800
3,207,500
1,124,500
4,938,600

344,800
2,187,900
3,160,300
5,693,000

708,000
17,449,700
13,205,500
28,187,800
59,551,000

4,652,500

8,478,900

11,006,700

2,124,700

$ 447,646,800

$ 34,201,400

$ 20,786,700

$ 461,061,500

General Plant
Land and land rights
Structures and improvements
Transportation equipment
Furniture and equipment
Work in progress
Total electric plant

Additions

Deletions

Balance
June 30, 2019

A summary of changes in Accumulated Depreciation on Electric Plant for the year ended June 30,
2019, is as follows:
Balance
July 1, 2018
Distribution and
Transmission Plant
Land and land rights
Station equipment
Electric transmission system

$

Additions

32,096,600
96,840,400
128,937,000

12

$

856,200
13,230,500
14,086,700

Deletions
$

127,000
5,120,300
5,247,300

Balance
June 30, 2019
$

32,825,800
104,950,600
137,776,400

CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
NOTES TO FINANCIAL STATEMENTS (CONT'D)
JUNE 30, 2019 AND 2018
2. Electric Plant (Cont’d)
Balance
July 1, 2018
General Plant
Land and land rights
Structures and improvements
Transportation equipment
Furniture and equipment
Total accumulated
depreciation on electric plant

Additions

Deletions

Balance
June 30, 2019

4,403,400
5,341,900
21,100,300
30,845,600

357,300
1,217,700
1,438,000
3,013,000

261,000
1,971,900
3,134,800
5,367,700

4,499,700
4,587,700
19,403,500
28,490,900

$ 159,782,600

$ 17,099,700

$ 10,615,000

$ 166,267,300

A summary of changes in Electric Plant for the year ended June 30, 2018, is as follows:
Balance
July 1, 2017
Distribution and
Transmission Plant
Land and land rights
Station equipment
Electric transmission system

$

1,483,100
59,115,200
316,620,800
377,219,100
Balance
July 1, 2017

General Plant
Land and land rights
Structures and improvements
Transportation equipment
Furniture and equipment
Work in progress
Total electric plant

Additions
$

36,900
236,500
22,973,900
23,247,300
Additions

Deletions
$

38,400
17,739,100
17,777,500
Deletions

Balance
June 30, 2018
$

1,520,000
59,313,300
321,855,600
382,688,900

Balance
June 30, 2018

614,200
17,016,100
11,319,900
29,033,200
57,983,400

265,600
1,713,300
1,293,600
3,272,500

847,300
103,200
950,500

614,200
17,281,700
12,185,900
30,223,600
60,305,400

2,092,100

15,218,900

12,658,500

4,652,500

$ 437,294,600

$ 41,738,700

$ 31,386,500

$ 447,646,800

A summary of changes in Accumulated Depreciation on Electric Plant for the year ended June 30,
2018, is as follows:
Balance
Balance
July 1, 2017
Additions
Deletions
June 30, 2018
Distribution and
Transmission Plant
Land and land rights
$
$
$
$
Station equipment
30,417,400
1,717,600
38,400
32,096,600
Electric transmission system
103,373,800
12,227,200
18,760,600
96,840,400
133,791,200
13,944,800
18,799,000
128,937,000
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CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
NOTES TO FINANCIAL STATEMENTS (CONT'D)
JUNE 30, 2019 AND 2018
2. Electric Plant (Cont’d)
Balance
July 1, 2017
General Plant
Land and land rights
Structures and improvements
Transportation equipment
Furniture and equipment
Total accumulated
depreciation on electric plant

Additions

Balance
June 30, 2018

Deletions

4,059,100
4,971,500
19,710,600
28,741,200

344,300
1,217,700
1,595,200
3,157,200

847,300
205,500
1,052,800

4,403,400
5,341,900
21,100,300
30,845,600

$ 162,532,400

$ 17,102,000

$ 19,851,800

$ 159,782,600

3. Investments
The investments in Capital Term Certificates (CTCs) are required investments issued by the National
Rural Utilities Cooperative Finance Corporation (NRUCFC) and are classified as held-to-maturity.
The CTCs are required as a condition of borrowing from NRUCFC and are not readily marketable
except through redemption with the NRUCFC. The estimated value shown is the cost which was
verified by NRUCFC. These CTCs bear interest at the rate of 3 - 5%.
Contractual maturities of these investments at June 30, 2019 are as follows:
After Ten Years

$

2,388,700

4. Unbilled Revenue
Included in accounts payable at June 30, 2019 and 2018, is $3,506,800 and $3,688,600 respectively,
of power costs representing the amount billed by TVA for power costs incurred by the Cooperative
but not yet billed to customers. The unbilled revenue of $4,671,700 and $4,921,400 at June 30,
2019 and 2018, respectively, is an estimate of the revenue related to these power costs.
5. Notes Receivable from Sales of Plant
Non-interest bearing notes receivable, secured by the plant sold, are due as follows:
CDE Lightband various notes

$

2019
80,200

$

2018
135,800

All notes receivables serve as collateral for RUS mortgage notes payable. No allowance for
doubtful accounts has been recorded against these notes based on prior collection history.
6. Credit Quality on Long-Term Receivables
Long-term receivables consist of notes receivable from sales of plant and amounts due under the
TVA Energy Right Receivables and Advances program, described in note one.
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6. Credit Quality on Long-Term Receivables (Cont’d)
Notes receivable from sales of plant are considered past due according to the terms of their
respective contracts. At June 30, 2019 and 2018, there were no amounts past due for notes
receivable from the sales of plant.
As of June 30, 2019 and 2018, the following amounts were past due under the TVA Energy Right
Receivables and Advances program:
June 30,
2019
2018

1-60
$
2,700
5,800

Days Past Due
60-90
$
400
300

90 or more
$ 40,700
40,700

$

Total
43,800
46,800

The Cooperative is required to abide by the requirements of TVA in attempting to collect on any
past due accounts. The Cooperative obtains approval from TVA to write-off accounts and is
released from any liability associated with the written-off accounts. TVA reimburses the third-party
financer for any loans written-off; therefore the Cooperative bears no risk associated with the TVA
Energy Right loan program and has not established an allowance for doubtful accounts in regard to
this program. Accounts are considered past due approximately twenty-five days after the bill is
prepared. At June 30, 2019 and 2018, of the $40,700 and $40,700, respectively, of TVA Energy
Right Receivables 90 days or more past due, $39,000 and $40,400 were on nonaccrual status and
$1,700 and $300 were accruing interest.
7. Long-Term Debt and Line of Credit
Long-term debt is represented by mortgage notes payable as follows:
Payee
Rate
FFB
1.707%
FFB
2.65%-2.79%
FFB
3.01-3.94%
FFB
4.37-4.96%
FFB
5.30%
Co-Bank
3.62-4.61%
NRUCFC
6.35-6.75%
Mortgage notes payable
Less: Cushion of credit
Total long-term debt
Less: Current portion:
Debt payments due next fiscal year
Expected usage of cushion of credit
Net current portion
Long-term debt excluding current portion

$

2019
1,977,800
46,994,900
63,558,500
18,608,600
7,098,700
8,083,700
6,137,500
152,459,700
(32,281,200)
120,178,500
7,911,500
(7,882,700)
28,800

$ 120,149,700
15

$

2018
2,144,200
47,451,100
65,506,000
19,407,900
7,422,600
9,688,400
6,638,500
158,258,700
(39,156,900)
119,101,800
6,637,500
(1,082,100)
5,555,400

$ 113,546,400
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7. Long-Term Debt and Line of Credit (Cont’d)
The mortgage notes payable described is secured by various deeds of trust on the properties of the
Cooperative and all rights, title and interest in and to the electric transmission and distribution lines
and facilities. The FFB notes are notes that are payable to Federal Financing Bank and guaranteed
by RUS, for 17-34 year periods with payments due quarterly. The Co-Bank notes are for 10-15 year
periods with payments due monthly. The NRUCFC notes are due in quarterly installments and are
not eligible for prepayment without penalty. The cushion of credit is intended to be used to offset
future debt payments ratably over the life of the FFB notes.
Changes in mortgage notes payable (without reduction by the cushion of credit) for the year ended
June 30, 2019, was as follows:
Balance
Balance
July 1, 2018
Additions
Reductions
June 30, 2019
Mortgage notes payable

$ 158,258,700

$

-

$

5,799,000

$ 152,459,700

Long-term debt matures in each of the next five years and thereafter as follows:
Year ending
June 30,
2020
2021
2022
2023
2024
Later years
Total

$

28,800
6,142,900
6,539,500
6,660,900
3,938,500
96,867,900
$ 120,178,500

The Cooperative has deposited certain amounts with RUS under its cushion of credit program.
Under the program amounts deposited are irrevocable and will be used at the Cooperative’s
discretion to fund debt service payments. As of December 20, 2018, no further deposits into the
cushion of credit can be made. At June 30, 2019 and 2018, the Cooperative’s balance in the
cushion of credit program was $32,281,200 and $39,156,900, respectively. The Cooperative
deposited $-0- and $25,000,000 during the years ended June 30, 2019 and 2018, respectively.
Interest is earned at an annual rate of 5% through September 30, 2020. Beginning October 1, 2020,
interest will be earned at an annual rate of 4% until September 30, 2021. Beginning October 1,
2021 and for future years, interest earned will be the applicable, variable 1-year Treasury rate.
Interest earnings of $1,724,700 and $1,237,400 for the years ended June 30, 2019 and 2018,
respectively, were netted with interest expense.
The Cooperative has a line of credit established with the NRUCFC for $15,000,000, secured by
various deeds of trust on the properties of the Cooperative and all rights, title and interest in and to
the electric transmission and distribution lines and facilities. The interest rate, which varies with
the lender’s cost of funds, was 3.60% at June 30, 2019. There was no outstanding balance and the
amount unused was $15,000,000 at June 30, 2019.
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7. Long-Term Debt and Line of Credit (Cont’d)
The Cooperative has a line of credit established with CoBank for $1,000,000, secured by equity of
the Cooperative as well as all real and personal property of the Cooperative. The interest rate,
which is based on the Farm Credit System’s 30-day average cost of funding, was 4.36% at June 30,
2019. There was no outstanding balance and the unused amount was $1,000,000 at June 30, 2019.
All interest incurred has been charged to expense.
8. Pension Plan
Narrative Description
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.
Plan Information
The Cooperative’s contributions to the RS Plan during the years ended June 30, 2019 and 2018,
represented less than 5 percent of the total contributions to the RS Plan by all participating
employers. The Cooperative made contributions to the RS Plan of $4,301,600 and $4,267,800
during the years ended June 30, 2019 and 2018, respectively. There have been no significant
changes that affect the comparability of 2019 and 2018 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 at January 1, 2017 and January 1, 2016 based on the PPA funding
target and PPA actuarial value of assets on those dates.
RS Plan Prepayment Option
At the December, 2012, meeting of the Insurance and Financial Services 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 to reduce future required contributions. The prepayment
amount is the 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 is typically equal approximately 2.5 times a cooperative’s
annual RS Plan required contribution as of January 1, 2013. After making the prepayment, the
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8. Pension Plan (Cont’d)
RS Plan Prepayment Option
contribution is expected to decrease by approximately 25 percent, retroactive to January 1, 2013.
The 25 percent differential in billing rates is expected to continue for approximately 10 years.
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 10 year period. The prepayment is amortized over the 10 year benefit period
using the straight-line method.
9. Postretirement Benefits
The Cooperative provides health care benefits for substantially all retired employees until they
reach age 65. Retirement can begin at age 55. Approximately 23 retirees were eligible to receive
benefits as of June 30, 2019. The Cooperative currently pays the cost of medical insurance for
these retirees. The postretirement prescription plan ceases for retirees once they reach age 65,
therefore the Medicare Prescription Drug, Improvement and Modernization Act of 2003 has no
effect on the plan.
In the actuarial report dated July 17, 2018, a discount rate of 4.00% was used to measure the
accumulated postretirement benefit obligation (APBO). The postretirement benefit plan is
unfunded.
The APBO and annual net periodic postretirement benefit cost consisted of the following:

APBO – Beginning
Service cost
Interest cost
Actuarial gain
Estimated benefits paid
APBO – Ending
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2019

2018

$ 7,555,800
366,500
295,100
(342,900)
$ 7,874,500

$ 8,593,900
383,400
269,000
(1,356,700)
(333,800)
$ 7,555,800
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9. Postretirement Benefits (Cont’d)
The following table sets forth the status of the plans and the amounts recognized in the
Cooperative's balance sheets:
Retirees
Eligible active employees
Other active employees
Total APBO
Less: Fair value of plan assets
Postretirement liability recognized at June 30

2019
$ 722,800
2,136,100
5,015,600
7,874,500
$ 7,874,500

2018
$ 982,100
2,117,100
4,456,600
7,555,800
$ 7,555,800

Less: Unrecognized net actuarial loss
Net postretirement benefit liability

48,500
$ 7,826,000

129,300
$ 7,426,500

Contributions expected to be paid to the plan in fiscal year 2020 are $357,100.
Amounts in accumulated other comprehensive income expected to be recognized in net periodic
benefit cost in the 2020 fiscal year is $-0-.
Benefits expected to be paid in each of the next five years and five years thereafter as follows:
Year ended
June 30,
2020
2021
2022
2023
2024
2025-2029

$

357,100
456,300
427,900
435,200
439,200
2,195,800

A 7.0% annual increase in health care costs is assumed in fiscal year 2019. The rate of increase is
assumed to decline to an ultimate 5% by the year 2024. Should the health care costs trend rate
increase by 1% each year, the fiscal year impact increases the APBO by $920,200 and the aggregate
of the service and interest cost components of the net period cost by $96,900.
10. Defined Contribution 401(k) Plan
The Cooperative administers a defined contribution 401(k) plan sponsored by NRECA. Expenses of
$448,100 and $440,900 were incurred during the years ended June 30, 2019 and 2018,
respectively, for matching employee contributions to the 401(k) plan.
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11. Accumulated Unpaid Vacation and Sick Leave
Accumulated unpaid vacation is accrued as it is earned. At December 31 st of each year employees
are divested of all accumulated vacation in excess of the amount earned in the prior two years.
Final compensation includes payment for all unused vacation leave for those having been
employed longer than 6 months.
In case of disability or retirement, final compensation includes payment for any unused sick leave,
not to exceed 2,250 hours, less 800 hours, multiplied by 80%.
12. Memberships
During 2019, changes in memberships were as follows:
Balance
July 1, 2018
Additions
Memberships
$
928,500
$
98,900

$

Reductions
78,500

Balance
June 30, 2019
$
948,900

13. Unrelated Business Tax – Income Tax Loss Carryforwards
At June 30, 2019, the Utility had net operating loss carryforwards totaling $1,763,700 that may be
offset against future unrelated business income. If not used, the carryforwards will expire as
follows:
Year ended
June 30,
2027
$
33,600
2028
107,000
2029
150,300
2030
187,200
2031
227,100
2032
235,600
2035
286,800
2036
368,200
2037
107,600
2038
60,300
$ 1,763,700
14. Disclosures about Fair Value of Financial Instruments
During the year ended June 30, 2019, the Cooperative early implemented Accounting Standards
Update (ASU) 2016-01, Financial Instruments-Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. This ASU removes the requirement to
disclose assets and liabilities at fair value if they are not valued at fair value on the balance sheet.
Since this ASU does not impact financial statements already issued, values are presented for June
30, 2018.
The following methods and assumptions were used to estimate the fair value of each class of
financial instruments for which it is practicable to estimate that value:
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14. Disclosures about Fair Value of Financial Instruments (Cont’d)
Cash and Cash Equivalents
The carrying amount approximates fair value because of the short maturity of those instruments.
Investments
There are no quoted market prices for the investment in associated organization. Therefore, a
reasonable estimate of fair value could not be made without incurring excessive costs. The amount
shown on the following page as fair value is the cost of the investment.
Notes Receivable From Sales of Plant
Carrying value approximated fair value.
TVA Receivables and Advances
The fair value of TVA receivables and advances are estimated at cost because these financial
instruments only pass through the Cooperative's financial statements. The amount of interest
earned on the receivables is the amount of interest remitted for the advances. Any difference
between the receivables and advances represents either amounts billed and included in accounts
receivable or timing differences.
Customer Deposits
The fair value of customer deposits is estimated by discounting the estimated future cash flows by
a current market interest rate.
Long-Term Debt
The fair value of the Cooperative's long-term debt is estimated based on the 10-year variable rate
offered to the Cooperative for similar debt.
Accounting standards establish a fair value hierarchy which requires an entity to maximize the use
of observable inputs and minimize the use of unobservable inputs when measuring fair value. The
standard describes three levels of inputs that may be used to measure fair value:
Level 1 – quoted prices (unadjusted) for identical assets or liabilities in active markets that the
entity has the ability to access as of the measurement date.
Level 2 – significant other observable inputs other than Level 1 prices such as quoted prices
for similar assets or liabilities; quoted prices in markets that are not active; or other inputs
that are observable or can be corroborated by observable market data.
Level 3 – significant unobservable inputs that reflect a reporting entity’s own assumptions
about the assumptions that market participants would use in pricing an asset or liability.
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14. Disclosures about Fair Value of Financial Instruments (Cont’d)
All of the estimated fair values of the Cooperative's financial instruments are categorized as Level 3
in the fair value hierarchy and are as follows:
2018
Fair
Carrying
Value
Amount
(Level 3)
ASSETS
Cash and cash equivalents
Investments
Notes receivable
Receivables - TVA Residential
Energy Efficiency Program
LIABILITIES
Advances - TVA Residential
Energy Efficiency Program
Customer deposits
Long-term debt

$ 15,184,200
3,584,000
135,800

$ 15,184,200
3,584,000
135,800

4,271,400

4,271,400

4,377,800
5,165,200
119,101,800

4,377,800
4,703,700
100,115,900

No financial instruments are held for trading purposes.
15. Collective Bargaining Agreement
The Cooperative employs electrical workers of the International Brotherhood of Electrical Workers
(IBEW). Approximately fifty-six percent of the Cooperative’s labor force is covered by an
agreement with the IBEW which expires October 31, 2020.
16. Contingencies and Commitments
The Cooperative is party to various lawsuits whose ultimate outcomes are not determinable. The
Cooperative’s management believes that the outcome of those proceedings will not have a
materially adverse effect on the accompanying financial statements.
During the year ended June 30, 2019, the Cooperative entered into an agreement for construction
of a fiber network for its membership. A monthly retainer of $7,500 is due for a period of twelve
months. During construction, the Cooperative will be charged eight percent of project labor.
17. Subsidiary
In April 2019, the Cooperative formed Connect, a wholly-owned subsidiary. Connect was formed to
deliver broadband services over the Cooperative’s fiber network to the membership. The board of
directors of the Cooperative serve as the board of the subsidiary. There has been no significant
financial activity related to the subsidiary through June 30, 2019. In May 2019, the Cooperative
agreed to provide labor and financing to operate the business with those costs being reimbursable
to the Cooperative.
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18. Subsequent Event
In July 2019, the board of directors approved a loan application to RUS for $93 million.
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OPERATING REVENUES
Residential
Small commercial
Large commercial
Street and outdoor lights
Rent
Forfeited discounts
Miscellaneous services
Total operating revenues
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2019

2018

$ 176,667,600
19,626,200
82,803,700
3,857,400
4,206,900
1,806,800
2,121,400

$ 175,868,600
19,016,700
77,137,400
3,810,300
4,007,000
1,799,900
2,184,400

$ 291,090,000

$ 283,824,300

CUMBERLAND ELECTRIC MEMBERSHIP CORPORATION
SCHEDULES OF OPERATING EXPENSES
JUNE 30, 2019 AND 2018
2019

2018

$ 212,403,500

$ 206,739,900

Distribution expense - Operations
Supervision and engineering
Stations
Overhead lines
Removing and resetting line transformers
Underground lines
Street lighting and signal systems
Meters
Customer installations
Security lights
Building expense
Maps and records
Miscellaneous
Rents
Total

2,422,100
1,535,700
5,173,800
346,000
718,800
102,200
1,964,600
170,000
1,007,000
212,700
1,687,800
755,800
139,600
16,236,100

2,111,300
1,338,300
5,223,200
127,600
445,200
193,900
1,712,900
144,000
819,900
217,900
1,752,400
711,700
145,200
14,943,500

Distribution expense - Maintenance
Supervision and engineering
Station equipment
Overhead lines
Rights of way
Oil circuit reclosures
Underground lines
Line transformers
Miscellaneous
Total

351,900
1,290,800
5,157,000
7,361,000
133,400
194,500
111,600
5,700
14,605,900

338,400
1,197,900
4,867,100
5,830,100
150,100
73,900
94,600
6,600
12,558,700

569,400
484,500
1,598,100
1,811,700
224,200
1,639,400
6,327,300

787,400
346,900
1,461,400
2,220,700
257,200
1,584,300
6,657,900

OPERATING EXPENSES
Cost of power

Customer accounts
Supervision
Meter reading
Consumer contracts and orders
Collecting
Uncollectible accounts
Billing and accounting
Total
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Sales and customer services
Supervision
Customer assistance
Advertising
Selling expenses
Total
Administrative and general
Compensation
Office supplies and expense
General management and area development
Outside services
Duplicate charges
Miscellaneous
Total
Depreciation
Interest
Maintenance of general plant
Total operating expenses
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2019

2018

126,400
1,365,700
364,600
409,600
2,266,300

119,300
1,271,400
316,400
363,600
2,070,700

3,165,700
1,623,500
55,400
904,400
(169,400)
1,388,800
6,968,400

3,484,300
1,528,400
58,800
752,800
(120,900)
1,361,100
7,064,500

15,716,700

15,691,100

4,208,400

4,439,800

773,200

361,400

$ 279,505,800

$ 270,527,500
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Consumers
2019
Class of Service:
Residential
Small lighting and power sales
Large lighting and power sales
Street and outdoor lighting sales

Kilowatt-Hours
2018

2019

2018

89,371
9,727
794
502

87,406
9,663
813
481

1,536,108,967
127,563,671
1,077,973,112
29,633,883

1,544,020,999
123,869,929
989,581,386
29,400,892

100,394

98,363

2,771,279,633

2,686,873,206

Purchased power

2,870,347,333

2,800,967,385

Kilowatt-hours sold
(As above)
Kilowatt-hours in unbilled revenue - previous year
Kilowatt-hours in unbilled revenue - current year
Kilowatt-hours for own use

2,771,279,633
(42,665,871)
39,606,628
2,325,392

2,686,873,206
(35,256,325)
42,665,871
1,112,952

2,770,545,782

2,695,395,704

99,801,551

105,571,681

Total

Total kilowatt-hours sold and used
Line losses and kilowatt-hours unaccounted for
Percent of losses and unaccounted for
Kilowatt-hours to purchases
Cost per kilowatt-hour purchases (cents)
Miles of line (pole miles) in service
at end of year
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3.48%

3.77%

7.40

7.38

8,120

8,033
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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
To the Board of Directors
Cumberland Electric Membership Corporation
Clarksville, Tennessee
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 Cumberland
Electric Membership Corporation (the Cooperative), as of and for the year ended June 30, 2019, and
the related notes to the financial statements, and have issued our report thereon dated August 9,
2019.
Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Cooperative’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 opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Cooperative’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Cooperative’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 entity’s 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.
124 Center Pointe Drive • Clarksville, TN 37040 • Phone: (931) 648-4786 • Fax (931) 647-5445
216 Centerview Drive, Suite 390 • Brentwood, TN 37027 • Phone: (615) 376-8101 • Fax: (931) 647-5445

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Cooperative’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
Cooperative’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 Cooperative’s internal control
and compliance. Accordingly, this communication is not suitable for any other purpose.

Clarksville, Tennessee
August 9, 2019
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