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To the Board of Directors 
Taylor Coiinty Rural Electric Cooperative Corporation 

I have audited the financial statements of Taylor County Rural Electric Cooperative Corporation for the year 
ended May 3 1,  201 1, and have issued my report thereon dated Jiily 27, 201 1. I conducted my audit in 
accordaiice with auditing standards generally accepted in the United States of America, the standards 
applicable to finaiicial audits contained i n  Goverinnent Aziditing Stni?dnrds issued by tlie Comptroller General 
of tlie LJnited States, and 7 CFR Part 1773, Policy on audits of the Rural LJtilities Service (RUS) Borrowers. 
Those standards require that I plan and perforin tlie audit to obtain reasonable assiirance about whether the 
financial statements are free of material misstatement. 

In planning and performing my audit of the financial statements of Taylor County Rural Electric Cooperative 
Corporation for the year ended May 3 1, 201 1, I considered its interiial control over financial reporting in 
order to determine niy auditing procedures for the purpose of expressing an opinion on the financial 
statements and not to provide assurance on the internal control over financial reporting. 

My consideration of tlie internal control over financial reporling would not necessarily disclose all matters i n  
the internal contr6l over financial reporting that might be a material weakness. A material weakness is a 
condition in  which the design or operation of the specific internal control coniponents does not reduce to a 
relatively low level the risk that misstatements in amounts tliat would be material in  relation to the financial 
statements being audited iiiay occur and not be detected within a timely period by einployees in the normal 
course of performing their assigned functions. I noted no niatters involving the internal control over financial 
reporting that I consider to be a material weakness. 

7 CFR Part 1773.3 requires comments on specific aspects of the internal control over financial reporting, 
coiiipliance with specific RLJS loail and security instrument provisions and other additional matters. I have 
grouped my coinnients accordingly. In addition to obtaining reasonable assiirance about whether the financial 
statements are free from material misstatements, at your request, I performed tests of specific aspects of tlie 
internal control over financial reporting, of compliance with specific RUS loan and security instrument 
provisions and of additional matters. The specific aspects of the internal control over financial reporting, 
coinpliance with specific, RUS loan and security instrument provisions, and additional matters tested include, 
among other things, the accounting procedures and records, inaterial control, coinpliance with specific RUS 
loan and security instrument provisions set forth in  7 CFR Part 1773.3(d)( 1) related transactions, depreciation 
rates, a scliedule of deferred debits and credits and a schedule of investments, upon which I express an 
opinion. In addition, my audit of the financial statements also included tlie procedures specified in 7 CFR 
Part 1773.38-.45. My Objective was not to provide an  opinion 011 these specific aspects of tlie internal control 
over financial reporting, coinpliance with specific RIJS loan and security instrument provisions, or additional 
matters, and accordingly, I express no opinion thereon. 

No reports, other than my iiiclependent auditor's report, and niy independent auditor's report on internal 
control over financial reporting and coiripliaiice and other matters, all dated July 27, 201 1, or summary of 
reco~iimendatioiis related to my audit have been furnished to management. 
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My comments 011 specific aspects of the internal control over financial reporting, coiiipliaiice with specific 
RUS loan and security instniment provisions and other adtiitioiial matters as required by 7 CFR Part 1773.33 
are presented below. 

Comments on Certain Specific Aspects of the Internal Control Over Financial Reporting 

I noted no matters regarding Taylor County’s internal control over financial reporting and its operation that I 
consider to be a inaterial weakness as previously defined with respect to: 

0 

0 

The accounting procedures and records; 
the process for accumulating and recording labor, material and overhead costs, and tlie 
distribution of these costs to construction, retirement, and maintenance and other expense 
accounts, and; 

0 the inaterial controls. 

However, I recommend corrective action be taken in tlie following area: 

1. The bank reconciliations have not been prepared on a timely basis. This 
has resulted in tlie cash accounts and accounts receivable balances to be 
out of balance. I suggest these be reconciled and reviewed on a monthly 
basis. 

Comments on Compliance with Specific RUS Loan and Security Instrument Provisions 

At your request, I have performed the procedures enuinerated below with respect to compliance with certain 
provisions of laws, regulations, and contracts. The procedures I performed are siiininarized as follows: 

0 Procedures performed with respect to the requirement for a borrower to obtain written approval of tlie 
mortgagee to enter into any contract for the operation or maintenance of property, or for the use of 
mortgaged property by others for the year ended May 3 1, 20 1 1, of Taylor County. 
1. Obtained aiicl read a borrower prepared scliedule of new written contracts entered into 

during the year for the operation or maintenance of its property, or for tlie use of its 
property by others as defined in 1773.33(e)( l)(i). 
Reviewed Board of‘ Director minutes to ascertain whether board-approved written 
contracts are included in tlie borrower-prepared schedule. 
Noted written RUS approval was not obtained by the borrower for all contracts listed. 
Taylor County’s manageinent informed me that RUS approval was not required as tlie 
contracts listed related to operation or maintenance entered into during tlie normal 
course of business. 

2. 

3. 

0 Procedures performed with respect to the requirement to subinit RUS Financial and Operating Report 
Electric Distribution to RUS: 
1.  Agreed ainouiits reported in RUS Financial and Operating Report Electric Distribution to 

Taylor County’s records as of December 3 1,2010. 

Tlie resnlts of my tests indicate that, with respect to tlie i tem tested, Taylor County complied in all material 
respects, with tlie specific RUS loan and security instrument provisions referred to below. Wit11 respect to 
items not tested, nothing came to my attention that caused me to believe that Taylor County liad not complied, 
in all material respects, with those provisions. Tlie specific provisions tested, as well as any exceptions noted, 
include the requirements that: 
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0 Tlie borrower has obtained written approval of RUS to enter into any contract for the operation 
and maintenance of all or any part of property, for tlie w e  of niortgaged property by others as 
defined i n  1773.33(d)( l)(i); and, 
Tlie borrower lias submitted its RUS Financial and Operating Report Electric Distribution to 
RUS and tlie RUS Financial and Operating Report Electric Distribution, as of December 3 I ,  
201 0, represented by tlie borrower as liavitig been submitted to RLJS appears to be in agreement 
with its audited records in all material respects. 

0 

Comments on Other Additional Matters 

In connection with my audit of Taylor County, nothing came to my attention that caused me to believe that 
Taylor County failed to comply with respect to: 

0 

0 

0 

0 

0 

0 

0 

0 

Tlie reconciliation of continuing property records to controlling general ledger plant accounts 
addressed at 7 CFR Part 1773.33(~)(1); 
Tlie clearing of the construction accounts and the accrual of depreciation on completed 
construction addressed at 7 CFR Part 1773.33(~)(2); 
Tlie retirement of plant addressed at 7 CFR 1773.33(~)(3) and (4); 
Approval of the sale, lease, or transfer of capital assets and disposition of proceeds for tlie sale or 
lease of plant, material, or scrap addressed at 7 CFR Part 1773.33(~)(5); 
Tlie disclosure of material related party transactions, in accordance with Statement of Financial 
Accoiinting Standard No. 57, Related party Transactions, for tlie year ended May 3 1 , 20 1 1, in  the 
financial statements referenced in tlie first paragraph of this report addressed at 7 CFR Part 
1773.33(f); 
The depreciation rates addressed at 7 CFR Part 1773.33(g); 
The detailed schedule of deferred debits and deferred credits; and 
Tlie detailed schedule of investments, of which there were none, 

My audit was made for the purpose of forniing an opinion on the basic financial statements talteii as a whole. 
Tlie detailed schedule of deferred debits and deferred credits required by 7 CFR Part 1773(1i) and provided 
below is presented for purposes of additional analysis and is not a required part of the basic financial 
statements. This information lias been subjected to tlie auditing procedures applied in my audit of the basic 
fiiiancial statements and, i n  my opinion, is fairly stated in all material respects in relation to tlie basic financial 
statements taken as a whole. 

The deferred debits are as follows: 
Deferred property retirement 

Tlie deferred credits are as follows: 
Consumer advances for construction 

$527,068 

$875,205 

This report is intended solely for tlie iiiformation and use of tlie Board of Directors, management, RUS, and 
supplemental lenders and is not intended to be and should not be used by anyone other than these specified 
parties. 1 

Aian M. Zunistein, CPA 
J ~ l y  27, 201 1 
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Independei~t Auditor’s Report 

To tlie Board of Directors 
Taylor County Rural Electric Cooperative Corporation 

I have audited tlie balance sheets of Taylor County Rural Electric Cooperative Corporation, as of May 3 1 , 
201 1 and 2010, and the related statements of income and patronage capital and cash flows for the years 
then ended. These financial statenleiits are the responsibility of Taylor County Rural Electric Cooperative 
Corporation’s maliageinent. My responsibility is to express an opinion on these financial statements 
based on my audits. 

I conducted niy audits in accordance with auditing standards generally accepted in the United States of 
America, tlie standards applicable to financial audits contained in Goveriment Auditi~ig Stainhds issued 
by the Coinptroller General of the United States and 7 CFR Part 1773, Policy 011 Audits of Rural IJtilities 
Service (RUS) Borrowers. Those standards require that I plan and perform the audits to obtain reasonable 
assurance about whether the financial statements are free from material misstatenient. An audit includes 
examiniiig on a test basis, evidence supporting tlie amounts and disclosures i n  the financial statements. 
An audit also includes assessing the accorinting principles used and significant estimates made by 
nianageinent, as well as evaluating the overall financial statement presentation. I believe that my audits 
provide a reasonable basis for my opinion. 

In niy opinion, tlie financial statements referred to above present fairly, in all material respects, the 
financial position of Taylor County Rural Electric Cooperative Corporation as of May 3 1, 201 1 and 2010, 
and tlie results of operations and cash flows for tlie year then ended, in  conformity with accounting 
principles generally accepted in tlie United States of America. 

In accordance with Government Aziditing Standards, I have also issued a report dated JUIY 27, 20 1 1,  on 
my consideration of Taylor County Rural Electric Cooperative Corporation’s internal control over 
financial reporting and my tests of its compliance with certain provisions of laws, regulations, contracts, 
and grant agreements and other matters. The purpose of that report is to describe tlie scope of my testing 
of internal control over financial reporting and conipliance and tlie results of that testing, and not to 
provide an opinion on the internal control over financial reporting or on conipliance. That report is an 
integral part of an audit performed in accordance with Governnw~t Auditing Standards and should be 
considered in assessing the resuits of iny audits. 

Alan M. Zumstein, CPA 
July 27, 201 1 
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To the Board of Directors 
Taylor County Rural Electric Cooperative Corporation 

I have audited tlie financial statements of Taylor County Rural Electric Cooperative Corporation as of and 
for tlie years ended May 31, 201 1 and 2010, and have issued my report thereon dated JUIY 27, 201 1 I I 
condiicted my audits in  accordance with generally accepted auditing standards and tlie standarcis 
applicable to financial audits contained in Government Azrdititzg Stnrzdcwds, issued by the Comptroller 
General of the LJnited States. 

Ititernal Control Over Financial Reporting 

In plaiining and performing my audit, I considered Taylor County Rural Electric Cooperative 
Corporation’s internal control over financial reporting as a basis for designing my auditing procedures for 
the purpose of expressing my opinion on tlie financial statements, but not for tlie purpose of expressing an 
opinion on the effectiveness of Taylor County Rural Electric Cooperative Corporation’s internal control 
over financial reporting. Accordingly, I do not express an opinion on the effectiveness of Taylor County 
Rural Electric Cooperative Corporation’s interiial coiitrol over financial reporting. 

A control deficiency exists when the design or operation of a control does not allow matiagetnent 
employees, in the ~iorinal course of performing their assigned functions, to prevent or detect 
inisstatements on a timely basis. A significant deficiency is a control deficiency, or coinbination of 
control deficiencies, that adversely affects tlie entity’s ability to initiate, authorize, record, process, or 
report financial data reliably in accordaiice with generally accepted accounting principles such that there 
is more than a remote liltelihood that a misstatement of tlie entity’s financial statements that is inore tlian 
inconsequential will not be prevented or detected by tlie entity’s iiiternal control, 

A material weakness is a significant deficiency, or combination of significant deficiencies, that results i n  
more that a remote liltelihood that a inaterial iiiisstatetnent of the financial statements will not be 
prevented or detected by the entity’s internal control. 

My consideration of tlie internal control over financial reporting was for the limited purpose described i n  
the first paragraph of this section and would not necessarily identify all deficiencies in internal control 
that might be significant deficiencies or material weaknesses. I did not identify ally deficiencies in 
internal control over financial reporting that I consider to be material wealtnesses, as defined above. 
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Compliaiice and Other Matters 

As part of obtaining reasonable assi~rance about whether Taylor County Rural Electric Cooperative 
Corporation’s financial statements are free of material misstatement, I performed test of its coiupliaiice 
with certain provisions of laws, regulations, contracts, and grant agreements, nonco~npliance with which 
could have a direct and material effect 017 the detern~ination of financial statement amounts. However, 
providing an opinion on compliance with those provisions was not an objective of my audit, and 
accordingly, I do not express such an opinion. The results of my tests disclosecl 110 instances of 
noncompliance or other niatters that are required to be reported iinder Gove?-nment Azrditiizg Standmdr. 

This report is intended solely for the inforination and use of the airdit conmiittee, inanagement, the Rural 
Utilities Service, and supplenlental lenders, and is not intended to be and should not be used by anyone 
other than these specified parties. 

Alan &I- M. Zumstein, Z - L  CPA 

July 27, 201 1 



Taylor County Rural Electric Cooperative Corporation 

Balance Sheets, May 3 1, 201 1 and 2010 

Assets 

Electric Plant, at original cost: 
In service 
[Jnder construction 

Less accuinulated depreciation 

Investments in Associated Organizations 

Current Assets: 
Cash and cash equivalents 
Accounts receivable, less allowance for 

Other receivables 
Material and supplies, at average cost 
Other current assets 

201 1 of $270,894 and 2010 of$148,745 

Deferred Property Retirement 

Total 

Members’ Equities and Liabilities 

Members’ Equities: 
Memberships 
Patronage capital 
Other equities 
Accuinulated other comprehensive income 

Long Term Debt 

Accuinulated Postretirement Benefits 

Current Liabilities: 
Accounts payable 
Consumer deposits 
Current portion of long tern1 debt 
Accrued expenses 

Consumer Advances 

Total 

$ 69,170,476 
223,222 

69,393,698 
17,955,744 
5 1,437,954 

I 1,980,6 1 I 

-11 

___- 
- - 
--- 

7,226,172 

378,460 
229,087 
687,505 
173,66 1 

8,694,885 

527,068 

$ 72,640,518 

- 

$ 283,575 
44,966,257 

97,2 13 
(2,934,764) 
42,4 12,28 1 

22,244,701 

-.__ 

_.- 

4,275,365 - 

309,549 
1 , 1 84,999 

900,000 
438,418 

2,832,966 

875,205 

$ 72,640,518 

.- 

$ 66,384,429 
3 19.448 

66,703,877 
16,539,770 
50,164,107 

10,534,66 1 

_._--.-. 
- - 
_..__l___p 

3,002,456 

578,559 
206,403 
693,3 5 8 
166,197 

4,646,973 

709,s 19 

9; 66,055,260 

-- 

-- 

$ 284,475 
42,570,094 

96,388 
(3,045,656) 
39,905,301 - 
18,256,419 -._ 

_I 

4,450,328 

267,673 
1 , 127,792 

800,000 
392,701 

2,588,166 

855,046 

$ 66,055,260 

-. 

---- 

_____.-- 

The accompanying notes are an integral part of the financial statements. 
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Statements of Revenue and Patronage Capital 

for the years ended May 3 1, 20 1 1 and 20 I O  

2011 

Operating Revenues $ 44,128,668 

Operating Expenses: 
Cost of power 3 3,777,3 32 
Distribution - operations 1,738,629 
Distribution - inaiiitenaiice 1,836,654 
Consumer accounts I ,  I 16,382 
Customer services 1 16,409 
Adtninistrative and general 1,386,866 

Depreciation, excluding $137,378 in 20 1 1 and 
2 ,1853 14 

Taxes 47.133 
$127,94 1 in 20 I O  cliargecl to clearing acco~ini 

42,205,2 19 

Ope rating margins be fore inte res t charges 1,923,449 

Interest Charges : 
Long-term debt 
Other 

9S8,9 1 1 
69,405 

Operating margins after interest charges 

Nonoperating Margins 
Interest income 
Others 

1.028.3 16 

112,436 
(3.660) 

Patronage Capital Credits 

108,776 

1,533,878 

-” 

Net Margins 

Patronage Capital, beginning of year 

Retirements of capital credits 

Patronage Capital, end of year 

2,537,787 

4 2 3  70,094 

14 1.624) 

$ 44,966,257 

2010 

$ 43,838,946 

33,13 1,792 
1,504,026 
1,509,939 
1,064,694 

116,933 
1,403,514 

2, I 09,2 I 3 
38.002 

40,878,l 13 

2.960.833 

- - 

897,099 
64.172 

96 1,27 1 

1,999,562 

42,838 
(4,3 3 2) 
38,506 - 

1,480,465 

3,s 18,533 

39,223,52 I 

(1 7 1,960) 

$ 42,570,094 

The accompanying notes are an integral part of the financial statements. 
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Statements of Cash Flows 

for the years ended May 3 1,201 1 and 20 10 

Cash Flows froin Operating Activities: 
Net margins (deficit) 
Adjustments to reconcile to net cash provided 

by operating activities: 

Charged to expense 
Charged to clearing accounts 

Patronage capital credits assigned 
Accumulated postretirement benefits 
Deferred property retirements 
Change in assets and liabilities: 

Depreciation: 

Receivables 
Material and supplies 
Other assets 
Payables 
Consumer deposits and advances 
Accrued expenses 

Cash Flows from Investing Activities: 
Plant additions 
Plant removal costs 
Salvage recovered from retired plant 
Receipts from other investinents, net 

Cash Flows from Financing Activities: 
Net increase in membersliips 
Illcrease in other equities 
Retirements of capital credits 
Advances of long term debt 
Payments on long term debt 
Advance payments on long term debt 

Net increase in cash 

Cash and cash equivalents, beginning of year 

Cash and cash equivalents, end of year 

Supplernental cash flows information: 
Interest paid on long-term debt 

2011 

$ 2,537,787 

2,185,8 14 
137,378 

(1,533,878) 
(64,071) 
182,45 1 

177,4 15 
5,853 

41,876 
77,366 
45,717 

3,786,244 - 

(7,464) 

.-- 

(3,3 8 8,760) 
(273,375) 

65,096 
87,928 -- 

(3,509,ll I )  

(900) 
82.5 

( 14 1,624) 
6,000,000 
(873,760) 

- (1,037,958) 
3.946.583 

4,223,7 16 

3,002,456 

$ 7,226,172 

$ 958,911 

2010 

$ 3,518,533 

2,109,2 13 
127,94 1 

(1,480,465) 
( 8 3  3 9) 
93,018 

402,470 
38,036 

(1 18,874) 
15,930 
17,890 

(1 1,840) 
4,703,3 13 - - . ~  

(2,841,071) 
(297,296) 
126,959 

(2,9 I 0,767) 
100,64 1 - 

- . - ~  

(1,140) 
10,764 

(171,960) 

(761,567) 
(2.3 55) 

(926.358) 

866,188 

2,136,268 

$ 3,002,456 

$ 897,098 

The accompanying notes are an integral part of the financial statements. 
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Notes to Financial Stateinents 

Note 1. Summary of Significant Accoiinting Policies 

Taylor County Rural Electric Cooperative Corporation (“Taylor County”) maintains its records i n  
accordance with the policies prescribed or permitted by tlie I<entucky Public, Service Commission (“PSC”) 
and tlie United States Departnient of Agriculture, Rural Utilities Service (“RTJS”), which conform i n  all 
material respects with generally accepted accounting principles. The more significant of these policies are as 
fo 1 lows : 

Electric Plant Electric plant is stated at original cost, which is tlie cost wlieti first dedicated to ptrblic 
service. Such amount includes applicable supervisory and overhead cost including any constritction period 
interest and taxes. There was no interest required to be capitalized during the year. 

The cost of maintenance attd repairs, iiicluding renewals of minor itenis of property, is charged to operating 
expense. Tlie cost of replacement of depreciable property units, as distinguished from minor items, is 
charged to electric plant. Tlie units of property replaced or retired, including cost of removal, net of any 
salvage value, is charged to accumulated depreciation for distribution plant. Gain or loss is recognized on 
dispositioii of general plant items. 

Electric plant consists of: 

Dis tributio t i  plant 
General plant 

Total 

2011 2010 
$65,540,655 $63,045,547 

3,629,821 3,338,882 
$69,170,476 $66,3 84,429 

Depreciation Provision has been made for depreciation 011 the basis of tlie estimated lives of assets, using 
tlie straight-line method. Depreciation rates are as follows: 

Distribution plant 
Siructures and iniprovenieiits 
Transportation equipment 
Other general plant items 

3 % 
2% 

16Yo 
6% - 16% 

Cash and Cash Eqiiivalerits 
original maturities of three months or less to be cash equivalents. 

Taylor Coimty considers all short-term, highly liquid investments with 

Off Balance Sheet Risk Taylor County has off-balance sheet risk in that they inaiiitain cash deposits in  
financial institutions in excess of tlie amounts insured by the Federal Deposit Itisurance Corporation (FDIC) 
at various time during the month. Taylor County’s primary bank participates i n  a temporary “Transaction 
Account Guarantee Program” through the FDIC that provides itnlimited coverage for nonititerest-beari~ig 
transaction accounts. 

Revenue Taylor County iinpleiiiented ail Automated Meter Reading (“AMR’) program during 2009 where 
meters are remotely read 011 the lst day of each month. AI1 coiisiiiner~ are required to pay a refundable 
deposit, which may be waived under certain circumstances. Taylor County’s sales are concentrated in a six 
coiinty area of southeastern I<entucky. Consumers must pay their bill within 20 days of billing, then are 
subject to disconiiect after another 10 days. Accounts are written off when they are deemed to be 
uticollectible. The allowance for uncollectible accounts is based 011 the aging of receivables. There were no 
customers whose individual account balance exceeded 10% of outstanding accounts receivable at May 3 1 ,  
201 1 or2010. 
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Notes to Fiiiaiicial Stateiiieiits 

Note 1. Snrnniary of Significant Acconnting Policies, continued 

Cost of Power Taylor County is one of sixteen ( 1  6) members of East Kentucky Power Cooperative (“East 
I<entucl<y”). IJnder a wholesale power agreement, Taylor County is committed to piircliase its electric power 
aiid energy requirements from East Kentucky until 20.5 1. Tlie rates charged by East Kentucky are subject to 
approval of the PSC. The cost of purchased power is recorded niontlily during tlie period in which tlie power 
bill is received, rather that the period of actual usage, based iipon billings from East Kentucky. Tlie cost of 
power purchased but not recorded was $2,365,926 for 201 1 and $1,673,254 for 2010. 

Fair Value Measurements The Fair Value Measurements and Disclosures Topic of tlie FASB ASC 820, 
Fair l/nlzie Mensztreiizeizts nnd Discloszrres, defines fair value as the exchange price that would be received 
for an asset or paid to transfer a liability (an exit price) in tlie principal, or most advantageous, market for tlie 
asset or liability in an orderly transaction between niarltet participants at the nieasiireiiient date. Tlie Fair 
Values Measurements Topic establishes a three-level fair value liierarcliy that prioritizes the inputs used to 
measure fair value. This hierarchy requires entities to maximize tlie we  of observable inputs when possible. 
Tlie three levels of inputs used to measure fair value are as follows: 

Level 1 : Quoted prices (unadjusted) or identical assets or liabilities in active inarltets that 
tlie entity has the ability to access as of tlie measurement date. 

Level 2: Significant other observable inputs other tlian Level 1 prices, such as quoted 
prices of similar assets or liabilities, quoted prices in iiiarkets tliat are not active, and 
other inputs that are observable or can be corroborated by observable inarltet data. 

Level 3 : Significant unobservable inputs that reflect an organization’s own assumptions 
about tlie assumptions that market participants would use in pricing an asset or liability. 

Tlie carrying amounts of Taylor County’s casli and casli equivalents, other receivables, investments, 
inventories, other assets, trade accounts payable, accrued expenses and liabilities, and other liabilities 
approximate fair value due to their short maturity. Investments in  associated organizations are not considered 
a financial instrument because they represent nontransferable interests in associated organizations. Other 
assets and liabilities are not considered financial instruments because they represent activities specifically 
related to Taylor County. Long term debt can not be traded in the market, and is specifically for electric 
cooperatives and, therefore, a value other tlian its outstanding principal cannot be determined. 

Taylor County may, and also does, invest idle funds in local banks and with advance payments to East 
I<entucl<y for tlie power bill. These investments are classified as held-to-maturity in accordance with 
provisions of tlie FiizniicinlIi7strziinerzts Topic of FASB ASC 320. Held-to-maturity securities are presented 
at amortized cost. Tlie fair value of held-to-maturity securities approximates cost at 20 1 1 and 201 0. 

Risk Management Taylor County is exposed to various forins of losses of assets associated with, but not 
limited to, fire, personal liability, theft, veliicular accidents, errors and oinissioiis, fiduciary responsibility, 
workers compensation, etc. Each of these areas is covered through the purchase of commercial insurance. 

Estimates The preparation of financial statements i n  conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect tlie reported amounts of assets 
aiid liabilities and clisclosrires of contingent assets and liabilities at the date of the financial statements and 
the reported amounts of revenues and expenses during tlie reporting period. Actual results could differ fioiii 
those estimates used in tlie preparation of tlie financial statements. 

Advertising Taylor County expenses advertising costs as incurred. 
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Notes to Fiiiancial Statements 

Note 1. Summary of Significant Accounting Policies, continiied 

Income Tax Status 
Section SO1 (c)( 12). Accordingly, the financial statements include no provision for income taxes. 

Taylor County is exempt from federal and state income taxes under provisions of 

Effective January 1, 2008, Taylor County adopted tlie provisions of the h7coine Taxes Topic of the FASB 
ASC that pertains to accounting for iincertaitity i i i  income taxes. Taylor County had no prior unrecognizecl 
tax benefits as a result of tlie impletnentatioti. Management evalitates its potential exposures from tax 
positions talceii that have or could be challenged by taxing authorities. These potential exposures result 
because taxing authorities may take positions that differ from those taken by management in the 
interpretation and application of statures, regulations, and rules. There are no tax positions for which the 
ultimate deductibility is higlily uncertain iiicluded in the accotiipanying financial statements. Taylor County 
recogtiizes interest accrued related to unrecognized tax benefits in interest expense and penalties in operating 
expenses. Taylor County did not recognize any interest or penalties during tlie years ended 2010 or 2009. 

Subsequent Events 
financial statements were available to be issuecl. There were no significant subsequent events to report. 

Management has evaluated subsequent events through .luly 27, 20 1 1, tlie date the 

Note 2. Investinents in Associated Organizations 

Investments in associated organizations consist of: 
2011 2010 

Ea st Kent it ck y , patro ti age cap ita1 $1 1,14S,S22 $9,762,159 
CoBank 446,807 452,985 
Others 

Total 
388,282 319,517 

$1 1,980,611 $1 0,534,661 

Taylor County records patronage capital assigned by associated organizations in the year in wliich such 
assignments are received. Iiivesttiieiits and purchases from National Bank for Cooperatives (“CoBaiilc”) are 
a condition of borrowing loan fitnds. 

Note 3. Patronage Capital 

Patronage capital consisted of: 

Assigned to date 
Assignable margins 
Retirements to date 
Unassigned 

Total 

2011 2010 
$44,25 1,93 8 $4 1,497,569 

779,359 1,175,306 
(3,662,444) (3,52 1,250) 

3,597,404 3,4 18,469 
$44,966,257 $42,510,094 

LJnder provisions of tlie long-term debt agreement, return to patrons of capital contributed by them is limited 
to amoimts which would not allow tlie total equities and iiiargins to be less than 30% of total assets, except 
that distributions iiiay be made to estates of deceased patrons. The debt agreement provides, however, that 
sliould such distributions to estates not exceed 25% of tlie net margins for the next preceding year, Taylor 
County may distribute tlie difference between 25% and the payments made to such estates. At May 3 1 ,  
201 I ,  the equities and margins were 58% of total assets. 
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Notes to Fiiiaiicial Statenieiits 

Note 4. Acciimirlatecl Other Comprehensive Income 

The changes in accumulated other comprehensive income, which includes the effects of accumulatecl 
postretirement benefits, are as follows: 

2011 gl& 
Balance, beginning of period ($3,045,656) ($3,156,548) 
Amortization 1 10,892 1 10,892 
Initially apply and adjustments 

Total ($2,934,764) ($3,045,656) 

Note 5. Long Term Debt 

All assets, except vehicles, are pledged as collateral on the long term debt to RUS, Federal Financing Bank 
(FFB), aiid CoBank under a joint mortgage agreement. First mortgage notes consist of 

2011 
RIJS, 1.50% (0.375% in 2010) to 5.375% $7,478,154 

(1,086,508) 
6,39 1,646 

FFB, 3.306% 5,955,821 

Refinance RUS loans, 4.52% 5,060,077 
10,797,234 
23,144,701 

Less current portion 900,000 
Long term portion $22,244,70 1 

Advance payments, earns 5 .O% 

CoBank, 3.35% to 6.95% 5,737,157 

gl& 
$1 3,198,322 

(4 8,s 49) 
13,149,773 

5,906,646 

5,906,646 
19,056,4 I9 

800,000 
$18,256,419 

The long term debt payable to RUS and CoBank are due in quarterly and monthly installmeiits of varying 
amounts through 2039. During August 20 10, Taylor County refinanced $5.42 million of RUS loans with 
lower interest rate loans from CoBank. 

As of May 3 1, 201 1, annual current principal due for the next five years are as fo!lows: 2012 - $900,000; 
2013 - $1,000,000; 2014 - $1,050,000; 2015 - $1,150,000; 2016 - $1,200,000. 

Note 6. Short Term Borrowings 

Taylor County has executed short term line of credit agreements in the amount of $3,000,000 each with 
CoBank and with Natioiial Rural Utilities, Cooperative Finance Corporation (“CFC’). At May 3 1, 201 0 
Taylor County had repaid all aclvaiices against this line of credit. 

Note 7. Pension Plan 

Effective January 1, 1995, Taylor County iinpleineiited a Retirement Savings Plan for all employees who are 
eligible to participate in Taylor County’s benefit programs. The plan allows pai-ticipants to make 
contributions by salary reduction, pursuant to Section 40 1 (10 of the Internal Revenue Code. Taylor Cowity 
inalces contributions for each participant equal to 10% of participants’ base compensation with employees 
required to make a minimum contribution of 3% of base wages. Taylor County contributed $260,037 in 20 I I 
and $266,698 in 20 10. Participants vest iiiiinediately in their contributions and the contributions of Taylor 
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Notes to Financial Statements 

Note 8. Postretirement Benefits 

Taylor County sponsors a defined benefit plan that provides medical insurance coverage for retired 
employees and their spouses. Taylor County pays all tlie premiums for retirees and their dependents. For 
ineasureiiient piirposes, an annual rate of increase of 8.9% in 2009, then decreasing by 0.5% per year until 
5% per year, in tlie per capita cost of covered health care benefit was assumed. The cliscoiiiit rate used i n  
deterinining the accumulated postretirement benefit obligation was 6.50% in 201 I and 20 10. 

The funded status of the plan is as follows: 

Prqjected benefit obligation 
Plan assets at fair value 

Total 

($4,275,365) ($4,450,328) 

($4,275,365) ($4,450,328) 

The components of net periodic postretirement benefit cost are as follows: 
2011 2010 

Benefit obligation at beginning of year 
Components of net periodic benefit cost: 

$4,45 0,3 2 8 $4,569,759 

Service cost 104,5 1 1 110,149 
Interest cost 1 18,3 89 112,751 

Net periodic benefit cost 222,900 222,900 
Benefits paid (397,863) (342,33 1)  
Accuinulated other comprehensive accounting - 

Benefit obligation at end of year $4,275,365 $4,450,328 

Projected retiree benefit payments for the next five years are expected to be as follows: 2012 - $302,480; 
2013 - $290,895; 2014 - $276,070; 2015 - $260,080; 2016 - $199,710. 

Note 9. Related Party Transactions 

Several of the Directors of Taylor County and its General Manager I% CEO are on the Boards of Directors of 
various associated organizations. 

Note 10. Cominitnaents and Contiiigencies 

Taylor County is contingently liable as guarantor for approxiinately $1 06,000 of long term obligations of 
East Kentucky to RUS and CFC. Substantially all assets of Taylor County are pledged as collateral for this 
guarantee, iii addition to tlie pledge in the mortgage agreement referred to in Note 5. This contingent liability 
was part of an overall filialicing plan for the construction of generating facilities near Maysville, Kentucky. 

Taylor County has various other agreements outstandiiig with local contractors. IJnder these agreements, tlie 
contractors will perform certain construction a d  inainteiiance work at specified hourly rates or unit cost, or 
on an as needed basis. The duration of these contracts are one to two years. 
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Notes to Financial Statements 

Note 11. ‘Environ~nental Contingency 

Taylor County from time to time is required to work with and handle PCBs, herbicides, automotive fluids, 
lubricants, and other hazardous materials in  the iiornial course of business. As a result, there is the possibility 
that environinental conditions may arise which would require Taylor County to incur cleanup costs. The 
likelihood of such an event, or the ainoiint of such costs, if any, cannot be determined at this time. However, 
manageiiient does not believe such costs, if any, would materially affect Taylor County’s financial position 
or its future cash flows. 

Note 12. Rate Matters 

East Kentucky increased its base rates to Taylor County during August 2007, by 2%, in April 2009, by 7% 
and again in January 201 1 by 4%. Taylor County passed these increases on to its customers using the 
methodology prescribed by the PSC. 
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