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Report of Independent Auditors

The Board of Directors
East Kentucky Power Cooperative, Inc.

Report on the Financial Statements

We have audited the accompanying financial statements of East Kentucky Power Cooperative,
Inc., which comprise the balance sheets as of December 31, 2014 and 2013, and the related
statements of revenues and expenses and comprehensive margin, changes in members’ equities,
and cash flows for the years then ended and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free of 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 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 of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.
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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 above present fairly, in all material respects,
the financial position of East Kentucky Power Cooperative, Inc. as of December 31, 2014 and
2013, and the results of its operations and its cash flows for the years then ended in conformity
with U.S. generally accepted accounting principles.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we also have issued our report dated
March 31, 2015 on our consideration of the East Kentucky Power Cooperatives, Inc.’s internal
control over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is
to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the 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 East Kentucky Power Cooperative, Inc.’s

internal control over financial reporting and compliance.
ém ¥ MLL?

March 31, 2015
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East Kentucky Power Cooperative, Inc.

Assets

Electric plant — at original cost:
In-service
Construction-in-progress

Less accumulated depreciation
Electric plant — net

Long-term accounts receivable
Debt service reserve
Investment securities:
Available for sale
Held to maturity
Current assets:
Cash and cash equivalents
Deposit with RUS - restricted investment
Accounts receivable
Fuel
Materials and supplies
Regulatory assets
Emission allowances
Other current assets
Total current assets

Regulatory assets
Deferred charges
Other noncurrent assets
Total assets

Members’ equities and liabilities
Members’ equities:

Memberships

Patronage and donated capital

Balance Sheets
(Dollars in Thousands)

Accumulated other comprehensive margin (loss)

Total members’ equities
Long-term debt

Current liabilities:
Current portion of long-term debt
Accounts payable
Accrued expenses
Regulatory liabilities
Total current liabilities

Accrued postretirement benefit cost
Asset retirement obligations and other liabilities
Total members’ equities and liabilities

See notes to financial statements.
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December 31

2014 2013
3,836,337 $ 3,765,062
30,790 39,602
3,867,127 3,804,664
1,224,225 1,133,823
2,642,902 2,670,841
- 270

1,063 13,805
33,662 29,570
8,579 8,670
183,070 201,008
154,313 63,256
85,812 91,314
65,688 76,891
54,834 47,116
269 70

762 956
6,097 5,500
550,845 486,111
153,587 150,273
3,849 3,115
9,069 7,400
3403556 % 3,370,055
2 $ 2
485,899 421,054
(3,348) 7,686
482,553 428,742
2,632,276 2,680,289
90,635 97,556
63,808 58,235
13,950 10,443
14,319 4,083
182,712 170,317
68,918 55,410
37,097 35,297
3403556 % 3,370,055
3



East Kentucky Power Cooperative, Inc.

Statements of Revenue and Expenses and Comprehensive Margin
(Dollars in Thousands)

Operating revenue

Operating expenses:
Production:
Fuel
Other
Purchased power
Transmission and distribution
Regional market operations
Depreciation
General and administrative
Total operating expenses

Operating margin before fixed charges

Fixed charges and other:
Interest expense on long-term debt
Amortization of debt expense
Accretion and other

Total fixed charges and other expenses

Operating margin

Nonoperating margin:
Interest income
Patronage capital allocations from other cooperatives
Regulatory settlements

Other
Total nonoperating margin

Net margin

Other comprehensive loss:
Unrealized loss on available for sale securities
Postretirement benefit obligation gain (loss)

Comprehensive margin

See notes to financial statements.
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Year Ended December 31

2014 2013
$ 952771 $ 903,243
297,399 292,918
147,125 140,940
150,337 110,331
43,130 43,790
4,427 2,278
96,689 96,116
43,720 41,673
782,827 728,046
169,944 175,197
116,148 112,306
480 470

348 178
116,976 112,954
52,968 62,243
9,853 5,268
372 598
(12) (105)
1,664 899
11,877 6,660
64,845 68,903
(82) (102)
(10,952) 22
(11,034) (80)
$ 53811 _$ 68,823




East Kentucky Power Cooperative, Inc.

Statements of Changes in Members’ Equities
(Dollars in Thousands)

Accumulated

Other Total
Patronage = Donated = Comprehensive Members’
Memberships  Capital Capital Margin (Loss) Equities

Balance — December 31, 2012 $ 2 $ 349,116 $ 3,035 $ 7,766 $ 359,919
Net margin - 68,903 - - 68,903
Unrealized loss on available for sale securities - - - (102) (102)
Postretirement benefit obligation gain — — — 22 22
Balance — December 31, 2013 2 418,019 3,035 7,686 428,742
Net margin - 64,845 - - 64,845
Unrealized loss on available for sale securities - - - (82) (82)
Postretirement benefit obligation loss - - - (10,952) (10,952)
Balance — December 31, 2014 $ 2 $ 482864 $ 3035 $ (3348) $ 482553

See notes to financial statements.
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East Kentucky Power Cooperative, Inc.

Statements of Cash Flows
(Dollars in Thousands)

Operating activities
Net margin

Adjustments to reconcile net margin to net cash provided by

operating activities:

Depreciation

Amortization of loan costs

Changes in operating assets and liabilities:
Accounts receivable
Fuel
Materials and supplies
Regulatory assets/liabilities
Emission allowances
Accounts payable
Accrued expenses
Accrued postretirement benefit cost
Other

Net cash provided by operating activities

Investing activities

Additions to electric plant

Maturities of debt service reserve

Purchases of debt service reserve securities
Maturities of securities available for sale

Purchases of securities available for sale

Maturities of securities held to maturity

Additional deposits with RUS restricted investment
Maturities of RUS restricted investment

Payments received on long-term accounts receivable
Net cash used in investing activities

Financing activities

Proceeds from long-term debt

Principal payments on long-term debt

Net cash provided by (used in) financing activities

Net change in cash and cash equivalents
Cash and cash equivalents — beginning of year
Cash and cash equivalents — end of year

Supplemental disclosure of cash flow
Cash paid for interest
Noncash investing transactions:

Additions to electric plant included in accounts payable

Unrealized loss on securities available for sale

See notes to financial statements.
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Year Ended December 31

2014 2013

$ 64,845 $ 68,903
96,689 96,116

1,513 1,975

5,502 789

11,203 (6,109)
(7,718) (4,136)

10,196 (171)

194 310

(2,338) (18,168)

3,507 (6,007)

2,556 1,899

(2,844) (4,571)
183,305 130,830
(64,364) (59,596)
40,379 13,766
(27,637) (13,787)
52,934 52,309
(57,108) (52,984)

91 314

(277,226) (238,297)
186,169 183,465

453 456

(146,309) (114,354)
267,622 121,708
(322,556) (94,385)
(54,934) 27,323
(17,938) 43,799
201,008 157,209

$ 183,070 _$ 201,008
$ 112820 $ 112,714
$ 13945 $ 6,034
$ (82) $ (102)




East Kentucky Power Cooperative, Inc.

Notes to Financial Statements

Years Ended December 31, 2014 and 2013

1. Summary of Significant Accounting Policies
Nature of Operations

East Kentucky Power Cooperative (the Cooperative) is a not-for-profit electric generation and
transmission cooperative incorporated in 1941 that provides wholesale electric service to
16 distribution members with territories that include parts of 87 counties in Kentucky.
The majority of customers served by members are residential. Each of the members has entered
into a wholesale power agreement with the Cooperative, which remains in effect until 2051.
The rates charged to members are regulated by the Kentucky Public Service Commission (PSC
or Commission).

The Cooperative owns and operates three coal-fired generation plants, nine combustion turbines
and six landfill gas plants. In addition, the Cooperative has rights to 170 megawatts of
hydroelectric power from the Southeastern Power Administration.

Basis of Accounting

The financial statements are prepared in accordance with policies prescribed or permitted by the
Commission and the United States Department of Agriculture, Rural Utilities Service (RUS),
which conform with accounting principles generally accepted in the United States of America
(GAAP) in all material respects. As a rate-regulated entity, the Cooperative’s financial
statements reflect actions of regulators that result in the recording of revenues and expenses in
different time periods than enterprises that are not rate regulated in accordance with Financial
Accounting Standards Board (FASB) Accounting Standards Codification (ASC) Topic 980-10,
Regulated Operations.

Electric Plant and Maintenance

Electric plant is stated at original cost, which is the cost when first dedicated to public service,
including applicable labor and overhead costs.

The cost of maintenance and repairs, including renewals of minor items of property, is charged
to operating expense. The cost of replacement of depreciable property units, as distinguished
from minor items, is charged to electric plant. The cost of units replaced or retired, including cost
of removal, net of any salvage value, is charged to accumulated depreciation.
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

Inventories

Inventories of fuel and materials and supplies are valued at the lower of average cost or market.
Emission Allowances

Title 1V of the Clean Air Act Amendments of 1990 provides for the issuance of allowances as a
means to limit the emissions of certain airborne pollutants. Allowances are stated at cost.

Issuances of allowances are recognized using a monthly weighted-average method of cost
determination. Gains and losses are recorded upon the disposition of allowances.

Depreciation

Depreciation for the generating plants and transmission facilities is provided on the basis of
estimated useful lives at straight-line composite rates. Rates applied to electric plant in service
for both 2014 and 2013 are:

Transmission and distribution plant 0.71%-3.42%
General plant 2.00%-20.00%

The Production plant assets are depreciated on a straight line basis from the date of acquisition to
the end of life of the respective plant, which ranges from 2019 to 2051.

Investment Securities

Investment securities are classified as held to maturity and carried at amortized cost when
management has the positive intent and ability to hold them to maturity. Investment securities
are classified as available for sale when they might be sold before maturity. Investment securities
available for sale are carried at fair value, with unrealized holding gains and losses reported in
other comprehensive margin (loss).

Interest income includes amortization of purchase premium or discount. Gains and losses on

sales are based on the amortized cost of the security sold. Investment securities are written down
to fair value when a decline in fair value is other than temporary.
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)
Restricted Investment

The Cooperative has established a cushion of credit program administered by the RUS. Under
the cushion of credit program, RUS borrowers may make voluntary irrevocable deposits into a
special account. The account balance accrues interest at a rate of five percent per year.
The amounts in the cushion of credit account (deposits and earned interest) can only be used to
make scheduled payments on loans made or guaranteed by the RUS. At December 31, 2014 and
2013, the balances in the cushion of credit program were $154.3 million and $63.3 million,
respectively.

Fair Value of Financial Instruments

The carrying amount of cash, receivables and certain other current liabilities approximates fair
value due to the short maturity of the instruments.

The Cooperative uses fair value to measure certain financial instruments. The fair value of a
financial instrument is the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date (the exit
price). Observable inputs or unobservable inputs, defined by ASC Topic 820-10, Fair Value
Measurements and Disclosures, may be used in the calculation of fair value. ASC Topic 820-10
establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value. The three levels of the fair value hierarchy are described below:

* Level 1 - Unadjusted quoted prices in active markets that are accessible at the
measurement date for identical, unrestricted assets or liabilities;

* Level 2—- Quoted prices in markets that are not considered to be active or financial
instruments for which all significant inputs are observable, either directly or indirectly;

» Level 3 - Prices or valuations that require inputs that are both significant to the fair value
measure and unobservable.

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any
input that is significant to the fair value measurement.
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

The inputs used to measure cash equivalents are Level 1 measurements, as the money market
funds are exchange traded funds in an active market. The inputs used to measure the available
for sale, debt service reserve and restricted investments are Level 1 measurements, as the
securities are based on quoted market prices for identical investments or securities. The inputs
used to measure financial transmission rights (FTR) derivatives are Level 2 measurements, as the
FTR derivatives are valued based upon recent auction data from the regional transmission
organization. Estimated fair values of the Cooperative’s financial instruments and methods of
valuation as of December 31, 2014 and 2013, were as follows (dollars in thousands):

Fair Value at Reporting Date Using
Quoted Prices

in Active Significant
Markets for Other Significant
Fair Value Identical Observable Unobservable
December 31, Assets Inputs Inputs
2014 (Level 1) (Level 2) (Level 3)

Cash equivalents $ 160,000 $ 160,000 $ - $ -

Available for sale securities 33,662 33,662 - -

Debt service reserve 1,063 1,063 - -
Deposit with RUS —

restricted investment 154,313 154,313 - -

FTR derivatives 1,934 - 1,934 -

Fair Value at Reporting Date Using
Quoted Prices
in Active Significant
Markets for Other Significant
Fair Value Identical Observable Unobservable
December 31, Assets Inputs Inputs
2013 (Level 1) (Level 2) (Level 3)

Cash equivalents $ 200,000 $ 200,000 $ - $ -

Available for sale securities 29,570 29,570 - -

Debt service reserve 13,805 13,805 - -
Deposit with RUS —

restricted investment 63,256 63,256 - -

FTR derivatives 536 - 536 -
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

The estimated fair values of the Cooperative’s financial instruments carried at cost at
December 31, 2014 and 2013, were as follows (in thousands):

2014 2013
Carrying Fair Carrying Fair
Amount Value Amount Value
Held to maturity
investments $ 8,579 $ 10,571 $ 8,670 $ 8,507
Long-term debt 2,722,911 3,201,962 2,777,845 2,961,055

The inputs used to measure held to maturity investment securities are considered Level 2 and are
based on third-party yield rates of similarly maturing instruments determined by recent market
activity. The fair value of long-term debt, including current maturities and prepayment costs, is
calculated using published interest rates for debt with similar terms and remaining maturities and
is a Level 2 fair value measurement.

Regulatory Assets and Liabilities

ASC Topic 980-10 applies to regulated entities for which rates are designed to recover the costs
of providing service. In accordance with this topic, certain items that would normally be
reflected in the statements of revenue and expenses are deferred on the balance sheets.
Regulatory assets represent probable future revenues associated with certain incurred costs,
which will be recovered from customers through the rate-making process. Regulatory assets are
charged to earnings as collection of the cost in rates is recognized or when future recovery is no
longer probable. Conversely, regulatory liabilities represent future reductions in revenues
associated with amounts that are to be credited to customers through the rate-making process.

Rate Matters

Operating revenues from sales to members consist primarily of electricity sales pursuant to long-
term wholesale power contracts which are maintained with each of our members. These
wholesale power contracts obligate each member to pay us for demand and energy furnished in
accordance with rates established by the PSC. Electricity revenues are recognized when energy is
provided. Energy provided is determined based on month-end meter readings.

1503-1425566 11



East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

The base rates charged by the Cooperative are regulated by the PSC. Any change in base rates
requires that EKPC file an application with the PSC and interested parties may seek intervention
in the proceeding if they satisfy certain regulatory requirements. After reviewing all the
documentation in the case, the Commission has ten months to complete its processing of the
application and issue an order. EKPC’s last base rate case was authorized by the PSC on
January 14, 2011.

The PSC has adopted a uniform fuel adjustment clause for all electric utilities within its
jurisdiction. Under this clause, fuel cost above or below a stated amount per kWh is charged or
credited to the member cooperatives for all energy sales during the month following actual fuel
costs being incurred. The regulatory asset or liability represents the amount has been under- or
over-recovered due to timing or adjustments to the mechanism.

The PSC has an environmental cost recovery mechanism that allows utilities to recover certain
costs incurred in complying with the Federal Clean Air Act as amended and those federal, state,
and local environmental requirements which apply to coal combustion wastes and byproducts
from facilities utilized for the production of energy from coal. This environmental surcharge is
billed on a percentage of revenue basis, one month following the actual costs incurred. The
regulatory asset or liability represents the amount that has been under- or over-recovered due to
timing or adjustments to the mechanism.

Concentration of Credit Risk

Credit risk represents the risk of loss that would occur if suppliers or customers did not meet
their contractual obligations to EKPC. Concentration of credit risk occurs when significant
suppliers or customers possess similar characteristics that would cause their ability to meet
contractual obligations to be affected by the same events.

The Cooperative’s sales are primarily to its member cooperatives and totaled approximately

$907.2 million and $882.1 million for 2014 and 2013, respectively. Accounts receivable at
December 31, 2014 and 2013, were primarily from billings to member cooperatives.
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

At December 31, 2014 and 2013, individual account receivable balances that exceeded 10% of
total accounts receivable are as follows (dollars in thousands):

2014 2013
Owen Electric Cooperative $ 12,323 $ 12,838
South Kentucky RECC 9,330 10,006
Blue Grass Energy Cooperative 9,036 9,725

Cash and Cash Equivalents

The Cooperative considers temporary investments having an original maturity of three months or
less when purchased to be cash equivalents. Cash equivalents at December 31, 2014 and 2013,
consisted primarily of money market mutual funds and investments in commercial paper.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Asset Impairment

Long-lived assets held and used by the Cooperative are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of the assets may not be
recoverable. Specifically, the evaluation for impairment involves comparison of an asset’s
carrying value to the estimated undiscounted cash flows the asset is expected to generate over its
remaining life. If this evaluation were to conclude that the carrying value of the asset is impaired,
an impairment charge would be recorded as a charge to operations based on the difference
between the asset’s carrying amount and its fair value. No impairment was recognized for
long-term assets during the years ended December 31, 2014 or 2013.
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)
Members’ Equities

Memberships represent contributions to the Cooperative made by members. Should the
Cooperative cease business, these amounts, if available, will be returned to the members.

Patronage capital represents net margin allocated to the Cooperative’s members on a
contribution-to-gross margin basis pursuant to the provisions of its bylaws. The Cooperative’s
bylaws prohibit the retirement of capital contributed by or allocated to members unless, after any
proposed retirement, the total capital of the Cooperative equals or exceeds 20% of total assets. In
addition, provisions of certain financing documents prohibit the retirement of capital until
stipulated requirements as to aggregate margins and equities are met. Accordingly, at
December 31, 2014 and 2013, no patronage capital was available for refund or retirement.

Comprehensive Margin

Comprehensive margin includes both net margin and other comprehensive margin (loss). Other
comprehensive deficit represents the change in unrealized gains and losses on available for sale
securities as well as the change in the funded status of the accumulated postretirement
benefit obligation. The Cooperative presents each item of other comprehensive deficit on a net
basis, in the Statements of Revenue and Expenses and Comprehensive Margin. Reclassification
adjustments are disclosed in Note 10 of the Notes to Financial Statements. For any item required
under U.S. GAAP to be reclassified to net income in its entirety in the same reporting period, the
affected line item(s) on the Statements of Revenue and Expenses and Comprehensive Margin are
provided.

Income Taxes

The Cooperative is exempt under Section 501(c)(12) of the Internal Revenue Code from federal
income tax for any year in which at least 85% of its gross income is derived from members but is
responsible for income taxes on certain unrelated business income. ASC Topic 740-10, Income
Taxes, clarifies the accounting for uncertainty in income taxes recognized in the financial
statements. This interpretation requires financial statement recognition of the impact of a tax
position if a position is more likely than not of being sustained on audit, based on the technical
merits of the position. Additionally, ASC Topic 740-10 provides guidance on measurement,
recognition, classification, accounting in interim periods, and disclosure requirements for
uncertain tax positions. The Cooperative has determined that more than 85% of its gross income
is derived from members and it meets the exemption status under the Section 501(c)(12).
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)
Deferred Finance Charges

The Cooperative amortizes all deferred financing charges using the effective interest method
except for those charges associated with the private placement. The private placement amortizes
on a straight-line basis, which approximates the effective interest method.

Derivatives

The Cooperative’s activities expose it to a variety of market risks including interest rates and
commodity prices. Management has established risk management policies and strategies to
reduce the potentially adverse effects that the volatility of the markets may have on its operating
results. These policies and strategies include the use of derivative instruments and hedging
activities. These derivative instruments generally qualify for hedge accounting or the normal
purchase and normal sales exclusion under ASC Topic 815-10, Derivatives and Hedging.
The Company recognizes all of its derivative instruments as either assets or liabilities in the
balance sheet at fair value. If hedge treatment is obtained, unrealized gains or losses resulting
from these instruments are deferred as a component of accumulated other comprehensive margin
(loss) until the corresponding item being hedged is settled, at which time the gain or loss is
recognized in net margin. Gains or losses for items not qualifying for hedge treatment are
recognized immediately in margin. At December 31, 2014, the Cooperative had Financial
Transmission Rights (FTRs) derivative assets of $1.9 million and $0.6 million in related
liabilities. At December 31, 2013, the Cooperative had FTRs derivative assets of $0.5 million
and $0.7 million in related liabilities. FTRs are included in other current assets and current
accrued liabilities on the balance sheet.

Asset Retirement Obligations

ASC Topic 410-20, Asset Retirement Obligations, requires legal obligations associated with the
retirement of long-lived assets to be recognized at fair value when incurred and capitalized as
part of the related long-lived asset. ASC Topic 410-20 clarifies the term conditional asset
retirement obligation where an obligation exists even though the method or timing of settlement
may be conditional. The liability is accreted to its present value each period and the capitalized
cost is depreciated over the useful life of the related asset. When the asset is retired, the entity
settles the obligation for its recorded amount or incurs a gain or loss. The Cooperative’s asset
retirement obligations (ARO) represent the requirements related to asbestos abatement and
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East Kentucky Power Cooperative, Inc.

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

reclamation and capping of ash disposal sites at its coal-fired plants. During 2014, the liabilities
incurred relate to an additional ash disposal site ARO at Spurlock Station. Cash flow revisions
are related to changes in the estimated cost to settle the Dale Station ash disposal site ARO.

The Cooperative continues to evaluate the useful lives of its plants and costs of remediation
required by law. The following table represents the details of asset retirement obligation activity
as reported on the balance sheets (in thousands):

2014 2013
Balance — beginning of year $ 32,238 $ 4,875
Liabilities incurred 1,313 27,185
Cash flow revisions (1,365) -
Accretion 1,077 178
Balance — end of year $ 33263 $ 32,238

As discussed in Note 8, the PSC issued an order on March 6, 2015 granting regulatory asset
treatment of ARO accretion and depreciation retroactive to January 1, 2014 for all AROs except
for ash hauling associated with the Dale ash disposal site ARO. Regulatory assets for the
applicable AROs were established at December 31, 2014, and accordingly, only $0.3 million
accretion expense was recognized in 2014.

New Accounting Standards

In February 2013, the FASB issued Accounting Standards Update (ASU) 2013-02,
Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated
Other Comprehensive Income (ASU 2013-02). ASU 2013-02 requires an entity to provide
information in one location about amounts reclassified out of AOCI by component and their
corresponding effect on net income if the amount reclassified is required under U.S. GAAP to be
reconciled to net income in its entirety in the same reporting period. For other amounts not
required to be reclassified to net income in their entirety, such as pension-related amounts, an
entity is required to cross-reference to related footnote disclosures. The amendments in ASU
2013-02 were effective prospectively for non-public companies for the fiscal years beginning
after December 15, 2013. The disclosures requi