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To the Board of Directors 
Kenergy Corp. 
Henderson, Kentucky 

MYRIAD~~UP 
Audit • Tax 11 Advisory 

Knowledge you trust. People you know. Strength ... in Numbers. 

INDEPENDENT AUDITORS' REPORT 

We have audited the accompanying financial statements of Kenergy Corp. , which comprise the balance sheets as of 
December 31 , 20 16 and 20 15, and the statements of revenue and expenses, changes in members' equity, and cash 
flows for the years then ended, and the re lated notes to the financial statements. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fai r presentation of these financial statements in accordance with 
accounting principles generally accepted in the United States of America; this includes the des ign, implementation, 
and maintenance of internal control relevant to the preparation and fai r presentation of financial statements that are 
free fro m material misstatement, whether due to fraud or error. 

Auditors ' Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the Un ited States of America, and the standards 
appl icable ro financial audits contained in Government Auditing Standards, issued by the Comptrol ler General of the 
Un ited States. Those standards require that we plan and perform the audi t to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. 

An audit involves performing procedures to obtain audit evidence about rhe amounts and disclosures in the finan cial 
statements. The procedures selected depend on the auditors' judgment, including the assessment of the ri sks of 
material misstatement of the financial statements , whether due to fraud or error. Jn making those risk assessments, 
the auditor considers internal control relevant to the en tity's preparation and fai r presentation of the financial 
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
express ing an opinion on the effectiveness of the entity' s internal control. Accord ingly, we express no such opinion. 
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
op1111on. 

Opinion 

ln our opinion, the financial statements referred to above present fa irly, in al l material respects, the financ ial position 
o f Kenergy Corp. as of December 3 I, 20 16 and 2015, and the changes in members' equity and its cash flows for the 
year then ended in accordance with accounting principles generally accepted in the United States of America. 



Other Matters 

In accordance with Governmenl A udiling Standards, we have also issued our repo11 dated March 2 1, 20 I 7 , on our 
consideration of Kenergy Corp's internal control over financial reporting and o ur tests of 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 o ur 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 repott ing or on compliance. That report is 
an integral part of the audit performed in accordance with Governmenl Audiling Standards, and should be 
considered in assessing the results of our audi t. 

Myriad CPA Group, LLC 
Owensboro, Kentucky 
March 2 I , 20 I 7 
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Kenergy Corp. 
Balance Sheets 

As of December 31, 2016 and 2015 

ASSETS 2016 2015 

Utility Plant, Net $ 205,143,417 $ 203, 105,989 

Investments 6,35 1,424 6,275,613 

Current Assets: 
Cash and Cash Equivalents 1,119,556 l ,427,5 10 
Accounts Receivable, Less All owance For 

Doubtful Accounts: 20 16$340, 119 and 20 15 $405,592 
Billed 22,446,503 18,791,650 
Unbilled 17,595,465 12,505 ,584 

Materials and Supplies 1,757,537 1,825,094 
Other Current Assets 757,642 800,657 

Total Current Assets 43,676,703 35,350,495 

Other Assets 4,2 11 ,886 2,776,308 

Total Assets $ 259,383,43 0 $ 24 7 ,508,405 

MEMBERS' EQU ITY AND LIABILITIES 

Members' Equity: 
Memberships $ 231 ,570 $ 230,610 
Patronage Capital 68,540,787 68,944,905 
Other 9,266,927 8, 19 1,695 

Total Members' Equity 78,039,284 77,367,2 10 

Long-Term Debt, Net of Current Portion 128,916,865 129,842,203 

Current Liabilities: 
Accounts Payable 27 ,9 16,940 20,446,043 
Consumer Deposits 5,953,42 1 5,580,902 
Current Maturities of Long-Term Debt 8,058,667 8,083,5 18 
Notes Payable 6, 100,000 1,800,000 
Other Current and Accrued Liabilities 1,586,3 13 1,623, 12 1 

Total Current Liabilities 49,6 15,341 37,533,584 

Other Noncurrent Liabilities 2 12,687 220,578 

Deferred Credits 2,599,253 2,544,830 

Total Members' Equity and Liabil ities $ 259,383 ,430 $ 247,508,405 

The accompanying notes are an integral part of the financ ial statements. 
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Kenergy Corp. 
Statements of Revenue and Expenses 

For the years ended December 31, 2016 and 2015 

2016 

Operating Revenue $ 343,453, 116 

Operating Expenses 

Cost of Power 302, 773,678 
Distribution Operation 4,227,982 
Distribution Maintenance 8,290,451 
Customer Accounts 3,817,353 

Consumer Service and Information 262,297 
Administrative and General 4,191 , 126 
Depreciation 12,040,020 

Taxes 742,917 

Other Deductions 217,552 

Total Operating Expenses 336,563,376 

Operating Margin Before Interest Expense 6,889,740 

Interest on Long-Term Debt 5,099. 153 

Other Interest Expense 106,306 

Operating Margin 1,684,281 

Nonoperating Margin 

Investment Income 2,064,694 
Other lncome (Expense) (6,5 13) 

Net Margin Before Operating Margins Assigned by Associated Organizations 3,742,462 

Operating Margin Assigned by Associated Organizations 195,428 

Net Margi n $ 3,937,890 

The accompanying notes are an integral part of the financial statements. 
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2015 

$ 373,443, 149 

334,236,486 
4,027,648 
8,537,782 

4,479,746 
292,940 

4,484,055 

11 ,034,637 
735,695 

104,671 

367,933,660 

5,509,489 

5,010,656 

32,536 

466,297 

1,996, 129 
27,7 14 

2,490, 140 

2 10,498 

$ 2,700,638 



Kenergy Corp. 
Statements of Changes in Members' Equity 

For the years ended December 31, 2016 and 2015 

Memberships 

Balance, December 3 1, 2014 $ 228,275 

Increase in Membership Fees 2,335 

Net Margin 

Patronage Capital Retired 

Retired Capital Credits - Gain 

Balance, December 3 l , 2015 $ 230,610 

Increase in Membership Fees 960 

Net Margi n 

Patronage Capital Retired 

Retired Capital Credits - Gain 

Balance, December 3 I, 20 16 $ 23 1,570 

Patronage 

Capital 

$ 70,642,877 

2,700,638 

( 4,398,610) 

$ 68 ,944,905 

3,937,890 

( 4,342,008) 

$ 68,540,787 

Other 

$ 6,850,735 

1,340,960 

$ 8,19 1,695 

1,075,232 

$ 9,266,927 

The accompany ing notes are an integral part of the financial statements. 
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Total 

$ 77,72 1,887 

2,335 

2,700,638 

( 4,398,6 10) 

1,340,960 

$ 77,367,2 10 

960 

3,937,890 

( 4,342,008) 

1,075,232 

$ 78,039,284 



Kenergy Corp. 
Statements of Cash Flows 

For the years ended December 31, 2016 and 2015 

2016 
Cash Flows From 012crating Activities: 

Net Margin $ 3,937,890 
Adjustments to Reconcile Net Margin to Net Cash 
Provided by Operating Activities : 

Depreciation and Amortization Charged to Operations 12,408, 113 
Noncash Assigned Capital Credits ( 195,428) 

(Increase) Decrease in: 
Accounts Receivable (3,680,449) 
Materials and Suppl ies 67,557 
Other Current Assets (5,046,866) 
Accounts Payable 7,470,897 
Other Current and Accrued Liabilities (36,808) 
Other Items, Net 136, 135 

Net Cash Provided by Operating Activiti es 15,061,041 

Cash Flows From Investing Activities: 
Capital Expenditures, Net ( 15,970,722) 

(Increase) Decrease in: 
Other Investment, Excluding 

Assigned Cap ital Cred its 119,750 

Net Cash Used by Investing Activ ities ( 15,850,972) 

Cash Flows From Financi ng Activities: 
Additional Deposits, Net of Refunds 373,479 

Proceeds From Lo ng-Term Debt 9,000,000 

interest Income Added to Cushion of Credit Balance ( l ,966,254) 

Interest Expense Paid From Prior ote Payments 
Princ ipal Payments on Long-Term Debt (7' 958,4 72) 
Principal Payments Paid From Prior Note Payments 
Patronage Capital Retired (3,266,776) 
Proceeds From Shorr-Term Notes Payab le 4,300,000 

Net Cash Provided by Financing Activities 481 ,977 

Net Decrease in Cash and Cash Equivalents (307,954) 

Cash and Cash Equivalents, Beginning of Year 1,427,510 

Cash and Cash Equivalents, End of Year $ 1,11 9,556 

Sui;mlemental Disclosure of Cash Flow Information: 
Interest Paid, Net of A mounts Capitalized $ 5,400,545 

The accompanying notes are an integral part of the financ ial statements. 
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2015 

$ 2,700,638 

11,4 16,21 1 
(2 10,498) 

3,944,009 
86,4 19 

J ,261,467 
(3,935 ,255) 

226,558 
157,805 

15,647,354 

( 18,942,784) 

32,816 

( 18,909,968) 

1,347,702 
11 ,000,000 
{l ,897,589) 

322, 185 
(7 ,051,539) 

426,768 
(3,057,650) 

1,800,000 

2,889,877 

(372,737) 

1,800,247 

$ 1,427,510 

$ 5, 107,200 



Kenergy Corp. 
Notes to the Financial Statements 

NOTE 1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Nature of Business 

Kenergy Corp. (Kenergy) is a nonprofit electric distri bution cooperative association which provides electric 
power to approximately 57,000 residential, commerc ial and industrial customer accounts located in fourteen 
western Kentucky counties. 

Basis of Accounting 

The accounting policies ofKenergy reflect those prescribed by the Uni ted States Department of Agriculture Rural 
Util ities Service (RUS) and the Kentucky Public Service Commission (KPSC), which conform w ith accounting 
principles general ly accepted in the United States of America in all material respects. 

Revenues 

Revenues are accrued when services are rendered based on rates authorized by the KPSC. 

Util ity Plant 

Uti li ty plant is stated at original cost, net of contributions, which is the cost when first dedicated to public service. 
Kenergy capi talizes supervisory and overhead costs applicable to construction projects. 

Maintenance and repairs of property units and renewals of minor items of property are charged to maintenance 
expense accounts. The costs of replacing complete property units are charged to utility plant accounts and the 
original cost of d istribution plant property uni ts retired and cost of removal , net of salvage value, are charged to 
accumulated depreciation. 

Depreciation 

Depreciation is provided on the basis of the estimated useful lives of asse ts at straight-line rates, which for 2016 
and 2015 were as follows: 

Distr ibution Plant 

General Plant 

1.90% to 7.50% 

2.00% to 20.00% 

Kenergy uses the composite method of depreciation for distri bution plant and the unit method of depreciation for 
general plant. 

Investments 

As more fu lly described in the follow ing notes, Kenergy ' s investment in a generation and transmission 
corporation is recorded at estimated net realizable value. All other investments of Kenergy are stated at cost, 
which approximates fair value. 
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Kenergy Corp. 
Notes to the Financial Statements 

NOTE l - 0RGANIZAT10:\1 AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Cash and Cash Eguivalents 

Cash and cash equivalents consist of cash on hand, money market funds, and investments with an original 
maturity of three months or less. The carrying amount reported in the balance sheet for cash and cash equivalents 
approximates fair value. 

Investments in Associated Organizations 

Investments in associated organizations include patronage capital, capital term certificates, and other investments. 
Patronage capi tal investments are stated at cost plus undistributed allocated equities from other cooperatives. 
Capital term certificates and other investments are carried at cost which approximates market. 

Materials and Suppli es 

Materials and supplies inventories are stated at the lower of cost or market using the average cost method. 

Use of Estimates 

The preparation of financ ial 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 liab il ities and disclosure of contingent assets and liabilities at the date of the financial statements and 
the repo11ed amounts of revenues and expenses during the reporting period. Actual results could differ from those 
est i 111 ates. 

NOTE 2 - UTILITY PLANT 

Utility plant at December 3 1, 20 16 and 20 l 5 consists of the following: 

2016 2015 

Distribution Plant $285,913,592 $277,713,974 

General Plant 26,583,273 26,322,030 

3 12,496,865 304,036,004 

Less: Accumulated Depreciation ( 108,907,333) ( 101 ,581,960) 

Construction in Progress 1,553,885 65 1,945 

Total Util ity Plant $205, 143 ,4 17 $203, l 05,989 

Depreciation expense for the years ended December 3 1, 20 16 and 2015 was $12,594,044 and $11 , 733,687, 
respectively. 

Interest capitalized during 20 16and2015 related to construction of util ity plant was $0 and $0, respectively. 
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Kenergy Corp. 
Notes to the Financial Statements 

NOTE 2 - UTILITY P LANT (CONTTNl iED) 

A devastat ing ice sto rm occurred on January 26, 2009 , resulting in approximately 3,600 poles and 1, 100 
transformers bei ng replaced. The total storm costs were approximately $32,000,000 with the Federal Emergency 
Management Agency ( FEMA) being requested to reimburse nearly $28,000,000, or 87%. The FEMA 
reimbursement monies were first applied to dollars expensed, leaving nearly $4,000,000 of capitalized costs. The 
remai ning $ 1,864,3 71 FEMA receivable was written off for accounting purposes in December 2015. Kenergy 
will continue to pursue the remaining reim bursement. 

Non: 3 - I NVESTME TS 

Generation an d Transmission Corporation: 

Kenergy purchases electric power from Big Rivers E lectric Corporation, a generation and transmission 
cooperative association, and EDF Trad ing North America, LLC, beginning January I, 20 I 5 (For the two smelter 
loads, see Note 6). The membership of Big Rivers is comprised of Kenergy and two other d istribution 
cooperatives. 

The following is a summary at December 31 , 2016 and 2015 of financial information pertaining to Big Rivers: 

Balance Sheet Data 

Assets: 

Current Assets 
Noncurrent Assets 

Total Assets 

Liabilities: 
Current Liabilities 
Noncurrent Liabilities 

Total Liabilities 

Equity: 

Income Statement Data 

Revenues 

Operating Margin 

Net Margin 

9 

$ 

$ 

$ 

2016 

UNAUDITED 

180,843, 147 
1, 199,434,228 

l ,3 80,277,375 

80,81 1,461 

821,3 13,560 

902, 125,02 1 

$ 478, 152,354 

$ 457,504, I 86 

$ 8,162,762 

$ 12,905,266 

$ 

$ 

$ 

2015 

AUDITED 

189, 152,26 1 
1,2 16,843 ,997 

1,405,996,258 

84,839,750 

856,495,341 

941 ,335,09 1 

$ 464,66 1, 167 

$ 445,275,732 

$ 6,623,204 

$ l 1,2 16, 118 



Kenergy Corp. 
Notes to the Financial Statements 

NOTE 3 - INVESTME~TS (CONTlNUED) 

Big Rivers Electric Corporation experienced significant operating losses in prior years and had a net equities 
deficiency of ($154,601,580) as of December 3 I, 2008. 

On July 16, 2009, Big Rivers Electric Corporation completed a transaction referred to as the " unwind" with E.ON 
US. Under the unwind agreement, Big Rivers assumed from E.ON US full responsibility for operating three 
generation fac ilities and the obligation to provide power to two aluminum smelters through Kenergy Corp. E.ON 
US provided cash payments, asset transfers, and other benefits to Big Rivers E lectric Corporation, which resul ted 
in Big Rivers realizing income of $537,978,261 in 2009. These funds allowed Big Rivers to reduce its debt by 
$140, 180,652 , provide $252,855, 791 in rate stabilization funds, and to increase its equity position to 
$379,391,541 from a deficit of ($154,601 ,580). 

Under the Big Rivers Joint Plan of Reorganization in 1998, member cooperatives of Big Rivers were required to 
charge down their previously all ocated capital credits to zero. After eval uating the key issues re lated to the 
unwind, Kenergy has elected to continue valuing the non-cash allocations at zero for financial repo1ting purposes, 
a practice which it has followed since 1998 when Big Rivers Electric Corporation emerged from bankruptcy 
protection. As of December 3 1, 2009, the non-cash allocations from Big Rivers to Kenergy represented 69% of 
the total allocations. Big Rivers, which allocates margins on the tax basis, has not made any allocations for the 
years ended December 31, 20I0-2016 due to tax losses in those years. 

Kenergy Corp. will conti nue to record memorandum entries in its patronage capital records to reflect the value of 
allocations received from Big Rivers (Refer to Note 12 - Income Tax Status. See Note 6 for discussion on the 
contract termination notices of the two smelters.). 

Other Investments: 

The more significant other investments are as follows: 

Capital Term Certificates (CTC's) of the National Rural Utilities Cooperative F inance Corporation are carried at 
cost which approximates market. The investment at December 31, 20 16 and 2015 totaled $2,528,878. The CTCs 
mature in varying amounts from 2020 to 2080 and bear interest at 0%, 3%, and 5% per year. 

Investment in CoBank, an international cooperative bank, is a required investment, which is carried at cost and 
totaled $2,045,063 and $2,085,052 at December 31 , 2016 and 2015, respectively . Under the terms of th is Loan 
Base Capital Plan, Kenergy's investment in CoBank (stock and allocated surplus from CoBank) is required to be 
I 0% of Kenergy ' s average loan balance due to CoBank for the past five years accumulated through equity issued 
as a patronage return. 

Kenergy' s primary insurance carrier, Federated Rural E lectric Insurance Exchange (Federated), insures electric 

cooperatives across the nation by offering property, general liabil ity, automobile, crime, umbrella liability, cyber 

liability, director, officer and manager liability, and workers' compensation coverage. As a member-owned 

cooperati ve, Federated allocates its net margins to its members each year as patronage, and Kenergy carries its 

investment at cost. Kenergy's investment in Federated totaled $749,413 and $698 ,590 at December 31 , 2016 and 

2015. 

10 



Kenergy Corp. 
Notes to the Financial Statements 

NOTE 3 - l NVESTME\!TS (CONTIN UED) 

A summary of investments for the years ended December 31, 2016 and 2015 is as follows: 

Patronage Capital Credi ts 
Investments in CoBank 
Investments Federated 
Other Investments 

Other Assets 
Capital T erm Ce11iticates 

Total 

$ 

$ 

11 

2016 

2,045,063 
749,412 

1,005,560 
3,800,035 

22,511 
2,528 ,878 

6,351,424 

$ 

$ 

2015 

2,085,052 
698,590 
910,699 

3,694,341 

52,394 
2,528,878 

6,275,6 13 



Kenergy Corp. 
Notes to the Financial Statements 

NOTE 4 - LO:\'G-TERM DEBT 

Long-Term Debt at December 31" consists of: 

First mortgage notes payable to: 
RUS in quarterly and monthly 

instal Im en ts of varying amounts 
through 203 8 
Interest rate term fixed to 
principle marurity: 
4. 125% notes 

Laddered inte rest rate terms o f 1-
7 years at an average rate of 
1.22 % at D ecember 3 1, 2016 

Unapplied note prepayments-5% 

CoBan k in quarterly and monthly 
installments of varying amounts 
through 2033: 
lnte rest rate term fixed to 
principle maturity: 
3.35% average rate a t December 
3 1, 201 6 

Laddered interest rate terms of 
I to 5 years, average rate 
o f 1.95% at December 3 I,2016 

Rural Economic Development Zero­
Interest Loan payab le to RVS in 
monthly insta llments of vary ing 

amounts through May 20 16 

Fede ral Financing Bank in quarterly 
installments of varying amo unts 
through December 2048 
r nterest rate term fixed to maturity: 

Average interest rate of3.44% 
Interest rate term fixed for I 0 years 
Average interest rate of2.38% 

Interest rate term of90 days: 
0 .5 1 % rate as of December 3 1, 2016 

CFC in quarterly installments with a 
23-mon!h term, two auto matic 23-
month term extentions, and a 
2.2% interest rate fixed to maturity 
Level debt service note maturing 2038 
3.92% inte rest rate fixed to maturity 

Total Long-Term Debt 
Less Current Maturities 

Lo ng-Term Debt, Net of Current Portion 

20 16 

$ 1,267,264 

39,934,833 

(40,552,498) 
649,599 

7,366,244 

8,222,248 
15,588,492 

84,565 ,716 

6,695,679 

2,251,690 
93 ,5 13,085 

526,549 

26,697,807 
27,224,356 

J 36,975,532 
8,058,667 

$ 128,9 J 6,865 

12 

2015 

$ 1,324,601 

4 1,852,226 

(38,586,244) 
4,590,583 

9,289,8 11 

8,830,726 
18, 120,537 

25,463 

77,4 10, 115 

6,856,336 

2,326,530 
86,592,981 

781,284 

27,814,873 
28,596,J 57 

137,925,721 
8,083,5 18 

$ 129,842,203 



Kenergy Corp. 
Notes to the Financial Statements 

NOTE 4- LO G-TERV£ D EBT (CONTINUED) 

Aggregate maturities of long-term debt at December 3 1, 20 16 are: 

Amoun ts 
2017 $ 8,058,667 
201 8 8,085 ,788 
2019 7,954,09 1 
2020 7,527, 146 
2021 7, 104,024 

Thereafter 98,245,8 I 6 

$ 136,975,532 

Substantially all assets are pledged as security for the long-term debt to the Rural Uti li ties Service, Federal 
Financing Bank, CoBank, and the National Rural Utili ty Cooperative Finance Corporation (CFC). 

NOTE 5 - SHORT-TERM BORROWINGS 

Kenergy has unsecured line of credit agreements with financial inst itut ions permitting short-term borrowings for 
general corporate purposes totaling $35,000,000. Rates for such borrowings are variable. There was $6, 100,000 
and $1,800,000 outstanding under these agreements at December 3 1, 2016 and 2015, respectively. The rate at 
December 31, 20 16 was 2.87%. 

NOTE 6 - MAJ OR CUSTOMER CO~CE TRA TIONS 

Operating revenue for 2016 and 20 15 includes approximately $ 157. 1 million and $208.0 million, respectively, 
attributable to sales of power to two a luminum smelting customers. Accounts receivable from these customers 
totaled $ 12.2 and $7 .2 mill ion at December 31, 20 16 and 20 15, respectively. On August 20, 20 12 and January 
3 1, 2013 the two smelters provided one-year notices of term ination of the ir contracts. On January 15, 2013, Big 
Rivers Electric Corp. (see Note 3) filed for a $74 million rate increase in Case No. 2012-00535. On October 29, 
2013 the KPSC issued an order allowing $54 mill ion. On June 28, 20 13 Big Rivers filed for a second rate 
increase of $70 million in Case No. 2013-00199. On April 25 , 2014 the KPSC issued an order allowing $36 
mil lion. Anrual depreciati on on the Coleman station of $6, 192,660 and the Wilson station of $20,175,771 is 
being recorded as a deferred asset rather than as an expense. It is the KPSC's intent that the amount recorded as a 
deferred asset will be considered for amortizat ion at some future point in time if and when the facil ities are 
needed to serve customers, are so ld, or are permanently closed. These rate increases are necessary to miti gate the 
loss of revenues from the two smelters as they purchase power on the open market. The loss of these two loads 
has no material impact on Kenergy's margins. 

Operati ng revenue also includes sales of power to six other large industrial customers, total ing approximately 
15.5% and 11.6% ofKenergy 's operating revenue for 2016 and 2015, respectively. 

NOTE 7 - COST OF POWER & RATE MATTERS 

Kenergy presently purchases all of its non-smelter power and energy requirements from Big Rivers Electric 
Corporation (Big Rivers) under wholesale power contracts which expire in 2043. Accounts payable under Big 
Rivers' contracts were $14.5 mi II ion and $ 11 .8 mi I li on at December 3 I , 2016 and 20 I 5, respectively. 
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Kenergy Corp. 
Notes to the Financial Statements 

NOTE 7-COST OF POWER & RATE MATTERS (CONTINUED) 

Beginning January I, 20 15, Kenergy purchases its power requirements for the two smelters from EDF Trad ing 
North America, LLC. 

The reserve fund credits, which were established as a part of the "Unwind" transaction (see note 3), expired 
during the first quarter of 2016 for business customers and during the fourth quarter of 2016 for residential, 
school , church and farm customers. These credi ts offset Big Ri vers' second smelter rate increase of $36 mill ion 
(See Note 6), and portions of Big Rivers ' fuel and environmental cost. Due to the funds expiration, cus tomer bill s 
increased approximately 20%. 

During 2015, Kenergy fi led an application with the KPSC requesting an increase in base rates of $2,563,807, 
which represents a 1.93% increase in total annual revenues excluding di rect served industrials. The KPSC 
establi shed Case No. 2015-003 12 and issued a procedural schedule to fully investigate the reasonableness of the 
proposed rates. The KPSC approved the new rates that were effective May 2016. 

NOTE 8 - RETIRE\!IEl\T PLA S 

NRECA Retirement and Security Program 

All eligible employees of Kenergy pa1ticipate in the National Rural Electric Cooperative Association (NRECA) 
sponsored Reti rement Security Plan (RS Plan), a defined benefit pension plan qualified under Section 40 I and 
tax-exempt under Section 50 I (a) of the Internal Revenue Code. It is considered a multi-emp loyer plan under the 
accounting standards. The plan sponsor's Employee 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. 

The plan assets of the former G REC plan were transferred to NRECA on January 7, 20 14. In May 2014, Kenergy 
paid NRECA $65 1,370 for the difference between plan assets and the benefit obligation that occurred between 
October 3 I, 20 I 0 and January I, 20 14. 

Kenergy contributions to the RS Plan in 2016 and 20 15 represent less than 5 percent of the total contributions 
made to the RS Plan by all participating em ployers. Kenergy made contributions of $ 1,917,078 in 20 16 and 
$ 1,885,703 in 20 15, which equals the amount accrued for pension expense. There have been no significant 
changes that affect the comparability of2016 and 2015 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 all ocated separately by individual employer. In total, the RS Plan was over 80 percent funded on January 1, 
2016 and over 80 percent funded on January I, 2015 based on the PPA funding target and PPA actuarial value of 
assets on those dates. 
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Kenergy Corp. 
Notes to the Financial Statements 

Non: 8-RETIREME 

Because the provisions of the PPA do not apply to the RS Plan, funding improvement plans and surcharges are 
not applicable. Future contri bution requirements are determined each year as part of the actuarial valuation of the 
plan and may change as a result of plan experi ence. 

At the December 2012 meeting of the l&FS Commi ttee of the NRECA Board of Directors, the Com mittee 
approved an option to allow participating cooperatives in the RS Plan to make a contri bution prepayment and 
reduce future required contributions. The prepayment amount is a cooperative's share, as of January 1, 20 13, of 
future contributions required to fund the RS Plan's unfunded value of benefits earned to date using RS Plan 
actuarial valuation assumptions. After making the prepayment, for most cooperatives the billing rate is reduced 
by approximately 25%, retroactive to the January 1st of the year in which the amount is paid to the RS Plan. The 
25% differential in billing rates is expected to continue for approximately 15 years from January I, 20 13. 
However changes in interest rates, asset returns and other plan experience d ifferent from expected, plan 
assumption changes and other factors may have an impact on the differential in billing rates and the 15 year 
period. On April 30, 2013, Kenergy made a prepayment of $1,394, 196 into the program, which will be included 
in pension expense over ten years. 

Retirement Savings Plan 

The Retirement Savings Plan is avail able to all el ig ible Kenergy employees. The plan allows participants to make 
contributions by salary reduction, pursuant to Section 401 (k) of the Internal Revenue Code. Kenergy wi ll match 
the contributions of each participant, up to 3% of the paii icipant's base com pensation. Kenergy contributed 
$296,299 and $293,625 for 2016 and 20 15, respectively. Part icipants vest immediately in their contributions and 
the contributions ofKenergy. 

Deferred Compensation Plan 

The Kenergy Corp. 457(b) Deferred Compensation Plan all ows designated senior management personnel the 
oppo1tunity to make salary deferral contributions into a retirement plan once they reach the IRS limit on voluntary 
contributions into their 40 I (k) plan. 

NOTE 9- FINA:\'CIAL l NSTRU.\11£ 'TS - FAIR VAL ES 

FASB ASC 820 "Fair Value Measurement," requires Kenergy to disclose estimated fair values of its financia l 
instruments. Fair value estimates, methods, and assumptions are set forth below for Kenergy's financial 
instruments : 

The carrying amounts of cash and cash equivalents, accounts receivable, other current assets, accounts payable, 
and other current liabil ities approxi mate fair value because of the short-term maturity of those instruments. Tn 
management's opinion, the carrying val ue of long-term debt also approximates fair value. 

Kenergy's financial instruments that are exposed to concentrations of credit risk consist primari ly of cash and 
trade accounts receivable. Kenergy had cash deposits in a financial institution in excess of the amount insured by 
the Federal Depository Insurance Corporation (FDIC) at December 31, 2016 and 2015. The risk is managed by 
maintaining all deposits in high quality institutions. Kenergy routinely assesses the financia l strength of its 
customers and, as a consequence, believes that its trade accounts receivable credit risk exposure is limited. 
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In previous years, B ig Rivers provided billing, safety tra111111g, and other services to its three distribution 
cooperative members for which it was not reimbursed, and Big Rivers reimbursed its members for economic 
development costs. In 2013, Big Rivers began reimbursing Kenergy for certain billing and IT services which 
were previously incurred by Big Rivers. 

Services requested for reimbursement from Big Rivers during the years ended December 31, 2016 and 2015 
totaled $903,671 and $1,048,299 respectively, of which $34,892 and $64,762, respectively, was incl uded in 
accounts receivable. These amounts do not include the cost of computer programming, safety training and 
postage provided but not quantified. 

NOTE 11-lNCOME TAX STATUS 

Kenergy is exempt from federal and state income taxes under section 501(c)(12) of the Internal Revenue Code 
and, accordingly, the accompanying financial statements include no provision for such taxes. When applying the 
85 percent test of IRC 50l(c)(12), Kenergy excludes the Big Rivers Electric Corporation non-cash allocations 
from gross income. 

ASC 740-10, Income Taxes, provides guidance for reporting unce1tai nty in income taxes. Kenergy has performed 
an evaluation of uncertain tax position for the years ended December 31, 2016 and 20 15, and determined that no 
material uncertain tax positions qualify for ei ther recognition or disclosure in the financial statements. Income tax 
returns for the years ended December 31 , 20 13 or later remain subject to subject to examination by various taxing 
authorities. 

NOTE 12 -LJMITATIO:\!S ON DISTRTBUTJO ·s 

Without the prior written approval of RUS, Kenergy shall not in any calendar year make any Distributions 
(exc lusive of any Distributions to the estates of decreased natural patrons) to its members, stockholders or 
consumers except as follows: 

If, afte r giving effect to any such Distribution, the Equity of the Borrower shall be greater than or equal to 20% of 
its Total Assets and the aggregate of all Di stributions made during that calendar year when added to such 
Distribution sha l I be less than or equal to 25% of the prior year's margins . 

If, after giving effect to any such Distribution, the Equity of the Borrower shall be greater than 30% of its Total 
Assets; or 

Provided however, that in no event shall Kenergy make any Distributions if there is unpaid, when due, any 
ins tallment of principal of (premium, if any) or interest on any of its payment obligations secured by the 
mortgage, if the borrower is otherwise in default hereunder or if, after g iving effect to any such Distribution, the 
Borrower's current and accrued assets would be less than its current and accrued liabilities. 
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N OTE 13 - R ISK M ANAGEME 'T 

Kenergy is exposed to various risks of loss related to to rts; theft of, damage to, and destruction of assets; errors 
and omissions; injuries to employees; and natural disasters. Kenergy carries commercial insurance for all risks of 
loss, including workers' compensation, general liabil ity and prope1ty loss insurance. J\s is customary in the utility 
industry, Utility P lant is not insured with the exception of substations. Settled claims resulting from these risks 
have not exceeded commercial insurance coverage in 20 16 and 20 15. 

NOTE 14 - SUBSEQUENT EVENTS 

Subsequent events have been considered and evaluated through March 21, 2017 the date these financial 
statements were available to be issued. 
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH ASPECTS OF 
CONTRACTUAL AGREEMENTS AND REGULATORY REQUIREMENTS FOR ELECTRIC 

BORROWERS 

To the Board of Directors 
Kenergy Corp. 
Henderson, Kentucky 

We have audited, in accordance with auditing standards generally accepted in the United States of 

America and the standards appl icable to financial audi ts contained in Government Auditing Standards 

issued by the Comptroller General of the United States, the fi nancial statements of Kenergy Corp., which 

comprise the balance sheets as of December 31, 2016and20 15, and the related statements of revenue and 

expense, changes in members' equity, and changes in cash flows for the years then ended, and the related 

notes to the fin ancial statements, and have issued our report thereon dated March 21 , 2017. In accordance 

with Government Auditing Standards, we have also issued our report dated March 21 , 2017, on our 

consideration of Kenergy Corp.'s internal control over financia l reporti ng and on our test of its 

compl iance with certain provisions of laws, regulations, contracts and grant agreements and other matters. 

No reports other than the reports referred to above have been furnished to management. 

ln connection with our audit, nothing came to our attention that caused us to believe that [(energy Corp. 

failed to comply with the terms, covenants, provisions, or conditions of their loan, grant, and security 

instruments as set forih in 7 CFR Pari 1773, Policy on Audits of Rural Utilities Service Borrowers, § 

1773 .33 and clarified in the RUS pol icy memorandum dated February 7, 2014, insofar as they relate lo 

accounting matters as enumerated below. However. our audit was not directed primarily toward 

obtaining knowledge of noncompliance. Accordingly. had we performed additional procedures, other 

matters may have come to our attention regarding Kcnergy Corp.'s noncompliance with the above­

referenced terms, covenants. provis ions, or conditions of the contractual agreements and regulatory 

requirements. inso far as they relate to accounting matters. In connection w ith our aud it, we noted no 

matters regarding Kenergy Corp.'s accounting and records to indicate that Kenergy Corp. did not: 

• Maintain adequate and effective accounting procedures; 

• Utili ze adequate and fair methods for accumulat ing and recording labor, material. and overhead 

costs. and distributi on of these costs Lo construction, retirement. and maintenance or other 

expense accounrs; 

• Reconcile continuing property records to the controlling general ledger plant accounts; 



• Clear construction accounts and accrue depreciation on completed construction; 

• Record and properly price the reti rement of the plant; 

• Seek approval of the sale, lease or transfer of capital assets and d isposi tion of proceeds for the 

sale o r lease of plant, material, or scrap; 

• Maintain adequate control over materi als and supplies; 

• Prepare accurate and timely Financial and Operating Reports; 

• Obtain written RUS approval to enter into any contract for the management, operation, or 

maintenance of the borrower's system if the contract covers all or substantially all of the electric 

system; 

• Disclose material related party transactions in the financial statements, in accordance with 

req uirements for related parties in generally accepted accounting principles; 

• Record depreciation in accordance with R US requi rements (See RUS Bulletin 183- 1, 

Deprec iation Rates and Procedures); 

• Comply with the requirements for the detailed schedule of deferred debits and deferred credits; 

and 

• Comply with the requirements for the detailed schedul e of investments . 

T his report is intended solely for the informati on and use of the board of directors, management, and the 

RUS and supplemental lenders and is not intended to be and should not be used by anyone other than 

these specified parties. However, this report is a matter of public record and its distribution is not limited. 

Myriad CPA Group. LLC 
O wensboro, Kentucky 
March 2 I, 20 I 7 
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INDEPENDENT AUDITORS ' 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 STANDAR.DS 

To the Board of Directors 
Kenergy Corp. 
Henderson, Kentucky 

We have audited , in accordance with the audi ting standards generally accepted in the United States of 
America and the standards applicable to financial audits contai ned in Government Auditing Standards 
issued by the Comptroller General of the United States, the financial statements of Kenergy Corp., as of 
and for the years ended December 3 I, 201 6 and 2015, and the related notes to the fi nancial statements and 
have issued our report thereon dated March 21, 2017. 

Internal Control over Financial Reporting 

In planning and performi ng our aud it of the financial statements, we considered Kenergy Corp. '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 opinion on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of Kenergy Corp.'s internal control. Accordingly, 
we do not express an opinion on the effectiveness of Kenergy Corp. 's internal control. 

A deficiency in internal control exists when the des ign or operation of a control does not allow 
management or employees, in the normal course of performing thei r ass igned funct ions, to prevent, or 
detect and correct, misstatemen ts 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 bas is. 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 defici encies. Given these limita tions, during our aud it 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. 

Compliance a nd Other Matters 

As part of obtaining reasonabl e assurance about whether Kenergy Corp. 's financial statements are free 
from material misstateme nt, we performed tests of its compliance with certa in provisions of laws, 
regulations, contracts, and grant agreements, noncompl iance with which could have a di rect and material 
effect on the determination of financial statement amounts. However, providi ng an opinion on compliance 
with those provisions was not an objective of our audit, and accord ingly, 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 comp liance 
and the results of that testing, and not to provide an opinion on the effectiveness of the entity'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 entity 's internal control and compliance. Accordingly, 
this communication is not suitable for any other purpose. 

Myriad CPA Group, LLC 
Owensboro, Kentucky 
March 2 1, 2017 
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To the Audit Committee ofKenergy Corp. 
Henderson, Kentucky 

Ladies and Gentlemen: 

We have audited the financial statements of Kenergy Corp. for the years ended December 31, 2016 and 2015 . 
Profess ional standards require that we provide you with information about our responsibilit ies under generally 
accepted auditing standards and Government Auditing, as well as certain information related to the planned scope 
and timing of our aud it. We have communicated such information in our letter to you dated October 2 1, 20 16. 
Professional standards also require that we communicate to you the followi ng information related to our audit. 

Significan t Audit F indings 

Qualitative Aspects of Accounting Practices 

Management is respons ible for the selection and use of appropriate accounting policies. The significant 
accounting policies used by Kenergy Corp. are described in Note l to the fi nancial statements. No new accounting 
policies were adopted and the application of exist ing policies was not changed during 2016. We noted no 
transactions entered into by Kenergy Corp. during the year for which there is a lack of authori tative guidance or 
consensus. All signifi cant transactions have been recognized in the financial statements in the proper period. 

Accounting est imates are an integral part of the financial statements prepared by management and are based on 
management's knowledge and experience about past and current events and assumptions about future events. 
Certain accounting estimates are particularly sensitive because of the ir significance to the financial statements and 
because of the possibi lity that future events affecting them may differ significantly from those expected. The most 
sensitive estimates affecting Kenergy Corp. 's fi nancial statements were: 

Your estimate of the allowance of uncollectible accounts is based on deli nquent accounts 
receivable as of December 3 1, 2016. We evaluated the key factors and assumptions used by 
management in developing the all owance of uncollectible accounts est imate in determining that it 
is reasonable in relation to the financial statements taken as a whole. 

Your estimate of the power revenue and power cost and related receivable and payable for the 
Century Hawesville and Sebree smelters as of December 3 1, 20 16 was based on management's 
knowledge of electrical rates and an ticipated consumption of the Century Hawesvi ll e and Sebree 
smelters. We evaluated the key factors and assumpti ons used by management in developing the 
allowance of uncoll ectible accounts estimate in determining that it is reasonable in relation to the 
financial statements taken as a whole. 

Your estimate of the customer accounts receivable from Bellsouth Telecomm unications in the 
amount of $584,664 was based on the pri or year actual amount received. We evaluated the key 
factors and assumptions used by management in developing the unbi lled revenue estimate in 
determi ning that it is reasonable in relation to the financial statements taken as a whole 

Your estimate of the unbi lied revenue is based on estimated electrical consumption per bill ing 
cycle multiplied by the appl icable rate. We evaluated the key factors and assumptions used by 
management in developing the unbilled revenue est imate in determi ning that it is reasonable in 
relation to the fi nancial statements taken as a whole. 



Difficulties Encountered in Performing the Audit 

We encountered no significant d ifficult ies in dealing with management in performing and completing our audit. 

Corrected and Uncorrected Misstatements 

Professional standards require us to accumulate all known and li kely misstatements identified during the audit, 
other than those that are clearly trivial, and communicate them to the appropriate level of management. There 
were no misstatements. 

Disagreements with Management 

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing 
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the 
auditor·s report. We are pleased to report that no such disagreements arose during the course of our audi t. 

Management Representations 

We have requested certain representations from management that are included in the management representat ion 
letter dated March 2 I, 2017. 

Management Consultations with Other Independent Accountants 

Jn some cases, management may decide to consult with other accountants about auditing and accounting matters, 
s imilar to obtaining a "second opinion" on certain situations. If a consultation involves application of an 
accounting principle to Kenergy Corp.'s financ ial statements or a determination of the type of aud itor 's opinion 
that may be expressed on those statements, our professional standards require the consulting accountant to check 
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such 
consultations with other accountants. 

Other Audit Findings or Issues 

We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to retention as Kenergy Corp. 's audi tors. However, these di scussions 
occurred in the normal course of our professional relationship and our responses were not a condition to our 
retention. 

Restriction on Use 

T his information is intended solely for the use of audit committee and the board of di rectors and management of 
Kenergy Corp. and is not intended to be, and should not be, used by anyone other than these specified parties. 

Very truly yours, 

~~(:?~,~l_C 
Myriad CPJ\ Group, LLC 
Owensboro, Kentucky 
March 2 I, 20 I 7 
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