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Mid-Kansas Members

Mid-Kansas Generation and Transmission Assets
(Based on nameplate capability)

Clifton 1 (CL1)

Cimarron River 1 (CR1)

Cimarron River 2 (CR2)

Fort Dodge 4 (FD4)

Rubart Station (RTS)

Great Bend 3 (GB3)

Jeﬀrey Energy Center (JEC)

Shooting Star Wind Farm

Smoky Hills Wind Farm

Capability: 85 Megawatts
Fuel: Natural Gas
Type: Combustion Turbine
Placed into service: 1974

Capability: 149 Megawatts
Fuel: Natural Gas
Type: Steam
Placed into service: 1968

Capability: 173 Megawatts
Fuel: PRB Coal (PPA)
Type: Steam
Placed into service: 1978
Lane-Scott Electric Cooperative, Inc.
410 S. High Street
Dighton, KS 67839
620.397.5327

About
Mid-Kansas

The Victory Electric Cooperative Assn., Inc.
3230 N. 14th Avenue
Dodge City, KS 67801
620.227.2139

Prairie Land Electric Cooperative, Inc.
14935 U.S. Hwy. 36
Norton, KS 67654
785.877.3323

Western Cooperative Electric Assn., Inc.
635 S. 13th Street
WaKeeney, KS 67672
785.743.5561

Southern Pioneer Electric Company
1850 W. Oklahoma Avenue
Ulysses, KS 67880
620.356.1211

Wheatland Electric Cooperative, Inc.
101 Main Street
Scott City KS 67871
620.872.5885
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Gray County Wind Farm
Capability: 51 Megawatts
Fuel: Wind (PPA)
Placed into service: 2001

Capability: 50 Megawatts
Fuel: Natural Gas
Type: Steam
Placed into service: 1963

Capability: 110 Megawatts
Fuel: Natural Gas
Type: RICE
Placed into service: 2014

Capability: 104 Megawatts
Fuel: Wind (PPA)
Placed into service: 2012

Capability: 15 Megawatts
Fuel: Natural Gas
Type: Combustion Turbine
Placed into service: 1967

Capability: 82 Megawatts
Fuel: Natural Gas
Type: Steam
Placed into service: 1963

Capability: 24 Megawatts
Fuel: Wind (PPA)
Placed into service: 2008

Transmission

1,140 miles of line
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Mid-Kansas Proﬁle
Mid-Kansas Electric Company, LLC, headquartered in Hays, Kansas, is a cooperatively operated
generation and transmission company that provides wholesale services to its six Members, who
serve Kansans located in 33 counties across the state.
In 2005, the formation of Mid-Kansas was a proactive solution to giving its Members additional
access to wholesale electric services and giving more Kansans the opportunity to be served by
electric distribution cooperatives.
The Mid-Kansas system now includes 1,140 miles of transmission line and numerous
substations, along with 843 megawatts* of generation—comprising natural gas, coal, and wind.
The generation portfolio is a combination of owned assets and power purchase agreements
(PPAs): three natural gas, steam turbine units; 12 natural gas, reciprocating internal combustion
engine units; two natural gas, combustion turbine units; three PPAs for wind energy; and one
PPA for coal energy.
All decisions and work at Mid-Kansas are driven by the cooperative principles and spirit, as
the company strives each day to provide its Members with reliable services at the lowest
possible cost. The visionary approach employed during Mid-Kansas’ formation has continued,
enabling the system to fortify its current assets, build new assets, and stay poised for future
opportunities that beneﬁt its Members.
*Based on nameplate capability

Mid-Kansas

ELECTRIC COMPANY, LLC
neighbors serving neighbors
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It’s the neighborly thing
Supporting each other through hard work, family, and community values
Life in western Kansas, for the most part, revolves around family and community with neighbors supporting
each other. Whether it’s giving a child a ride to school, showing support by attending
a school event, shopping locally, or serving on a city council, each involvement
contributes to the overall well-being of each city, no matter how large or small. For
Executive Kansas folks, it’s the neighborly thing to help others.

Report

Concern for community, one of the seven cooperative principles, leads Mid-Kansas
Electric Company to do the neighborly thing, too. Whether it is being involved in
advocacy on behalf of our Members, engaging in savvy analysis and planning of assets
so that our Members realize more beneﬁts, or further controlling operational costs to keep
electric rates as aﬀordable as possible, Mid-Kansas prioritizes our Members and the thousands of Kansas
they serve.
Advocacy is an important part of our doing the neighborly thing for our Members. As always, Mid-Kansas
representatives continue to educate state and federal legislators about issues that could impact electric
cooperatives and their members. Two issues were of primary importance in 2016: electric utilities, states,
and other industry groups petitioned the courts to stay the Clean Power Plan. This EPA-proposed rule
could force utilities to make very costly changes to their generation portfolios to meet overreaching
environmental regulations. Mid-Kansas also participated in discussions about the U.S. Fish and Wildlife
Service’s proposed Lesser Prairie Chicken’s “threatened” status, which would increase costs and hinder the
eﬀorts of cooperatives to maintain, repair, or construct transmission lines. The aim of our advocacy eﬀorts
in these cases and others is to promote fair and reasonable regulations, while, at the same time, protect our
neighbors from burdensome rate increases.
Mid-Kansas’ most notable endeavors during 2016 were in transmission. Despite being a small utility in
the Southwest Power Pool’s (SPP) footprint, the company made its mark in the industry by winning the
SPP’s ﬁrst FERC Order 1000 competitively bid transmission project. However, instead of proceeding with
the 21-mile-long Walkemeyer Phase II Project, Mid-Kansas requested a restudy of the project to conﬁrm
whether the project was needed at this time. As a result of the restudy, the SPP canceled the project, saving
ratepayers millions of dollars. Another transmission project, the Harper-to-Milan Project, saw collaboration
between Mid-Kansas and Westar that resulted in additional savings
and improved reliability for the Kingman, Harper and Sumner County
areas.
In an age when automation sometimes eliminates personal
connections, being concerned for our neighbors might be considered
old fashioned or behind the times. That’s not how we see it. We’re
proud of our business model where looking out for our Members and
the thousands of Kansans they serve is not only the neighborly thing
to do, it is and will always be the right thing to do.
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Stuart Lowry
President & CEO

Stephen Epperson
Chairman

Board of Directors

Stephen Epperson
Chairman
Southern Pioneer
Ulysses

Bruce Mueller
Vice Chairman
Wheatland
Scott City

Shane Laws
Director
Victory
Dodge City
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Director
Western
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Allan Miller
Director
Prairie Land
Norton

Paul Seib, Jr.
Director
Lane-Scott
Dighton
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It’s the neighborly thing
POWER SUPPLY

Year in
Review

Mid-Kansas continued to be engaged in an overall resource planning eﬀort with the goal
of maintaining a resource portfolio with enough capacity to meet SPP requirements
and diversifying generation sources to provide a price hedge against the market cost
of energy. As Mid-Kansas evaluated its future resource needs and opportunities to
move economically to a lower carbon future, Mid-Kansas began jointly evaluating a
solar project with its aﬃliate, Sunﬂower Electric Power Corporation. To reduce project risk
and increase the opportunity for success, several key project steps were completed. A generation
interconnection agreement for the project was executed with SPP, and environmental studies, survey
work, and preliminary geotechnical work were also completed. Mid-Kansas plans to issue a Request
for Proposals for the project in 2017.

TRANSMISSION POLICY & PLANNING
The evolution of regional transmission organizations (RTOs) like the SPP continues to present both
opportunities and challenges. While RTOs provide important services, such as running organized
markets to drive energy dispatching eﬃciency, they often take a one-size-ﬁts-all approach that often
has very diﬀerent impacts on the electricity rates paid by customers in diﬀerent parts of SPP. For
example, the same new reliability standards that are aﬀordable in higher population density areas
may have much higher costs per customer in the lower density areas in which our Members serve. To
mitigate such impacts, Mid-Kansas increased its involvement in the SPP.
One way to increase engagement was to increase involvement in the SPP’s working groups and
improve the eﬀectiveness of staﬀ in critical areas of SPP working-group participation. In 2016,
the SPP’s more than 50 active working groups held approximately 500 meetings. Mid-Kansas had
representation in approximately 320 of those meetings. Although Mid-Kansas represents less than
three percent of the load in SPP, we were one of the most active members in the SPP stakeholder
process with Mid-Kansas fully engaged in 30 out of 56 active working groups and committees. MidKansas has the highest number of voting seats on SPP groups and committees when compared to
all electric cooperatives that are members of SPP. In addition, an internal process was developed for
tracking and sharing information, which has aided in eﬀectively advocating on behalf of Mid-Kansas’
Members and those they serve.
Mid-Kansas actively supported SPP’s study to determine if the planning reserve margin could be
reduced due to the approximately $4.8 billion of new transmission built in the SPP footprint during
the last ﬁve years and the implementation of the Integrated Marketplace (IM). SPP concluded that it
was reasonable and prudent to decrease the planning reserve margin from 13.6 percent to 12 percent
beginning in 2017. SPP’s new capacity reserve margin reduces required capacity by approximately 1,000
MW with an estimated net present value savings to SPP members of $86 million annually and $1.3
billion over a 40-year time frame.
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It begins with hard work. Santee Bosch, journey line
technician, puts on his work gloves during a training exercise.
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Year in
Review

Mid-Kansas is expected to experience a capacity deﬁcit in 2019, but SPP’s new reserve
margin reduces the deﬁcit from 22 MW to 14 MW, thereby saving Mid-Kansas’ Members
money for capacity addition.

Mid-Kansas also monitored the truing up of payments for transmission build-out.
During the last eight years, the SPP territory experienced signiﬁcant transmission
build-out, and some of the costs of that build-out were directly assigned to project
sponsors. In order to meet Federal Energy Regulatory Commission (FERC) requirements, SPP
staﬀ and the SPP membership agreed on a process to compensate project sponsors of transmission
upgrades under Attachment Z2 of the SPP Tariﬀ. SPP staﬀ compiled the historical data from 2008
through August 2016 and identiﬁed approximately $848 million of creditable upgrades requiring
approximately $970 million of future payments. In November, SPP began billing and remitting
approximately $183 million related to the period through August, as well as ongoing monthly
amounts. Mid-Kansas both pays and receives charges under Attachment Z2. Mid-Kansas’ net charge
was about $2.1 million for the historical period from 2008 through August 2016.
SPP’s 2015 Integrated Transmission Planning process identiﬁed a new transmission project known as
Walkemeyer Phase II, located in Stevens and Seward counties. The project consisted of a new 22mile, 115 kV transmission line that was a FERC Order 1000 competitively bid project, the ﬁrst in the
SPP footprint. Mid-Kansas submitted a bid and was selected as the winning bidder from a pool of 11
bids. As the designated transmission owner, Mid-Kansas requested a re-evaluation of the project.
Ultimately, SPP agreed with Mid-Kansas and canceled the project, saving Mid-Kansas’ Members and
ratepayers $11.5 million in transmission costs.
The annual SPP Transmission Expansion Plan evaluated transmission needs across the SPP footprint
within a 10-year planning horizon and incorporated three futures that were based on status quo
and the implementation or removal of the Clean Power Plan. SPP staﬀ presented the results, which
included a combined transmission portfolio of $201 million with no transmission projects needed in
Mid-Kansas’ transmission zone during the analysis period.

OPERATIONS
As part of an SPP-mandated reliability project, Mid-Kansas participated in a transmission project
with its transmission ally, ITC Great Plains, to build a 345 kV substation near Concordia, Kansas, and a
345 kV transmission line from that substation to an expanded Westar substation near Salina, Kansas.
The strong transmission tie from northeastern Kansas to central Kansas expands grid capability and
supports a growing wind generation presence across Kansas. Project funding allocated costs across
the SPP regional footprint in a way that provided a positive return to Mid-Kansas and beneﬁted the
customers of the system.
In November, iNOTiFY, a new sophisticated weather alerting service was implemented. iNOTiFY
is a highly ﬂexible, user-conﬁgurable system that generates text messages to staﬀ when weather
threshold values are predicted for user-deﬁned geographic areas. The service provides very speciﬁc
weather information, including the Sperry-Piltz Ice Accumulation (SPIA) index, in a far more eﬀective
6 It’s the neighborly thing

The Elm Creek-to-Summit transmission line was energized in 2016. The 60-mile, 345,000-volt
(345 kV) transmission line, of which Mid-Kansas owns and operates 30 miles, was designed to improve
reliability and reduce congestion across the electric grid.

Left: David Debes, structural design engineer, explains the 115 kV
Ingalls-to-Bluejay project to a landowner during a public meeting.
Above: Mid-Kansas representatives work with Member-owner,
Victory Electric Cooperative, during a public meeting to review the
Ingalls-to-Bluejay transmission project to be located in Gray County.
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format for severe weather planning and response than what can be gleaned from publicly
available severe weather systems. Equipped with this information, crews and equipment
Year in
can be strategically placed at high risk locations to respond more eﬀectively to storm
Review
damage, thus decreasing storm restoration costs. Implementation of the service
paid oﬀ two months later when an ice storm made its way across Kansas. iNOTiFY
helped Mid-Kansas and its Members better understand the storm’s path and predicted
impact on the system. The service accurately forecast moderate impact to Mid-Kansas’
transmission system and severe impact on our southwest Members’ distribution systems.
Proactive deployment of crews and equipment was instrumental in the quick restoration of the
system.

INFORMATION TECHNOLOGY
Protecting the nation’s critical assets (both physical and cyber) to ensure an aﬀordable, reliable and
secure energy supply are top priorities for Mid-Kansas and the entire electric power industry. In 2016,
Technology Services successfully completed its three-year industry audit of the comprehensive body
of the North American Electric Reliability Corporation (NERC) reliability standards known as Critical
Infrastructure Protection (CIP). These cybersecurity audits are holistic, requiring detailed technical
evidence under multi-auditor inquiries that span all facets of policies, procedures, technology,
training, and personnel. Mid-Kansas was speciﬁcally recognized by the SPP auditors for exemplary
business practices that exceeded industry standards.

FINANCIAL
The total average Member rate in 2016 remained stable, increasing just 1% from 2015. Natural gas
prices were comparable to 2015, but lower market energy prices contributed to overall lower energy
costs. With stable rates and higher Member sales, Member Sales revenue increased 9% from 2015.
Transmission expenses increased signiﬁcantly in 2016 as SPP began billing for certain additional
facilities installed up to eight years prior. A portion of the increase was to correct billings prior to
2016. Mid-Kansas held controllable costs ﬂat in Operations and Maintenance and Administrative and
General, compared to those costs in 2015.
One of Mid-Kansas’ largest industrial customers returned to normal service in the fourth quarter
of 2015 after upgrading its plant. As a result, Member sales increased from the prior year and MidKansas decreased base rates. Net Margin increased from $1.6 million in 2015 to $14.6 million in
2016. Equity as a percentage of assets increased from 8.9% in 2015 to 11.5% in 2016.
Renewable energy continued to have a signiﬁcant impact, with wind generation facilities injecting
approximately 2.1 million MWh of energy into the Mid-Kansas transmission system. In comparison,
Mid-Kansas’ Members consumed 2.1 million total megawatt hours. During 2016, Mid-Kansas
purchased approximately 628,000 MWh of wind energy, representing nearly 30% of the energy
consumed by its Members during the year. In November of 2016, one of Mid-Kansas’ wind power
agreements expired. The 50 MW contract accounted for about 105,000 MWh of wind energy in 2016,
or about 5% of the Member’s energy consumption.
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Casey Divilbiss, journey line technician, front
left, and Justin Kraft, lead line technician, front
right, attach insulators to a steel monopole
in June as linemen replace damaged poletops
on a transmission line between Spearville and
North Fort Dodge.

Line crews repair pole tops on a transmission line
near Spearville in June. The lines had been damaged
by a winter storm.
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Year in
Review

ENVIRONMENTAL
The Clean Power Plan

After two years of uncertainty regarding the impact of the Clean Power Plan (CPP)
on electric generating units, electric utilities experienced a reprieve in February when
the U.S. Supreme Court stayed the implementation of the CPP until all legal challenges
are resolved. This was a welcomed Court order because Mid-Kansas has strong concerns about
the potential adverse impacts of the plan. Electric utilities would be forced to alter generation
operational strategies on existing steam electric and natural gas combined-cycle units larger than 25
MW, thereby impacting both cost and reliability of electricity delivery.
The legal challenge before a federal appeals court was heard in September in front of a full bench, as
is allowed when a case is of exceptional importance. Regardless of how the appeals court rules, the
case will likely be heard by the U.S. Supreme Court. Mid-Kansas, along with electric utilities across
the nation, will continue to monitor movement on the plan to guard against adding unnecessary
costs to ratepayers.

The Lesser Prairie Chicken
Mid-Kansas also continued monitoring regulations focused on protection of the lesser prairie chicken
(LPC). Since about half of the bird’s population lives in western Kansas, Mid-Kansas and its Members
were pleased with the court’s 2015 decision to vacate the threatened listing, which would have
made it unlawful to “take” an LPC. The court arrived at its decision because the USFWS did not follow
its own process in conducting a thorough analysis of the eﬀects of the extensive, voluntary Rangewide Conservation Plan (RCP) developed by the Western Association of Fish and Wildlife Agencies
(WAFWA) and of which Mid-Kansas is a member. In July, the USFWS oﬃcially removed the species
from its list of threatened species.
However, in November the USFWS opened a 60-day comment period after three environmental
groups petitioned the USFWS to ﬁnd the LPC endangered. NRECA submitted comments that
referenced the positive impacts the RCP has had on the LPC and the costs that would be shouldered
by electric ratepayers if electric utilities have to contend with a stricter and still unnecessary listing.

Waters of the United States
In June 2015, the Environmental Protection Agency and the U.S. Army Corps of Engineers signed the
ﬁnal rule for the Waters of the United States (WOTUS), a rule that would expand by nearly ﬁvefold
in Kansas the reach of the Clean Water Act, ﬁrst passed in 1972. Kansas was one of 31 states that
appealed the rule. In October 2015, a federal court of appeals ordered a temporary stay to WOTUS.
In early 2017 President Trump, stating that the rule should have only included navigable waters that
aﬀect interstate commerce, signed an executive order directing the Agency to review the rule, an
action supported by Mid-Kansas.
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KPMG LLP
Suite 1100
1000 Walnut Street
Kansas City, MO 64106-2162

Independent Auditors’ Report
The Board of Directors
Mid-Kansas Electric Company, LLC:
We have audited the accompanying consolidated financial statements of Mid-Kansas Electric Company, LLC and
subsidiaries, which comprise the consolidated balance sheets as of December 31, 2016 and 2015, and the related
consolidated statements of operations – comprehensive income, members’ equity, and cash flows for the years
then ended, and related notes to the consolidated financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance 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 consolidated financial
statements that are free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the consolidated 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 consolidated 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 consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Mid-Kansas Electric Company, LLC and subsidiaries as of December 31, 2016 and 2015, and
the results of their operations and their cash flows for the years then ended, in accordance with U.S. generally
accepted accounting principles.
Emphasis of Matter
As discussed in note 1 to the consolidated financial statements, in 2016, the Company adopted new accounting
guidance ASU 2015-03, Interest Imputation of Interest. Our opinion is not modified with respect to this matter.

Kansas City, Missouri
March 17, 2017
KPMG LLP is a Delaware limited liability partnership and the U.S. member
firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity.
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MID-KANSAS ELECTRIC COMPANY, LLC
AND SUBSIDIARIES

Financial
Report

Consolidated Balance Sheets
December 31, 2016 and 2015
Assets

2016

Utility plant, at cost:
In service
Less accumulated depreciation

$

Construction work in progress
Total utility plant, net
Investments and other assets:
Investment in Federated Rural Electric Insurance Exchange
Other investments
Escrowed funds
Total investments
Current assets:
Cash and cash equivalents
Accounts receivable:
Members
Affiliate
Other

Materials and supplies inventory
Prepayments and other current assets
Regulatory assets, current
Deferred charges
Total current assets
Other long-term assets:
Regulatory assets
Total assets
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$

2

2015

457,513,280
(61,180,955)

416,743,307
(52,801,978)

396,332,325

363,941,329

25,598,094

13,790,036

421,930,419

377,731,365

474,861
196,171
502,545

403,995
184,876
335,117

1,173,577

923,988

5,755,645

7,359,486

10,743,915
1,224,499
5,069,295

10,825,100
2,487,600
7,790,673

17,037,709

21,103,373

3,227,974
403,603
9,308,960
585,573

2,595,403
1,291,712
10,264,290
972,208

36,319,464

43,586,472

12,523,291

19,994,167

471,946,751

442,235,992

(Continued)

MID-KANSAS ELECTRIC COMPANY, LLC
AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2016 and 2015
Capitalization and Liabilities

2016

Capitalization:
Members’ equity:
Contributed capital
Accumulated earnings
Accumulated other comprehensive income

$

2015

3,752,000
48,839,230
1,624,721

3,752,000
34,243,859
1,441,565

Total members’ equity

54,215,951

39,437,424

Long-term obligations, less current maturities
Less unamortized debt issuance costs

302,899,333
(2,484,340)

313,282,350
(2,656,243)

Long-term debt, less unamortized debt issuance
costs

300,414,993

310,626,107

Total capitalization

354,630,944

350,063,531

10,383,017
14,717,193
7,110,126
1,494,981
2,587,265
60,000,000
11,556,831
104,321

10,215,483
14,154,134
5,611,983
1,523,441
1,964,250
20,000,000
16,812,826
67,966

107,953,734

70,350,083

654,033
8,708,040

12,908,991
8,913,387

9,362,073

21,822,378

471,946,751

442,235,992

Current liabilities:
Current maturities of long-term obligations
Accounts payable
Accounts payable – affiliates
Interest payable
Accrued taxes other than income taxes
Short-term notes payable
Regulatory liabilities, current
Other current liabilities
Total current liabilities
Other long-term liabilities:
Regulatory liabilities
Other long-term liabilities
Total other long-term liabilities
Total capitalization and liabilities

$

See accompanying notes to consolidated financial statements.
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MID-KANSAS ELECTRIC COMPANY, LLC
AND SUBSIDIARIES
Consolidated Statements of Operations – Comprehensive Income
Years ended December 31, 2016 and 2015
2016

2015

142,221,882
11,816,414
4,426,935
42,942,541

130,228,281
9,916,158
6,962,630
37,819,361

201,407,772

184,926,430

108,830,410
34,344,615

113,096,909
25,468,044

4,425,719
3,302,240
11,654,824
11,143,525

4,439,900
4,440,166
11,500,275
10,786,748

Total operating expenses

173,701,333

169,732,042

Electric operating margin

27,706,439

15,194,388

(15,407,089)
2,156,537

(15,873,922)
2,068,598

14,455,887

1,389,064

9,287
130,197

7,080
206,388

139,484

213,468

14,595,371

1,602,532

183,156

88,963

14,778,527

1,691,495

Operating revenue:
Member sales
Nonmember power sales
Affiliate power sales
Other operating revenue

$

Total operating revenue
Operating expenses:
Operations:
Production and other power supply, net
Transmission
Maintenance:
Production
Transmission
Administrative and general
Depreciation and amortization

Interest expense, less amounts capitalized during construction of
$547,578 and $270,067 in 2016 and 2015, respectively
Other income, net
Operating margins
Nonoperating margins:
Investment income
Other, net
Total nonoperating margins
Net margins
Other comprehensive gain – postretirement benefit plan
Total comprehensive income

$

See accompanying notes to consolidated financial statements.
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MID-KANSAS ELECTRIC COMPANY, LLC
AND SUBSIDIARIES
Consolidated Statements of Members’ Equity
Years ended December 31, 2016 and 2015
Accumulated
other
comprehensive
income

Contributed
capital

Accumulated
earnings

3,752,000

32,641,327

1,352,602

37,745,929

Net margins

—

1,602,532

—

1,602,532

Other comprehensive gain
postretirement benefit plan

—

—

88,963

88,963

3,752,000

34,243,859

1,441,565

39,437,424

Net margins

—

14,595,371

—

14,595,371

Other comprehensive gain
postretirement benefit plan

—

—

183,156

183,156

3,752,000

48,839,230

1,624,721

54,215,951

Balance, December 31, 2014

$

Total

Comprehensive income:

Balance, December 31, 2015
Comprehensive income:

Balance, December 31, 2016

$

See accompanying notes to consolidated financial statements.
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MID-KANSAS ELECTRIC COMPANY, LLC
AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Years ended December 31, 2016 and 2015
2016
Cash flows from operating activities:
Net margins
Adjustments to reconcile net margins to net cash provided by
operating activities:
Depreciation and amortization
Amortization of regulatory assets
Amortization of regulatory liabilities
Amortization of debt issuance costs
Patronage credits earned from investments
Asset retirement obligation accretion
Changes in assets and liabilities:
Accounts receivable
Materials and supplies inventories
Prepayments
Escrowed funds
Regulatory assets
Accounts payable
Interest payable
Accrued taxes other than income taxes
Other current liabilities
Due to/from affiliate
Regulatory liabilities
Other long-term liabilities

$

Net cash provided by operating activities
Cash flows from investing activities:
Utility plant expenditures
Proceeds from development costs
Payments for development costs
Net cash used in investing activities
Cash flows from financing activities:
Principal payments on long-term obligations
Principal payments on short-term obligations
Proceeds from short-term obligations

2015

14,595,371

1,602,532

11,143,525
384,272
(16,812,826)
171,904
(82,161)
344,595

10,786,748
384,274
(3,180,689)
200,443
(110,309)
325,948

3,118,323
366,106
(22,295)
(167,428)
8,031,332
(2,642,231)
(28,460)
623,015
(22,655)
2,761,244
(1,248,069)
183,156

10,055,680
(618,261)
(930,084)
2,855,681
(6,139,292)
(10,453,313)
193,111
103,477
(522,386)
435,111
14,525,433
(497,473)

20,696,718

19,016,631

(51,987,964)
995,644
(1,092,756)

(15,085,624)
7,387,378
(10,301,747)

(52,085,076)

(17,999,993)

(10,215,483)
—
40,000,000

(9,637,817)
(25,000,000)
35,000,000

Net cash provided by financing activities

29,784,517

Net increase (decrease) in cash and cash equivalents

(1,603,841)

1,378,821

7,359,486

5,980,665

5,755,645

7,359,486

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

$

362,183

Supplemental information:
Mid-Kansas paid $15,983,127 and $15,950,878 in cash for interest during 2016 and 2015, respectively. Mid-Kansas
had capital expenditures within payables of $5,571,132 and $2,471,182 at December 31, 2016 and 2015, respectively.
Mid-Kansas had development costs within accounts payable of $89,616 and $0 at December 31, 2016 and 2015,
respectively.
See accompanying notes to consolidated financial statements.
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MID-KANSAS ELECTRIC COMPANY, LLC
AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

(1) Nature of Operations and Summary of Significant Accounting Policies
(a) Nature of Operations
Mid-Kansas Electric Company, LLC (Mid-Kansas or the Company) is a limited liability company formed
under the laws of the State of Kansas, which owns and operates electric generation and transmission
assets. Mid-Kansas provides electricity to its Members under the Wholesale Requirements Agreement.
Mid-Kansas is owned by five distribution cooperatives and one corporation operating cooperatively
(collectively, Members), serving customers in western and central Kansas counties. The Members also
own Sunflower Electric Power Corporation (Sunflower). Sunflower is a generation and transmission
service provider that provides management services to Mid-Kansas. The six Members are: Lane-Scott
Electric Cooperative, Inc.; Southern Pioneer Electric Company; Prairie Land Electric Cooperative, Inc.;
The Victory Electric Cooperative Association, Inc.; Western Cooperative Electric Association, Inc.; and
Wheatland Electric Cooperative, Inc. Power supply rates to Mid-Kansas’ Members are subject to
approval by the board of directors. Transmission rates are subject to approval by the Kansas
Corporation Commission (KCC). In accordance with this regulation, Mid-Kansas has applied the
provisions of Financial Accounting Standards Board (FASB) Accounting Standards Codification
(ASC) Topic 980, Regulated Operations.
Mid-Kansas has no employees, but has entered into a service and operation agreement with Sunflower
under which Sunflower operates and manages the generation and transmission assets. Mid-Kansas
reimburses Sunflower for the time spent operating the assets, including benefits and any other direct
costs that relate to Mid-Kansas operations and a portion of the administration and general operating
costs of Sunflower. See further information in note 6.
(b) The Financial Reporting Entity
Mid-Kansas has one wholly owned subsidiary, Konza Transmission Company, LLC (Konza). Konza
was formed to bid and build transmission projects designated as competitive upgrades by the
Southwest Power Pool (SPP).
The accompanying consolidated financial statements include the consolidated transactions of Konza.
Intercompany balances and transactions have been eliminated in consolidation.
(c) Basis of Presentation
The accompanying consolidated financial statements have been prepared using the accrual basis of
accounting in accordance with U.S. generally accepted accounting principles (U.S. GAAP). The
Company has evaluated subsequent events through March 17, 2017 (the issuance date of this report)
for inclusion in this report.
(d) Use of Estimates
The preparation of the consolidated financial statements in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of income and expenses during the reporting period. Significant
items subject to such estimates and assumptions include the useful lives of utility plants, asset
7
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MID-KANSAS ELECTRIC COMPANY, LLC
AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2016 and 2015

retirement obligations, and key inputs to actuarial calculations of postretirement obligations. Actual
results could differ significantly from those estimates.
(e) Fair Value Measurements
The Company has adopted standards for fair value measurements of financial assets and liabilities that
establish a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for
identical assets or liabilities (Level 1 measurements) and the lowest priority to measurements involving
significant unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy are
as follows:
•

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that
the Company has the ability to access at the measurement date.

•

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly.

•

Level 3 inputs are unobservable inputs for the asset or liability.

The level in the fair value hierarchy within which a fair value measurement in its entirety falls is based
on the lowest-level input that is significant to the fair value measurement in its entirety.
(f) Utility Plant
Utility plant is stated at cost, and expenditures for replacement of property units are recorded as utility
plant. The cost of units retired in the normal course of business, including cost of removal, net of any
salvage value, is charged to accumulated depreciation. The cost of maintenance and repairs, including
renewals of minor items, is charged to operating expenses.
The costs of homogeneous units of property, plant, and equipment are aggregated to form groups of
assets that are depreciated on a straight-line basis over the estimated remaining useful life established
for each specific asset group. Estimates and assumptions used in establishing the depreciation rates
associated with each group are based on management’s best estimate of useful lives considering input
from external studies performed by specialists. Generally, changes in depreciation rates are effected
through changes in the remaining depreciable lives of the applicable group assets and are recorded
prospectively as a change in accounting estimate.
Depreciation is provided on the composite straight-line method over the estimated useful lives of the
assets. The average annual depreciation rates in effect for 2016 and 2015 were as follows:
Steam production plant
Other production plant
Transmission plant
Distribution plant
General plant

18 It’s the neighborly thing
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2.30
1.88
2.70
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(g) Capitalization of Interest
Interest costs are capitalized as part of the cost of various capital assets under construction.
Mid-Kansas used a rate of 2.0% on borrowed funds and a rate of 0% on other funds. Interest charged
to construction during 2016 and 2015 totaled $0.5 million and $0.3 million, respectively.
(h) Long-Lived Assets
Long-lived assets, such as property, plant, and equipment subject to depreciation and amortization, are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. If circumstances require a long-lived asset or asset group
be tested for possible impairment, Mid-Kansas first compares undiscounted cash flows expected to be
generated by that asset or asset group to its carrying value. If the carrying value of the long-lived asset
or asset group is not recoverable on an undiscounted cash flow basis, an impairment is recognized to
the extent that the carrying value exceeds its fair value. Fair value is determined through various
valuation techniques, including discounted cash flow models, quoted market values, and third-party
independent appraisals, as considered necessary. For the years ended December 31, 2016 and 2015,
no impairments have been incurred.
(i) Investments
Investment in the Federated Rural Electric Insurance Exchange (FREIE) is stated at cost plus
Mid-Kansas’ share of patronage capital credits allocated and reduced by distributions received.
Mid-Kansas’ ownership percentage in FREIE is less than 20%.
Escrowed funds are carried at cost. Escrowed funds increased approximately $0.2 million due to the
addition of a collateral deposit required by the Southwest Power Pool.
As of December 31, 2016, escrowed funds consisted of $0.3 million of industrial waste disposal funds
held in trust and $0.2 million of restricted funds held by SPP.
(j) Cash and Cash Equivalents
Cash and cash equivalents include cash deposits in banks and short-term investments with original
maturities of three months or less. Included in short-term investments are overnight repurchase
agreements and commercial paper.
(k) Materials and Supplies Inventories
Materials and supplies inventory is recorded at cost and recognized on an average-cost basis.
(l) Prepayments
Prepayments consist primarily of prepaid insurance, which is expensed ratably over the terms of the
underlying policies.
(m) Regulatory Assets and Liabilities
Mid-Kansas has recorded assets and liabilities to reflect the impact of rate regulation. See note 4 for
further discussion.
9
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(n) Deferred Charges
Deferred charges consist of preliminary survey and investigation studies.
(o) Other Long-Term Liabilities
Other long-term liabilities consist mainly of accrued postretirement benefit obligations, measured at
each fiscal year-end, and asset retirement obligations for the estimated costs for legally required
removal of the underlying generation and transmission assets.
Mid-Kansas does not have any active employees; however, Mid-Kansas did acquire obligations of
providing various health insurance benefits to former retirees.
The Company records amounts relating to its postretirement plans based on calculations that
incorporate various actuarial and other assumptions, including discount rates, mortality, turnover rates,
and healthcare cost trend rates. The Company reviews its assumptions on an annual basis and makes
modifications to the assumptions based on current rates and trends when it is appropriate. The effect of
modifications to those assumptions is recorded in accumulated other comprehensive income and
amortized to net periodic cost over future periods using the corridor method. The net periodic costs are
recognized over the average remaining life expectancy of the retirees. The Company believes that the
assumptions utilized in recording its obligations under its plans are reasonable based on its experience
and market conditions.
The Company recognizes the unfunded status of the postretirement plan as a liability, and changes in
that unfunded status in the year in which the changes occur through other comprehensive gain or loss
to the extent those changes are not included in the net periodic cost.
(p) Income Taxes
Mid-Kansas is a limited liability company and classified as a partnership for federal and state income
tax purposes. The taxable income or loss of Mid-Kansas is included in the taxable income of its
Members.
Mid-Kansas recognized the effect of income tax positions only if these positions are more-likely
than-not of being sustained. Additionally, for tax positions meeting this more-likely than-not threshold,
the amount of benefit is limited to the largest benefit that is greater than 50% probability of being
realized upon ultimate settlement. Changes in recognition or measurement are reflected in the period in
which the change in judgment occurs.
(q) Revenue and Fuel Expense Recognition
Member Sales include amounts for both power and transmission charges to the Company’s Members.
These sales and related fuel and purchased power expense are recorded at the time electric energy is
delivered.
Nonmember power sales include Southwest Power Pool (SPP) Integrated Market sales. SPP
Integrated Market sales and purchase transactions are recorded by Mid-Kansas using settlement
information provided by SPP. Mid-Kansas records these market sales and purchase transactions on a
net hourly position. Mid-Kansas records net sales in a single hour in “Operating revenue – nonmember
20 It’s the neighborly thing
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power sales” and net purchases in a single hour in “Operating expenses – production and other power
supply” in its consolidated statements of operations – comprehensive income. Other nonmember
power sales and related fuel and purchased power expenses are recorded at the time electric energy is
delivered.
Affiliate power sales include power sales to Sunflower. See additional information on power sales to
Sunflower described in note 6.
Other operating revenue primarily represents amounts billed to and collected by SPP for transmission
services based upon a tariff designed to recover the Company’s transmission service costs. SPP
transmission service costs incurred by the Company’s Members are recognized and included in
operating expenses. These transmission service costs are recorded at gross rather than netting them
against the transmission charges recorded in Other operating revenue. The following shows other
operating revenue netted against Member transmission service costs.
2016
Other operating revenue
Less member transmission service costs
Net other operating revenue

2015

$

42,942,541
(23,614,723)

37,819,361
(17,753,063)

$

19,327,818

20,066,298

Mid-Kansas members serve large industrial customers in the natural gas processing and meat
processing industries. Energy sales to these customers by Member accounted for approximately 28%
and 21% of total Mid-Kansas MWh sales in 2016 and 2015, respectively. The gas processing industry
can be affected by overall conditions in the energy industry and has been negatively impacted by
declines in energy prices, including natural gas prices in 2016. Mid-Kansas routinely monitors the
financial status of its Members’ large industrial customers.
(r) Change In Accounting Principle
In April 2015, the FASB issued Accounting Standards Update (ASU) 2015-03, Interest-Imputation of
Interest (Subtopic 835-30). This ASU simplifies the presentation of debt issuance costs. The new
standard more closely aligns the presentation of debt issuance costs under U.S. GAAP with the
presentation under comparable IFRS standards. Debt issuance costs related to a recognized debt
liability are now presented on the balance sheet as a direct deduction from the debt liability, similar to
the presentation of debt discounts. Mid-Kansas adopted ASU 2015-03 in 2016 and as the new
accounting standard requires retrospective application to the comparative consolidated financial
statements, the adoption resulted in a change to the historically presented 2015 consolidated financial
statements in the form of a decrease in deferred charges of $2,656,244, and a reduction in long-term
debt of $2,656,244.
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In January 2016, the FASB issued ASU 2016-01, Financial Instruments – Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities. The ASU eliminated the
requirement to disclose the fair value of financial instruments measured at amortized cost for entities
that are not public business entities. The ASU is effective for Sunflower for fiscal years beginning after
December 15, 2018. Mid-Kansas early adopted the disclosure components of ASU 2016-01 in the
current year.
(2) New Accounting Pronouncements
Upon issuance of exposure drafts or final pronouncements, Mid-Kansas reviews new accounting literature
to determine the relevance, if any, to its business. The following represents a summary of pronouncements
that Mid-Kansas has determined relate to its operations.
(a) Revenue from Contracts with Customers
In May 2014, the FASB issued a new accounting standard that requires recognition of revenue to
depict the transfer of promised goods or services to customers in an amount that reflects the
consideration to which we expect to be entitled in exchange for those goods or services. The new
standard supersedes virtually all present U.S. GAAP guidance on revenue recognition and requires the
use of more estimates and judgments than the present standards as well as additional disclosures. The
new accounting standard is effective for the Company as of January 1, 2019, and Mid-Kansas is
assessing the potential impact to the consolidated financial statements and financial statement
disclosures.
(b) Lease Accounting
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). This ASU is a comprehensive
new leases standard that amends various aspects of existing guidance for leases and requires
additional disclosures about leasing arrangements. It will require companies to recognize lease assets
and lease liabilities by lessees for those leases classified as operating leases under previous
U.S. GAAP. Topic 842 retains a distinction between finance leases and operating leases. The
classification criteria for distinguishing between finance leases and operating leases are substantially
similar to the classification criteria for distinguishing between capital leases and operating leases in the
previous leases guidance. The ASU is effective for annual periods beginning after December 15, 2019;
earlier adoption is permitted. In the consolidated financial statements in which the ASU is first applied,
leases shall be measured and recognized at the beginning of the earliest comparative period presented
with an adjustment to equity. Mid-Kansas is currently evaluating the potential impact of the adoption of
this guidance on the consolidated financial statement and financial statement disclosures.
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(3) Utility Plant
Utility plant balances by major class of asset are as follows at December 31, 2016 and 2015:
Purchased
accumulated
depreciation

Original
cost
Steam production plant
Other production plant
Transmission plant
Distribution plant
General plant
Other plant
Acquisition cost
Total in service
utility plant

2016

2015

$

81,160,270
147,881,676
239,939,111
970,780
43,656,218
30,195,984
9,462,147

(46,008,427)
(11,648,630)
(34,931,857)
(750,064)
(2,413,928)
—
—

35,151,843
136,233,046
205,007,254
220,716
41,242,290
30,195,984
9,462,147

31,335,502
136,233,046
200,464,487
230,456
38,640,461
377,208
9,462,147

$

553,266,186

(95,752,906)

457,513,280

416,743,307

(61,180,955)

(52,801,978)

396,332,325

363,941,329

25,598,094

13,790,036

421,930,419

377,731,365

Less accumulated depreciation and
amortization (since acquisition)
Net in service
utility plant
Construction work in progress
Total utility plant, net

$

The acquisition cost relates to the cost paid to acquire the utility plant in 2007. It is being depreciated over a
30-year life and recovered in Mid-Kansas’ electric rates.
Federal Energy Regulatory Commission (FERC) regulations require that all amounts included in the
accounts for electric plant acquired as an operating unit or system shall be stated at the cost incurred by
the utility that first devoted the property to utility service. The amounts presented above show the original
asset cost as of December 31, 2016 less the purchased accumulated depreciation from the 2007
acquisition to equal the cost for consolidated financial statement reporting purposes. The original cost
column represents the gross asset cost recorded by the previous owner adjusted for the cost of assets
placed in service and the cost of assets retired since the 2007 acquisition.
The large increase in construction work in progress is a result of multiple transmission projects, including
those that are part of the SPP regional reliability transmission expansion plan.
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(4) Regulatory Assets and Liabilities
Under the provisions of ASC Topic 980, Mid-Kansas defers certain costs and revenue for recovery through
rates in future periods. The consolidated financial statements, therefore, include the effects of rate
regulation. The following table details the regulatory assets and liabilities as of December 31, 2016 and
2015:
2016
Regulatory assets:
Purchase power
Asset retirement obligations
Clifton major maintenance
Transmission formula rate recovery
Other

$

9,173,511
5,965,545
2,850,021
3,394,828
448,346

11,990,523
5,571,773
3,234,294
8,953,742
508,125

21,832,251

30,258,457

(9,308,960)

(10,264,290)

$

12,523,291

19,994,167

$

12,210,864
(11,556,831)

29,721,817
(16,812,826)

Less current portion

Regulatory liabilities:
Unearned revenue
Less current portion

2015

$

654,033

12,908,991

(a) Regulatory Assets
These regulatory assets have been recorded in the accompanying consolidated financial statements
and are expected to be collected through rates in a future period.
Purchase power primarily represents costs previously incurred related to agreements for purchase
power, including an agreement to purchase power from the Jeffrey Energy Center. Purchase power
from the Jeffrey Energy Center is being amortized over the life of the purchase power agreement.
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Asset retirement obligations represent the estimated recoverable costs for legally required removal
obligations. The liability was initially measured at fair value and subsequently is adjusted for accretion
expense and changes in the amount or timing of the estimated cash flows. The corresponding asset
retirement costs are capitalized as part of the carrying amount of the related long-lived asset and
depreciated over the asset’s remaining useful life. Management believes these costs will be recovered
in future rates. The following table presents the activity for the asset retirement obligations for the years
ended December 31, 2016 and 2015:
2016

2015

Balance at beginning of year
Additional obligations incurred
Obligations settled or revalued in current period
Accretion

$

5,571,773
49,177
—
344,595

5,204,275
41,550
—
325,948

Balance at end of year

$

5,965,545

5,571,773

In 2012, the KCC granted Mid-Kansas the authority to accumulate Clifton 1 generation unit outage
expenses as a regulatory asset and amortize those expenses through 2024, the remaining useful life of
the unit. Amortization of these costs began upon completion of the outage project in September 2012.
At December 31, 2016, Mid-Kansas had recorded a regulatory asset for $3.4 million and $9.0 million
for 2016 and 2015, respectively, for amounts paid to SPP for transmission-related obligations that are
expected to be credited to Mid-Kansas based on true-ups in estimated versus actual costs.
(b) Regulatory Liabilities
In 2013, Mid-Kansas adopted a formula rate for recovery of transmission costs. The tariff used to bill
customers in 2016 and 2015 for transmission services was calculated using estimated costs in the
formula rate. These tariff provisions, approved by the KCC, require the estimated costs of providing
transmission service to be adjusted to the actual costs annually. In 2016, Mid-Kansas identified
amounts collected on an estimated basis were $0.6 million higher than actual costs. Revenue in 2016
was reduced and a regulatory liability was recorded for this overcollection. In June 2017, Mid-Kansas
will file the formula rate with adjustments for actual costs with the KCC and reduce the estimated
transmission service proceeds to be received in 2018. Final determination of the actual amount to be
refunded will be determined by the KCC but is not expected to be significantly different from the
overcollection recorded at December 31, 2016. In 2015, Mid-Kansas identified amounts collected on an
estimated basis were $9.8 million higher than actual costs. Revenue in 2015 was reduced and a
regulatory liability was recorded for this overcollection of $9.8 million. In June 2016, Mid-Kansas filed
the formula rate with adjustments for actual costs with the KCC and identified a reduction in the
overcollection of $1.4 million. Revenue in 2016 was increased and the regulatory liability was reduced
by $16 million. The net overcollection of $8.4 million reduced the estimated transmission service
proceeds to be received in 2017.
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Also, as part of the adoption of the formula rate for recovery of transmission costs, Mid-Kansas agreed
to defer and amortize over a three-year period amounts received for maintenance retainers from ITC
Great Plains, LLC (ITC). As a result, Mid-Kansas had $2.1 million of unearned revenue from ITC for
maintenance retainers as of December 31, 2016.
In 2014, Mid-Kansas discovered metering errors that resulted in excess revenue collections from
Members of $2.8 million as of December 31, 2014. These excess collections are being amortized to
revenue over 35 months from January 2015 through November 2017.
(5) Long-Term Debt
The outstanding note balances are as follows as of December 31, 2016 and 2015:
NCSC Advance bearing interest of 5.95% through 4/1/2020
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through January 2037
NCSC Advance bearing interest of 4.75% through 4/1/2022
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through January 2037
NCSC Advance bearing interest of 7.02% through 4/1/2018
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through January 2037
NCSC Advance bearing interest of 7.22% through 4/1/2030
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through January 2037
NCSC Advance bearing interest of 7.22% through 4/1/2030
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through January 2037
NCSC Advance bearing interest of 7.22% through 4/1/2030
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through January 2037
NCSC Advance bearing interest of 7.22% through 4/1/2030
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through January 2037
NCSC Advance bearing interest of 5.00% through 1/1/2027
at which time either a fixed or variable rate will be selected,
principal and interest due quarterly through October 2031
NCSC Advance bearing interest of 3.99%, principal and
interest due quarterly through October 2044

26 It’s the neighborly thing

16

2016

$

2015

26,186,186

26,837,205

26,161,806

26,915,110

26,652,606

27,231,932

22,221,694

22,692,571

975,659

996,333

3,130,686

3,197,025

441,323

450,675

7,786,898

7,937,485

47,058,824

48,739,496
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Private Placement 2013A Notes, bearing interest of 3.93%
through 12/31/2042 with principal due annually each
December and interest due semiannually June
and December
Private Placement 2013B Notes, bearing interest of 4.13%
through 6/30/2043 with principal due annually each June
and interest due semiannually June and December

2016

2015

125,666,668

130,500,001

27,000,000

28,000,000

313,282,350

323,497,833

(10,383,017)

(10,215,483)

$

302,899,333

313,282,350

$

587,214
1,743,272
153,854

686,574
1,810,321
159,349

$

2,484,340

2,656,244

$

Less current maturities of long-term obligations
Long-term obligations, less current maturities
Unamortized debt issuance costs:
NCSC Advances for debt maturing through 2037
NCSC Advances for debt maturing through 2044
Private Placement debt maturing through 2043

In 2011, Mid-Kansas replaced its mortgage with an indenture. The Trustee under the indenture is The
Commerce Trust Company. Also in 2011, Mid-Kansas and National Cooperative Services Corporation
(NCSC) signed a restated and consolidated loan agreement. This agreement covers both the acquisition
loan and the transmission project loan and references the change in the security agreement from a
mortgage to the indenture. For all NCSC loan agreements, amounts are due quarterly on January 31,
April 30, July 31, and October 31.
Under the indenture, Mid-Kansas is required to achieve a Margins for Interest (MFI) of at least 1.10 times
interest charges for the prior fiscal year or for a period of 12 consecutive months during the prior 18-month
period. Mid-Kansas is in compliance with Debt Service Coverage (DSC) and MFI requirements as of
December 31, 2016.
Debt issuance costs related to a recognized debt liability are now presented on the balance sheet as a
direct deduction from the debt liability, similar to the presentation of debt discounts.
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At December 31, 2016, scheduled maturities of the long-term debt are as follows:
Year ending December 31:
2017
2018
2019
2020
2021

$

10,383,017
10,561,242
10,750,861
10,952,617
11,167,311
259,467,302

$

313,282,350

Thereafter

Mid-Kansas has a $100 million unsecured facility with National Rural Utilities Cooperative Finance
Corporation (NRUCFC) that is used to cover construction projects, seasonal cash flow needs, and for
letters of credit necessary in the normal operation of the business. Draws on the line of credit are charged
at an interest rate based upon the respective LIBOR plus 150 basis points. Cash borrowings outstanding
on the unsecured facility totaled $60 million and $20 million as of December 31, 2016 and 2015,
respectively. The current credit agreement expires on April 26, 2019. Letters of credit drawn on the line of
credit are necessary to secure the purchase of natural gas as a boiler fuel for the Mid-Kansas generation
fleet, and totaled $1.1 million and $1.8 million as of December 31, 2016 and 2015, respectively. As of
December 31, 2016 and 2015, no outstanding amounts were drawn on the $1.1 million letter of credit.
In order to remain in compliance with the credit agreement, Mid-Kansas must maintain a DSC of 1.1 as of
the last day of the fiscal year. In addition, Mid-Kansas was required to maintain an Equity balance of
$30 million or greater during 2016. Mid-Kansas is in compliance with the DSC and Equity covenants as of
December 31, 2016.
(6) Related-Party Transactions
Upon Mid-Kansas completing the utility plant acquisition from Aquila, Inc. on April 1, 2007, Sunflower was
contracted by Mid-Kansas to operate the generation and transmission assets of Mid-Kansas. Mid-Kansas
does not have any employees.
Mid-Kansas is owned by five distribution cooperatives (Members) that are also owners of Sunflower and
one corporation operating cooperatively that is a subsidiary of a Sunflower owner. The Mid-Kansas and
Sunflower Members’ ownership percentages are different for each entity. Sunflower has no ownership
interest in Mid-Kansas. In addition to the relationship between Mid-Kansas’ Members and Sunflower’s
Members, the same individual serves as the Chief Executive Officer of both entities.
Sunflower bills to Mid-Kansas all direct and indirect operating costs as well as a portion of Sunflower’s
administrative and general costs as agreed upon in the Service and Operation Agreement between
Mid-Kansas and Sunflower. These allocation methodologies are reviewed annually, and any changes are
approved by the Sunflower and Mid-Kansas boards. In addition to the expense allocation and
reimbursement arrangement, Sunflower has been directed by the Mid-Kansas and Sunflower boards to
serve as the SPP Integrated Market Participant (MP) on behalf of Mid-Kansas. As the MP, Sunflower
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purchases and sells Mid-Kansas’ generation in the SPP Integrated Marketplace. Sunflower also dispatches
the generation resources of Mid-Kansas and Sunflower as directed by SPP. Costs of energy purchased in
the SPP Integrated Marketplace by Sunflower on behalf of Mid-Kansas is calculated using Mid-Kansas’
energy demand each hour times the Locational Marginal Price for that hour. Proceeds of energy sales in
the SPP Integrated Marketplace by Sunflower on behalf of Mid-Kansas are assigned to Mid-Kansas based
upon Mid-Kansas’ generation source. SPP market costs or proceeds that cannot be specifically assigned to
a generation resource are allocated between the two companies on an hourly load ratio share. In 2016 and
2015, Sunflower allocated indirect costs of approximately $17 million and $19 million, respectively, to
Mid-Kansas. In 2016 and 2015, Mid-Kansas sold approximately $4 million and $7 million of power to
Sunflower and purchased approximately $19 million and $19 million of power from Sunflower, respectively.
In July 2016, Sunflower entered into a one-year operating lease agreement renewable annually with
Mid-Kansas for the Rhoades to Phillipsburg transmission line. Sunflower paid Mid-Kansas $1 million during
the year. Also in July 2016, Sunflower entered into a one-year operating lease agreement renewable
annually with Mid-Kansas for the Holcomb to Pioneer Tap transmission line. Sunflower paid Mid-Kansas
$0.8 million for the year.
Sunflower’s financial interest in Mid-Kansas’ operations is limited solely to the items described above;
Mid-Kansas is a separate legal entity and Sunflower does not guarantee any debt of Mid-Kansas.
As of December 31, 2016 and 2015, Mid-Kansas owed Sunflower $7.1 million and $5.6 million,
respectively. Additionally, Mid-Kansas’ account receivable from Sunflower was $1.2 million and $2.5 million
as of December 31, 2016 and 2015, respectively.
(7) Postretirement Benefit Obligations
Mid-Kansas does not have any active employees; however, in connection with the 2007 purchase of utility
plant assets, Mid-Kansas acquired obligations to provide various health insurance benefits to former
retirees.
Retirees may elect health insurance benefits upon payment of the required premiums. Mid-Kansas has two
classes of retirees covered in the health insurance program. The first class is individuals and spouses who
receive health insurance benefits that have a varying period and subsidy based on a former plan they
participated in. The period can range from five years to a lifetime and the subsidies can range from 5% to
100%. Subsidies not at 100% will decrease over time and reach zero in 2016. The second class of retirees
receives their benefit based upon a prior class action lawsuit against a predecessor company. Mid-Kansas
pays 100% of the actual health and life insurance costs for the second class of retirees.
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There are no plan assets of the postretirement plan. The Company recognizes the accumulated benefit
obligation of the postretirement plan as a liability on its consolidated balance sheet within other long-term
liabilities with a measurement date as of December 31 of each fiscal year. The following table sets forth the
plan’s benefit obligations recognized in the consolidated balance sheet and related benefit cost at
December 31, 2016 and 2015:
Postretirement benefits
December 31
2016
2015
Change in accumulated benefit obligation:
Accumulated benefit obligation, beginning of year
Interest cost
Actuarial gain
Plan amendment
Net benefits paid
Accumulated benefit obligation, end of year

$

2,735,845
80,502
(345,473)
—
(131,149)

3,174,643
90,149
(221,783)
—
(307,164)

$

2,339,725

2,735,845

Postretirement benefits
December 31
2016
2015
Funded status:
Accumulated benefit obligation
Plan assets
Net liability recognized
Net periodic benefit cost:
Interest cost
Amortization of prior service cost
Recognized net actuarial gain
Total net periodic benefit cost

$

(2,339,725)
—

(2,735,845)
—

$

(2,339,725)

(2,735,845)

$

80,502
123,126
(285,443)

90,149
123,126
(255,946)

$

(81,815)

(42,671)

Postretirement benefits
December 31
2016
2015
Amounts recognized in the consolidated balance sheet consist of:
Accounts payable
Other long-term liabilities
Accumulated other comprehensive income
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$

312,012
2,027,713
1,624,721

340,744
2,395,101
1,441,565
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An actuarial gain of $0.3 million was incurred during 2016 increasing the accumulated other comprehensive
income. The net overall gain was largely due to the adoption of a revised mortality improvement scale
issued by the Society of Actuaries that projects less improvement than the prior scale resulting in shorter
participant life expectancy and lower than expected per capita costs that decreased the net present value
of the benefit obligation.
The net actuarial loss (income) and prior service cost (credit) for the postretirement plan that will be
amortized from accumulated other comprehensive income into net periodic benefit cost over the next fiscal
year are $(0.3) million and $0.1 million, respectively. Weighted average discount rates used to determine
benefit obligations and net periodic postretirement benefit cost for 2016 and 2015 were as follows:
2016
Benefit obligation
Benefit cost

3.06%
3.13

2015
3.13%
3.00

For measurement purposes at December 31, 2016, an 8.0% annual rate of increase in the per capita cost
of covered healthcare benefits was assumed for 2017. The rate was assumed to decrease gradually to
4.5% for 2026 and remain at that level thereafter. A flat trend of 5% is assumed for the costs of “class
action” retirees whose benefits are funded through a Retiree Health Reimbursement Account. If the annual
rate increased (decreased) by 1% point, the effect would be $0.1/$(0.1) million.
The following table summarizes benefits paid during 2016 and 2015:
2016
Gross benefits paid
Retiree contributions
Net benefits paid

2015

$

198,325
(67,176)

385,378
(78,214)

$

131,149

307,164

The benefits expected to be paid, net of retiree contributions, from the postretirement benefit plan are as
follows:
Year ending December 31:
2017
2018
2019
2020
2021

$

311,900
295,800
276,800
256,700
234,700
841,900

$

2,217,800

Five years ending 2026
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The expected benefits are based on the same assumptions used to measure the Company’s benefit
obligation at December 31.
(8) Commitments and Contingencies
Mid-Kansas has commitments to provide power to its Members through 2052. Likewise, the Members are
committed to purchase all of their power requirements from Mid-Kansas through the same period.
Mid-Kansas is a party to a number of other electricity contracts that expire in various future years
Mid-Kansas has a commitment to purchase the outputs from three wind farms. Mid-Kansas does not have
fixed cost obligations and pays only for the energy produced. These purchases are set at a contracted
price for 15 and 20 years from inception of the contract. Mid-Kansas purchased wind power at a cost of
$19.3 million and $20.9 million in 2016 and 2015, respectively.
During 2016 and 2015, Mid-Kansas incurred construction costs of $0.2 million and $0.8 million,
respectively, to replace assets damaged in natural disasters. In 2016 and 2015, Mid-Kansas did not receive
state and federal proceeds. Mid-Kansas does not anticipate spending any additional funds in 2017 for costs
relating to assets previously damaged by storms.
Liabilities for loss contingencies, arising from claims, assessments, litigation, fines, and penalties and other
sources, are recorded when it is probable that a liability has been incurred and the amount of the
assessment and/or remediation can be reasonably estimated. Legal costs incurred in connection with loss
contingencies are expensed as incurred.
Mid-Kansas is a defendant in litigation matters and a party to various claims arising from its normal
activities. In management’s opinion, based on advice from legal counsel, these actions will not result in a
material adverse effect on the financial position, results of operations, or liquidity of Mid-Kansas.
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