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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
WPPI Energy
Sun Prairie, Wisconsin

Report on the Financial Statements
We have audited the accompanying financial statements of WPPI Energy as of and for the years ended
December 31, 2016 and 2015, and the related notes to the financial statements, which collectively comprise
WPPI Energy’s basic financial statements as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control over financial reporting relevant to WPPI Energy’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of WPPI
Energy’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of WPPI Energy as of December 31, 2016 and 2015, and the changes in financial position and cash
flows thereof for the years then ended in accordance with accounting principles generally accepted in the
United States of America.
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To the Board of Directors
WPPI Energy

Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the required
supplementary information as listed in the table of contents be presented to supplement the financial
statements. Such information, although not a part of the financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the
financial statements in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's responses to our
inquiries, the financial statements, and other knowledge we obtained during our audit of the financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Madison, Wisconsin
March 2, 2017

Page 2

MANAGEMENT’S DISCUSSION AND ANALYSIS

This discussion and analysis of WPPI Energy’s condensed financial statements provides an overview of WPPI
Energy’s activities for the years ended December 31, 2016 and 2015. The information presented should be read
in conjunction with WPPI Energy’s financial statements and the accompanying notes.
WPPI Energy follows authoritative sources of U. S. generally accepted accounting principles (GAAP) under the
provisions of Governmental Accounting Standards Board (GASB) 76, The Hierarchy of Generally Accepted
Accounting Principles for State and Local Governments. WPPI Energy complies with all applicable GASB
pronouncements, including the application of GASB 62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements (GASB 62).
WPPI Energy’s financial statements include the following: The Statements of Net Position provides information
about the nature and amount of assets, deferred outflows of resources, liabilities and deferred inflows of
resources of WPPI Energy as of the end of the year. The Statements of Revenues, Expenses, and Changes in Net
Position reports and classifies revenues, expenses and outflows and inflows of resources for the year. The
Statements of Cash Flows reports and classifies cash receipts, cash payments and net changes in cash for the
year. The notes to the financial statements provide additional information.
Significant Events
WPPI Energy had several significant events occur in 2016 and 2015. The following is a description of these
events and their impact on WPPI Energy’s financial statements and the accompanying notes.
2016
Bond Issuance
On April 27, 2016, WPPI Energy closed on the issuance of $75.555 million (par value) in fixed rate bonds, the
Power Supply System Revenue Bonds, Series 2016 A (2016 A bonds). WPPI Energy used the proceeds from the
2016 A bonds to advance refund a portion of the outstanding Power Supply System Revenue Bonds, Series 2008
A, maturing on July 1, 2019 through July 1, 2037 with a total par amount of $82.17 million. The advance
refunding resulted in present value savings of $9.8 million.
Organization and Operations
WPPI Energy sells wholesale electricity to its members under long-term contracts. During 2016 and 2015, action
was taken to extend the initial term of the long-term contracts to December 31, 2055 from December 31, 2037.
Forty-nine members, representing approximately 98% of WPPI Energy’s existing load, executed documents
resulting in long-term contracts with terms through December 31, 2055. The initial term of the long-term
contracts for the remaining two members ends December 31, 2037.
On December 10, 2015, WPPI Energy’s application to become a transmission-owning member of the
Midcontinent Independent System Operator, Inc. (MISO) was approved by the MISO Board of Directors. On
January 14, 2016, MISO’s request for cost recovery on behalf of WPPI Energy for its two transmission
expansion projects was approved by the Federal Energy Regulatory Commission. Effective June 1, 2016,
through the MISO tariff, recovery began for investment, return on investment and operational costs for the CapX
2020 La Crosse project, and, when completed, the Badger-Coulee project, and distribution to WPPI Energy its
share of these revenues. WPPI Energy recognized $1.4 million in revenue associated with the CapX 2020 La
Crosse project in 2016.
Market Conditions
The overall mild weather that occurred in 2015 was generally sustained into 2016. Market energy prices in the
Midcontinent Independent System Operator, Inc. (MISO) market remained relatively low in 2016 due in part to
lower natural gas prices and moderate weather conditions. These market conditions contributed to the decrease
in the megawatt hour (MWh) energy sales to members and purchased power expenses in 2016 compared to 2015.
See independent auditors’ report
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However, the increase in the production availability and dispatch characteristics of WPPI Energy’s generating
units resulted in higher revenue from sales to others in 2016 compared to 2015, offset by increases in fuel
expense and operation and maintenance.
2015
Major Construction Activities Completed
All major construction activities were completed in 2015 on the environmental retrofit project at Boswell Unit 4
and the CapX 2020 La Crosse project. At Boswell Unit 4, an outage period from August 15, 2015 to October 23,
2015 was taken to integrate new emissions control equipment with existing systems. The CapX 2020 La Crosse
project was energized from Rochester to La Crosse on September 15, 2015 which includes the entire Wisconsin
portion. WPPI Energy’s ownership share is entirely in the Wisconsin portion of the project. Excluding
allowance for funds used during construction (AFUDC), WPPI Energy made capital expenditures in 2015 of
$23.2 million for the environmental retrofit project at Boswell Unit 4 and $3.3 million for the CapX 2020 La
Crosse project.
Weather and Market Conditions
Lack of prolonged periods of both significantly colder and warmer temperatures and overall mild weather
occurred in 2015 throughout WPPI Energy’s service territory and the regional market footprints in which WPPI
Energy participates. The overall mild weather in 2015 contributed to the decrease in the MWh energy sales to
the 51 customer-owned electric utilities served by WPPI Energy compared to 2014. Market energy prices in the
MISO market were lower in 2015 compared to 2014 due in part to lower natural gas prices and more moderate
weather conditions. Lower market energy prices resulted in WPPI Energy having both lower revenue from sales
to others and purchased power expenses in 2015 compared to 2014.
Condensed Statements of Net Position
(in millions)

Assets
Current assets
Non-current assets
Capital assets, net
Total assets
Deferred Outflows of Resources
Liabilities
Current liabilities
Non-current liabilities
Long-term debt, including
unamortized premium
Total liabilities
Deferred Inflows of Resources
Net Position

20162015
Change

20152014
Change

$

$ (31.7)
0.5
23.6
(7.6)
(1.9)

2016

2015

2014

$ 162.2
245.2
402.4
809.8
23.9

$ 157.6
247.8
406.5
811.9
19.3

$ 189.3
247.3
382.9
819.5
21.2

68.5
7.6

63.3
5.2

67.2
4.7

5.2
2.4

(3.9)
0.5

434.4
510.5
64.9
258.3

457.4
525.9
62.4
242.9

480.1
552.0
60.5
228.2

(23.0)
(15.4)
2.5
15.4

(22.7)
(26.1)
1.9
14.7

See independent auditors’ report
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Assets & Deferred Outflows of Resources
Total assets at the end of 2016 were $809.8 million, which was a decrease of $2.1 million compared to 2015.
Total assets at the end of 2015 were $811.9 million, which was a decrease of $7.6 million compared to 2014.
Current assets increased $4.6 million in 2016 after a decrease of $31.7 million in 2015, as discussed below.
The increase in current assets in 2016 was driven by an increase of $8.8 million in unrestricted cash and
investments and an increase of $2.5 million in current receivables primarily from higher receivables from nonmember sales. This was offset by i) a $3.8 million decrease in restricted cash and investments primarily from
continued construction fund spend, ii) a $2.0 million decrease in prepayments and other assets primarily
associated with a prepayment in 2015 related to a capital expenditure and iii) a $0.9 million decrease in
inventory.
The decrease in current assets in 2015 was driven by a decrease of $36.0 million in restricted cash and
investments, primarily from the decrease in the current portion of the construction fund as major construction
activities were completed and a decrease of $7.1 million in current receivables primarily from lower receivables
from member and non-member sales. This was offset by i) a $5.9 million increase in unrestricted cash and
investments, ii) a $3.5 million increase in inventories primarily related to increased coal inventories at Boswell
Unit 4 and iii) a $2.0 million increase in prepayments and other assets primarily associated with a prepayment in
2015 related to a capital expenditure.
Non-current assets decreased $2.6 million in 2016 after an increase of $0.5 million in 2015, as discussed below.
The decrease in non-current assets in 2016 was primarily from i) a $1.6 million reduction in non-current
receivables, ii) a $8.1 million reduction in regulatory assets and iii) a reduction of $4.0 million and $1.4 million,
respectively, in construction funds and debt service reserve funds classified as non-current. Other reserve funds
classified as non-current decreased $0.3 million in the aggregate. This was offset by i) a $2.5 million increase in
the rate stabilization fund, ii) a $9.0 million increase in investment in ATC and iii) a $1.3 million increase in
prepayments and other assets classified as non-current.
The increase in non-current assets in 2015 was primarily from i) a $4.0 million increase in construction funds
classified as non-current, ii) a $1.5 million increase in the rate stabilization fund and iii) a $3.5 million increase in
investment in ATC. This was offset by i) a $1.5 million reduction in non-current receivables, ii) a $5.8 million
reduction in regulatory assets and iii) a $1.4 million reduction in debt service funds classified as non-current.
The balance in the rate stabilization fund increased $2.5 million in 2016 and $1.5 million in 2015. WPPI Energy
deferred revenues to the rate stabilization fund in 2016 and 2015 (See Deferred Inflows of Resources below.)
The change in the rate stabilization fund under deferred inflows of resources differs from the change in the
balance in the fund due to a timing difference between when the cash is transferred from the fund and the accrual
is recorded.
The balance in the renewal and replacement fund of $17.0 million at the end of 2016 was comprised of $8.4
million for future capital improvements and $8.6 million for future long-term maintenance. In comparison, the
balance in the renewal and replacement fund of $17.2 million at the end of 2015 was comprised of $9.6 million
for future capital improvements and $7.6 million for future long-term maintenance. In 2016, WPPI Energy
contributed $3.5 million to the renewal and replacement fund. The contributions were offset by $3.7 million of
renewal and replacement fund usage in 2016. In 2015, WPPI Energy contributed $3.3 million to the renewal and
replacement fund. The contributions were offset by $3.7 million of renewal and replacement fund usage in 2015.
The usage in 2016 and 2015 was primarily for capital additions at Boswell Unit 4 and ERGS Units 1 and 2.
Non-current assets include WPPI Energy’s investment in ATC, which continued to increase. In 2016, investment
in ATC increased $9.0 million which included capital contributions to ATC of $4.7 million by WPPI Energy to
See independent auditors’ report
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meet voluntary capital calls. In 2015, investment in ATC increased $3.5 million which included capital
contributions to ATC of $1.3 million by WPPI Energy to meet voluntary capital calls.
Non-current receivables consist of the non-current portion of member energy efficiency and renewable energy
project loans and the Menasha lease. At the end of 2016 and 2015, WPPI Energy had a $15.8 million and $17.0
million non-current receivable associated with payments of principal and interest under the Menasha lease (see
Note 11). On September 13, 2016, a joint application was filed for regulatory approval to authorize Menasha to
exercise its option to repurchase the distribution assets from WPPI Energy, prior to the end of the capital lease,
according to a specified payment schedule. On February 10, 2017, the Public Service Commission of Wisconsin
issued its final decision and authorized Menasha’s aforementioned repurchase option, as described in the joint
application, subject to a closing date adjustment and to the conditions included in the final decision. On March 1,
2017, the transaction closed and WPPI Energy received a final payment of $11,066,682 (see Note 14).
Regulatory assets decreased $8.1 million in 2016 compared to 2015. The decrease in regulatory assets in 2016
was primarily driven by i) a reduction of $6.8 million in future recoverable costs, ii) a reduction of $1.0 million
in unamortized bond issuance costs and iii) a $0.3 million decrease, net of amortization, in pre-commercial and
transmission-related expenses associated with the CapX 2020 La Crosse project being amortized over a five-year
period that commenced in 2015 and recovered over a five-year period that commenced in 2016. Regulatory
assets decreased $5.8 million in 2015 compared to 2014. The decrease in regulatory assets in 2015 was driven
by i) a reduction of $5.2 million in future recoverable costs, ii) a reduction of $0.4 million in unamortized bond
issuance costs and iii) a $0.5 million decrease associated with an early buyout of a member generation contract.
This was offset by a $0.3 million increase, net of amortization, in pre-commercial and transmission-related
expenses associated with the CapX 2020 La Crosse project.
Capital assets net of accumulated depreciation decreased $4.1 million in 2016 as a result of a $12.9 million net
increase in accumulated depreciation. This was offset by a $7.0 million increase in plant and a $1.8 million
increase in construction work in progress. Capital assets net of accumulated depreciation increased $23.6 million
in 2015 as a result of an $85.9 million increase in plant. This was offset by a $54.7 million reduction in
construction work in progress and a $7.6 million net increase in accumulated depreciation. The changes in plant,
construction work in progress and accumulated depreciation in 2015 was due primarily to the ongoing and
subsequent completion of all major construction activities on the environmental retrofit project at Boswell Unit 4
and the CapX 2020 La Crosse project.
Deferred outflows of resources increased $4.6 million in 2016 compared to 2015 due primarily to an increase in
the unamortized loss on reacquired debt as a result of the issuance of the 2016 A bonds, net of reoccurring
amortization. Deferred outflows of resources decreased $1.9 million in 2015 compared to 2014 due primarily to
amortization of the loss on reacquired debt.
Liabilities & Deferred Inflows of Resources
Current liabilities increased $5.2 million in 2016 due primarily to a $4.3 million increase in current maturities of
long-term debt and a $1.7 million increase in accounts payable and accrued liabilities primarily from higher
accounts payable from purchased power, offset by a $0.8 million decrease in restricted accrued interest payable.
Current liabilities decreased $3.9 million in 2015 due primarily to a $5.7 million decrease in current accounts
payable and accrued liabilities primarily from lower accounts payable from purchased power, offset by a $1.2
million increase in current maturities of long-term debt and a $0.6 million increase in restricted accrued interest
payable.
Non-current liabilities increased $2.4 million in 2016 compared to 2015 due to a $1.9 million increase in asset
retirement obligations primarily as a result of an updated periodic site decommissioning study for the Boswell
site and a $0.5 million increase in benefits liabilities. Non-current liabilities increased $0.5 million in 2015
See independent auditors’ report
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compared to 2014 as a result of a $0.4 million increase in benefits liabilities and a $0.1 million increase in asset
retirement obligations.
Long-term debt including unamortized premium decreased $23.0 million in 2016 due to the reclassification of
certain long-term debt to current maturities and the issuance of the 2016 A bonds, as described earlier. Longterm debt including unamortized premium decreased $22.7 million in 2015 due to the reclassification of certain
long-term debt to current maturities and amortization of the premium.
Deferred inflows of resources increased $2.5 million in 2016 and $1.9 million in 2015. The increase in deferred
inflows of resources in 2016 was the result of increased reserves of $2.5 million for rate stabilization, $1.1
million for renewal and replacement long-term maintenance expenses and $0.1 million for self-insurance. This
was offset by a $0.8 million reduction in unearned interest on the Menasha lease, a $0.2 million reduction in the
regulatory liability previously recorded in 2015 and a $0.2 million reduction in the reserve for self-funded group
health coverage. The increase in deferred inflows of resources in 2015 was the result of increased reserves of
$1.6 million for rate stabilization, $0.6 million for renewal and replacement long-term maintenance expenses and
$0.2 million for self-funded group health coverage, and a $0.2 million increase in regulatory liability. This was
offset by a $0.7 million reduction in unearned interest on the Menasha lease.
Over time, WPPI Energy has deferred revenues to the rate stabilization fund for the purpose of stabilizing future
rates. WPPI Energy deferred revenues to the rate stabilization fund of $2.5 million in 2016 and $1.6 million in
2015. The latter completed the replenishment of the $7.4 million total amount used in 2012 and 2011 to offset a
portion of the short-term impact from entering into the Point Beach power purchase agreement in 2011.
Change in Net Position
The change in net position was $15.4 million in 2016 and $14.7 million in 2015. The change in net position was
due primarily to revenue collected through WPPI Energy’s rates to its members, which were designed to collect
1.29 times debt service in 2016, 1.32 times debt service in 2015 and 1.44 times debt service in 2014, and an
increase in WPPI Energy’s equity in ATC that was retained in ATC. In 2016, WPPI Energy recognized a gain of
$0.8 million related to the termination of certain forward delivery agreements in conjunction with the issuance of
the 2016 A bonds (see Note 2). This increased the change in net position by $0.8 million in 2016 compared to
2015.
Condensed Statements of Revenues, Expenses, and Changes in Net Position
(in millions)
20152014
Change

2015

2014

20162015
Change

Operating revenues
$ 476.6
Operating expenses
453.5
Operating income
23.1
Non-operating revenues (expenses), net
(2.0)
Future recoverable costs
(5.7)
Change in net position
15.4

$ 480.7
456.2
24.5
(4.6)
(5.2)
14.7

$ 520.0
497.1
22.9
(5.8)
(1.7)
15.4

$ (4.1)
(2.7)
(1.4)
2.6
(0.5)
0.7

$ (39.3)
(40.9)
1.6
1.2
(3.5)
(0.7)

Net position, beginning of year
Net position, end of year

228.2
$ 242.9

212.8
$ 228.2

14.7
$ 15.4

15.4
$ 14.7

2016

242.9
$ 258.3

See independent auditors’ report
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Referenced earlier, the higher operating revenues and operating expenses in 2014 compared to 2016 and 2015
was due primarily to the significantly colder than normal weather during the first quarter of 2014, offset in part
by the cooler weather during the summer months of 2014. As discussed below, the main items impacted were i)
revenue from sales to others, ii) purchased power, including transmission expenses and iii) fuel expense.
Operating Revenues
Total operating revenues in 2016 were $476.6 million, which was a decrease of $4.1 million or -0.9% from 2015.
Total operating revenues in 2015 were $480.7 million, which was a decrease of $39.3 million or -7.6% from
2014. Lower total operating revenues in 2016 and 2015 compared to 2014 was driven by higher revenue from
sales to others, particularly off system sales into the MISO market in 2014. Off system sales into the MISO
market is also impacted by the availability and dispatch of owned generating units, including the overall level of
power supply injections by WPPI Energy relative to withdrawals for its load.
Revenue from energy sales to members decreased $10.7 million or –2.7% in 2016 from 2015 and decreased $8.9
million or -2.2% in 2015 from 2014. The decrease in revenue in 2016 and 2015 was the result of lower average
power cost (wholesale rates) charged to members and lower MWh sold to members compared to 2014.
Energy Sales to Members (MWh)

Energy sales to members

2016

2015

2014

5,126,325

5,156,227

5,199,046

%
Change
20162015
-0.6%

%
Change
20152014
-0.8%

Energy sales to members were 5,126,325 MWh in 2016, 5,156,227 MWh in 2015 and 5,199,046 MWh in 2014.
Energy sales to members in 2016 decreased 29,902 MWh or -0.6% from 2015. Energy sales to members in 2015
decreased 42,819 MWh or -0.8% from 2014. The decrease in energy sales to members in 2016 compared to
2015 was due primarily to the overall mild weather generally sustained into 2016. Energy sales to members were
also impacted by curtailed operations and eventual closure of an industrial customer in 2016 that represented
approximately 1.0% of energy sales to members in 2015. The decrease in energy sales to members in 2015
compared to 2014 was due primarily to the colder weather in the first quarter of 2014.
Revenue from sales to others increased $7.1 million or 8.9% in 2016 from 2015 and decreased $30.8 million or 27.9% in 2015 from 2014. Higher revenue from sales to others in 2016 compared to 2015 was primarily a result
of higher off system sales into the MISO market and, beginning in June 2016, the collection of revenue
associated with WPPI Energy’s in-service owned transmission. WPPI Energy recognized $1.4 million in revenue
associated with the CapX 2020 La Crosse project in 2016. Lower revenue from sales to others in 2016 and 2015
compared to 2014 was due primarily to significantly higher market energy prices and higher revenues from off
system sales into the MISO market in the first quarter 2014 compared to same periods in 2016 and 2015.
Operating Expenses
Operating expenses were $453.5 million in 2016, which was a decrease of $2.7 million or -0.6% from 2015. The
decrease in operating expenses in 2016 was primarily the result of lower purchased power, offset by higher fuel
expense, operation and maintenance and depreciation and amortization. Operating expenses were $456.2 million
in 2015, which was a decrease of $40.9 million or -8.2% from 2014. The decrease in operating expenses in 2015
was primarily the result of lower purchased power and fuel expense.

See independent auditors’ report

Page 8

Purchased power, including transmission expenses, decreased by $12.9 million or -3.4% in 2016 compared to
2015. Purchased power, including transmission expenses, decreased by $39.3 million or -9.4% in 2015 compared
to 2014. The decreases in 2016 and 2015 were due to lower purchased power expense as a result of lower
nominations and costs under WPPI Energy’s formula rate purchase contracts, and lower cost of market energy
purchases from the MISO and PJM Interconnection, LLC (PJM) markets. The decreases were partially offset by
increased transmission-related expenses in both 2016 and 2015.
Fuel expense was $6.5 million or 24.8% higher in 2016 compared to 2015. Higher fuel expense in 2016 was the
result of higher production at WPPI Energy’s owned generating units and higher delivered fuel price at Boswell
Unit 4. Fuel expense was $4.3 million or -14.0% lower in 2015 compared to 2014. Lower fuel expense in 2015
was the result of lower production at Boswell Unit 4 and lower fuel costs from expanded use of sub-bituminous
coal at ERGS Units 1 and 2.
Owned Generation Production by Unit (MWh)

Boswell Unit 4
ERGS Unit 1
ERGS Unit 2
ISPP
SFDL Units 1 and 4
Total

2016

2015

2014

854,435
325,544
329,792
10,052
10,532
1,530,355

690,956
305,961
290,408
10,339
5,542
1,303,206

816,596
293,774
277,573
11,335
833
1,400,111

%
Change
20162015
23.7%
6.4%
13.6%
-2.8%
90.0%
17.4%

%
Change
20152014
-15.4%
4.1%
4.6%
-8.8%
565.3%
-6.9%

Boswell Unit 4 produced 854,435 MWh in 2016, 690,956 MWh in 2015 and 816,596 MWh in 2014. The
production at Boswell Unit 4 was lower in 2015 compared to 2016 and 2014 due primarily to a ten week outage
in the fall of 2015 to integrate new emissions control equipment with existing systems as part of the completion
of all major construction activities related to the environmental retrofit project.
ERGS Unit 1 produced 325,544 MWh in 2016, 305,961 MWh in 2015 and 293,774 MWh in 2014. ERGS Unit 2
produced 329,792 MWh in 2016, 290,408 MWh in 2015 and 277,573 MWh in 2014. ERGS Units 1 and 2 were
originally designed and permitted to use bituminous coal mined from the eastern United States. However,
through testing and upgrades in connection with flexible fuel and coal handling projects, ERGS Units 1 and 2
have burned blends of sub-bituminous coal ranging from 0%-100%. The production at ERGS Units 1 and 2
increased in 2016 and 2015 compared to 2014 due primarily to expanded use of sub-bituminous coal mined from
the western United States which resulted in lower fuel costs and more favorable dispatch economics. Ongoing
flexible fuel projects are anticipated to be at or near completion in 2017.
The Island Street Peaking Plant (ISPP) produced 10,052 MWh in 2016, 10,339 MWh in 2015 and 11,335 MWh
in 2014. South Fond du Lac (SFDL) Units 1 and 4 produced a combined 10,532 MWh in 2016, 5,542 MWh in
2015 and 833 MWh in 2014. The production at ISPP and SFDL Units 1 and 4 has varied the last several years
due to changes in generation dispatch patterns in the MISO market footprint.
Customer service and administrative and general expenses were $0.3 million or 2.1% higher in 2016 compared to
2015 due primarily to increases in salaries and benefits and software licensing and maintenance. Customer
service and administrative and general expenses were $0.8 million or 5.2% higher in 2015 compared to 2014 due

See independent auditors’ report
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primarily to increases in salaries and benefits and spending on energy incentive programs. Energy incentive
program spending can vary between years due to differences in timing and scope of program-eligible projects.
Non-Operating Revenues (Expenses), Net
Net non-operating expenses of $2.0 million in 2016 were $2.6 million lower than net non-operating expenses of
$4.6 million in 2015. The decrease in net non-operating expenses in 2016 compared to 2015 was due primarily
to higher investment income and equity earnings in ATC, an increase in fair value of investments and the
aforementioned gain from the termination of certain forward delivery agreements in conjunction with the
issuance of the 2016 A bonds.
Net non-operating expenses of $4.6 million in 2015 were $1.2 million lower than net non-operating expenses of
$5.8 million in 2014. The decrease in net non-operating expenses in 2015 compared to 2014 was the result of
lower non-operating expenses of $3.2 million due to lower interest expense and higher AFUDC and amortization
of debt related costs. This was offset by the $0.2 million regulatory debit and lower non-operating revenues of
$1.8 million due to lower investment income and equity earnings in ATC and a reduction in fair value of
investments.
WPPI Energy’s equity in earnings of ATC increased $0.4 million or 16.1% in 2016 from 2015 and decreased
$0.5 million or -16.0% in 2015 from 2014. Earnings retained by ATC ultimately increase WPPI Energy’s net
position. WPPI Energy has historically received approximately 67% of ATC earnings as cash dividends and
33% remains as equity invested in ATC. ATC earnings distributed as cash dividends are recorded under
investment income and used to lower WPPI Energy’s rates to members.
WPPI Energy’s investment income and equity earnings of ATC were impacted by ATC’s recording of a
regulatory liability for potential refunds to transmission customers as a result of two FERC complaints (see Note
13). Certain MISO transmission owners, including ATC, issued refunds to transmission customers, including
WPPI Energy, related to the November 12, 2013 complaint in January and February of 2017 (see Note 14).
While WPPI Energy cannot predict the outcome of the February 12, 2015 complaint, if base ROEs for certain
MISO transmission owners, including ATC, are reduced, the rate of return WPPI Energy will receive for its share
of the CapX 2020 La Crosse project and the Badger-Coulee project, and the rate of return of WPPI Energy’s
investment in ATC, will decrease. WPPI Energy’s overall transmission costs to serve its members will also
reflect these reduced base ROEs.
Interest expense decreased $1.5 million or -7.0% in 2016 compared to 2015. Interest expense decreased $1.3
million or -5.7% in 2015 compared to 2014. The decreases in interest expense were the result of refunding
existing debt through the issuance of the 2016 A bonds and the Power Supply System Revenue Bonds, Series
2014 A, and the annual payments of principal. The changes in interest expense and AFUDC generally offset in
2016 and 2015.
Future Recoverable Costs
Future recoverable costs equaled $(5.7) million in 2016, a change of $(0.5) million from 2015. Future
recoverable costs equaled $(5.2) million in 2015, a change of $(3.5) million from 2014. As allowed through the
application of GASB 62, future recoverable costs represent the difference between depreciation and amortization
expenses for assets that are financed with bond proceeds and the related principal collected from rates in the
present period. These costs will be recovered in future periods when the principal payments exceed the related
depreciation and amortization.

See independent auditors’ report
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Contact Information
This financial report is designed to provide a general overview of WPPI Energy’s finances. Questions or
requests for additional information should be addressed to:
WPPI Energy
Attn: CFO
1425 Corporate Center Drive
Sun Prairie, Wisconsin 53590

See independent auditors’ report
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WPPI Energy
Statements of Net Position
December 31, 2016 and 2015
2016

2015

Assets
Current assets
Unrestricted cash and investments
Restricted cash and investments
Receivables
Inventories
Prepayments and other assets
Total current assets

$

Non-current assets
Unrestricted cash and investments
Restricted cash and investments
Investment in ATC
Receivables from members
Regulatory assets
Prepayments and other assets
Total non-current assets
Capital assets
Electric plant and equipment
Accumulated depreciation and amortization
Electric plant and equipment, net
Land
Construction work in progress
Total capital assets
Total assets

74,627,911
35,052,968
38,534,769
12,424,605
1,529,087
162,169,340

$

65,869,059
38,852,127
36,030,168
13,304,108
3,544,935
157,600,397

70,835,689
31,747,469
114,214,441
19,257,683
7,585,869
1,527,022
245,168,173

68,717,158
37,112,628
105,211,536
20,871,952
15,660,110
249,729
247,823,113

574,838,082
(177,034,271)
397,803,811
240,922
4,412,677
402,457,410

567,765,472
(164,163,102)
403,602,370
242,008
2,641,828
406,486,206

809,794,923

811,909,716

22,458,440
1,380,866
52,350
23,891,656

17,693,782
1,527,872
56,638
19,278,292

Deferred Outflows of Resources
Unamortized loss on reacquired debt
Sale-leaseback acquisition premium
Pension
Total deferred outflows of resources

See accompanying notes to the financial statements
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WPPI Energy
Statements of Net Position (cont'd)
December 31, 2016 and 2015
2016

2015

Liabilities
Current liabilities
Accounts payable and accrued liabilities
Restricted current maturities of long-term debt
Restricted accrued interest
Total current liabilities

$

Non-current liabilities
Accounts payable
Asset retirement obligations
Benefits liabilities
Total non-current liabilities
Long-term debt
Revenue bonds, net of unamortized premium
Total liabilities

34,926,448
23,440,000
10,176,034
68,542,482

$

33,253,355
19,165,000
10,912,781
63,331,136

17,000
5,275,119
2,267,279
7,559,398

34,000
3,439,530
1,763,519
5,237,049

434,364,808

457,357,554

510,466,688

525,925,739

4,812,598
8,648,115
45,488,036
31,571
13,359
5,928,140
64,921,819

4,751,286
7,592,025
42,988,036
190,170
176,982
6,663,101
62,361,600

(21,767,163)

(32,430,098)

11,720,000
31,746,469
1,000
236,597,766
258,298,072

12,809,388
33,122,871
1,000
229,397,508
242,900,669

Deferred Inflows of Resources
Self-insurance reserve
Long-term maintenance reserve
Rate stabilization
Self-funded group health coverage reserve
Regulatory liability
Unearned interest on Menasha lease
Total deferred inflows of resources
Net Position
Net investment in capital assets
Restricted
Debt service
Debt service reserve
Other
Unrestricted
Total net position

Note: Some 2015 amounts were reclassified to conform to the 2016 presentation

See accompanying notes to the financial statements
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WPPI Energy
Statements of Revenues, Expenses, and Changes in Net Position
For the Years Ended December 31, 2016 and 2015
2016
Operating revenues
Sales to members
Sales to others
Rate stabilization
Other income
Total operating revenues

$

Operating expenses
Purchased power
Fuel expense
Operation and maintenance
Customer service and administrative and general
Depreciation and amortization
Taxes
Total operating expenses

390,775,059
86,675,063
(2,500,000)
1,637,642
476,587,764

2015

$

401,508,796
79,563,982
(1,600,000)
1,225,789
480,698,567

365,477,213
32,940,390
15,500,385
16,479,371
16,276,251
6,829,195
453,502,805

378,425,984
26,392,861
14,091,657
16,140,524
14,430,948
6,689,171
456,171,145

23,084,959

24,527,422

8,992,665
3,112,175
3,114,833
(55,276)
1,944,625
787,000
(20,696,090)
1,225,683
(381,812)
(1,956,197)

7,906,651
2,680,084
4,574,367
(460,444)
1,906,718
(22,247,220)
1,326,234
(176,982)
(66,916)
(4,557,508)

Change in net position before future recoverable costs

21,128,762

19,969,914

Future recoverable costs

(5,731,359)

(5,234,500)

Change in net position

15,397,403

14,735,414

242,900,669
258,298,072

228,165,255
242,900,669

Operating income
Non-operating revenues (expenses)
Investment income
Equity in earnings of ATC
Allowance for funds used during construction
Net decrease in fair value of investments
Gain on sale of allowances
Gain on disposition of investments
Interest expense
Amortization of debt-related costs
Regulatory debit
Other
Total non-operating revenues (expenses), net

Net position, beginning of year
Net position, end of year

$

See accompanying notes to the financial statements

$
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WPPI Energy
Statements of Cash Flows
Years Ended December 31, 2016 and 2015
2016
Cash flows provided by operating activities
Cash receipts from members and others
Cash payments for purchased power
Cash payments for fuel
Cash payments for operations and maintenance
Cash payments for payroll and ad valorem taxes
Cash payments to employees
Cash payments for customer service & adm. and general
Net cash provided by operating activities

$

Cash flows provided by non-capital financing activities
Cash receipts from outside parties
Cash payments to outside parties
Net cash provided by non-capital financing activities
Cash flows provided by investing activities
Investments purchased
Investment in ATC
Investments sold
Investment income
Cash distributions received from ATC
Net cash provided by investing activities
Cash flows used in capital and related financing activities
Acquisition and construction of capital assets
Principal paid
Debt issuance costs and escrow payment
Interest paid
Net cash used in capital and related financing activities
Change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

$

478,495,627
(364,413,450)
(31,738,774)
(11,390,943)
(6,825,628)
(9,130,600)
(9,713,810)
45,282,422

2015

$

491,555,384
(382,962,885)
(30,212,733)
(10,950,658)
(6,692,177)
(8,707,667)
(9,381,699)
42,647,565

2,558,129
(909,713)
1,648,416

1,951,540
(504,577)
1,446,963

(103,837,867)
(4,680,688)
108,395,695
2,609,330
5,020,974
7,507,444

(132,528,348)
(1,337,340)
157,907,513
2,854,436
5,618,262
32,514,523

(6,360,067)
(19,165,000)
(1,093,512)
(21,432,837)
(48,051,416)

(35,826,039)
(17,965,000)
(21,665,082)
(75,456,121)

6,386,866

1,152,930

101,817,787
108,204,653

100,664,857
101,817,787

See accompanying notes to the financial statements

$
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WPPI Energy
Statements of Cash Flows (cont'd)
Years Ended December 31, 2016 and 2015
2016

2015

Reconciliation of operating income to net cash
provided by operating activities
Operating income
Depreciation and amortization
Administrative and general, capitalized salaries and fringes
Other non-operating revenues (expenses), net
Changes in assets, liabilities, deferred outflows and inflows of resources
Receivables
Inventories
Prepayments and other assets
Regulatory asset
Non-current prepayments and other assets
Pension
Current accounts payable and accrued liabilities
Non-current accounts payable
Benefits liabilities
Long-term maintenance reserve
Rate stabilization
Self-funded group health coverage reserve
Net cash provided by operating activities

$

$

23,084,959
16,276,251
1,860,053
(2,221,686)
879,503
256,432
304,660
(1,277,293)
4,288
2,231,003
(17,000)
503,760
1,056,090
2,500,000
(158,598)
45,282,422

$

$

24,527,422
14,430,948
(4,898)
1,820,679
7,035,024
(3,521,680)
(294,985)
844,079
405,467
(56,638)
(5,244,657)
(17,000)
370,089
563,545
1,600,000
190,170
42,647,565

Reconciliation of cash and cash equivalents to
the Statements of Net Position
Current assets
Unrestricted cash and investments
Restricted cash and investments
Non-current assets
Unrestricted cash and investments
Restricted cash and investments
Total cash and investments
Less: long-term investments
Total cash and cash equivalents

$

$

74,627,911
35,052,968
70,835,689
31,747,469
212,264,037
104,059,384
108,204,653

$

$

65,869,059
38,852,127
68,717,158
37,112,628
210,550,972
108,733,185
101,817,787

Note: Some 2015 amounts were reclassified to conform to the 2016 presentation

See accompanying notes to the financial statements
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WPPI Energy
Statements of Cash Flows (cont'd)
Years Ended December 31, 2016 and 2015

Noncash investing, capital and related-financing activities
During 2016 and 2015, WPPI Energy recognized $3,112,175 and $2,680,084 of equity earnings in ATC.
During 2016 and 2015, WPPI Energy recognized $0 and $110,412 of accretion of long-term investments.
During 2016 and 2015, WPPI Energy recognized $55,276 and $460,444 of decreases in fair value of
investments.
During 2016 and 2015, WPPI Energy recognized $1,648,811 and $0 of increases in asset retirement obligation
related to an updated periodic site decommissioning study.
During 2016, WPPI Energy issued revenue bonds to refund debt issued in 2008. Bond proceeds of $89,087,011
and additional cash funds of $2,140,156 were deposited immediately into an irrevocable trust for the defeasance
of $82,170,000 of revenue bond principal and $10,467,219 of interest.

See accompanying notes to the financial statements
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NOTES TO THE FINANCIAL STATEMENTS

(1)

Summary of Significant Accounting Policies
(a)

Organization and Operations
WPPI Energy is a municipal electric company and political subdivision of the State of Wisconsin,
formed in 1980. It is WPPI Energy’s mission to provide member utilities with reliable, low-cost
electricity, best-in-class services and effective advocacy, making its member communities better
places to live, work and play. WPPI Energy sells wholesale power to its 41 Wisconsin municipal
members and 9 non-Wisconsin municipal members. WPPI Energy also sells wholesale electricity
under a long-term contract to a Michigan electric cooperative association. Including the Michigan
electric cooperative association, WPPI Energy served 51 customer-owned electric utilities (the
“members”) as of December 31, 2016 and 2015, respectively.
WPPI Energy sells wholesale electricity to its members under long-term contracts. As of December
31, 2016, 49 members, representing approximately 98% of WPPI Energy’s existing load, have longterm contracts through December 31, 2055. The remaining two members have long-term contracts
through December 31, 2037. Under the long-term contracts, WPPI Energy has agreed to sell and
deliver to each member, and each member has agreed to take and pay for its electric power
requirements, with certain exceptions related to existing member-owned hydroelectric facilities and
other specified generation. WPPI Energy supplies the electric power requirements of its members
from a mix of resources, including owned generation and varying power purchases from other
entities including the Midcontinent Independent System Operator, Inc. (MISO) and PJM
Interconnection, LLC (PJM) markets and various renewable energy projects as described in Note
1(r), Note 1(t) and Note 13, respectively. WPPI Energy also receives operating revenues from sales
of capacity and energy to other entities including sales in the MISO and PJM markets.
WPPI Energy offers various member support services and customer programs, including, but not
limited to: joint purchasing of electric materials, electric rate studies and financial modeling,
customer and energy services, program marketing, retail metering and billing, customer information
system and technology, governmental relations and advocacy, and communications, education, and
community outreach.

(b)

Basis of Accounting
WPPI Energy follows authoritative sources of U.S. generally accepted accounting principles
(GAAP) under the provisions of Governmental Accounting Standards Board (GASB) 76, The
Hierarchy of Generally Accepted Accounting Principles for State and Local Governments. WPPI
Energy complies with all applicable GASB pronouncements, including the application of GASB 62,
Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989
FASB and AICPA Pronouncements (GASB 62).
Under GASB 62, WPPI Energy defers revenues and expenses for future recognition as they are
recovered or returned through the rate-making process. Where applicable, the Federal Energy
Regulatory Commission’s (FERC) Uniform System of Accounts is used.

(c)

Use of Estimates
The preparation of financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets, liabilities and deferred
outflows and inflows of resources and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues, expenses and outflows and inflows of
resources during the reporting period. Actual results could differ from those estimates.
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(d)

Capital Assets
Additions to and replacements of capital assets are recorded at original cost, including allowance for
borrowed funds. Assets with an initial cost greater than $5,000 and a useful life of two years or more
are capitalized. Depreciation is recorded using the straight-line method using service lives of 2 to 45
years.

(e)

Cash and Investments
Cash and investments of WPPI Energy’s funds are governed by (i) Section 66.0825 of the Wisconsin
Statutes, which states that notwithstanding the provision of any other law, WPPI Energy may invest
any funds held in reserve or sinking funds, or any funds not required for immediate disbursement in
obligations, securities and other investments that it deems proper, and (ii) WPPI Energy’s bond
resolution, which provides that such investments shall mature not later than such times as necessary
to provide moneys when needed for payments from such funds.

(f)

Restricted Cash and Investments
WPPI Energy’s bond resolution requires the segregation of bond proceeds and prescribes the
application of WPPI Energy’s revenues. Amounts classified as restricted cash and investments on
the Statements of Net Position represent cash and investments whose use is restricted by the bond
resolution. It is WPPI Energy’s practice to use restricted funds on hand for their designated purpose,
when available, before using unrestricted funds for such purpose.

(g)

Unamortized Bond Issuance Costs
Under GASB 65, Items Previously Reported as Assets and Liabilities (GASB 65), bond issuance
costs are to be expensed in the period incurred. However, WPPI Energy borrows for and
systematically spreads the costs associated with issuing bonds over the life of the related bond issue
for rate-making purposes. A regulatory asset is established under GASB 62 to recognize unamortized
bond issuance costs (see Note (j)). Bond issuance costs are amortized over the repayment period of
the related bond issues using a method that approximates the effective-interest method.

(h)

Future Recoverable Costs
Revenues from members include amounts to pay bond principal and interest. For financial reporting
purposes, WPPI Energy recognizes depreciation and amortization pertaining to fixed assets and other
assets financed with bond principal. As allowed through the application of the provisions of GASB
62, future recoverable costs represent the difference between depreciation and amortization of assets
financed with bond proceeds and the related principal recovered in rates in the present period. When
the depreciation and amortization recognized exceeds the related principal amounts recovered in
rates, these costs will be recovered in future periods. When the principal amounts recovered in rates
exceed the related depreciation and amortization recognized, these costs will be returned in future
periods.

(i)

Derivative Instruments
WPPI Energy follows GASB 53, Accounting and Financial Reporting for Derivative Instruments
(GASB 53) to recognize, measure and disclose information regarding its derivative instruments.
WPPI Energy may enter into derivative instruments to stabilize power costs to its members,
consisting primarily of natural gas and electricity financial contracts. An offsetting regulatory asset
or liability is recorded under GASB 62 for derivative instruments, which results in no change in net
position (see Note 10).
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(j)

Regulatory Assets
Regulatory assets are for i) the CapX 2020 La Crosse project’s pre-commercial and transmissionrelated expenses being amortized over a five-year period that commenced in 2015 and recovered
over a five-year period that commenced in 2016, ii) future recoverable costs to be recovered in future
periods when the principal amounts exceed the related depreciation and amortization, iii) costs
associated with a settlement agreement recognized in 2013 that were recovered in future periods for
rate-making purposes and iv) unamortized bond issuance costs to be recovered over the repayment
period of the related bond issues. Regulatory asset balances were as follows at December 31:

CapX 2020 La Crosse project
Future recoverable costs
Settlement costs
Unamortized bond issuance costs

$

$

(k)

2016
882,667
3,447,034
20,874
3,235,294
7,585,869

$

$

2015
1,216,900
10,195,448
31,312
4,216,450
15,660,110

Deferred Outflows and Inflows of Resources
WPPI Energy follows GASB 65 which reclassify as deferred outflows of resources or deferred
inflows of resources or recognize outflows of resources or inflows of resources, certain items that
were previously reported as assets and liabilities.

(l)

Cash and Cash Equivalents
For purposes of the Statements of Cash Flows, cash and cash equivalents are cash and investments
maturing in three months or less.

(m)

Inventories
Inventories include fuel and repair spare parts and are charged to plant or operation and maintenance
expense at average cost when used. Inventories are valued at the lower of average cost or fair value.

(n)

Prepayments and Other Assets
Prepayments and other assets include unamortized costs of expenses paid in advance for which the
future benefits have yet to be realized. WPPI Energy recognizes an expense or asset when such
benefit is realized. Prepayments and other assets are for i) member generation contracts entered into
and prepaid in 2012 and 2016, ii) prepaid capital costs at a generating unit, iii) prepaid operation and
maintenance costs at a generating unit, iv) other prepaid general operating costs, such as insurance
and v) upfront payments for community-based renewable energy purchased from members and their
customers.
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Prepayment and other asset balances were as follows at December 31:

Capacity contract
Capital costs
Operation and maintenance costs
Other general operating costs
Solar purchases

$

$

2016
1,500,000
121,892
1,184,488
249,729
3,056,109

$

$

2015
293,076
1,759,416
236,781
1,197,395
307,996
3,794,664

For purposes of the Statements of Net Position, prepayments and other assets anticipated to be
realized within one year are classified as current assets. Classification of prepayments and other
assets was as follows on December 31:

Current
Non-current

$
$

(o)

2016
1,529,087
1,527,022
3,056,109

$
$

2015
3,544,935
249,729
3,794,664

Current Receivables
Current receivables include sales accounts receivable, representing power sales to members and nonmembers for the period between the last billing date and the end of the reporting period, and are
accrued in the period sold. Current receivable balances were as follows at December 31:

Sales, members
Sales, non-members
Notes, members
Unrestricted interest
Restricted interest

$

$

(p)

2016
31,310,649
4,696,447
1,963,895
495,274
68,504
38,534,769

$

$

2015
31,173,437
2,621,280
1,992,051
208,718
34,682
36,030,168

Non-Current Receivables
The non-current receivables balance includes amounts not due within the next year associated with
member energy efficiency and renewable energy project loans and the Menasha asset purchase and
lease (see Note 11).
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(q)

Rates to Members
Rates to members are reviewed and adopted by WPPI Energy’s Board of Directors annually. Under
WPPI Energy’s bond resolution, WPPI Energy’s rates for wholesale power sales to members are set
at levels expected to yield net revenues for an annual period equal to at least 1.10 times the aggregate
debt service for that period. These rates are not subject to state or federal regulation. For the years
ended December 31, 2016 and 2015, WPPI Energy’s Board of Directors approved rates that were
expected to yield net revenues 1.29 and 1.32 times aggregate debt service, respectively.
WPPI Energy’s Board of Directors may annually determine whether revenues that provide margin
above 1.10 times debt service coverage shall be deferred and deposited to the Rate Stabilization
Fund. As allowed through the application of the provisions of GASB 62, the margin may be
deposited in the Rate Stabilization Fund and reported as a deferred inflow of resources on the
accompanying Statements of Net Position to be distributed in future years to cover costs that
otherwise would be recovered through rates to members and reported as operating revenues in the
Statements of Revenues, Expenses, and Changes in Net Position. For the years ended December 31,
2016 and 2015, WPPI Energy did not utilize the Rate Stabilization Fund and deferred revenues of
$2,500,000 and $1,600,000, respectively.

(r)

Owned Generation
WPPI Energy has a mix of owned generation used to supply the electric power requirements of its
members. As of December 31, 2016, WPPI Energy had owned generation of approximately 432
MW from Boswell Unit 4, Elm Road Generating Station Units 1 and 2, South Fond du Lac Units 1
and 4, the Island Street Peaking Plant and other small generation. Generally, WPPI Energy’s share
of the assets and the cost to operate and maintain its owned generation is included in the
accompanying financial statements.
Boswell Unit 4. WPPI Energy has a 20% undivided interest (approximately 117 MW) in the 585
MW Boswell Unit 4, a coal-fired steam unit near Grand Rapids, Minnesota. Minnesota Power owns
the remaining interest in Boswell Unit 4 and is the operating agent responsible for operation and
maintenance of the unit.
Elm Road Generating Station Units 1 and 2. WPPI Energy has an 8.33% undivided interest
(approximately 53 MW in each unit) in the Elm Road Generating Station (ERGS) Units 1 and 2, two
634 MW supercritical coal-fired steam units near Oak Creek, Wisconsin. WEC Energy Group and
MGE Energy, both through wholly owned subsidiaries, own the remaining 83.34% and 8.33% of
ERGS Units 1 and 2, respectively. Wisconsin Electric Power Company (WEPCO) is the operating
agent responsible for operation and maintenance of the units.
South Fond du Lac Units 1 and 4. WPPI Energy owns two 77 MW combustion turbine units near
Fond du Lac, Wisconsin. South Fond du Lac Units 1 and 4 are two of four combustion turbine units
located on a site owned by Alliant Energy (Alliant). Alliant owns the other two units on the site and
operates and maintains the units owned by WPPI Energy.
Island Street Peaking Plant. WPPI Energy owns a 52 MW combustion turbine unit in Kaukauna,
Wisconsin. Kaukauna Utilities operates and maintains the unit.
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(s)

Owned Transmission
WPPI Energy’s transmission ownership consists of the CapX 2020 La Crosse project and the
Badger-Coulee project. Generally, WPPI Energy’s share of the assets and cost to operate and
maintain these transmission projects, along with associated transmission service revenue, is included
in the accompanying financial statements (see Note 13). In addition, WPPI Energy owns an equity
interest in ATC Management Inc. and American Transmission Company LLC (collectively ATC)
(see Note 3 and Note 13). WPPI Energy takes service for all of its transmission requirements under
contracts and tariffs approved by FERC.
CapX 2020 La Crosse project. WPPI Energy has a 3% interest in the total CapX 2020 La Crosse
project. However, WPPI Energy’s physical ownership of transmission consists only of facilities
physically located in Wisconsin and amounts to approximately 10% of such facilities. The CapX
2020 La Crosse project is an approximate 125 mile 345 kV transmission line from Red Wing,
Minnesota to the La Crosse, Wisconsin area. Five other utilities own the remaining interest in the
CapX 2020 La Crosse project, including Xcel Energy, the operating agent responsible for operation
and maintenance of the project. Most segments of the CapX 2020 La Crosse project, including the
Wisconsin portion, were placed in service in 2015. The remaining segments of the CapX 2020 La
Crosse project were placed in service in 2016. Electric plant and equipment, net balances for the
CapX 2020 La Crosse project were as follows at December 31:

Electric plant and equipment
Accumulated depreciation and amortization
Electric plant and equipment, net

$
$

2016
15,945,718
(606,219)
15,339,499

$
$

2015
16,071,451
(200,893)
15,870,558

Badger-Coulee project. WPPI Energy has a 1.5% interest in the Badger-Coulee project. The
Badger-Coulee project is a 345 kV transmission line that will begin north of La Crosse where it will
interconnect with the CapX 2020 La Crosse project and run approximately 180 miles to northern
Dane County, also in Wisconsin. Four other utilities own the remaining interest in the BadgerCoulee project, including ATC and Xcel Energy, the operating agents responsible for operation and
maintenance of the project. Construction commenced in 2016 and is expected to be completed and
in-service in 2018. There was no Badger-Coulee project electric plant and equipment, net balance at
December 31, 2016 and 2015, respectively.
(t)

Purchased Power
WPPI Energy has purchased power contracts of varying durations with a number of suppliers used to
meet a portion of the electric power requirements of its members. As of December 31, 2016, WPPI
Energy purchased a total of approximately 609 MW from WEPCO, Wisconsin Power & Light
(WPL), Wisconsin Public Service (WPS), NextEra Energy Point Beach, LLC (NextEra), Dynegy
Marketing and Trade, LLC (Dynegy) and member generation under contract to WPPI Energy.
WEPCO Market Based Rate Tariff Agreements. WPPI Energy makes two separate purchases from
WEPCO under its Market Rate Tariff, FERC Electric Tariff Volume No. 8 dated October 11, 2012.
The purchases are substantially based on terms and conditions of preexisting FERC approved
agreements between WPPI Energy and WEPCO, including a Fourth Revised Power Sales Agreement
dated May 1, 2007 (2007 PSA) and a Formula Rate Wholesale Sales Tariff Service Agreement dated
September 17, 2008 (2008 FRT). WPPI Energy and WEPCO agreed to terminate the 2007 PSA and
2008 FRT effective as of the end of December 31, 2015.
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WPPI Energy pays formula-based average embedded cost rates under the first purchase with an
initial term that runs through April 30, 2025. WPPI Energy purchased 30 MW for the contract year
commencing June 1, 2014 and 0 MW for the contract years commencing June 1, 2015 and 2016,
respectively. WPPI Energy has nominated to purchase 0 MW for the contract years commencing
June 1, 2017, 2018 and 2019, respectively. WPPI Energy may change its nomination from year to
year, subject to contractual restrictions, but may not exceed 305 MW. WPPI Energy is permitted but
not obligated to schedule energy up to the nominated demand.
WPPI Energy is obligated to purchase 50 MW under a second purchase through May 31, 2021.
WPPI Energy may increase its nomination from year to year, subject to contractual restrictions, but
may not exceed 100 MW. WPPI Energy has nominated to purchase 50 MW for the contract years
commencing June 1, 2017 and 2018. WPPI Energy is permitted but not obligated to schedule energy
up to the nominated demand.
WPL Power Supply Agreement. WPPI Energy purchases firm partial requirements service from
WPL under a Second Revised Power Supply Agreement dated February 4, 2008. The term of the
contract runs through May 31, 2017. WPPI Energy is charged for service under WPL’s formula rate
partial requirements tariff. WPPI Energy purchased 145 MW for the contract year commencing June
1, 2014, 135 MW for the contract year commencing June 1, 2015 and 125 MW for the contract year
commencing June 1, 2016.
WPS Long-Term Power Sale and Purchase Agreement. WPPI Energy purchases firm partial
requirements service from WPS under a Long-Term Power Sale and Purchase Agreement dated May
1, 2006. WPPI Energy purchases 150 MW and pays formula-based average embedded cost rates
under the contract. The initial term for the 100 MW portion of the contract runs through May 31,
2021 with the 50 MW portion of the contract having an initial term running through May 31, 2029.
Point Beach Purchase Power Agreements. WPPI Energy purchases approximately 167 MW (117
MW net of sales below) of unit contingent capacity and energy from the Point Beach Nuclear Plant
near Two Rivers, Wisconsin under a Purchase Power Agreement with NextEra dated May 20, 2011.
The aggregate generating capacity of the Point Beach Nuclear Plant is approximately 1,185 MW.
The contract has a term that extends through the term of the current Nuclear Regulatory Commission
operating license for each unit, which is October 5, 2030 for Unit 1 and March 8, 2033 for Unit 2.
WPPI Energy sells 20% of its share of unit contingent capacity and energy for the life of WPPI
Energy’s contract with NextEra under a Purchase Power Agreement with Missouri River Energy
Services dated July 13, 2011.
WPPI Energy sells 10% of its share of unit contingent capacity and energy for the life of WPPI
Energy’s contract with NextEra under a Purchase Power Agreement with Central Minnesota Power
Agency and Services dated August 8, 2012.
Kendall County Unit 3. WPPI Energy purchases 85 MW of unit contingent capacity and energy
from Kendall County Generating Facility Unit 3 under a Long-Term Capacity and Energy Purchase
Contract with Dynegy. Kendall County Generating Facility Unit 3 is a 280 MW gas-fired combinedcycle plant located near Joliet, Illinois. The term of the contract runs through September 16, 2017.
Member Generation under Contract. Member generation under contract to WPPI Energy consists
of a number of small generating units, totaling approximately 32 MW and 44 MW of capacity in
2016 and 2015, respectively.
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Nelson Energy Center. WPPI will purchase 15.6% (approximately 45 MW in each unit) of unit
contingent capacity and energy from Nelson Energy Center Units 1 and 2 (Nelson Energy Center)
under a Purchase Power Agreement with Invenergy Nelson LLC dated March 12, 2014. Nelson
Energy Center is a 575 MW gas-fired combined-cycle plant located near Rock Falls, Illinois.
Delivery under this contract commences on June 1, 2017 and has an initial term that runs through
June 1, 2037.
(u)

Taxes
WPPI Energy is exempt from Federal, Wisconsin, and Minnesota income taxes as a political
subdivision of the State of Wisconsin. Tax expense includes Minnesota property taxes, Wisconsin
payments in lieu of ad valorem taxes, payroll-related taxes and emission fees.

(v)

Vacation and Sick Leave
Under terms of employment, full time employees are granted one day of sick leave per month. Full
time employees are paid annually for any sick leave accrued in excess of 960 hours at one-half their
hourly rate. Accrued sick leave is not paid to employees when they leave employment.
Employees are generally allowed to accumulate up to five days of vacation not taken in the year in
which it is earned, and are paid annually for any accrued vacation in excess of five days. Accrued
vacation is not considered material; therefore, no liability is recorded.

(w)

Operating Revenues and Expenses
Operating revenues result from exchange transactions associated with the principal activity of WPPI
Energy, the sale of electricity and the provision of other services to members. Reported operating
revenues are affected by the contributions to or distributions from the Rate Stabilization Fund.
Operating expenses are defined as expenses directly related to, or incurred in support of, the
provision of electricity and other services to members. All other expenses are classified as nonoperating expenses.

(x)

Fair Value Measurements
WPPI Energy follows GASB 72, Fair Value Measurement and Applications for measuring fair value
and reporting assets and liabilities measured at fair value within the fair value hierarchy.

(y)

Pensions
For purposes of measuring the net pension liability (asset), deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information about fiduciary
net position of the Defined Benefit Plan of WPPI Energy and additions to/deductions from its
fiduciary net position have been determined on the same basis as they are reported by the Defined
Benefit Plan of WPPI Energy. Benefit payments are recognized when due and payable in accordance
with the benefit terms.
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(z)

Recently Adopted Accounting Pronouncements
Effective January 1, 2015, WPPI Energy adopted GASB 68, Accounting and Financial Reporting for
Pensions—an amendment of GASB Statement No. 27 (GASB 68). GASB 68 replaced the
requirements of GASB 27, Accounting for Pensions by State and Local Governmental Employers
and GASB 50, Pension Disclosures–an amendment of GASB Statements No. 25 and No. 27 as they
related to pension plans that are administered through trusts or equivalent arrangements that meet
certain criteria. GASB 68 revises recognition, measurement and disclosure requirements for
employers that provide their employees with pensions. See Note 9(c) and additional schedules
presented in the Required Supplemental Information section.
Effective January 1, 2015, WPPI Energy also adopted GASB 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date. There was no impact to WPPI Energy’s
financial statements for the years presented as a result of this adoption.
Effective January 1, 2016, WPPI Energy adopted GASB 72 , Fair Value Measurement and
Applications, GASB 73, Accounting and Financial Reporting for Pensions and Related Assets That
Are Not within the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB
Statements 67 and 68, GASB 76, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments, GASB 77, Tax Abatement Disclosures, GASB No. 78, Pensions
Provided through Certain Multiple-Employer Defined Benefit Pension Plans and GASB 79, Certain
External Investment Pools and Pool Participants.

(aa)

Recently Issued Accounting Pronouncements
GASB has issued Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans and Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions, Statement No. 80, Blending Requirements for Certain Component
Units—an amendment of GASB Statement No. 14, Statement No. 81, Irrevocable Split-Interest
Agreements, Statement No. 82, Pension Issues—an amendment of GASB Statements No. 67, No. 68
and No. 73, Statement No. 83, Certain Asset Retirement Obligations, Statement No. 84, Fiduciary
Activities. Application of these recently issued accounting pronouncements, when effective, may
restate portions of these financial statements.

(bb)

Comparative Data
Certain amounts presented in the prior year were reclassified to conform to the current year
presentation. There was no impact on net position or change in net position as a result of the
reclassifications.
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(2)

Cash and Investments
WPPI Energy’s bond resolution requires the segregation of bond proceeds and maintenance of various
funds, and prescribes the application of WPPI Energy’s revenues. WPPI Energy has an internal investment
policy with guidelines to help ensure safety of principal, liquidity and diversification of its investment
portfolio. Investments permitted are defined by the internal investment policy within the limits of WPPI
Energy’s bond resolution and Section 66.0825 of the Wisconsin Statutes. Funds principally consist of
and/or investments generally include cash and deposits, money market mutual funds, certificates of
deposit, guaranteed investment contracts, U.S. treasury securities, U.S. agency securities, commercial
paper, corporate bonds, investment in the State of Wisconsin Local Government Investment Pool (LGIP)
and investment in ATC. The funds’ purposes and balances were as follows at December 31:
Fund

Held by

Purpose

Construction

WPPI
Energy

To provide for the acqusition and construction of the
power supply system.

Debt Service

Trustee

To accumulate principal and interest associated with
each bond series.

Debt Service Reserve

Trustee

To establish a reserve for the payment of principal
and interest. The level of reserve is defined in the
Supplemental Resolution for each bond issuance.

Revenue

WPPI
Energy

To accumulate revenues and to provide for the
payment of expenses and for disposition of revenues
to various funds.

Renewal & Replacement*

WPPI
Energy

To provide a reserve to be applied to the payment
of the costs of renewals, replacements and repairs
to the power supply system.

Self-Insurance*

WPPI
Energy

To provide a reserve to be applied to the payment
of claims and losses arising from hazards and risks
to the extent that the insurance required to be
maintained does not cover such claims or losses.

Rate Stabilization*

WPPI
Energy

To accumulate revenues which will be used to
reduce rates in a future period.

Decommissioning*

WPPI
Energy

To accumulate funds to pay for the eventual costs of
decommissioning, retirement or disposal of major
facilities.

General Reserve

WPPI
Energy

To be used for any lawful purpose not otherwise
prohibited by WPPI Energy's bond resolution.

*Fund balances have been board designated for the purposes above, but could be used for other
purposes subject to approval by WPPI Energy's Board of Directors.
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2016

2015

Current
Unrestricted cash and investments
Petty cash
Working capital
Post retirement medical fund
Total unrestricted cash and investments

$

Restricted cash and investments
Construction funds
Debt service funds
Total current restricted cash and investments

10
74,075,560
552,341
74,627,911

$

10
65,471,424
397,625
65,869,059

13,156,933
21,896,035
35,052,968

15,129,958
23,722,169
38,852,127

109,680,879

104,721,186

Unrestricted cash and investments
Renewal and replacement fund
Self-insurance fund
Rate stabilization fund
Decommissioning fund

16,982,086
4,727,139
45,328,852
3,248,872

17,227,131
4,671,471
42,844,913
3,224,903

Post retirement medical fund
Alliance stock
Total non-current unrestricted cash and investments

548,000
740
70,835,689

748,000
740
68,717,158

Restricted cash & investments
Debt service reserve funds
Construction funds
Collateral accounts
Total non-current restricted cash and investments

31,746,469
1,000
31,747,469

33,122,871
3,988,757
1,000
37,112,628

Investment in ATC

114,214,441

105,211,536

Total non-current

216,797,599

211,041,322

Total current
Non-current

Total cash and investments

$

326,478,478

$

315,762,508

Current & non-current cash and investments
Investment in ATC
Total cash and investments

$

212,264,037
114,214,441
326,478,478

$

210,550,972
105,211,536
315,762,508

$

$
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WPPI Energy’s cash and investments are subject to various potential risks, including the following:
• Custodial credit risk – The risk that in the event of a failure of the counterparty to an investment
transaction (typically a brokerage firm or financial institution), WPPI Energy would not be able to
recover the value of the investment or collateral securities.
Cash and investments in each financial institution are insured by the Federal Deposit Insurance
Corporation (FDIC) in the amount of $250,000.
WPPI Energy held in deposit accounts $957,495 ($690,706) in book balances) at December 31, 2016 and
$740,204 ($318,242 in book balances) at December 31, 2015. WPPI Energy also holds collateral
accounts with MISO ($500) and PJM ($500). With the exception of WPPI Energy’s investment in the
LGIP, all cash and investments held as of December 31, 2016 and 2015 were held in custody on behalf
of and in WPPI Energy's name.
The FDIC insures the pro rata share of certificates of deposit held by the LGIP up to $250,000, and the
State of Wisconsin appropriation for losses on public deposits protects a depositing municipality up to
$400,000, subject to the total amount available of the State of Wisconsin Public Deposit Guarantee Fund.
The LGIP is part of the State Investment Fund (SIF), and is managed by the State of Wisconsin
Investment Board. The SIF is not registered with the Securities and Exchange Commission as an
investment company, but operates under the statutory authority within Chapter 25 of the Wisconsin
Statutes. Participants in the LGIP have the right to withdraw their funds in total on one day’s notice.
WPPI Energy held $10,011,471 in the LGIP which is included within WPPI Energy’s cash and
investments as of December 31, 2016.
• Concentration risk – Investing 5% or more of WPPI Energy’s portfolio in the securities of a single
issuer. Investments issued or explicitly guaranteed by the U.S. government and investments issued and
guaranteed by U.S. agencies, investments in mutual funds, external investment pools and other pooled
investments are excluded. There were no investments of 5% or more in a single-issuer security in
WPPI’s Energy’s portfolio at December 31, 2016 and 2015, respectively.
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• Credit risk – The risk that an issuer or other counterparty to an investment will not fulfill its obligations.
WPPI Energy’s cash and investments were rated as follows at December 31:
Standard &
Poor's

Moody's

Money market mutual funds
U.S. treasury/agency securities
Municipal bonds
Municipal bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds

AAAm
AA+
AA
AAAAA
AA+
AA+
AA
AA
AA

Aaa-mf
Aaa
Aa3
Aa3
Aaa
Aaa
Aa1
Aa1
Aa2
A1

Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Corporate bonds
Bank deposits, certificates of deposit,
commercial paper, Alliance stock &

AAAAAAAAA+
A+
A+
A
A
AABBB+
BBB+

Aa1
Aa2
Aa3
A1
Aa2
Aa3
A1
A1
A2
A2
A3
A3
Baa1

LGIP

n/a

n/a

2016

2015

$ 78,409,988
82,330,367
2,980,706
1,521,738
508,073
1,499,640
763,422
303,944
770,280

$ 100,475,303
66,040,232
1,497,615
727,744
1,140,800
-

1,497,125
2,895,598
4,054,516
1,298,911
1,993,640
1,874,812
2,063,238
2,996,400
851,079
1,099,901
771,923
-

1,492,265
2,984,325
4,785,745
1,300,413
1,495,290
1,122,514
1,116,754
3,613,396
4,010,640
1,278,446
1,094,665
696,001

21,778,736
$ 212,264,037

15,678,824
$ 210,550,972

WPPI Energy has entered into forward delivery agreements to provide a fixed rate of return for a
portion of its debt service reserve funds. The provider delivers a short-term security that matures prior
to WPPI Energy’s next bond payment. After the bond payment is made a new security is delivered
under the forward delivery agreements. The securities delivered under the forward delivery agreements
are included within WPPI Energy’s investments as of December 31, 2016 and 2015. WPPI Energy is
exposed to risk of nonperformance if the counterparties default or if the forward delivery agreements
are terminated. During 2016, certain forward delivery agreements below were terminated in
conjunction with the issuance of the 2016 A bonds (see Note 6).
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Forward delivery agreements held by WPPI Energy were as follows at December 31:

Bank of America, N.A.
Bank of America, N.A.
Citigroup Financial Products Inc.
Wells Fargo Bank, N.A.
Wells Fargo Bank, N.A.

Interest
Termination
Rate
Date
4.875%
7/1/2037 $
4.980%
7/1/2037
3.893%
7/1/2018
4.690%
7/1/2021
4.200%
7/1/2023
$

2016
4,973,763
3,119,000
8,092,763

2015
$ 4,973,763
3,119,000
5,053,791
2,818,385
1,363,124
$ 17,328,063

• Interest rate risk – The risk of potential variability in the fair value of fixed rate investments resulting
from changes in interest rates (the longer the period for which an interest rate is fixed, the greater the
risk).
As of December 31, 2016, WPPI Energy’s cash and investments were classified by maturity as
follows:

Total
Money market mutual funds
U.S. treasury/agency securities
Municpal bonds
Corporate bonds
Bank deposits, certifcates of
deposit, commercial paper,
Alliance stock & LGIP

Maturity in Years
Less than 1
1-5

$ 78,409,988
82,330,367
4,502,444
25,242,502

$ 78,409,988
32,402,015
2,673,443

$

49,928,352
4,502,444
22,569,059

21,778,736
$ 212,264,037

18,204,786
$ 131,690,232

3,573,210
$ 80,573,065

Over 5
$

$

-

740
740

As of December 31, 2015, WPPI Energy’s cash and investments were classified by maturity as
follows:

Money market mutual funds
U.S. treasury/agency securities
Corporate bonds
Bank deposits, certificates of
deposit, commercial paper &
Alliance stock

Total
$ 100,475,303
66,040,232
28,356,613

Less than 1
$ 100,475,303
11,303,259
-

15,678,824
$ 210,550,972

4,635,142
$ 116,413,704

Maturity in Years
1-5
Over 5
$
- $
54,736,973
28,356,613

11,042,942
$ 94,136,528

$

-

740
740
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• Fair value measurements – WPPI Energy categorizes its fair value measurements within the fair value
hierarchy. The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair
value. Level 1 inputs are quoted market prices in active markets for identical assets; Level 2 inputs are
significant other observable inputs; Level 3 inputs are significant unobservable inputs. Debt securities
classified in Level 1 of the fair value hierarchy were valued using prices quoted in active markets for
those securities. Debt securities classified in Level 2 of the fair value hierarchy were valued using
institutional bond quotes and/or evaluations based on various market and industry inputs with the
exception of money market mutual funds, which were valued using one dollar per share.
As of December 31, 2016, WPPI Energy’s recurring fair value measurements by level were as follows:
Fair Value Measurements Using
Level 1
Level 2
Level 3

Total
Investments at fair value
Debt securities
Money market mutual funds
U.S. treasury securities
U.S. agency securities
Municipal bonds
Corporate bonds
Negotiable certificates of deposit
Commercial paper
Total investments at fair value

$ 78,409,988
58,123,943
24,206,424
4,502,444
25,242,502
9,280,181
694,288
$ 200,459,770

$

58,123,943
$ 58,123,943

$ 78,409,988
24,206,424
4,502,444
25,242,502
9,280,181
694,288
$ 142,335,827

$

-

$

As of December 31, 2015, WPPI Energy’s recurring fair value measurements by level were as follows:
Fair Value Measurements Using
Level 1
Level 2
Level 3

Total
Investments at fair value
Debt securities
Money market mutual funds
U.S. treasury securities
U.S. agency securities
Corporate bonds
Negotiable certificates of deposit
Commercial paper
Total investments at fair value

$ 100,475,303
58,628,156
7,412,076
28,356,613
11,694,694
2,518,513
$ 209,085,355

$

58,628,156
$ 58,628,156

$ 100,475,303
7,412,076
28,356,613
11,694,694
2,518,513
$ 150,457,199

$

$

-
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(3)

Investment in ATC
WPPI Energy owns an equity interest in ATC. ATC is a for-profit, transmission only company. It owns,
plans, maintains, monitors and operates electric transmission assets in portions of Wisconsin, Michigan,
Illinois and Minnesota. ATC is a transmission-owning member of MISO and service over ATC’s
transmission system is currently provided under the MISO tariff. ATC began operations on January 1,
2001. WPPI Energy’s equity interest in ATC was approximately 6.7% at December 31, 2016 and 2015.
WPPI Energy’s investment in ATC qualifies for the equity method of accounting.
Under the terms of the ownership agreement with ATC, WPPI Energy has the right, but not the obligation,
to purchase additional member units in ATC through participation in voluntary additional capital calls. At
December 31, 2016, WPPI Energy had outstanding commitments to fund ATC of $2,674,679. The amount
was paid in January, 2017.
Condensed financial information (in millions) of ATC was as follows as of and for the years ended
December 31:
2016
Operating revenues
Operating expenses
Other income, net
Interest expense, net
Earnings before members' income taxes
Current assets
Net property, plant and equipment
Regulatory and other assets
Total assets
Current liabilities
Long-term debt
Regulatory and other liabilities
Members' equity
Total liabilities and capitalization

$

$
$

$
$

$

650.8
(322.5)
3.2
(98.8)
232.7
75.8
4,268.5
44.4
4,388.7
495.1
1,865.3
271.5
1,756.8
4,388.7

2015
$

$
$

$
$

$

615.8
(319.3)
1.2
(97.3)
200.4
80.5
3,907.5
40.8
4,028.8
330.3
1,790.7
245.0
1,662.8
4,028.8

A new sister entity, ATC Development LLC, was created in 2016 to formally separate ATC’s development
activities from its operations in its traditional footprint. ATC owners who elect to particpate in investments
outside the traditional footprint will be able to do so through ATC Development LLC, while the remaining
ATC owners will have the opportunity to continue to invest only in the traditional footprint. WPPI Energy
has elected not to participate in ATC Development LLC and will have the opportunity to continue to invest
only in the traditional footprint.
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(4)

Capital Assets
Capital asset activity was as follows for the years ended December 31:

2016
Depreciable assets
Electric plant and equipment
Accumulated depreciation and
amortization
Electric plant and equipment, net
Nondepreciable assets
Land
Construction work in progress
Total capital assets

Beginning
Balance
$

$

$

8,775,060

3,218,304
(307,837)

8,775,060

242,008
2,641,828
406,486,206

10,544,823
$ (3,720,959) $

481,846,747

242,008
57,332,394
382,901,495

Additions
$ 1,294,504

36,688,526
$ 23,691,656

6,647,926
(42,517)

574,838,082
(177,034,271)
397,803,811
240,922
4,412,677
402,457,410
Ending
Balance

Transfers

$ (6,690,443) $ 91,314,664

$

$

(1,086)
(8,773,974)
(307,837) $
- $

Retirements

(14,291,374)
(12,996,870)

Ending
Balance

Transfers

$ (3,526,141) $

(16,089,473)
(14,265,782)

(156,519,654)
325,327,093

$

$ 1,823,691

Retirements

(164,163,102)
403,602,370

Beginning
Balance

2015
Depreciable assets
Electric plant and equipment
Accumulated depreciation and
amortization
Electric plant and equipment, net
Nondepreciable assets
Land
Construction work in progress
Total capital assets

567,765,472

Additions

$

91,314,664

(91,379,092)
(42,517) $
(64,428) $

567,765,472
(164,163,102)
403,602,370
242,008
2,641,828
406,486,206

At December 31, 2016, construction work in progress consisted primarily of construction at Boswell Unit 4
related to various capital projects and the Badger-Coulee project.
Construction on the environmental retrofit project at Boswell Unit 4 commenced in June, 2013.
Construction on the CapX 2020 La Crosse project commenced in June, 2013 in Wisconsin. All major
construction activities related to both projects were completed and transferred from construction work in
progress in 2015.
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(5)

Asset Retirement Obligations
WPPI Energy follows Financial Accounting Standards Board Accounting Standards Codification 410,
Asset Retirement and Environmental Obligations (FASB ASC 410), which addresses financial accounting
and reporting for obligations associated with the retirement of tangible long-lived assets and the associated
asset retirement costs. FASB ASC 410 requires an enterprise to record the fair value of an asset retirement
obligation as a liability in the period in which it incurs a legal obligation associated with the retirement of a
tangible long-lived asset.
The scope of FASB ASC 410 includes asset retirement obligations for the closure of ash and scrubber
ponds at the Boswell site and the removal and dismantlement of ERGS Units 1 and 2. WPPI Energy uses
information from Minnesota Power and WEPCO to estimate the cash flows to determine the obligations.
An updated periodic site decommissioning study for the Boswell site was used in 2016.
WPPI Energy’s asset retirement obligations were comprised of the following at December 31:

Beginning of year
Accretion
Cash flow revisions
End of year

(6)

$

$

2016
3,439,530
186,778
1,648,811
5,275,119

$

$

2015
3,299,956
139,574
3,439,530

Long-Term Debt
During 2016, WPPI issued $75,555,000 of Power Supply System Revenue Bonds, Series 2016 A bonds
(2016 A bonds) to refund a portion of the outstanding Power Supply System Revenue Bonds, Series 2008
A (2008 A Refunded Bonds). Bonds maturing on July 1, 2019 through July 1, 2037 with a total par
amount of $82,170,000 were refunded as an advance refunding with the issuance of the 2016 A bonds.
Proceeds of the 2016 A bonds along with certain other funds totaling $91,227,167 were irrevocably
escrowed to make the remaining principal and interest payments on the 2008 A Refunded Bonds. The
2008 A Refunded Bonds plus accrued interest are to be redeemed on July 1, 2018. At December 31, 2016,
the par amount of the 2008 A Refunded Bonds outstanding and considered defeased was $82,170,000 and
the balance of the escrow account was $89,250,873. The U.S. government securities required to be held in
the escrow account was carried at cost at December 31, 2016.
The advance refunding portion of the 2008 A Refunded Bonds reduced total debt service payments
between the old and the new debt by $14,338,241, resulting in an economic gain of $9,829,048. A loss on
reacquired debt in the amount of $7,063,084 was recognized as a deferred outflow of resources and will be
amortized over the repayment period of the 2016 A bonds.
Proceeds of the Power Supply System Revenue Bonds, Series 2014 A bonds (2014 A bonds) along with
certain other funds totaling $96,389,403 were irrevocably escrowed to make the remaining principal and
interest payments on the Power Supply System Revenue Bonds, Series 2005 A bonds (2005 A Remaining
Refunded Bonds). On July 1, 2015, the 2005 A Remaining Refunded Bonds were redeemed and a final
interest payment was made, resulting in no remaining funds in the in the escrow account established with
the issuance of 2014 A bonds.
Proceeds of the Power Supply System Revenue Bonds, Series 2013 A bonds (2013 A bonds) along with
certain other funds totaling $45,611,682 were irrevocably escrowed to make the remaining principal and
interest payments on the Power Supply System Revenue Bonds, Series 2005 A bonds (2005 A Refunded
Bonds). On July 1, 2015, the 2005 A Refunded Bonds were redeemed and a final interest payment was
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made, resulting in no remaining funds in the in the escrow account established with the issuance of 2013 A
bonds.
The following outstanding Power Supply System Revenue Bonds were issued to finance WPPI Energy’s
acquisition and construction of electric plant and equipment:
2016
2008 Series A 5.00% to 5.25%
Due July 1, 2015 - 2037
2013 Series A 3.00% to 5.00%
Due July 1, 2015 - 2037
2014 Series A 2.00% to 5.00%
Due July 1, 2015 - 2037
2016 Series A 3.00% to 5.00%
Due July 1, 2019 - 2037
Total revenue bonds outstanding
Current maturities
Unamortized premium
Revenue bonds, net of unamortized premium

$

$

2015

94,540,000

$

191,725,000

174,905,000

179,055,000

66,410,000

66,410,000

75,555,000
411,410,000
(23,440,000)
46,394,808
434,364,808

437,190,000
(19,165,000)
39,332,554
457,357,554

$

The Power Supply System Revenue Bonds are generally secured by all funds and revenues of WPPI
Energy derived from the ownership and operation of its power supply system. The unamortized premium
is amortized over the terms of the related bond issues using a method that approximates the effectiveinterest method.
Debt service payments on WPPI Energy’s outstanding bonds are as follows:
Year
2017
2018
2019
2020
2021
2022-2026
2027-2031
2032-2036
2037
Total

$

Principal
23,440,000
24,365,000
25,580,000
26,695,000
18,075,000
84,430,000
90,960,000
102,895,000
14,970,000
411,410,000

$

Interest
20,352,069
19,257,569
18,039,319
16,741,744
15,387,581
63,826,656
42,645,269
18,779,343
705,256
215,734,806

$

Total
43,792,069
43,622,569
43,619,319
43,436,744
33,462,581
148,256,656
133,605,269
121,674,343
15,675,256
627,144,806
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Long-term debt and non-current liability activity was as follows for the years ended December 31:

2016
Long-term debt
Total bonds outstanding
Less: current maturities
Add: unamortized premium
Revenue bonds, net of
unamortized premium
Non-current liabilities
Accounts payable
Asset retirement obligations
Benefits liabilities
Total non-current liabilities

2015
Long-term debt
Total bonds outstanding
Less: current maturities
Add: unamortized premium
Revenue bonds, net of
unamortized premium
Non-current liabilities
Accounts payable
Asset retirement obligations
Benefits liabilities
Total non-current liabilities

(7)

Beginning
Balance

Additions

Reductions

Ending
Balance

$

437,190,000
19,165,000
39,332,554

$

75,555,000
23,440,000
14,251,013

$

(101,335,000) $
(19,165,000)
(7,188,759)

411,410,000
23,440,000
46,394,808

$

457,357,554

$

66,366,013

$

(89,358,759) $

434,364,808

$

34,000
3,439,530
1,763,519
5,237,049

$

1,835,589
503,760
2,339,349

$

(17,000) $
(17,000) $

17,000
5,275,119
2,267,279
7,559,398

$

$

Beginning
Balance

Additions

$

455,155,000
17,965,000
42,911,385

$

$

480,101,385

$

51,000
3,299,956
1,393,429
4,744,385

$

$

Ending
Balance

$

(17,965,000) $
(17,965,000)
(3,578,831)

437,190,000
19,165,000
39,332,554

$

(19,165,000) $

(3,578,831) $

457,357,554

$

139,574
585,600
725,174

(17,000) $
(215,510)
(232,510) $

34,000
3,439,530
1,763,519
5,237,049

$

19,165,000
-

Reductions

$

$

Available Financing
Effective February 1, 2016, WPPI Energy amended and restated its credit agreement with JPMorgan Chase
Bank, N.A. (JPMorgan) to extend the credit agreement and the letter of credit commitment through
January 31, 2021. The terms permit borrowing of up to $40,000,000 less any outstanding letters of credit
issued, with interest accruing on the unpaid amount outstanding at a rate per annum equal to applicable
LIBO Rate plus 115 basis points.
As of December 31, 2016, JPMorgan has issued a $3,000,000 letter of credit on behalf of WPPI Energy for
the benefit of MISO as collateral for WPPI Energy’s participation in MISO’s financial transmission rights
market.
At December 31, 2016 and 2015, there was no outstanding balance on the revolving line of credit.
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(8)

Significant Members
On a combined basis, two significant members of WPPI Energy accounted for $77,778,411 and
$82,026,883, or approximately 16.3% and 17.1%, of total operating revenues for the years ended
December 31, 2016 and 2015, respectively.

(9)

Employee Benefits
(a) Retirement Plan
WPPI Energy maintained a Simplified Employee Pension (SEP) Plan that covered all of its
employees and was funded through contributions by WPPI Energy. Total contributions to the SEP
Plan for the years ended December 31, 2016 and 2015 were $947,052 and $907,374, respectively.
See Note 14 for related subsequent event.
(b) Retention Plan
WPPI Energy maintains an employee retention plan with payment obligations out until 2019. The
plan will make payments to specific employees who complete defined years of continuing
employment. Plan benefit expenses accrued for the years ended December 31, 2016 and 2015 were
$229,291 and $269,641, respectively.
(c) Defined Benefit Plan
On January 1, 2007, WPPI Energy adopted the Defined Benefit Plan of WPPI Energy covering
certain senior executives. It is a single-employer plan where the employer contributes funds to the
plan. In addition, a trust was formed to control and manage the plan’s assets. WPPI Energy is the
plan administrator and does not charge the plan for services.
The plan and amendments to the plan define the contributions for each participant. WPPI Energy’s
Executive Committee serves as the governing board of the plan; approving amendments and new
entrants to the plan and defining the amount of plan contributions. The contributions accrue monthly
interest at 0.5%, except for contributions made in 2008 which accrue monthly at 0.2083%, and
contributions made in 2009 and 2010 which accrue monthly at 0.25%. No contributions were made
to the plan for the years ending December 31, 2016 and 2015. Participants are 100% vested in their
accrued benefit at all times and are generally eligible for payment of the accrued benefit on the
January 2 following the participant’s normal retirement date subject to the provisions for early
retirement, disability benefits and death benefits. During 2016, WPPI Energy purchased an allocated
insurance contract. The obligation for the payment of benefits covered by the allocated insurance
contract was transferred to an insurance company and is excluded from the plan’s assets and
liabilities, respectively. For the year ended December 31, 2016, the amount of benefit payments
attributable to the purchase of the allocated insurance contract was $479,310. The plan has two
inactive employees currently receiving benefits under a fixed payment schedule, no active employees
and is closed to new entrants. The fixed payments under the plan will be made through December,
2020 and December, 2021, respectively.
The financial statements for the WPPI Defined Benefit Plan Trust are prepared on the accrual basis
of accounting and include the following: The Statements of Fiduciary Net Position provides
information about the nature and amount of assets, liabilities and deferred outflows and inflows of
resources as of the end of the year. The Statements of Changes in Fiduciary Net Position reports and
classifies additions to, deductions from and net increase (or decrease) in fiduciary net position for the
year. The financial statements for the WPPI Defined Benefit Plan Trust are immaterial and not
presented, as determined by Management. Additional schedules are presented in the Required
Supplemental Information section.
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The investment policies employ an approach that uses a mix of equity and debt securities along with
other investments to target a return that exceeds the interest rate that accrues on the contributions to
the plan. WPPI Energy’s Executive Committee approves amendments to the investment policies.
The policy states that no more than 35% of the funds shall be invested in any type of equity
securities with no more than 15% of the funds in non-domestic equities. The policy also states
investment concentration restrictions such that (i) with the exception of issues in in U.S. government
and agency securities, insured certificates of deposit, mutual funds and exchange traded funds,
investment in any one issue shall not exceed 5% of the total market value of the portfolio and (ii)
with the exception of money market mutual funds, investment in any one mutual fund or exchange
traded fund shall not exceed 30% of the total market value of the portfolio. An exception for the
annuity was approved by WPPI Energy’s Executive Committee, which exceeded 5% of the plan’s
fiduciary net position in 2016 and 2015. The plan’s asset allocations by asset category were as
follows at December 31:
Asset Category
Annuity
Debt securities
Equity securities
Total

2016
34.78%
44.58%
20.64%
100.00%

2015
22.90%
58.17%
18.93%
100.00%

The plan’s investments are subject to various potential risks, including the following:


Custodial credit risk – The risk that in the event of a failure of the counterparty to an
investment transaction (typically a brokerage firm or financial institution), the plan would not be
able to recover the value of the investment or collateral securities. All investments held as of
December 31, 2016 and 2015 were FDIC insured or represent ownership interest that do not
exist in physical or book-entry form.



Credit risk – The risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The plan’s investment in debt securities include mutual funds and exchange traded
funds not rated by a nationally recognized statistical rating organization, although the underlying
securities are generally of investment-grade credit quality. The annuity is issued by an insurance
company rated AA by Standard & Poor’s and Aa3 by Moody’s, as of December 31, 2016 and
2015.



Interest rate risk – The risk of potential variability in the fair value of fixed rate investments
resulting from changes in interest rates (the longer the period for which an interest rate is fixed,
the greater the risk). The securities underlying the plan’s investment in debt securities are
primarily short- and intermediate-term bonds.



Fair value measurements – The plan categorizes its fair value measurements within the fair
value hierarchy. The fair value hierarchy prioritizes the inputs to valuation techniques used to
measure fair value. Level 1 inputs are quoted market prices in active markets for identical
assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are significant
unobservable inputs. Debt and equity securities classified in Level 1 of the fair value hierarchy
were valued using prices quoted in active markets for those securities. Debt securities classified
in Level 2 of the fair value hierarchy were valued using one dollar per share.

Page 39

As of December 31, 2016, the plan’s recurring fair value measurements by level were as follows:
Fair Value Measurements Using
Level 1
Level 2
Level 3

Total
Investments at fair value
Debt securities
Money market mutual funds
Domestic fixed income ETFs
Total debt securities
Equity securities
Domestic equity ETFs
International equity ETFs
Total equity securities
Total investments at fair value

$

$

12,830
376,827
389,657
146,202
34,234
180,436
570,093

$

$

376,827
376,827
146,202
34,234
180,436
557,263

$

$

12,830
12,830
12,830

$

-

$

As of December 31, 2015, the plan’s recurring fair value measurements by level were as follows:
Fair Value Measurements Using
Level 1
Level 2
Level 3

Total
Investments at fair value
Debt securities
Money market mutual funds
Domestic fixed income ETFs
Total debt securities
Equity securities
Domestic equity ETFs
International equity ETFs
Total equity securities
Total investments at fair value

$

$

33,764
875,245
909,009
236,604
59,248
295,852
1,204,861

$

$

875,245
875,245
236,604
59,248
295,852
1,171,097

$

$

33,764
33,764
33,764

$

$

-

The annual money-weighted rate of return on the plan’s investments was 2.98% and -0.18% for the
years ended December 31, 2016 and 2015, respectively. The money-weighted rate of return
expresses investment performance, net of investment expense, adjusted for the changing amounts
actually invested.
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For the years ended December 31, 2016 and 2015, WPPI Energy recognized pension expense of
$91,465 and $30,209, respectively. A schedule of deferred outflows and inflows of resources related
to pensions are as follows at December 31:

2016
Differences between expected
and actual experience (1)
Net difference between projected
and actual earnings on pension
plan investments (2)
Net difference between projected
and actual earnings on pension
plan investments (3)
Total

2015
Changes of assumptions (1)
Differences between expected
and actual experience (1)
Net difference between projected
and actual earnings on pension
plan investments (3)
Total

Original
Amount
$

Balance of Balance of
Recognized Deferred
Deferred
Date
in Pension Outflows of Inflows of
Established Expense
Resources Resources

72,732

12/31/2016 $

12,339

12/31/2016

2,468

9,871

-

70,797
$ 155,868

12/31/2015

14,159
89,359

42,479
52,350

-

$

72,732

$

$

-

Balance of
Recognized Deferred
Original
Date
in Pension Outflows of
Amount
Established Expense
Resources
$ 10,167 12/31/2015 $ 10,167 $
-

$

7,351

12/31/2015

70,797
88,315

12/31/2015

7,351

$

14,159
31,677

$

$

Balance of
Deferred
Inflows of
Resources
$
-

-

$

56,638
56,638

-

-

$

-

(1)

WPPI Energy recognized in pension expense, the original amount associated with these
components in the year presented (no expected remaining service lives).

(2)

WPPI Energy recognized in pension expense over a closed five-year period, beginning with the
year ended December 31, 2016.

(3)

WPPI Energy recognized in pension expense over a closed five-year period, beginning with the
year ended December 31, 2015.
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The balances reported as deferred outflows and inflows of resources related to pensions will be
recognized in pension expense as follows at December 31:
2017
2018
2019
2020
2021
Thereafter
Total

$

$

16,627
16,627
16,628
2,468
52,350

Components of and changes in the net pension liability (asset), the total pension liability less the
fiduciary net position, were as follows at December 31:
2016
Total pension liability
Interest
Differences between expected and actual
experience
Changes of assumptions
Benefit payments
Net change in total pension liability
Total pension liability, beginning
Total pension liability, ending (a)
Plan fiduciary net position
Net investment income
Benefit payments
Net change in plan fiduciary net position

$

45,245

2015
$

72,732
(719,374)
(601,397)

$

$

1,595,348
993,951

30,800
(719,374)
(688,574)

66,342
7,351
10,167
(240,064)
(156,204)

$

$

1,751,552
1,595,348

(2,987)
(240,064)
(243,051)

Plan fiduciary net position, beginning
Plan fiduciary net position, ending (b)

$

1,562,625
874,051

$

1,805,676
1,562,625

Net pension liability, ending (a) - (b)

$

119,900

$

32,723

Plan fiduciary net position as percentage of
the total pension liability

87.94%

97.95%

The total pension liability was determined by WPPI Energy as of December 31, 2016, calculated
based on the present value of the remaining fixed benefit payments of the two inactive employees
using the discount rate below. The total pension liability was determined by an actuarial valuation as
of December 31, 2015, calculated based on the entry age normal actuarial cost method, an inflation
rate of 3.00% and the discount rate below. For the years ended December 31, 2016 and 2015, no
funding valuation was performed for the plan and no actuarially determined contribution was
calculated. GASB 67 and GASB 68 provide for alternative evaluations of sufficiency of a plan’s
projected fiduciary net position, if such evaluation can reliably be made. An alternative evaluation
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of sufficiency was based on the plan being closed to new entrants with no future benefit accruals,
known duration of remaining fixed benefit payments and the plan’s fiduciary net position relative to
the total pension liability. Mortality was not applicable as the two inactive employees are receiving
certain-only annuities.
Gains or losses may arise from the following sources:
-

A change in the total pension liability resulting from a change in assumptions.

-

Actual rate of return differing from expected rate of return.

-

Difference in the total pension liability at year-end (from expected value) due to other plan
experience different from assumed.

Additionally, the long-term expected rate of return on plan investments was determined using a
building-block method in which best-estimate ranges of expected future real rates of return (expected
returns, net of investment expense and inflation) are developed for each major asset category. These
ranges are combined to produce the long-term expected rate of return by weighting the expected
future real rates of return by the target asset allocation percentage and by adding expected inflation.
Best estimates of arithmetic real rates of return for each major asset category included in the plan’s
target asset allocation (see the presentation of the plan’s investment policies on page 42) were as
follows at December 31:
2016

Asset Category
Equity securities
Debt securities
Annuity & Other
Total

Expected Return Arithmetic Basis
Target Asset
Allocation
25.00%
50.00%
25.00%

Real Return
Arithmetic Basis
3.24%
1.45%
-0.06%

Inflation
Expected arithmetic nominal return
2015

Asset Category
Equity securities
Debt securities
Annuity & Other
Total

Long-Term
Expected Real
Rate of Return
0.81%
0.73%
-0.02%
1.52%
2.39%
3.91%

Expected Return Arithmetic Basis
Target Asset
Allocation
25.00%
50.00%
25.00%

Real Return
Arithmetic Basis
3.80%
1.57%
0.06%

Inflation
Expected arithmetic nominal return

Long-Term
Expected Real
Rate of Return
0.95%
0.78%
0.02%
1.75%
2.27%
4.02%
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The discount rate used to measure the total pension liability was 3.91% and 4.02% as of December
31, 2016 and 2015, respectively. Management determined the appropriate discount rate for
calculating the total pension liability was the long-term expected rate of return on the plan’s
investments.
The net pension liability (asset) of the plan, calculated using discount rates of 3.91% and 4.02%, as
well as what the plan’s net pension liability (asset) would be if it were calculated using discount rates
that are one percentage point lower and one percentage higher than the current discount rates was as
follows at December 31:

One percentage point lower (2.91%, 3.02%)
Current discount rate (3.91%, 4.02%)
One percentage point higher (4.91%, 5.02%)

$

2016
141,750
119,900
98,712

$

2015
95,705
32,723
(25,027)

(d) Postemployment Medical Insurance
WPPI Energy provides postemployment medical insurance benefits. An employee who reaches age
60 and has ten years of service with WPPI Energy qualifies for retiree coverage under WPPI
Energy’s medical insurance at the retiree’s cost. For each full year worked past ten, the employee
receives one year of benefit credit. An employee can earn up to a maximum of five years of benefit
credits. For each year of benefit credit, WPPI Energy will reimburse the employee for a portion of
the cost of medical insurance. Full-time employees qualify for 50% reimbursement and part-time
employees will receive a pro rata portion. Upon eligibility for Medicare, full-time employees may
be reimbursed up to 100% reimbursement and part-time employees a pro rata portion of the cost of a
Medicare supplemental policy. Separate plans provide health insurance premium payments for life
for one retired participant and one retired participant and spouse. At December 31, 2016, there were
97 active participants, 7 retired participants and $56,527 in benefits were paid. WPPI Energy is the
plan administrator and does not charge the plan for services. WPPI Energy’s Executive Committee
approves amendments to the plan and defines the amount of plan contributions.
WPPI Energy’s Board of Directors did not designate earnings to be held for the purpose of meeting
future postemployment medical obligations in 2016 and 2015. Since inception, $1,365,000 has been
designated for the purpose of meeting future postemployment medical obligations. For these
designations to count toward funding the plan, they would need to be held under a third party’s
control in a separate trust account. WPPI Energy holds the dollars in a segregated account, but the
dollars remain under WPPI Energy’s control.
For the year ended December 31, 2016, other postemployment benefit (OPEB) expense was
$243,819. At December 31, 2016, the net OPEB obligation of $1,648,447 is included on the
Statements of Net Position as a part of non-current liabilities. WPPI Energy’s annual OPEB expense
is calculated based on the annual required contribution (ARC) of the employer, an amount actuarially
determined in accordance with parameters of GASB 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions. The ARC represents a level of
funding that, if paid on an ongoing basis, is projected to cover normal cost each year and amortize
any unfunded actuarial liabilities (or funding excess) over a period not to exceed 30 years. The table
below shows the components of the annual OPEB cost for the year, the amount actually contributed
to the plan and changes in the net OPEB obligation to the plan.
As of December 31, 2016, the most recent actuarial valuation date, the plan was 0% funded. The
actuarial accrued liability for benefits was $2,213,665 and the actuarial value of assets was $0,
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resulting in an unfunded actuarial accrued liability (UAAL) of $2,213,665. The actuarial valuation
date used to determine the OPEB obligations was December 31, 2016. In the actuarial valuation, the
projected unit credit actuarial cost method was used. A 30-year amortization period is used with a
level dollar amortization method. The actuarial assumptions also include a 3.0% discount rate.
Annual medical trend rate assumptions are as follows at December 31, 2016:
Pre 65

Year
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026-2039
2040
2041-2042
2043-2044
2045-2048
2049-2055
2060
2070
Ultimate 2074

Post 65

Part B Premium

Annual
Annual
Annual
Medical
Medical
Medical
Trend Rate
Year
Trend Rate
Year
Trend Rate
6.00%
2017
6.30%
2017
1.30%
5.70%
2018
5.90%
2018
8.10%
5.50%
2019
5.40%
2019
5.90%
5.70%
2020
5.00%
2020
5.40%
6.00%
2030
4.70%
2030
5.30%
5.80%
2040
4.80%
2040
5.10%
5.70%
2050
4.60%
2050
5.00%
5.60%
2060
4.50%
2060
5.00%
5.50%
2070
4.10% Ultimate 2063
4.70%
5.40% Ultimate 2076
3.90%
5.30%
5.20%
5.10%
5.00%
4.90%
4.80%
4.30%
4.00%

Actuarial valuations of an ongoing plan involve estimates for the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about rates of interest, future employment, mortality, turnover and the healthcare cost
trend. Amounts determined regarding the funded status of the plan and ARCs of the employer are
subject to continual revision as actual results are compared with past expectations and new estimates
are made about the future.
Projections of benefits for financial reporting purposes are based on the substantive plan (the plan is
understood by the employer and plan members) and include the types of benefits provided at the
time of each valuation and the historical pattern of sharing benefit costs between the employer and
plan members to that point. The methods and assumptions used include techniques that are designed
to reduce short-term volatility in actuarial accrued liabilities and the actuarial value of assets,
consistent with the long-term perspective of the calculations.
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The UAAL, ARC and net OPEB obligation were as follows at December 31:
2016
$ 2,213,665
1,701,241
3,914,906

2015
$ 2,178,048
2,288,324
4,466,372

2014
$ 2,293,436
2,770,675
5,064,111

Schedule of funded status
Actuarial accrued liability
Actuarial value of assets
Unfunded actuarial accrued liability (UAAL)
Funded ratio

2,213,665
2,213,665
-

2,178,048
2,178,048
-

2,293,436
2,293,436
-

Covered payroll

9,093,402

8,857,872

8,200,433

Actuarial accrued liability
Present value of future normal costs
Actuarial present value of total projected benefits

UAAL as a percentage of covered payroll

24.34%

24.59%

27.97%

Determination of annual required contribution
Normal cost for benefits
Amortization of unfunded actuarial liability
Annual required contribution (ARC)

161,253
111,123
272,376

190,487
117,009
307,496

175,032
106,392
281,424

Net OPEB obligation
Annual required contribution (ARC)
Interest on net OPEB obligation
Adjustment to annual required contribution
Contributions made
Change in net OPEB obligation

272,376
43,860
(72,417)
(56,527)
187,292

307,496
37,259
(61,519)
(63,234)
220,002

281,424
31,545
(52,083)
(70,390)
190,496

Net OPEB obligation, beginning of year
Net OPEB obligation, end of year

1,461,155
$ 1,648,447

1,241,153
$ 1,461,155

1,050,657
$ 1,241,153

(10) Derivative Instruments
In accordance with GASB 53, derivative instruments are reported on the Statements of Net Position at fair
value. GASB 53 requires all potential hedging derivative instruments to be evaluated for effectiveness at
the end of each reporting period. Effectiveness is determined by considering whether the changes in cash
flows or fair values of the potential hedging derivative instrument substantially offset the changes in cash
flows or fair values of the hedgeable item. Derivative instruments associated with hedgeable items that are
determined to be effective in reducing exposures to identified financial risks are considered hedging
derivative instruments and require the application of hedge accounting under GASB 53.
Under hedge accounting, the changes in fair value of hedging derivative instruments are reported as either
a deferred outflow of resources or a deferred inflow of resources on the Statements of Net Position until
termination, at which time any realized gains or losses either increase or decrease purchased power
expenses in the contract month. The changes in fair value of derivative instruments that are determined to
be ineffective are reported within investment income on the Statements of Revenue, Expenses and Changes
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in Net Position. Under GASB 62, a regulatory asset or liability may be recorded as an offset to the net fair
value of the hedging derivative instrument until the settlement month is reached.
WPPI Energy did not hold any potential hedging derivatives at December 31, 2016 and 2015. All other
power contracts fall under the normal purchases and sales contracts exception within GASB 53, or are
contracts where WPPI Energy expects to take physical delivery of the power.
(11) Menasha Asset Purchase and Lease
On April 6, 2011 WPPI Energy and one of its members, the City of Menasha (Menasha), closed on an
asset purchase and sale agreement under which WPPI Energy purchased substantially all of the distribution
assets of Menasha’s electric utility and all of Menasha’s ownership interests in ATC for a total purchase
price of $18.3 million. The total purchase price consisted of i) $13.32 million for Menasha’s distribution
assets, which are leased back to Menasha for a term of 20 years, ii) $2.74 million for Menasha’s ownership
interests in ATC and iii) an acquisition premium associated with the entire transaction of $2.24 million.
This transaction provided Menasha a source of funds to help resolve all outstanding issues with creditors of
a failed steam utility project undertaken by Menasha.
The distribution assets are leased back to Menasha under a capital lease, which had an initial gross amount
of $13.3 million. WPPI Energy has recorded a receivable for both the lease principal and interest to be
received, along with a deferred inflow of resources for the unearned interest portion of the lease. The
acquisition premium associated with the entire transaction was paid by WPPI Energy in the amount of
$2.24 million and is recorded as a deferred outflow of resources and amortized over the 20 year life of the
lease. See Note 14 for related subsequent event.
Lease payments receivable from Menasha are as follows:
Year
2017
2018
2019
2020
2021
2022-2026
2027-2031
Total

Principal
$
487,591
520,246
555,088
592,263
631,928
3,854,074
4,415,906
$ 11,057,096

Interest
$ 704,355
671,700
636,858
599,683
560,018
2,105,656
649,870
$ 5,928,140

Total
$ 1,191,946
1,191,946
1,191,946
1,191,946
1,191,946
5,959,730
5,065,776
$ 16,985,236

(12) Risk Management
WPPI Energy is exposed to various risks of loss related to torts; theft of, damage to, or destruction of
assets; errors and omissions; workers’ compensation; and health care of its employees. The generating
units are covered by insurance, including property and boiler and machinery policies. WPPI Energy is
responsible for deductibles under the policies. Other risks are covered through the purchase of commercial
insurance, with minimal deductibles. For 2016 and 2015, there were no settlements exceeding coverage.
WPPI Energy maintains assets in the Self-Insurance Fund (see Note 2) to be applied to the payment of
claims and losses, including deductibles arising from hazards and risks to the extent that insurance does not
cover such claims or losses.
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Following is the activity for the self-insurance reserve for the years ended December 31:

Beginning of year
Additions, representing interest
End of year

$
$

2016
4,751,286
61,312
4,812,598

$
$

2015
4,704,982
46,304
4,751,286

WPPI Energy maintains assets in the Renewal and Replacement Fund (see Note 2) to be applied to the
payment of major long-term maintenance associated with its owned generating units as allowed through
the application of GASB 62.
Following is the activity for the long-term maintenance reserve for the years ended December 31:

Beginning of year
Additions
Usage
End of year

$

$

2016
7,592,025
1,448,508
(392,418)
8,648,115

$

$

2015
7,028,480
1,294,036
(730,491)
7,592,025

(13) Commitments and Contingencies
WPPI Energy follows GASB 62, which addresses financial accounting and disclosure requirements for
loss and gain contingencies. A liability associated with a loss contingency is recognized only if the
available information indicates that it is probable and can be reasonably estimated. Gain contingencies are
not recognized until realized.
WPPI Energy has various long-term capacity and energy purchase contracts with various power suppliers.
The major purchase contracts are described in Note 1(t). In addition, WPPI Energy has capacity and energy
purchases from wind, run of river hydro, landfill gas and solar resources with name plate capacity totaling
approximately 174 MW and 173 MW in 2016 and 2015, respectively.
WPPI Energy has purchased power contracts with WEPCO, WPL and WPS that provide WPPI Energy
system average cost power under formula-based rates. The capacity charges for each calendar year
are trued-up in the following year. The exact timing and mechanics of the true-up vary by purchase.
WPPI Energy will recognize the actual amount of the true-ups for each calendar year in the following year.
In January 2017, WPPI Energy entered into a purchase power agreement to buy the electricity from the
planned 100 MW Point Beach Solar Energy Center until May 31, 2042. NextEra Energy Resources, a
subsidiary of NextEra Energy, Inc., plans to build the Point Beach Solar Energy Center on land adjacent to
its existing Point Beach Nuclear Plant (see Note 1(t)). The Point Beach Solar Energy Center is scheduled
to come online in 2021.
WPPI Energy participates in the MISO market. MISO routinely trues-up revenues and expenses for up to
105 days. Under special circumstances, MISO has trued-up revenues and expenses for longer durations.
WPPI Energy accrues items that are known at the time of closing, but since there is such a large window of
true-ups, actual results may differ from the estimates.
Under the MISO tariff, MISO evaluates the intended retirement or suspension of certain generation
resources to determine the impact of their removal from service on the reliability of the electric grid. If a
generation resource is needed to maintain reliability of the electric grid, MISO has the ability to require it
to remain in service as a System Support Resource (SSR). Costs relating to a generation resource’s
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continued SSR operation are further determined under the MISO tariff and allocated to load-serving
entities (LSEs) benefitting from its continued operation.
During 2015 and 2016, multiple dockets were pending at FERC concerning the appropriate allocation and
potential reallocation of SSR costs among LSEs related to certain generation resources for which WPPI
Energy had previously paid MISO allocated costs in 2015 and prior years. In 2015, FERC issued a series
of orders conditionally accepting certain tariff changes filed by MISO for revising its proposed SSR cost
allocation methodology, and resulting SSR cost allocation to LSEs for certain generation resources for
which WPPI had paid MISO allocated costs. These changes were expected to result in refunds to certain
LSEs, including WPPI Energy, of some amount of SSR costs previously paid. A number of FERC’s
orders have been challenged by stakeholders opposing its approval of MISO’s revised SSR cost allocation
methodology. FERC had indicated that it would not address implementation of the SSR cost refund
requirement for certain generation resources until it has unconditionally approved MISO’s SSR cost
allocation methodology and MISO has filed a detailed refund report.
In May 2016, FERC unconditionally approved MISO’s revised SSR cost allocation methodology. MISO
subsequently filed detailed refund reports which ultimately resulted in the commencement of refunds to
LSEs, including WPPI Energy, in monthly installments beginning in July 2016. Following the
commencement of such SSR refund installment payments to LSEs, including WPPI Energy, FERC ordered
MISO in September 2016 to suspend such SSR refund installment payments for certain generation
resources. FERC also ordered MISO to file updated detailed refund reports after FERC’s order in a
separate docket related to such generation resources which could reduce the total SSR amount that such
generation resources were entitled to recover, which would result in further refunds for some LSEs,
including WPPI Energy. WPPI Energy is unable to predict the outcome of any legal challenges and the
potential impact on the final form and timing of the SSR cost refund requirement.
On November 12, 2013, a group of organizations filed a complaint with FERC seeking, among other
things, to lower the base return on equity (ROE) of certain transmission-owning members of MISO,
including ATC. This complaint covers the period from November 12, 2013 through February 11, 2015.
On September 28 2016, FERC affirmed the administrative law judge’s initial decision of a base ROE of
10.32% and ordered MISO transmission owners to submit compliance filings to revise their tariffs by
October 28, 2016 and issue refunds, with interest. Refunds are required by July 28, 2017.
On February 12, 2015, a second complaint was filed with FERC seeking, among other things, to lower the
base ROE from that date forward. This complaint covers the period from February 12, 2015 through May
11, 2016. On June 30, 2016, the administrative law judge issued an initial decision on this complaint with
a recommeded base ROE of 9.70%, and requires MISO to refund, with interest, the difference between the
revenues they collected during period and the lower amount authorized. A final FERC decision on the
administrative law judge’s initial decision has not yet been made.
While WPPI Energy cannot predict the outcome of the February 12, 2015 complaint, if base ROEs for
certain MISO transmission owners, including ATC, are reduced, the rate of return WPPI Energy will
receive for its share of the CapX 2020 La Crosse project and the Badger-Coulee project, and the rate of
return of WPPI Energy’s investment in ATC, will decrease. WPPI Energy’s overall transmission costs to
serve its members will reflect these reduced base ROEs. WPPI Energy recorded a regulatory liability of
$13,359 as of December 31, 2016 for its share of the CapX 2020 La Crosse project, subject to refund.
On October 23, 2015, the U.S. Environmental Protection Agency (EPA) published a final rule pursuant to
Section 111(d) of the Clean Air Act establishing carbon dioxide (CO2) emissions guidelines for existing
EGUs. The rule, known as the Clean Power Plan, establishes interim and final CO2 emission performance
rates for existing fossil fuel-fired electric steam generating units and stationary combustion turbines. States
will be required to meet interim reduction goals over the period from 2022 through 2029, and a final
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reduction goal beginning in 2030. States were to submit their implementation plans to the EPA by
September 6, 2016, with a possibility of an extension to September 6, 2018, subject to certain
requirements. If a state had decided not to submit an implementation plan to the EPA, the EPA would
impose a final federal plan enforceable upon the state. Also on October 23, 2015, the EPA published its
proposed federal plan to implement the Clean Power Plan, along with model trading rules and amendments
to framework regulations.
Legal challenges have been filed with respect to the EPA’s regulation of utility CO2 emissions. On
February 9, 2016, the U.S. Supreme Court granted a stay of the Clean Power Plan pending judicial review.
On September 27, 2016, oral arguments were held before U.S Court of Appeals for the D.C. Circuit. A
decision is expected in 2017. WPPI Energy is in the process of continuing to review the final rule and is
monitoring progress on the preparation of state implementation plans in the states it has generating units
and members. WPPI Energy is unable to predict the outcome of these legal challenges, the nature of
applicable state implementation plans or the potential impact on the final form and timing of these
regulations.
On July 6, 2011, the EPA issued the Cross-State Air Pollution Rule (CSAPR), which requires electric
generating facilities in certain states, including Minnesota and Wisconsin, to have sufficient allowances to
cover emissions of sulfur dioxide and nitrous oxide (NOx). CSAPR’s compliance periods began on January
1, 2015. WPPI Energy currently receives a surplus of allowances in Minnesota, and is required to
purchase allowances in Wisconsin. On September 7, 2016, the EPA published an update to CSAPR that
reduces ozone season NOx budgets in a number of states, including Wisconsin, beginning in 2017. The
reduction in NOx budgets provided under the CSAPR update rule is expected to increase the cost of ozone
season NOx allowances that WPPI Energy will be required to purchase for its Wisconsin generating units.
(14) Subsequent Events
Effective December 31, 2016, WPPI Energy terminated the SEP plan (see Note 9(a)). Effective January 1,
2017, all eligible employees will participate in the Wisconsin Retirement System (WRS), a cost-sharing
multiple-employer defined benefit pension plan. Benefits of the WRS and other plan provisions are within
Chapter 40 of the Wisconsin Statutes. Benefit terms may only be modified by the legislature. The WRS is
administered by the Wisconsin Department of Employee Trust Funds. WPPI Energy and all eligible
employees will make contributions, based on actuarially determined contribution rates, to the WRS. As a
participating employer in the WRS, WPPI Energy will recognize and disclose its proportionate share of
any net pension liability (asset) in its financial statements and accompanying notes.
Certain MISO transmission owners, including ATC, issued refunds to transmission customers, including
WPPI Energy, related to the November 12, 2013 complaint in January and February of 2017. WPPI
Energy received refunds totaling $4.8 million, including interest, for certain transmission service charges it
previously paid related to the November 12, 2013 compliant.
On September 13, 2016, Menasha and WPPI Energy filed a joint application for regulatory approval to
authorize Menasha to exercise its option to repurchase the distribution assets from WPPI Energy, prior to
the end of the capital lease, according to a specified payment schedule (see Note 11). On February 10,
2017, the Public Service Commission of Wisconsin issued its final decision and authorized Menasha’s
aforementioned repurchase option, as described in the joint application, subject to a closing date
adjustment and the conditions included in the final decision. On March 1, 2017, the transaction closed and
WPPI Energy received a final payment of $11,066,682.
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REQUIRED SUPPLEMENTAL INFORMATION

Schedule of Changes in Employers' Net Pension Liability and Related Ratios
Year Ended December 31
2016
Total pension liability
Interest
Differences between expected and actual experience
Changes of assumptions
Benefit payments
Net change in total pension liability
Total pension liability, beginning
Total pension liability, ending (a)

$

Plan fiduciary net position
Net investment income
Benefit payments
Net change in plan fiduciary net position
Plan fiduciary net position, beginning
Plan fiduciary net position, ending (b)
Net pension liability, ending (a) - (b)

$

Plan fiduciary net position as percentage of
the total pension liability

$

2015

45,245
72,732
(719,374)
(601,397)
1,595,348
993,951

30,800
(719,374)
(688,574)

$

1,562,625
874,051

$

119,900

87.94%

$

$

$

2014

66,342
7,351
10,167
(240,064)
(156,204)
1,751,552
1,595,348

(2,987)
(240,064)
(243,051)

$

$

$

$

1,805,676
1,562,625

$

$

32,723

$

97.95%

88,410
(56,200)
38,005
(123,125)
(52,910)
1,804,462
1,751,552

74,860
(123,125)
(48,265)
1,853,941
1,805,676
(54,124)

103.09%

Covered-employee payroll

n/a

n/a

n/a

Net pension liability as percentage of
covered-employee payroll

n/a

n/a

n/a

Note: Schedule is intended to show information for 10 years.
Additional years will be displayed as they become available.

See independent auditors’ report
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Schedule of Employer Contributions
Year Ended December 31
2016

2015

2014

Actuarially determined contribution
Contribution in relation to the actuarially
determined contribution
Contribution deficiency (excess)

n/a

n/a

$

579

n/a
n/a

n/a
n/a

$

579

Covered-employee payroll

n/a

n/a

n/a

Contributions as a percentage of
covered-employee payroll

n/a

n/a

n/a

Note: Schedule is intended to show information for 10 years.
Additional years will be displayed as they become available.

See independent auditors’ report
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Schedule of Investment Returns
Year Ended December 31
2016
Annual money-weighted rate of return,
net of investment expense

2.98%

2015

-0.18%

2014

4.19%

Note: Schedule is intended to show information for 10 years.
Additional years will be displayed as they become available.

See independent auditors’ report
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Schedule of Funding Progress - Other Postemployment Benefits (OPEB)

Actuarial
Valuation
Date
12/31/14
12/31/15
12/31/16

Actuarial
Value of
Assets
$
$
$

-

Actuarial
Accrued
Liability

Unfunded
Actuarial
Accrued
Liability

$ 2,293,436
$ 2,178,048
$ 2,213,665

$ 2,293,436
$ 2,178,048
$ 2,213,665

Funded
Ratio

Covered
Payroll

0.00% $ 8,200,433
0.00% $ 8,857,872
0.00% $ 9,093,402

See independent auditors’ report

Ratio of
UAAL to
Covered
Payroll
27.97%
24.59%
24.34%
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