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The management of the Michigan South Central Power Agency (the “Agency”) offers all persons 
interested in the Agency’s financial position this narrative overview and analysis of the Agency’s financial 
performance during the years ending June 30, 2013 and 2012.  Please read this narrative in conjunction 
with the accompanying financial statements and the accompanying notes to financial statements. 
 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
Michigan South Central Power Agency is a public body politic and corporate of the State of Michigan.  
The Agency was organized on March 21, 1978, under the authority of Michigan Public Act 448 of 1976, to 
supply electricity to member municipalities in South Central Michigan.  The Agency has five members: the 
Cities of Coldwater, Hillsdale, and Marshall; and the Villages of Clinton, and Union City. 
 
This annual report consists of two parts: Management’s Discussion and Analysis (this section) and the 
basic financial statements.  These statements are prepared on the accrual basis of accounting in 
accordance with accounting principles generally accepted in the United States of America.  The Agency 
uses the Uniform System of Accounts prescribed by the Federal Energy Regulatory Commission.   
 
The Balance Sheet reports year end assets, liabilities and net position balances based on the original 
cost adjusted for any depreciation, amortization or unrealized gains/losses as appropriate.  The 
Statement of Revenues, Expenses and Changes in Net Position presents information showing how the 
Agency’s net position changed due to the Agency’s business activity.  The Statement of Cash Flows 
reports the cash provided and used for operating activities, as well as other cash sources such as 
investment income and cash payments for capital additions.  
 
 
AGENCY FINANCIAL ANALYSIS 
 
Fiscal year 2013 was a busy year, operationally and financially.  This year marked the eighth full year of 
Agency operations as a “Market Participant” in the Midwest Independent System Operator (MISO) 
Midwest Market Initiative energy market.  This market, which commenced on April 1st, 2005, is meant to 
coordinate the provision of reliable, cost-effective energy.  In 2013, the Agency received a net credit from 
MISO market charges of approximately $421,000, while in 2012 the Agency received a net credit from 
MISO of approximately $794,000.  These amounts include rebates, refunds, etc., of previously expensed 
items and other direct credits through MISO.  
 
Late in fiscal year 2004, the Agency began a relationship with American Municipal Power of Ohio (AMP) 
in order to facilitate the Agency’s MISO market participation.  For approximately $95,000 in fiscal year 
2013 annual fees, the Agency is able to utilize the services of AMP’s energy control center.  This 
arrangement has allowed the Agency to avoid creating and staffing its own control center.   
 
The relationship with AMP has broadened to include the acceptance of the Agency's members as full 
AMP members in July of 2006 and services such as power supply planning and resource management, 
including the Agency's members participation in a 43 MW share of the American Municipal Power 
Fremont Energy Center (AFEC) and a 12 MW share of the Prairie State Energy Campus as well as 
several bi-lateral bridge power contracts. 
 
On March 31, 2011, the Agency completed a full bond defeasance of its remaining bonds.  The bond 
defeasance was in the amount of $14,055,799 of principal and interest comprised of 2000 bonds totaling 
$5,395,200 and 2004 series bonds totaling $8,678,725 offset by an interest credit from defeasance funds. 
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AGENCY FINANCIAL ANALYSIS (cont.) 
 
On May 30, 2012, the Agency completed a sale of its Project 2 and Project 3 diesel-fired generators for 
gross proceeds of $5.1 million.  The assets had a remaining book value of $5.5 million, resulting in an 
accounting loss of $.4 million.  
 
An analysis of the Agency’s financial position begins with the review of the Balance Sheet, the Statement 
of Revenues, Expenses and Changes in Net Position and the Statement of Cash Flows report 
information.  A summary of the Agency’s Balance Sheet is presented in Table 1.  The Statement of 
Revenues, Expenses and Changes in Net Position are summarized in Table 2 and Table 3 presents a 
summary of the Statement of Cash Flows.   
 

Table 1 
Condensed Balance Sheets 

 
 2013  2012  2011 
      
Current assets $ 21,991,476 $    21,736,193  $    15,589,935 
Noncurrent assets 12,414,448 9,344,982  8,212,555 
Utility plant 19,360,902 20,530,911  25,549,360 
    Total Assets $  53,766,826 $ 51,612,086  $  49,351,850 
   
Current liabilities $ 15,267,372  $ 8,100,585  $ 6,839,171 
Non-current liabilities 197,929 1,017,892  232,331 
    Total Liabilities 15,465,301 9,118,477  7,071,502 
      
Net Position      
    Net Investment in capital assets   19,360,902   20,530,911   25,549,360
    Unrestricted 18,940,623 21,962,698  16,730,988 
        Total Net Position 38,301,525 42,493,609  42,280,348 
   
            Total Liabilities and Net Position $ 53,766,826 $ 51,612,086 $ 49,351,850
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AGENCY FINANCIAL ANALYSIS (cont.) 
 

Table 2 
Condensed Statements of Revenues, Expenses and Changes in Net Position 

 
 2013  2012  2011  

    

Operating revenues $ 54,805,738 $ 45,776,324  $ 43,501,777  

    

Depreciation expense    2,823,618    3,263,683     3,198,975  

Other operating expenses 51,073,235  42,084,055   37,549,545  

    Total Operating Expenses 53,896,853  45,347,738   40,748,520  

    

        Operating income    908,885    428,586     2,753,257  

    

Investment and miscellaneous income 206,385 190,244 173,716 

Interest and amortization expense - - (927,119) 

Other income and (expense) (216,494) (405,569) (65,587) 

Loss on bond defeasance - - (695,182) 

Member equity refund (5,090,860) - (247,384) 

    Total Non-Operating Expenses (5,100,969) (215,325) (1,761,556) 

    

    Change in Net Position  (4,192,084)   213,261    991,701  

    

NET POSITION – Beginning of Year  42,493,609  42,280,348   41,288,647  

    

    NET POSITION – END OF YEAR $ 38,301,525 $ 42,493,609  $ 42,280,348  
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AGENCY FINANCIAL ANALYSIS (cont.) 

 
Table 3 

Condensed Statements of Cash Flows 
 

 2013  2012  2011  

       

Received sales to members and others $ 54,511,853 $ 44,546,693  $ 44,581,880  

Received from members for future maintenance 1,500,000 800,000  - 

Paid to suppliers for goods and services (49,385,951) (36,999,123 ) (32,871,414) 

Paid to employees for services   (4,707,248)   (4,427,777 )   (4,439,269) 

    Cash Flows from Operating Activities     1,918,654      3,919,793       7,271,197  

     

Debt principal and interest paid - -  (8,405,620) 

Early defeasance of debt  - -  (14,055,799) 

Capital expenditures for utility plant (2,070,979) (2,002,246 ) (1,276,900) 

Net proceeds from sale and disposal of utility plant   -   5,101,595    215,685 

  Cash Flows from Capital and Related     

      Financing Activities (2,070,979) 3,099,349  (23,522,634) 

     

Cash Flows from Investing Activities      104,188 (1,843,571 )      10,760,684 

     

    Net Change in Cash and Cash Equivalents  (48,137)  5,175,571  (5,490,753) 

     
CASH AND CASH EQUIVALENTS  
      - Beginning of Year 14,136,311    8,960,740     14,451,493 

 

     
    CASH AND CASH EQUIVALENTS -  

           END OF YEAR $ 14,088,174 $ 14,136,311  $ 8,960,740 
 

 
 
BALANCE SHEETS 
 
 “Current assets” increased by $.3 million during fiscal year 2013, with cash decreasing $.3 million, 
accounts receivable increasing by $.4 million and other current assets increased by $1.0 million, 
composed primarily of additional of prepayments of $.9 million that were made towards the upcoming 
turbine major outage in the fall of 2013, offset by inventory decreasing $.9 million.  “Current assets” 
increased by $6.1 million during fiscal 2012, with cash increasing $6.1 million, primarily from the proceeds 
of the Project 2 and 3 diesel generator sale, accounts receivable increasing by $1.3 million, offset by 
inventory decreasing .4 million and reclassifying $.9 million for purchased power BTU's to be derived from 
an upcoming alternative fuel source to noncurrent assets.   
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BALANCE SHEETS (cont.) 
 
"Noncurrent assets" increased by $3.1 million in total during fiscal 2013. Long-term investments increased 
$.3 million, along with prepaying $2.1 million for prepaid renewable energy credits and prepaid BTU's to 
be derived from an alternative fuel source and an increase in other prepayments and noncurrent assets of 
$.5 million. "Noncurrent assets" increased by $1.1 million during fiscal year 2012 mostly related to an 
increase in long-term investments of $1.0 million. In addition, prepaid purchased power BTUs increased 
$.9 million through a reclassification from current assets to noncurrent, an increase in other prepayments 
and other noncurrent assets of $.9, and a reduction, through a transfer, of $1.7 million preliminary survey 
to construction in process. 
 
The Agency’s commitment to maintaining and improving the Plant in order to provide reliable, value-
based electricity to its members is reflected in the stability of the Utility Plant balance. The change in fiscal 
2013’s Utility Plant number is primarily due to the depreciation of $2.8 million and plant assets disposed 
with a net book value of $.2 million, offset by $1.8 million of projects capitalized (including work in 
progress) during the year. The change in fiscal 2012’s Utility Plant number is primarily due to the 
depreciation of $3.3 million and by plant assets sold, including the Project 2 and Project 3 diesel 
generators, with a net book value of $5.5 million, offset by $3.8 million of projects capitalized (including 
work in progress) during the year.   
 
Total liabilities increased by $6.3 million during fiscal 2013.  Accounts payable decreased by $.3 million, 
deferred resources for future maintenance increased by $1.5 million and member rate stabilization funds 
increased by $5.2 million primarily due to transferring monies from the fiscal 2012 Project 2 and Project 3 
generator sale via a member equity refund.  Total liabilities increased by $2.0 million during fiscal 2012, 
due to accounts payable increasing by $1.2 million primarily due to power purchases and deferred 
resources for future maintenance increasing by $.8 million   
 
 
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION 
 
Fiscal 2013 operating revenues increased by 19.7 percent and expenses increased by 18.9 percent 
versus fiscal 2012.  Fiscal 2013 operating revenues and expenses were significantly higher than fiscal 
2012 primarily due to higher purchased power costs as new projects came on line, along with additional 
purchased power contracts. Fiscal 2012 operating revenues increased by 5.2 percent and expenses 
increased by 11.2 percent versus fiscal 2011.  Fiscal 2012 operating revenues and expenses were 
significantly higher than fiscal 2011 primarily due to higher purchased power costs.  
 
Operating income was slightly higher in fiscal 2013 than 2012, but lower than 2011 as the Agency 
completed the bond defeasance in fiscal 2011 and eliminated all bond covenant restrictions on operating 
income.   
 
"Investment and miscellaneous income" was relatively unchanged for fiscal 2013 and fiscal 2012.   
 
"Other income and expense" of $.2 million for fiscal 2013 was due to a net loss on disposal of plant 
assets.  "Other income and expense" of $.4 million for fiscal 2012 was due primarily to a loss from the 
Project 2 and Project 3 diesel generator sale. 
 
For fiscal 2011, "Loss on bond defeasance" of $.7 million was due to the Agency completing a full 
defeasance of its outstanding bonds on March 31, 2011. 
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STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION (cont.) 
 
 “Member equity refund” of $5.1 million for fiscal 2013 was a refund of prior years equity related to the 
Project 2 and Project 3 generator sale that was distributed to the members rate stabilization funds.  
"Member equity refund" of $.3 million for fiscal 2011 was a refund of prior years equity that were 
distributed to the members rate stabilization funds during that year.  
 
 
STATEMENTS OF CASH FLOWS 
 
“Cash and cash equivalents” are defined as investments which mature in 90 days or less, plus 
immediately accessible bank accounts.  For fiscal 2013, the "Cash and cash equivalents" amount  
remained relatively unchanged.   For fiscal 2012, the “Cash and cash equivalents” amount increased, as 
the Agency sold its Project 2 and Project 3 diesel generators for net  proceeds of $5.1 million.  For fiscal 
2011, the “Cash and cash equivalents” amount decreased primarily due to the Agency's decision to 
complete the March 31, 2011 bond defeasance, offset by using  bond reserve long-term investments to 
complete the bond defeasance. 
 
 
DEBT SERVICE COVERAGE 
 
The Agency completed a full bond defeasance of its outstanding bonds on March 31, 2011 which 
eliminated its bond covenant requirements at the June 30, 2011 year end. 
 
The Agency’s bond documents required the Agency to maintain certain restrictive financial covenants, the 
most restrictive being the requirement that net revenues must equal at least 110% of the aggregate bond 
service for the year.   Further details can be found in the Footnotes to the Financial Statements, under 
“Aggregate Bond Service Coverage.”  
 
 
FUTURE ECONOMIC EVENTS 
 
The Agency has entered into purchase power agreements with N.E.W. Hydro, LLC to secure long-term 
hydro power supply for a twenty year term beginning in fiscal 2014. The agreements are for 5.75 MW 
from two hydro units located on the Menominee River, which commenced on July 1, 2013 and another 
3.64 MW from two hydro units located in Oconto Falls on the Oconto River in Wisconsin, scheduled to 
commence on October 1, 2013. 
 
On July 25, 2013, the Agency completed a purchase of a Fractionized Tire-Derived Fuel facility located in 
Litchfield, Michigan.  This purchase will enable the Agency to have the ability to use a secondary 
alternative fuel source for its Endicott facility. 
 
In the fall of 2013, The Agency's Endicott facility is anticipated to perform a turbine major outage for which 
the Agency has been billing and deferring member resources to be released when the major maintenance 
project is completed.  
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CONTACTING AGENCY MANAGEMENT 
 
This financial report is designed to provide our members, investors, and creditors with a general overview 
of Michigan South Central Power Agency’s finances.  Questions concerning any of the information 
provided in this report or requests for additional information should be addressed to Michigan South 
Central Power Agency, 720 Herring Rd., Litchfield, MI  49252. 
















































