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DAIRYLAND’S “THREE Rs?”

When we hear the term the “Three Rs,” many of us recall the basic elements of
our primary school education—reading, Titing and rithmetic. Our parents and
teachers reminded us that focusing on these learning essentials would prepare
us for the future. For many of us conscious of our environment and natural
resources today, the “Three Rs” bring another popular slogan to mind—one that

encourages all of us to Reduce, Reuse, Recycle.

As our country faces serious economic challenges, some may recall “Three Rs”
from another trying period in our country’s history. Beginning in 1933, President
Franklin Delano Roosevelt's New Deal implemented a three-part economic
stimulus plan designed to bring about the recovery of the United States from the
effects of the Great Depression: Relief, Recovery and Reform. Part of his solution
was the creation of the Rural Electrification Administration which brought

electricity to rural America.

All of these definitions have merit today, and as Dairyland puts plans in place to
meet our members’ future energy needs, we are continuing to focus on our

own “Three Rs"—to be Reliable, Resourceful and &g;ponsible.
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Planning for reliability: During 2008,
a team of Dairyland employees, our Board
of Directors and cooperative managers,
worked together to develop a strategic plan
that is moving our cooperative toward a
fundamentally different business approach
with less dependence on coal-fired gener-
ation and increased renewable generation,
resulting in reduced carbon intensity.

As we developed our cooperative's strategic
business plan, we re-defined Dairyland’s
“Vision, Mission and Values” and
identified key strategies to address the
issues Dairyland is facing today and
provide direction for our employees as
we conduct our day-to-day business.

Dairyland is facing legislative uncertainty
regarding climate change and carbon
restrictions. We are working diligently to
encourage our lawmakers to consider
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impacts on reliability and affordability

for our members as they develop new
regulations for the operation of generating
facilities. Despite these “unknowns,” it is
essential that we plan and build for future
growth, while maintaining facilities that
reliably serve our members.

Investing in our resources:
Dairyland is in the midst of a

$400 million program to upgrade
existing facilities to improve air quality
in the region and meet anticipated state
and federal environmental laws.

Dairyland is aggressively expanding our
renewable facilities and taking a leader-
ship role in the National Renewables
Cooperative Organization to develop
renewable energy resources for all electric
cooperatives across the nation.
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Expansions of Dairyland’s renewable
resources, as well as investments in energy
conservation programs, are good for our
environment and will help Dairyland meet
future regulatory requirements. They also
require transmission and other facilities to
deliver the energy to our members and
increase the overall cost to provide
members with electricity.

Dairyland’s 30 percent ownership of the
new 531 MW Weston 4 power plant is
also a very good investment that will help
meet the long-term energy needs of
Dairyland’s members. However, the first
full year of ownership is a new cost we
must absorb in our rates.

Responsible to our members: We are
pleased that despite the economic recession
and the challenges many utilities are facing,
Dairyland’s financial outlook remains strong
and Standard and Poor’s reaffirmed their “A”
rating of our cooperative in early 2009.

Fulfilling our commitment to reliability,
investing in our environment and new
renewable energy resources does not come
without increased cost. While we work
hard to hold rate increases to a minimum,
our Board of Directors implemented a
wholesale rate increase of 9.8 percent over
the 2008 rate to ensure that Dairyland will
maintain a scrong financial position and has
the resources to make prudent investments
in the system.

Dairyland’s margins for 2008 were at

$11.3 million, as compared to $14.3 million
in 2007. Total operating revenues for 2008
increased to $373.8, as compared to

$328.5 million in 2007. Electric sales
increased 8 percent in 2008, with total sales
at 6.66 billion kilowatt-hours (kWh)—com-
pared to 2007 sales of 6.16 billion kWh.

RESPONSIBLE




Dairyland’s plants used about 3.5 million
tons of coal in 2008. Fuel to operate our
generating facilities continues to be
Dairyland’s largest annual expense, with
barge and rail transportation of coal to our
facilities a significant portion of that cost.

In an effort to address these transportation
issues, Dairyland continues to work with
our member cooperatives, legislators and
other industries to establish just business
practices between railroad companies and
their customers. U.S. Sen. Herb Kohl (D-WID)
and U.S. Rep. Tammy Baldwin (D-Madison)
have introduced legislation which would
help level the playing field and make rail
service more competitive.

Dairyland is certainly hopeful that a strong
economy will once again emerge in the near
term. However, history has proven that the
impacts of a serious recession can be longer-
lasting than anticipated. Therefore, Dairyland
is being responsible to our
membership by
planning

2008
Revenue Dollar

2008
Expense Dollar

conservatively, prioritizing
projects and delaying those that
aren’t immediately critical.

We truly appreciate the understanding
and support of our members and
dedicated employees who have not

only contributed to setting the
direction for Dairyland’s future,
but are working hard to ensure
our cooperative maintains its
financial strength.

Dairyland’s 25 member systems
and their consumers at the end of

the line count on us to keep their lights on
24/7. They also need us to plan for their
future energy needs and keep rates
affordable today and for future generations.
Simply put—our members are counting on
us to be reliable, resourceful and responsible—
and we will not let them down.

Clarence L. Boettcher, Chairman

Ldliom 2.

William L. Berg, President and CEO




Strategic resource planning:
Dairyland underwent a comprehensive
strategic planning initiative to optimize
power supply, ensure environmental
compliance, enhance transmission
reliability, manage costs and risks and
strengthen Dairyland’s relationship with
members. The planning process engaged all
stakeholders, including Senior Management,
a team of employees, the Dairyland Board
and the Dairyland Managers’ Association.

Many factors, including increasing
renewable energy requirements, growing
public attention and potential regulation of
greenhouse gas emissions, and the
availability of and price of conventional and
renewable resources, were considered in the
planning process. Other key factors
included transmission availability, fuel and
transportation prices, financing and, of
course, member rate impacts.

As Dairyland plans for the future,
maintaining flexibility by creating alliances
to share the costs of new generation
facilities with other utilities and
construction options will be a key
strategy. Managing and spreading risk

will continue to remain important.

Producing reliable, efficient
electricity: Prudent investments to
maintain generating facilities have resulted
in Dairyland’s plants having performed
better than the national average for the last
four years, based on reported equivalent
forced outage rates.

Dairyland owns and operates its two
largest baseload coal-fired power power
plants along the Mississippi River in
Alma and Genoa, Wis. As these facilities
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efficiently provide the majority of power for
Dairyland’s members, current and planned
air emission controls are important
investments for the furure.

Dairyland also owns and operates natural
gas, hydroelectric, landfill gas, and animal
waste-to-energy power plants. Dairyland
purchases wind and additional landfill
gas generation.

Dairyland continues decommissioning
its La Crosse Boiling Water Reactor
(LACBWR), which was shut down in
1987. Dairyland is in the planning phase
to relocate the fuel assemblies to a dry
cask storage system on the LACBWR site,
while awaiting the availability of a
temporary or permanent national
repository for spent fuel.

Weston 4 enhances system
reliability: Commercial operation of the
new Weston 4 power plant began in

June 2008. Dairyland has a 30 percent
ownership of the approximately 531 MW
facility in parmership with Wisconsin
Public Service Corp. The $774-million
power plant near Wausau, Wis., uses clean
coal technology, a high efficiency boiler, low
sulfur coal as fuel and features state-of-the-
art air emission controls to minimize
environmental impacts.

While there is significant cost in ownership
of a new facility, this addition allowed a
shift in operations from a purchase position
to a surplus sales position, generating
revenue for Dairyland’s members.

Also, the addition of Weston 4 and
continued addition of renewable energy
resources increases reliability and lessens
Dairyland’s exposure to forced outage risks.

Delivering power reliably: Dairyland

remains committed to meeting the
transmission requirements of its member
cooperatives and continues to focus

on improving the reliability of its
transmission system. There were 56 miles
of transmission line construction (new/
rebuilt/upgraded) in 2008 in order to
improve service and reliability.

One unique Dairyland project that was
especially challenging was a transmission
river crossing in southwestern Wisconsin.
The project required a cold winter to
build an “ice road” for construction.
Another significant challenge included a
hillside construction project above the
Alma Site.
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Ever-growing electrical use is challenging the
region’s aging transmission system.
Currently, Dairyland is collaborating with
neighboring utilities as part of an inidative
called CapX2020 to support power delivery
projects in the region. Numerous public
meetings were held in 2008 to share
information about the three 345-kV lines,
including potential routes. These proposed
projects are critically needed to bolster the
region’s overtaxed trans-mission system,
and therefore help ensure reliable, safe
electric service for all of us.

Dairyland and a neighboring utility,

Xcel Energy, also continue to finalize
construction plans for the Chisago-Apple
River transmission line project in
Minnesota and northwestern Wisconsin.
This project will significantly strengthen
the transmission system and ensure
continued system reliability (completion
anticipated in 2010).

A new Distribution Automation system is
near completion for Dairyland’s 25 member
cooperatives. This innovative commun-
ication technology provides capability to
retrieve Automated Meter Readings and
Supervisory Control and Data Acquisition
information for the member systems.

This is a major efficiency improvement that
provides greatly expanded data capabilities
and establishes telecommunications and
security infrastructure that will support
emerging “smart grid” technologies.




RENEWABLE -

THE FOURTH

C(R)!

Dairyland has the responsibility to provide power to more than half a million

people—and a responsibility to the environment. Dairyland first established a
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Ahead of the curve: Progressive
planning by Dairyland’s senior
management ensures that the cooperative’s
renewable energy resources will continue
to expand. Projections through 2025
illustrate that Dairyland intends to meet
aggressive requirements for renewable
energy standards. (see bar chart)

In the year 2008 alone, Dairyland
increased its renewable energy resources by
54 percent, primarily with the addition of
another wind farm and animal waste-to-
energy projects. Another big boost is
expected in 2010, when a new biomass
facility in Cassville, Wis., comes online.
The plant will burn wood waste, such as
wood chips and sawdust, and is expected
to generate enough renewable energy to
power 28,000 homes.

To help ensure technology keeps pace
with our goals, Dairyland continues to
invest in renewable research and
development and is a founding member
of a new cooperative, the National
Renewables Cooperative Organization.

renewable energy program called Evergreen in 1998,
~ with a small share in a wind farm. Over the years,
Dairyland’s “green” energy portfolio has grown
" and diversified to include landfill gas, animal
. waste-to-energy and much more wind. The
- Flambeau hydroelectric water-powered facility

has been generating renewable energy since 1951.

DPC Renewable Energy
(In Thousands of MWh Annually)

. M. Current Requir(;ments for2015 .

DPC’s 2010 Plan

: ‘@ DPC'’s Current Renewables
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Winnebago Wind Power Project:
In fall 2008, Dairyland and Iberdrola
Renewables dedicated a new wind farm,
the Winnebago Wind Power Project,
located in northern lowa. The wind farm
added a new “crop” of 10 turbines and
20 MW of clean electricity to light nearly
6,000 homes.

Dairyland also purchases renewable
energy from a G. McNeilus wind farm in
southern Minnesota. Further investment
is planned at the site, which currently
nets 18 MW of renewable energy—
enough to power nearly 5,000 homes.

Dairyland’s members also benefit from a
purchase power agreement from the Prairie
Star wind farm in Minnesota.

Additionally, Dairyland supports a growing
number of consumer-owned renewable
energy projects, such as wind and biogas,
in its four-state service territory through a
renewable energy buyback program.

Biogas for the future: Dairyland owns
three animal waste-to-energy facilities. These
“cow power” plants use the methane gas
produced by cow manure as the energy
source to generate renewable energy. The
manure is collected and heated, creating the
natural byproduct of methane gas, which is
the fuel that powers the generators.

Each facility can generate 775-840 kilowatts
of energy, enough to power at least 600
homes. Dairyland also purchases electricity
from other digesters, powering hundreds
more homes, such as the Norm-E-Lane
Dairy facility brought online in fall 2008.

There are other important environmental
and economical benefits for the farmer with
“cow power.” The liquid part of the digested
material can be used as a natural fertilizer,
and the de-watered final product is a clean,
comfortable, high-quality bedding for cows.
There’s also a major reduction in odor—
something everyone appreciates.

Landfill gas-to-energy plants add even more
variety to Dairyland’s renewable portfolio.
The facilities use landfill methane gas,
created naturally as garbage decomposes,
as the fuel to create renewable energy.
Dairyland owns one landfill gas-to-energy
facility and purchases the renewable energy
produced at two other facilities. Nearly
12,000 homes are powered by landfill gas.







New clean-air technologies:
Construction work is underway to retrofit
the Genoa Station #3 (G-3) and John

P Madgett Station (JPM) coal-fired facilities
with state-of-the-art air emission control

equipment. The G-3 coal-fired plant is
located in Genoa, Wis. The JPM coal-fired
plant is located in Alma, Wis.

Air quality is benefiting from Dairyland’s
recent installation of fabric filter
“baghouses” at JPM (above) and G-3.

These baghouses capture particulate matter
(very light ash) at an efficiency of greater
than 99 percent. This equates to an average
removal rate of more than 180 tons per
day, which is 7,000 pounds per day greater
than prior control technologies.

Construction of a dry flue gas
desulfurization system, or “scrubber,” to
remove sulfur dioxide at the G-3 plant is
expected to be complete in late 2009.
Preliminary estimates indicate upward of
90 percent of sulfur dioxide could be




captured by the scrubber. Over the next
few years, Dairyland also plans to install
additional environmental control

equipment at the JPM plant.

Coal byproducts help create a green
economy: Reduce-Reuse-Recycle is a
mantra for the times, and one that
Dairyland is committed to following in
business practices. For instance, the coal
combustion process used to generate
electricity at the G-3 and JPM power plants

creates ash byproducts. Dairyland has a
strong history of recycling the majority of
the fly ash annually, but 2008 beat all
records with 98 percent of the fly ash
recycled at G-3 and 89 percent recycled at
JPM. To put this recycling rate in
perspective, the national average for coal
ash recycling is 44 percent. In addition,
100 percent of the bottom ash was
recycled at G-3.

Dairyland’s coal ash is recycled for
beneficial re-use, mainly in road
construction and the production of
concrete. Another positive result of
Dairyland’s ash recycling program is that
it lessens the need to dispose of the
product in landfill storage.

Spotlight on stewardship: Since 1997,

nearly 70 falcon chicks have hatched at
Dairyland’s Genoa and Alma nesting sites
through the Peregrine Falcon Restoration
Program. Bird Cams are installed to allow
a close-up view of these raptors via
Dairyland’s website, www.dairynet.com.
Dairyland also recently made a significant
donation to the new Myrick Hixon
EcoPark being developed in La Crosse.
The contribution is earmarked for an

educational kiosk about raptors,
specifically the Peregrine falcon. In
addition, Dairyland staff will assist in the
creation of the kiosk and will provide
education to park visitors on energy
conservation and renewable resources.

Being a responsible caretaker of the
beautiful Upper Mississippi River Valley,
where we work and live, is important
for Dairyland and its employees. In
2008, Dairyland granted a conservation
easement to the Mississippi Valley
Conservancy to permanently preserve
110 acres of Mississippi River bluffland
near Alma, Wis. Dairyland also helped
fund a spotting scope project at the
Mississippi River Refuge observation
area in Brownsville, Minn. This is a
premiere viewing location for tundra
swans, eagles, ducks and geese.

To improve recreational boat access on
the Mississippi River, Dairyland helped
organize and fund a dredging project at a
Genoa boat landing. A secondary benefit
of this project is that the sediment
dredged from the river is being used as
an anti-skid material for roads.

RESPONSIBLE TO OUR ENVIRONMENT
As a provider of energy that utilizes natural resources, Dairyland recognizes

its responsibility to the environment. Despite a tight economy, Dairyland is

making major investments in air emission controls, while also providing
leadership in stewardship initiatives. Pictured is a “baghouse” which captures
particulate matter at the JPM plant. Dairyland is in the midst of a $400 million
plan to reduce air emissions, and is also aggressively expanding its renewable

facilities and increasing the funding for energy efficiency programs.
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Conservation—a responsible
solution: Conserving energy is good for
the environment—and good for your
pocketbook. Together, Dairyland and its
member cooperatives have been
encouraging energy users in the Dairyland
system to “Do the Bright Thing” by
providing members with ENERGY STAR
compact fluorescent light (CFL) bulbs.

In 2008, over 300,000 ENERGY STAR
CFL bulbs were given to cooperative
members, with more distributed in 2009.
The program was designed to encourage
people to make energy efficiency a
priority. CFLs use about 75 percent less
energy than standard incandescent bulbs
and last up to 10 times longer.

Dairyland’s Load Management Program is
energy conservation at work. The program
helps keep the amount of electricity used
in balance with the amount generated,
which results in a reduced need for future
power plants. It does so by reducing the
system’s total demand during peak use
hours—generally between 3 and 9 p.m.—
by controlling certain appliances, like water

heaters. The program improves the

efficiency of Dairyland’s operations aand
also helps reduce costs with additional
savings for participating members.

Through the Load Management Program,
Dairyland’s system of cooperatives achieved
a savings of $10 million in 2008.

Dairyland estimates that its load
management program saves the system

70 MW of power in the summer and about
155 MW in the winter—the equivalent of
a small power plant.

Loans support communities: As a
wholesale power provider for primarily rural
areas, Dairyland has long understood the
importance of thriving communities. Since
1990, Dairyland has approved 213 loans
from its Economic Development Loan fund
totaling more than $16.1 million. Dairyland
and its member cooperatives have also been
successful in accessing 60 loans and grants
totaling over $14 million for business and
community development through the
USDA Rural Economic Development Loan
and Grant Program. In addition to helping
create jobs, these loans have fostered
affordable housing development and critical
health care initiatives.

, fﬁlGHT FUTURE

In 2008, Dairyland also provided nearly
$30,000 in matching grants to rural

communities for the purpose of promoting
economic development and tourism.

Getting railroads back on track:
Having advocated for fair business practices
with railroad companies for several years,
Dairyland was pleased when the Senate
Judiciary Committee voted 14-0 to send the
Railroad Antitrust Enforcement Act of 2009
(5.146) to the full Senate. This marked the




first successful recorded committee vote on
rail customer legislation since 1980. The
Act would eliminate the railroad antitrust
exemption, a provision that rail experts feel
has removed options for shippers to fight
unreliable service and exorbitant fees.

This key economic issue, promoted by a
bipartisan leadership and advocated by a
multitude of industries, can help Dairyland
members and all ratepayers.

Looking out for you: Dairyland has a

responsibility to support cooperative
members by lobbying members of Congress
for sensible legislation, such as reasonable
climate change regulations that will protect
the environment and ratepayers while
providing funding for new technologies.

Dairyland was honored to receive the
National Rural Electric Cooperative
Association (NRECA) award for
outstanding participation in the Action

Committee for Rural Electrification
(ACRE) 2008 campaign. ACRE supports
congressional candidates, regardless of
party, who share public policy goals that
are consistent with the mission of electric
cooperatives. ACRE funds are personal
contributions from local co-op managers,
directors, employees and member-owners

of electric cooperatives.




Weston 4 plant dedicated: The
Weston 4 power plant, of which Dairyland
has a 30 percent ownership interest, was
officially dedicated on Aug, 18, 2008.
Dairyland President and CEO Bill Berg
joined Wisconsin Public Service
Corporation President Charlie Schrock and
other local and state officials in a ribbon
cutting at the plant’s dedication ceremony.

Weston 4's state-of-the-art design led it to ‘ Charlie Schrock and Dairyland's Bill Berg

)%

be designated as Power Magazine’s “2008 atWeston 4's August ribbon cutting.

Plant of the Year” Construction on the
$774 million project began in October
2004. The huge project required nearly scrubber will generate significant amounts
1,000 construction workers, who built the  of a new type of coal combustion byproduct
plant safely and on-schedule. that has fewer opportunities for recycling.

Finding solutions: In 2003, Dairyland ~ As Dairyland assessed alternatives for this

began installing additional air emission new material, a siting process was started

controls at the Genoa Station #3 power for a disposal facility due to a multiyear

plant. The controls include the installation  permitting process required by state and

of a “scrubber,” now under construction, (Ce SR DO L gyl e RV TR (USSR  Chuck Sans Crainte announces Dairyland's
that will further improve air quality by develop an alternative plan and be able to ekrative to aVernon County disposal site.
reducing sulfur dioxide emissions. The suspend the permitting process for a

Vernon County ash disposal facility in

November 2008. The new plan will greatly
V1S 1O N: Tobe the cooperative provider of choice for energy and reduce the amount of scrubber byproduct by

services to our members. using a different coal blend at the G-3. This
fuel change allows continued recycling of a

M 1S S 1 O N : Asa cooperative organization responsible to its members, large share of the ash, thereby reducing the

provide reliable and competitively priced energy and services, consistent with the need to landfill. In addition, Dairyland
wise use of resources. We will work to enhance the economic and social well-being continues to pursue new opportunities for
of the region, be environmentally responsible and bring value to our members. recycling coal combustion byproducts.

VA L U E S : Our members are the reason for our existence. We will Refining our goals: VWith.rput from the

managers in the Dairyland system and

strive to provide services that exceed their expectations. Our core values . .
guidance from the Board of Directors, a team

include accountability, integrity, innovation and commitment to community. of Dairyland employees representing all areas

We will be good stewards of the environment. of the cooperative, worked together to

3

redefine Dairyland’s “Vision, Mission and

Our employees are vital to our success. Ve will provide a safe work Values” and develop a strategic business plan

environment and will encourage open communication and mutual respect. for the cooperative in 2008.




Six strategic imperatives were developed
to address the issues identified, with
strategies established to meet these goals.
These imperatives and strategies have
been taken to other teams throughout
Dairyland for the development of
department-specific action plans to work
toward achieving identified objectives.

Community connections: Asa
Touchstone Energy Cooperative, Dairyland
helps create powerful community
connections by supporting area activities.
Despite heavy rain, hundreds of athletes
participated in the annual YMCA
Touchstone Energy Triathlon in June 2008.
Area Touchstone Energy Cooperatives are
the major sponsor of the event, with
proceeds benefiting the La Crosse Area
Family YMCA Strong Kids Campaign. The
Strong Kids program funds YMCA
memberships for 12,000 children and
teens, introducing them to a world of
healthy activities and friendships. That helps
build a vital, healthy community.

L e

/éf%ld‘:‘l sen RT

SPORTS MED'C‘NE

LA CRy
PiCN (8 "E\

MORE HIGHLIGHTS

FROM

2008

Lighting the holidays: Rotary Lights

is the largest holiday lighting display in the
Midwest, with a mission to “feed the
hungry of the Coulee Region.” Dairyland
has always been a part of Rotary Lights
with volunteer participation, sponsorship
and loaning trucks to help string lights.
Every year, Dairyland employees volunteer
to staff the display for a night—no matter
what the weather. In 2008, 200,000 food
items and $72,000 were collected for

donation to local food pantries.

Chuck Kulas presents Dairyland's
Great Rivers’ United Way donation.

Setting the pace for United Way:
Dairyland employees showcased their
generosity during Dairyland’s 2009
Pacesetter campaign for the 2009 United
Way. All together, the Great Rivers

(La Crosse/Genoa), Winona (Alma) and
Eau Claire United Way campaigns

The anqualRoGPTEING dhplay. received $110,509.88 from Dairyland
employees and Dairyland’s 65 percent

match. The total

donation is an increase

2 s}
Touchstone Energy Cooperatiy S of more than $16,000
s
() { Wisconsin : over l‘ast Year
THE POWER OF HUMAY COMNECTIONS® 4 contributions.
~~~~ - -
c
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EXECUTIVE COMMITTEE

\4 |
/

Chairman | |

\
Clarence Boettcher
Eau Claire Energy Cooperative

Secretary

Daniel Korn
Vernon Electric Cooperative

Assistant Secref&iry

Laurie Engen
Dairyland Power Cooperative

BOARD OF

/B

Vice Chairman

Eugene Miller

People's Cooperative Services

Treasurer

Clarence Hoesly
Clark Electric Cooperative

|

General Coun?ei

Niles Berman
Wheeler,Van Sickle & Anderson

DIRECTORS

Member-at-Large

Dean Fisher
Hawkeye REC

Member-at-Large

Lynn Peterson
Barron Electric Cooperative

Member-at-Ldfge §

Glenn Peterson
Pierce Pepin Cooperative Services

7y

Memberatil : s

John Petska
Chippewa Valley Electric Cooperative

BOARD OF DIRECTORS

Marlyn Bottolfson

Polk-Burnett

Member control of Dairyland is vested in its Board of Directors,

consisting of representatives from each Class A member distribution cooperative,

plus one Class B director. Elected by their local members, directors represent a

broad spectrum of interests, including their members, the corporate interests of

their local cooperatives and, perhaps the most challenging of all, the affairs of a

power supply system providing energy to more than a half-million people.

GBI R e,
P
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Ronald Churchill
Oakdale Electric Cooperative




BOARD OF

Jjohn Donner
Jump River Electric Cooperative

ol

Kendal Nichols

Class B Cooperatives

Arthur Riemer
Bayfield Electric Cooperative

Frank Jasurda
Price Electric Coaperative

DIRECTORS

Ray Dreger

Dunn Energy Cooperative

Francis Klatt
St. Croix Electric Cooperative

Jeff Redalen

Tri-County Electric Cooperative

Greg Sacia
Riverland Energy Cooperative

Gerald Koeller
Scenic Rivers Energy Cooperative

Dale Mangskau

Freeborn-Mower Cooperative Services |

Chris Stadel
Jo-Carroll Energy

Bernard Welsh
Allamakee-Clayton Electric Cooperative

Brian Kulas
Taylor Electric Cooperative

Judy Murphy
Richland Electric Cooperative

Roger Tjarks
Heartland Power Cooperative

Gary Woods
Jackson Electric Cooperative
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OUR EMPILOYEES

Dairyland Power Cooperative has a dedicated team of
more than 600 employees committed to deliver reliable,
affordable electricity to its member cooperatives.

Their diverse skills, expertise and experience ensure

that Dairyland is responsive to the needs of its members

in an evolving industry.

-
e,

Chuck S. Callies

Vice President, Power
Delivery: Responsible for system
operations and energy delivery,
including the design, construction,
maintenance and operations of
transmission lines, substations and
telecommunications, as well as real
estate/right-of-way:.

Robert C. Mueller

Vice President and CFO:
Responsible for accounting,
finance, fuels management,
corporate budget and supply
change management. Also
oversees the financial activities of
subsidiary organizations.

Brian D. Rude

Vice President, External
and Member Relations:
Responsible for state and federal
government relations, energy
efficiency and conservation
programs, corporate and member
relations, publication services and
administrative services.

William L. Berg

President and CEO: With the
guidance of Dairyland’s Board of
Directors, responsible for directing
the cooperative’s overall strategic
direction, building relationships
with other utilities and key
leaders, as well as maintaining
strong relationships with member

cooperatives and employees.

Mary L. Lund

Vice President, Human
Resources: Responsible for
human resources including
employment, employee
compensation/benefits, labor
relations, safety training and
corporate safety/security:

Dale L. Pohlman

Vice President, Strategic
Planning: Responsible for
corporate business planning
activities, power supply planning
and business development.

CharlesV. Sans Crainte

Vice President, Generation:
Responsible for power production,
including operations of
Dairyland’s traditional and
renewable generation facilities

and environmental affairs.




'FINANCIAL REPORT
i

REPORT OF MANAGEMENT RESPONSIBILITY

Management is responsible for the preparation and integrity of the financial statements and representations in the annual report.
Management uses its best judgment and resources to ensure that such statements present fairly the financial positions, results of

operations and cash flow of Dairyland Power Cooperative.

Dairyland maintains a system of internal controls which is designed to provide reasonable assurance that transactions are recorded in
accordance with management’s authorization, that financial statements are prepared in conformity with generally accepted accountng

principles applied on a consistent basis and that assets are safeguarded.

The Board of Directors, through its Audit and Risk Management Committee, has responsibility for determining that management fulfills
its responsibilities for preparation of financial statements and financial control of operations. The Committee meets regularly with
managerment and the cooperative’s independent auditors to discuss intemal control, financial reporting and auditing matters.

March 31,2009 ¢ La Crosse,Wisconsin  Dairyland Power Cooperative

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of Dairyland Power Cooperative:

We have audited the accompanying consolidated balance sheets of Dairyland Power Cooperative (a Wisconsin cooperative) and
subsidiaries (the “Cooperative”) as of December 31, 2008 and 2007, and the related consolidated statements of revenues and expenses,
member and patron equities, and cash flows for the years then ended. These consolidated financial statements are the responsibility of the

Cooperative’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America and the stan-
dards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidared
financial statements are free of material misstatement. An audit includes consideration of intemal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Cooperative’s interal control over financial reporting. Accordingly, we express no such opinion. An audi also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall consoli-

dated financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated
financial position of the Cooperative as of December 31, 2008 and 2007, and the consolidated results of its operations and its

cash flows for the years then ended in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 2 to the consolidated financial statements, the Cooperative adopted Financial Accounting Standards Board
(FASB) SFAS Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment to
FASB Statements No. 81, 88, 106, and 132(R), as of December 31, 2007.

In accordance with Government Auditing Standards, we have also issued our report dated March 31, 2009, on our consideration

of the Cooperative’s internal control over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in considering the results of our audits.

March 31,2009 ¢ Minneaplois, Minnesota Deloitte & Touche LLP




CONSOLIDATED BALANCE SHEETS - ASSETS Ji
As of December 31,2008 & 2007 (In thousands) J
Electric Plant: 2008 2007
Plant and equipment—at original cost. . .......... ... ... . ... $ 1,300,824 $ 879,327
Less accumulated depreciation. .. .. ........ .. ... (425, 330) (406,721)
Net plant and equipment. . . .......... 875,494 472,606
Construction Work In Progress. . ... ..ottt 95,190 419,547
Total electricplant .. .. ... .. ... 970,684 892,153
Other Assets:
Nuclear decommissioning funds .. .......... ... 73,088 83,059
Investments under debt agreements—markerable securities. . . ............. . ... .. 3,150 2,983
Economic development loans and other investments. .. ................. .. ... .. 7,599 7,136
Investments in capital term certificates of National Rural Utilities
Cooperative Finance Corporation. . .. ............. i 9,176 9,176
Regulatory asset—deferred losses on nuclear decommissioning funds . .. ......... .. 16,479 -
Investment for deferred compensation. ... ...... ... ... ... oLl 1,003 1,303
Deferred charges ... ... ... . 8,383 6,927
Total otherassets . . .. ... ... 118,878 110,584
Current Assets:
Cashand cashequivalents. ........... ... ... ... ... ... . 8,898 3,519
Accounts receivable:
Energy sales—net of allowance for doubtful accounts of $60 for 2008
and $60 for 2007 . . . ... 36,499 30,443
Other. . . 5,134 3,691
Inventories:
Fossil fuels . . ... ..o 66,759 56,283
Materials and supplies . . ... ... ... - <20,462 18,946
Prepaid expenses . . ... ... 2,654 1,233
Total CUITENt @SSeTS. . . . . o oo 140,406 114,115
Total. . .. $1,229 968 $1,116,852
- — \\‘~\\ .

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




CONSOLIDATED BALANCE SHEETS - CAPITALIZATION & LIABILITIES
As of December 3I 2008 & 2007 (In thousands)

Capitalization:

Member and patron equities:

Long-term obligations

Total member and patron equities

Membershipfees ... ... ... ..
Patronage capital
Accumulated other comprehensive income

Total capitalization . .. ... ...

Other Liabilities:
Estimated decommissioning liabilities. . .. ...... ... .. ... ... ... .. ... ...
Asset retirement obligations. . .. ... ... L
Postretirement health insurance obligation . . ......... .. ... .. ... ... ... .. ... ..

Accrued benefits
Deferred compensation
Other deferred credits

Total other liabilides. . ... ... ... ... ... ...

Commitments and Contingencies (Note 9)

Current Liabilities:

Current maturities of long-term obligations

Line of credit .
Advances from member COOperatives . . . ... ...
Accounts payable. . . ...

Accrued expenses:

Interest

Payroll and vacation. . ... ... ... ... o

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

2008 2007
$ 14 $ 14
139,375 130,370
2,167 2,518)
137,222 127,866
731,568 700,253
868,790 828,119
79,527 77,167
3,749 2,833
6,220 5,997
1,445 1,492
1,003 1,303
314 148
92,258 88,940
32,254 29,015
185,900 113,775
3,259 5,598
30,764 36,477
7,935 7,006
2,452 2,064
2,137 2,410
4,219 3,448
268,920 199,793
$ 1,229,968 $1,116,852
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STATEMENTS OF REVENUES & EXPENSES |
For the years ended December 31,2008 & 2007 (In thousands)

Utility Operations: 2008 2007
Operating revenues:
Sales of electric energy . ...... ... .. $ 358,552 $ 314,357
Other . . 15,266 14,094
Total Operating reverIues . . . . ... ... o 373,818 328,451
Operating expenses:
Fuel 157,084 135,757
Purchased and interchanged power .. ......... ... ... ... .. 33,148 36,899
Other 0perating eXPenses . . ... ..o oo 78,724 68,670
Depreciation and amortization . ... .. ... .. 26,793 21,864
MaINTENANCE. . . oo oot 32,303 26,017
Property and othertaxes. . . ........ ... .. ... 6,331 5,682
Total operating expenses . . . ... ... 334,383 294,889
Operating margin before interestand other. . ....................... .. ... .. 39,435 33,562
Interest and Other:
INCETEST @XPEIISE . . . ..o oottt R 32,774 24,033
Allowance for funds used in construction—equity . ............... ... ... ©7D) (530)
Other—net. . ... 163 222
Totalinterestand other. . . ... ... . 31,966 23,725
Operating margin . . .. ................ R 7,469 9,837
Non-operating margin .. .......... ... 2,191 2,512
Net Utility Margin. . . .. ... ... .. e 9,660 12,349
Non-Utility Operations:
NELTEVENUES .. ... .o 4,124 4,488
OPErating EXPENSeS . . . ..o vttt (2,510 2,537)
Non-utility operatingincome .. ............... . ... ... .. L 1,614 1,951
INCEYESTINCOIME. . . . ...ttt 2 8
Non-utility income before income taxes . . .................. ... .. ... 1,616 1,959
Benefit for income taxes .. ... ... - ®
Non-Utility Earnings . . . .. . ... ... . ... 1,616 1,951
NetMarginand Earnings . . ... ... ... .. $ 11,276 $ 14,300
CONSOLIDATED STATEMENTS OF MEMBER & PATRON EQUITIES |
For the years ended December 31,2008 & 2007 (In thousands) |
Membership Accumulated Other  Patronage Total Member &
Fees Comprehensive Loss Capital Patron Equities
Balance, December 31,2006 . . . . ............. ... $ 14 $ - $118,186 $ 118,200
Net margin and eamings ................... - - 14,300 14,300
Total comprehensive income 2007 . ... ... ... - - - 14,300
Implementation of SFAS No. 158—net of tax . . . - 2,518 - (2,518)
Retirement of capital credits . ... ........ ... .. - - 2,116 ,116)
Balance,December 31,2007. . ... .............. $ 14 2,518) $ 130,370 $127,866
Net margin and earnings . .................. ' - - 11,276 11,276
Total comprehensive income 2008 . ... .... .. - - - 11,276
SFAS No. 158——changes netof tax of $0 . . . . . .. - 351 - 351
Retirement of capital credits . . ... ............ - - Q,271) 2,271)
Balance, December 31,2008. ... ... ... ........ $ 14 $ 2,167) $ 139,375 $ 137,222

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




CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended December 31,2008 & 2007 (In thousands)

Cash Flows from Operating Activities:

Net margin and eamings. . . ... ... ..

Adjustments to reconcile net margin and earnings to net cash (used in)
provided by operating activities:
Depreciation and amortization:

Charged to operating eXpenses . . .. ...ttt
Charged through other operating elements such as fuel expense. . ........... .. .. ..
Allowance for funds used in construction—equity .. ............ ... L

Changes in operating elements:

Accounts receivable . ...
INVENIOTIES . . . ...
Prepaid expenses and otherassets. . . ............. ..
Accountspayable . ... ...
Accrued expenses and other liahilities. . .. ........ ..o
Deferred charges and other. ... ... ... .. . . .

Total adjustments . ... ...

Net cash provided by (used in) operating activities . . ............... PI

Cash Flows from Investing Activities:

Electric plantadditions. . . ... ... ..
Advances to nuclear decommissioningfunds . ... .. ... o o oL
Withdrawals from nuclear decommissioning funds. ... ............ ... . oL
Purchase of investments . . . ... .. ...
Proceeds from sale of investments and economic developmentloans ........... ... ...

Net cash used in investing activities .. ........... ... ... ... ... ... ...

Cash Flows from Financing Activities:

Borrowings under line of credit. . .. ... .. L
Repayments under lineof credit . .. ... ...
Borrowings under long-term obligations . . ... ... . . o
Repayments of long-term obligations .. ............. . ...
Retirement of capital credits . .. .. ... ...
Borrowings of advances from member cooperatives. . . ...... . ... oo L
Repayments of advances from member cooperatives. .. ......... ... ... ...

Net cash provided by financing activities. . .. ... o oo

Net Increase in Cash and Cash Equivalents . .. .. ... ... .. ... ... .. ..............
Cash and Cash Equivalents—Beginningofyear. . . ............................... ...

Cash and Cash Equivalents—End ofyear ... ............. ... ... ... . ... . ........

Supplemental Cash Flow Information:

Cash paid forinterest . . ....... . ... .
Electric plant additions funded through accounts payable and accrued expenses ... ... ...

o —
e

- e S

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

2008 2007
$ 11,276 $ 14,300
26,831 21,900
2,265 2,271
©7D (530)
(7,551) (5,068)
(12,518) (16,820)
(1,226) 405
(12,733) (11,320
(882) (12,477
(1,651) (1,251
(8,436) (22,800)
2,840 (8,500)
(96,694 (164,903)
(2,500) (2,400)

- 7.029
(87,797) (133,577)
87,461 133,174
(99,530) (160,677)
288,975 308,276
(216,850 (255,001)
78,212 197,145
(43,658) (78, 775)
Q27D 2,116)
178,036 151,242
(180,375) (150,077)
102,069 170,694
5379 1,517
3,519 2,002

$ 8,308 $ 3,519
$ 44,365 $ 47,646
$ 13,424 $ 20,444
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
! As of and for the years ended December 31,2008 and 2007

'

!
i
|
Dairland Power Cooperatives and Subsidiaries i
i

[ (All dollar amounts in thousands)

| S - —

.—]INATURE OF BUSINESS AND ORGANIZATION
LBusiness: Dairyland Power Cooperative and subsidiaries (“Dairyland” or the
“Cooperative”) is an electric generation and transmission cooperative organized
under the laws of the states of Wisconsin and Minnesota. The Cooperative,
whose principal offices are located in Wisconsin, provides wholesale electric
service to Class A members engaged in the retail sale of electricity to member
consumers located in Wisconsin, Minnesota, lowa, and llinois, and provides
electric and other services to Class C, D, E, and F members.

Principles of Consolidation: The consolidated financial statements include
the accounts of Dairyland, GEN~SYS Energy (GEN~SYS), and Dairyland’s
wholly owned subsidiary, Genoa FuelTech, Inc. All significant intercompany
balances and transactions have been eliminated in consolidation.

GEN-~SYS Energy: The Cooperative is a member of GEN~SYS, a power
supply and marketing cooperative, the primary purpose of which is to
schedule and dispatch generation resources and to provide other power
related support services to its members, which also include Corn Belt Power
Cooperative and Distribu-Gen Cooperative. GEN~SYS is owned equally by
its members, but in fiscal years 2008 and 2007, substantially all of the
GEN~SYS activities that produced margin, including energy purchases and
sales, were derived from Dairyland. Dairyland has consolidated the accounts
of GEN~SYS in the consolidated balance sheets, the consolidated statements
of revenues and expenses in non-utility operations, and the consolidated
statements of cash flows for fiscal years 2008 and 2007.

Accounting System and Reporting: The accounting records of the
Cooperative are maintained in accordance with the Uniform System of
Accounts prescribed by the Federal Energy Regulatory Commission as
adopted by the Rural Utilities Service (RUS), the Cooperative’s principal
regulatory agency.

Electric Plant: The cost of renewals and betterments of units of property (as
distinguished from minor items of property) includes contract work, direct
labor and materials, allocable overhead, and allowance for funds used during
construction, and is charged to electric plant accounts. Included in
accumulated depreciation are nonlegal or noncontractual costs of removal
components. As a result, the cost of units of property retired, sold, or
otherwise disposed of, plus removal costs, less salvage, is charged to
accumulated depreciation and no profit or loss is recognized in connection
with ordinary retirements of property units. A provision for these nonlegal or
noncontractual costs of removal components is recognized based on RUS-
approved depreciation rates. The Cooperative is unable to obtain the
information to separate the cumulative removal costs as of December 31,
2008 and 2007. Maintenance and repair costs and replacement and renewal
of minor items of property are charged to operations.

Depreciation: Depreciation, which is based on the straight line method at
rates that are designed to amortize the original cost of properties over their
estimated useful lives, includes a provision for the cost of removing and
decommissioning the properties. The provision for depreciation averaged
2.7% and 2.9% of depreciable plant balances in 2008 and 2007, respectively.

Allowance for Funds Used During Construction: Allowance for funds used
during Construction (AFUDC) represents the cost of external and internal
funds used for construction purposes and is capitalized as a component of
electric plant by applying a rate (7.4% in 2008 and 6.3% in 2007) to certain
electric plant additions under construction. The amount of such allowance
was $5,578 in 2008 and $5,181 in 2007. The borrowed funds component
of AFUDC for 2008 and 2007, was $4,607 and $4,651, respectively

(representing 6.12% and 5.63% in 2008 and 2007, respectively). The equity
component of AFUDC for 2008 and 2007 was $971 and $530, respectively,
(representing 1.27% and 0.64%, in 2008 and 2007, respectively). These
amounts were included as a reduction of interest expense in the consolidated
statements of revenues and expenses.

Interest During Construction: Interest during construction represents the
interest expense on debt borrowed during construction for specific projects
and is capitalized as a component of the electric plant for which the debt
was incurred. These capitalized interest amounts for 2008 and 2007 are
$6,711 and $12,144, respectively.

Deferred Charges: Deferred charges represent future revenue to the
Cooperative associated with costs that will be recovered from customers
through the rate making process. As of December 31, 2008, the
Cooperative’s deferred charges are being reflected in rates charged to
customers. If all or a separable portion of the Cooperative’s operations no
longer become subject to the provisions of Financial Accounting Standards
Board (FASB) Statement No. 71, Accounting for the Effects of Certain Types of
Regulation, a write-off of deferred charges would be required, unless some
form of transition recovery (refund) continues through rates established and
collected for the Cooperative’s remaining regulated operations. In addition,
the Cooperative would be required to determine any impairment to the
carrying costs of deregulated plant and inventory assets. Deferred charges as
of December 31, 2008, primarily represent a premium on debt refinancing,
which is being amortized over approximately 20 years (the remaining life of
related original debt), renewable energy power purchase agreements, which
are being amortized over 20 years, and costs associated with preliminary
project survey and investigation activities. The preliminary project survey and
investigation costs will either be capitalized as property and plant if the
projects move forward, or be expensed if the projects are abandoned.

Investments: [nvestments in marketable debt and equity securities classified
as available for sale are reported at fair value, with the interest, dividend
income, and realized gains reported in non-operating margin. The unrealized
gains and losses increase or decrease the nuclear decommissioning liability
(see Note 3). The Cooperative continually monitors the difference between
cost and estimated fair value of its investments. If any of the Cooperative’s
investments experience a decline in value that the Cooperative believes is
other than temporary, the Cooperative will realize the loss as a reduction in
invesrment income on decommissioning funds. In 2008 and 2007, the
Cooperative realized $8,472 and $1,645, respectively, of losses on these
investrments as a result of other-than-temporary impairment (OTTD).

Regulatory Assets and Liabilities: The Cooperative’s accounting policies
and the consolidated financial statements conform to accounting principles
generally accepted in the United States of America applicable to electric
cooperatives in accordance with the provisions of FASB Statement No. 71. In
2008 the Cooperative created a regulatory asset for $16,479 related to mark-
to-market losses from investment assets in the nuclear decommissioning trust
fund, and will be amortized no later than 2019.

Cash and Cash Equivalents: Cash equivalents include all highly liquid
investments with original maturities of three months or less. Cash
equivalents consist primarily of commercial paper, stated at cost, which
approximates market.

Coal Stock and Materials and Supplies: Coal inventories as well as
materials and supplies inventories are stated at the lower of average cost
or market prices.

Recoverability of Long-Lived Assets: The Cooperative accounts for the
impairment or disposal of long-lived assets in accordance with FASB Statement
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, which
requires long-lived assets, such as property and equipment, to be evaluated for
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impairment whenever events or changes in circumstances indicate the
carrying value of an asset may not be recoverable. An impairment loss is
recognized when estimated undiscounted cash flows expected to result from
the use of the asset, plus net proceeds expected from disposition of the asset
(if any) are less than the carrying value of the asset. When an impairment loss
is recognized, the carrying amount of the asset is reduced to its estimated fair
value based on quoted market prices or other valuation techniques. To date,
management has determined that no impairment of these assets exists.

Emission Allowances: The U.S. Environmental Protection Agency (EPA) has
requirements limiting the amount of sulfur dioxide, which can be emitted
from the Cooperative’s power plants. Under these requirements, the
Cooperative is allotted one emission allowance per ton of sulfur dioxide
emissions. Currently, emission allowances are recorded under the inventory '
method at a cost of $0. As of December 31, 2008 and 2007, the Cooperative !
sold $140, and $170, respectively, of emission allowances through the EPA
annual mandatory auction. These amounts were recorded as revenues in the

non-operating margin. |

Sales of Electric Energy: Revenues from sales of electric energy are
recognized when energy is delivered. The Class A wholesale rates approved
by the Cooperative’s Board of Directors have a power cost adjustment that
allows for increases or decreases in Class A member power billings based
upon actual power costs compared to plan. For 2008 and 2007, the power
cost adjustment to the Class A members resulted in a charge of $2,775 and
$1,079, respectively. These amounts are recorded in sales of electric energy

in operating revenues.

Other Operating Revenue: Other operating revenue includes primarily
revenue received from transmission service and is recorded as services are
provided.

Accounting for Energy Transactions: Contracts that did not meet the
accounting definition of a derivative, as defined by FASB Statement No. 133,
Accounting for Derivative Instruments and Hedging Activities, and FASB
Statement No. 149, Amendment of Statement No. 133 on Derivative Instruments
and Hedging Activities, are accounted for at historical cost. The Cooperative’s
energy contracts that qualify as derivatives continue to be accounted for at !
fair value under FASB Statement No. 133 and No. 149, unless those
contracts meet the requirements of and have been designated as “normal
purchase/normal sale” as provided by FASB Statement No. 133 and

No. 149. The Cooperative does not have any energy contracts that are
required to be accounted for at fair value as of December 31, 2008 and 2007.

Dairyland and GEN~SYS have evaluated the guidance under Emerging
Issues Task Force (EITF) Issue No. 03-11, Reporting Realized Gains and Losses
on Derivative Instruments That Are Subject to FASB Statement No. 133 and Not
“Held for Trading Purposes” as Defined in Issue No. 02-3, as well as EITF lIssue
No. 99-19, Reporting Revenue Gross as a Principal versus Net as an Agent, and
have determined that GEN~SYS’ energy purchases and sales activities will
be presented on a net basis within the non-utility operations section of the
consolidated statements of revenue and expenses.

Non-Operating Margin: The non-operating margin for the years ended
December 31, 2008 and 2007, includes the following:

2008 2007
+ Investment income. .. ... $ 603 $ 686 |
! Investment income on nuclear decommissioning funds: ; :
b Neteamings.............. ..o 2,096 2,726 ;
i Realizedgains... ... ... ... ... 1,641 2,193 !
| Realized losses and losses dueto OTTL. ........... . .. (13,127 2169
 Provision — recorded as estimated decommissioning liabilities 9,390 (2,753) -«
COMhET oo 1,588 1826 .
,,,,,,,,,,,,,,,,,,,, T $2,101  $2512

i Non-operating margin. . .. ... ..

[ AU N —

were as follows:

] Net deferred taxasset . ......... ... .. ... .. ......... $ - $

CEnergysales ... $102,691 § 99,226 |

Narural gassales........... ... .. i 892 3,419 \

“Energypurchases . ............ .. ... ool 101,003 97,419 |

" Natural gas purchases ... .. ... c.oovvvnaieiinn. .. 881 3,405
T e -

Income Taxes: The Cooperative’s utility operations are generally exempt
from federal and state income taxes under Section 501(c)(12) of the Internal
Revenue Code, and, accordingly, no provision for such taxes is recorded in
the consolidated financial statements.

For its non-utility operations, the Cooperative accounts for the income taxes
using the liability method, under which deferred income taxes are recognized
for temporary differences between the income tax and financial reporting
basis of the Cooperative’s assets and liabilities using enacted tax rates in
effect for the year in which the differences are expected to reverse.

The Cooperative’s provision (benefit) for income taxes as of December 31,

2008 and 2007, consisted of the following:

o 2008 2007

Current: E
Federal ..... ... .. ... .. . . . . . . . ... $ - % 10
State. .. - @ !

Deferred . ... . -

The total income tax provision (benefit) expense differs from the amount
computed by applying the effective income tax rate of 34% to non-utility
operating (loss) income as of December 31, 2008 and 2007, are as [ollows:

2008 2007

Overall effective federal and state income tax rate .. ... ... 34 % 34% |
Tax computed at federal statutory rate. .. .......... ... $ 550 $ 666 :
Increase (decrease) in tax from:. . ................. L i
Patronage allocation . ... ... ... ... ... .. o (549 655 :

* State income taxes - net of federal income tax benefit. . . . - 1
Valuation allowance and carryforward/carryback. . . ... .. €8} @
$ - % 8 !

The Cooperative’s deferred taxes as of December 31, 2008 and 2007,

, 2008 2007 "

} Net operating loss carryforward ... ... oL $ 237 $ 286
Other...... ... .. ... ... 62 42
Valuation allowance ......... ... ... ... ... .. 299) 328

The Cooperative does not anticipate generating taxable income prior to
the expiration of the Net Operating Loss (*NOL”) carryforward and
accordingly has recorded a full valuation allowance for its net deferred tax
asset in an amount equal to the excess of the deferred tax asset over the
deferred tax liability is necessary. The realization of the deferred tax assets
depends on the ability of the Cooperative to generate sufficient taxable
income in the future. As of December 31, 2008, the Cooperative has
federal and state NOL carryforwards of $299 and $1,491, which begin to
expire in 2026 and 2013, respectively.

Energy and Natural Gas Sales and Purchases: [n its non-utility operations
the Cooperative follows the requirements of EITF No. 99-19 and presents
revenue from energy and natural gas sales, net of cost. For the purposes of
additional disclosure, the gross sales and purchases as of December 31,
2008, representing $1,699 of the $4,124 net revenues from non-utility
operations, and December 31, 2007, representing $1,821 of the $4,488 net
revenues from non-udlity operations are presented below:

2008 2007
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Use of Estimates: The preparation of consolidated financial statements in

AVAILABLE-FOR-SALE INVESTMENTS

conformity with accounting principles generally accepted in the United States t=Investments under debt agreements and nuclear decommissioning funds as

of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, and disclosure of
contingent assets and liabilities at the date of the consolidated financial
statements, and the reported amounts of revenue and expenses during the
reporting period. Significant estimates in the consolidated financial statements
relate to inventory reserve, postretirement benefit obligations, self funded
medical insurance reserves, asset retirement obligation (ARO) liabilities, fixed
asset depreciable lives, and litigation and contingencies. Actual results could
differ from those estimates.

Concentration of Risk: During fiscal years 2008 and 2007, the Cooperative
derived 13% and 12%, respectively, of its revenue from a single customer.

Approximately 49% of the labor force for the Cdoperative is under a collective
bargaining agreement that expires January 31, 2012.

I}ECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

ZlﬁSeptember 2006, the FASB issued FASB Statement No. 158, Employers’

Accounting for Defined Benefit Pension and Other Postretirement Plans—an
amendment of FASB Statements No. 87, 88, 106, and 132(R). This statement
requires the recognition of the overfunded or underfunded status of defined
benefit postretirement plans as an asset or liability in the statement of
financial position, recognition of changes in the funded status in
accumulated other comprehensive income, and measurement of the funded
status of a plan as of the date of the year-end statement of financial position
and provides for related disclosures. FASB Statement No. 158 was effective
for fiscal year 2007. The adoption of FASB Statement No. 158 in 2007
resulted in a charge of $2,518 to accumulated other comprehensive loss.
This amount represents the underfunded status of the Cooperative’s
postretirernent health insurance obligaton.

In December 2007, FASB issued FASB Statement No. 160, Noncontrolling
Interests in Consolidated Financial Statements — an amendment of ARB No. 51.
FASB Statement No. 160 changes the accounting and reporting for minority
interests. Minority interests will be recharacterized as noncontrolling interests
and will be reported as a component of equity separate from the parent’s
equity, and purchases or sales of equity interests that do not result in a change
in control will be accounted for as equity transactions. In addition, net income
attributable to the noncontrolling interest will be included in consolidated net
income on the face of the income starement and upon a loss of control, the
interest sold, as well as any interest retained, will be recorded at fair value with
any gain or loss recognized in eamings. FASB Statement No. 160 is effective
for financial statements issued for fiscal years beginning in fiscal 2009. The
Cooperative is currenty evaluating the impact of adopting FASB Statement
No. 160 on its consolidated balance sheets or statements of income.

In June 2006, the FASB issued FIN 48, Accounting for Uncertainty in Income
Taxes — an interpretation of FASB Statement No. 109. FIN 48 clarifies the
accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements in accordance with FASB Statement No. 109, Accounting
Jor Income Taxes, and prescribes a recognition threshold and measurement
artribute for the financial statement recognition and measurement of a tax
position taken or expected to be taken in a tax return. In December 2008, the
FASB issued Staff Position No. FIN No. 48-3, Effective Date of FASB
Interpretation No. 48 for Nonpublic Enterprises, which defers the effective date of
FIN 48 for entities that do not meet the definition of a public enterprise in
accordance with FASB Statement No. 109. As a result, the Cooperative has
elected to defer adopting FIN 48 until fiscal year 2009. The Cooperative is
currently evaluating the impact FIN 48 will have on the consolidated financial
staternents. The Cooperative does not expect FIN 48 to have a material
impact as the only impact will be through consolidation with GEN~SYS.

December 31, 2008, are as follows:

2008 and 2007, is as follows:
. - - - ;\A [P

@LINES OF CREDIT Tl
To provide interim financing capabilities, the Cooperative has arranged

of December 31, 2008 and 2007, are classified as available-for-sale and
include the following:

Fair Value
2008 2007
" Cash and cash equivalents ............ ... ... $ 21,979 ¢ 18,048
U.S. government securities . .. ... . L 22,411 20,821
Corporate bonds. ... ............ ... 5,809 10,260
Commonstocks . . L. 24,409 35,778
‘ Foreign obligations .. ........... . ... o 1,630 1,135
$ 76,238

Since the Cooperative intends to adjust rates in the future to reflect changes in
the fair value of investments held in its nuclear decommissioning trust, unreal-
ized gains of $3,166 and $7,944 on these investments as of December 31,
2008 and 2007, respectively, are included in estimated decommissioning
liabilities. Investments under debt agreements represent amounts arising from
the sale of assets that are encumbered by mortgages and restricted by the RUS
for use on future generation and transmission construction projects.

The contractual maturities of marketable debt securities, which include U.S.
government securities, foreign obligations, and corporate bonds, as of

. Fair Value Cost

‘Duewithin Yyear. .. ............... ... ... ... $ 734 8 731
Due after 1 year through Syears .. ................... 7,596 7,537
Due after 5 years through 10years . .................. 4,429 4,367
Dueafter 10years. . .................. i 17,090 16,652

$ 29,849 $ 20,287
Information regarding the sale of available-for-sale marketable securities,
including nuclear decommissioning trusts, for the years ended December 31,

2008 2007

Proceeds from sale of securities. .. ........... ... .. ... $ 86,728 $132,292
Realized (losses) gains. . ........................... (3.014

For the purposes of determining realized gains and losses, the cost of
securities sold is based upon specific identification.

Securities in the portfolio are reviewed to determine whether they have been
other-than-temporarily impaired. The Cooperative has recorded impairment
write-downs of its investments of $8,472 in 2008 as the Cooperative cannot
represent that it has the intent and ability to hold securities, until it recovers
in value since that decision is outside of its sole control. In accordance with
restrictions enacted by the Nuclear Regulatory Commission, the Cooperative
does not control the day-to-day management of nuclear decommissioning
trust fund investments. The nuclear decommissioning trust of the
Cooperative is managed by independent investment managers with
discretion to buy, sell, and invest to achieve the broad mvestment objectives
set forth by the Cooperative.

Investment income on the consolidated statements of revenues and expenses
is net of investment fees of approximately $368 and $381 for the years
ended December 31, 2008 and 2007, respecuvely ’

committed lines of credit with availability aggregating approximately
$250,000 principally through CoBank split between a long-term
construction revolver and short-term operating line. Compensating balance
requirements and fees relating to the lines of credit were not significant in
2008 or 2007. The long-term construction revolver line of credit expires

$ 86,042

1,674 .
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December 2012. The short-term operating line of credit is renewable
annually as to terms and conditions, and the principal balance must be paid
in full within one business day of expiration, unless unilaterally extended by
CoBank. The next renewal date is December 2009 with renewal expected at
that time. Information regarding line of credit balances and activity for the
years ended December 31, 2008 and 2007, is as follows:

N 2008 2007
Interest rate at yearend. ............ .. ... 2.35% 5.59 %
: Committed availability at year-end:
Long-term construction revolver . . .................. $ 185,000 $ 185,000
Short-term operatingline .............. .. ... . ..., 65,000 65,000
] Total .. ..o $ 250,000 $ 250,000
‘ Borrowings outstanding at year-end:
Long-term construction revolver . . ......... ... ... .. $149,300 $ 82,275
Short-term operating line . ..........0............. 36,600 31,500
Toal ... $185,900 $ 113,775
i Average borrowings outstanding during year:
Long-term construction revolver. . ................ ... $113,244 $ 40,910
Short-term operating line . ............ ... . L. 16,808 25,792

$130,052 $ 66,702
The Cooperative also allows member cooperatives to prepay their power
bills and pays interest on these prepayments based on current short-term
borrowing rates. Interest expense on member cooperative advances were
$406 and $533 during 2008 and 2007, respectively. These amounts have
been included in interest expense in the consolidated statements of
revenues and expenses.

EONG-TERM OBLIGATIONS
Long-term obligations as of December 31, 2008 and 2007, consist of the
following:

P e S - - -

2007

included in long-term obligations in the accompanying consolidated balance
sheets. Any advances from RUS for long-term financing for the project are
pursuant to the terms of the consolidated mortgage and security agreement
between the Cooperative and RUS.

Approximately $7,545 of the City of La Crosse, Wisconsin, Pollutdon Control
Bonds (the Bonds) is due in September 2014 and $16,060 is due in
February 2015. On December 27, 2001, the Bonds were reissued at fixed
interest rates of 5.45% for the $7,545 of Bonds due in 2014 and 5.55% for
the $16,060 of Bonds due in 2015.

Substantially all of the Cooperative’s assets are pledged as collateral for these
obligations under the consolidated mortgage and security agreement with
RUS, which extends through December 31, 2055. The Cooperative is
required to maintain and has maintained certain financial ratios related to -
earnings and liquidity in accordance with the covenants of its loan
agreements as of December 31, 2008.

Scheduled maturities of the Cooperative’s long-term obligations, excluding
debt to be refinanced, as of December 31, 2008, were as follows:

| Years Ending December 31

'
2000 .. $ 32254
DU2010 33,954
1 2011 Lo 33,643 |
DO2012 . 32332 |
| 2013 ..o 20,412
1 Thereafter. . .. ... ... ... 602,227 :
PoToral. o $ 763,822 |
{ :‘

OPERATING LEASES
@

; 2008

E Federal Financing Bank obligations, 2.6% 0 6.8% ....... $ 681,112 $629,559

| RUS obligations, 2%, 5%, 4.125% and grant funds. . .. .. 17271 19.868

" CoBank notes, 6.2%and 7.4% .. ................ ... 41,834 44,729

: City of La Crosse, Wisconsin, Pollution Control Bonds,

 545% 00 5.55% . . ot 23,605 23,605
Long-termdebt............. ... ... ... .. ... 763822 717,761

. Short-term debrt expected to be refinanced — CoBank,

| Weston 4 construction notes, 5.75% t0 6.00% . . .. .. ... - 11,507

| Adjusted long-termdebt. .. ... 0 763822 729268

i Less current maturities . .. .. ... ... 32,254 29,015

; Total long-term obligations

$ 731,568 $ 700,253

Quarterly principal and interest payments on the long-term obligations to the
Federal Financing Bank extend through 2040. Long-term obligations to the
RUS are payable in equal quarterly or monthly principal and interest
installments through 2024. Payments on the CoBank 6.2% and 7.4% notes
are due monthly or quarterly through 2019.

The Cooperative has obtained guarantee commitments from RUS for
$280,000 to provide long-term financing for the Cooperative’s share of
construction costs of the Weston 4 generating station project (the Project)
which was placed in service in 2008. The Cooperative has borrowed
$259,387 of advances on this loan through December 31, 2008. The
Cooperative had secured a $280,000 construction loan from CoBank, due
October 2008, to provide interim financing for the Project. The Cooperative
had borrowed $230,006 of construction advances on this loan. Through
October 31, 2008, all $230,006 of construction advances were converted to
RUS long-term financing, while paying off the CoBank construction loan. In
addition, the Cooperative has borrowed additional funds to finance the
purchase of unit trains. The outstanding CoBank construction loan is

he Cooperative entered into two lease agreements in 2008 under which it is
the lessee on an operating lease for a Caterpillar coal dozer and six rail cars.
These transactions are covered in the master lease agreement and have lease
terms ranging from 7 years to 15 years. At the end of the leases, the
Cooperative can either purchase the equipment at fair market value, continue
to lease the assets, or return the equipment to the lessor. Rent expense was
$85 in 2008. The schedule of future minimum lease payments as of
December 31, 2008, is as follows:

| Years Ending December 31

P 2009 L $ 202
L2010 202
L4 1 5 202
L2012 202
’i 2013 oo 202
' Thereafter. . .. ... ... 640
| 1,650

INSTRUMENTS

EF INANCIAL
The fair value of the Cooperative’s financial instruments other than

marketable securities and short-term borrowings, based on the rates for
similar securities and present value models using current rates available as of
December 31, 2008 and 2007, is estimated to be as follows:

o e i e i

2007

| 2008

, Recorded Fair Recorded Fair

i . Value Value Value Value

i Assets:

i Economic development loans

. and other investments. . . ... ... $ 7599 $ 7599 $ 7,136 $ 7,136
3 Investments in capital term . . . . . .

E certificates of NRUCFC . .. .. ... 9,176 9,176 9,176 9,176
LLiabili[ies —long-term obligations . . 763,822 949,716 729,268 739,984

[
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Assets and Liabilities Measured at Fair Value: On January 1, 2008, the The valuation of this security involved management’s judgment, aflter
Cooperative adopted Financial Accounting Standards Board (FASB) consideration of market factors and the absence of market transparency,
Statement No. 157, Fair Value Measurements, which defines fair value, market liquidity, and observable inputs.

establishes a framework for measuring fair value, and expands disclosures
about fair value measurements. The statement applies to reported balances RETIREMENT OF CAPITAL CREDITS

that are required or permitted to be measured at fair value under existing ihe Cooperative’s Board of Directors has adopted a policy of retiring
accounting pronouncements. capital credits allocated to members on a first-in, first-out basis. As part of
an equity development strategy adopted in 2003, patronage capital retired
will be limited to no greater than 2% of the total patronage capital balance
as of December 31 of the prior year. Accordingly, $2,271 and $2,116 were
retired in 2008 and 2007, respectively. This policy is subject to annual
review and approval by the Board of Directors and the RUS, and no cash
retirements are to be made, which would impair the financial condition of
the Cooperative or violate any terms of its agreements. Also, beginning in
2003, the amount of nonoperating margins assigned to members each year
is at the discretion of the Board of Directors. Any unassigned non-
operating margins will become unallocated reserves and part of permanent
equity. Patronage capital as of Decemnber 31, 2008, includes 2008 margins
assignable of $6,498 and unallocated reserves of $4,778. Patronage capital
Level 1 inputs utilize observable market data in active markets for identical as of December 31, 2007, includes 2007 margins assignable of $9,837 and
assets or liabilities. Level 2 inputs consist of observable market data, other unallocated reserves of $4,463.

than that included in Level 1, that is either directly or indirectly observable.
Level 3 inputs consist of unobservable marker data, which are typically based
on an entity’s own assumptions of what a market participant would use in

FASB Statement No. 157 emphasizes that fair value is a market-based
measurement, not an entity-specific measurement. Therefore, a fair value
measurement should be determined based on the assumptions that market
participants would use in pricing the asset or liability. As a basis for
considering market participant assumptions in fair value measurements, FASB
Statement No. 157 establishes a fair value hierarchy that distinguishes
between market participant assumptions based on market data obtained from
sources independent of the reporting entity (observable inputs that are
classified within Levels 1 and 2 of the hierarchy) and the reporting entity’s
own assumptions about market participant assumptions (unobservable inputs
classified within Level 3 of the hierarchy).

OMMITMENTS AND CONTINGENCIES
&/The Cooperative acquired a 30% ownership share of the Weston 4 power

pricing an asset or liability as there is little, if any, related market activity. In plant near Wausau, Wisconsin, from Wisconsin Public Service Corporation
instances where the determination of the fair value measurement is based on ~~ (WPSC) in November 2005. The Cooperative paid WPSC $95,000 for its
inputs from different levels of the fair value hierarchy, the level in the fair share of construction costs incurred to the closing date. The acquisition
value hierarchy within which the entire fair value measurement falls is based gives the Cooperative a 159-megawatt share of the 531-megawatt

on the lowest level input that is significant to the fair value measurement in supercritical coal-fired facility for which WPSC obtained regulatory

its entirety. The Cooperative’s assessment of the significance of a particular approval and began construction in October 2004. The plant was put in
input to the fair value measurement in its entirety requires judgment and service in 2008. As a 30% owner, the Cooperative will be respensible for
considers factors specific to the asset or liability. approximately $247,000 of the Weston 4 plant costs, plus interest during

construction, and Dairyland’s owner costs for a total estimated cost of
$288,000. The Cooperative is accounting for its share of the jointly owned
plant on a proportionate consolidation basis with costs of construction and
related financing reported in electric plant and long-term obligations. Both
the Cooperative and WPSC must provide financing for their respective

The following table summarizes the Cooperative’s assets and liabilities meas-
ured at fair value on a recurring basis as of December 31, 2008, aggregated
by the level in the fair value hierarchy within which those measurements fall:

Fair Value Measurements Using: Quoted Prices ~ Significant

n ﬁ“&xlﬂc’rs Obfe[::ble Ui‘f;:giﬂ";lc " portions of the Weston 4 plant costs. The Cooperative’s estimated
Assets and Lisbilities  Inpuss mpus ¢ expenditures for 2009 are approximately $4,000.
Fair Value (Level 1) (Level 2) (Level3)
Assets: ¢ The Cooperative’s estimated 2009 construction program expenditures,
Investments: . including the Weston 4 project, are $103,026 with financing expected o be
! Nuclear decommissioning funds. . . . . . $73,088 $73,088 $ - % - 1 provided by borrowings and internally generated funds.
i Investments under debt :
agreements — markerable securities. . . 3,150 R 3,150 . The Cooperative is a party to a number of generation, transmission, and
Economic development loans & other. . 7,599 N _ 7599 distribution agreements, under which costs and/or revenues are recognized
Investments in capital term I currently based upon the Cooperative’s interpretations of the provisions of
certificates of National Rural - the related agreements. Differences between the estimates used in the
Urtlities Finance Corporation .. . . . ... 9,176 - - 9176 | consolidated financial statements and the final settlements are recorded in
Investment for deferred compensation . . 1,003 - 1,003 - the year of settlement.

i R e C e e me e e e el F—

$94016 $73,088 $ 4,153 $16,775

e + The Cooperative has entered into various coal purchase contracts with one to
The following table presents the changes in level 3 recurring fair value for the  five year terms. The estimated commitments under these conracts as of
year ended December 31, 2008: December 31, 2008, were $75,500 in 2009, $28,767 in 2010, $7,549 in
e emess el e e — D011, $3,786 in 2012, and $3,921 in 2013,
Fair Value Measurement Using |
Significant Unobservable Inputs (Level 3) The Cooperative has been named as a defendant in various lawsuits and

Economic development loans and other: claims arising in the normal course of business. Although the outcome of
Balance — January 1, 2008 .. ... $ 7,136 " these matters cannot be determined at the present time, management and
New investment and loansmade. .. ...................... 460 !

legal counsel believe these actions can be successfully defended or resolved

Loan repayments received . .. .. ... L 653 ; . . - .
bayme . ©53) without a material effect on the consolidated fitancial position, results of
Patronage capital allocations . . ....... ... ... oL 634 ) L T
. . operations, or cash flows of the Coopérative.. . e y
Reinvested net eamings. . . ............ ... ... ... . ... 22 ) ha s

e sty

Balance — December 31,2008 ...... .. .. ....... ... ... .. .... $ 7,599 .
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@PLOYEE BENEFITS

Multiemployer Defined Benefit Pension Plan: Pension benelits for
substantially all employees are provided through participation in the National
Rural Electric Cooperative Association (NRECA) Retirement and Security
Program. Pension benefits are funded in accordance with the provisions of the
program and are based on salaries, as defined, of each participant. The
Employee Retirement Income Security Act of 1974, as amended by the
Multiemployer Pension Plan Amendment Act of 1980, imposes certain
liabilities on employers who are contributors to multiemployer plans in the
event of a plan termination or an employer’s withdrawal. These plans have
not been terminated, nor has the Cooperative undertaken any plans to
withdraw from participation. Since the program is a multiemployer plan for
accounting purposes, the accumulated benefits and plan assets are not
determined or allocated separately for each participating company. The
Cooperative may be contingently liable for its share of the plans’ unfunded
vested liabilities. The Cooperative cannot obtain information from the plans’
administrators to determine its share, if any, of unfunded vested benefits.
Pension costs for this pension plan were $6,028 in 2008 and $5,579 in 2007.

Postretirement Health Insurance Obligation: Certain employees of the
Cooperative retiring at or after age 55 are eligible to participate in a
postretirement health care plan through age 65. Eligible dependents of the
retired Cooperative employees are also eligible to participate in this plan
through age 65. Retirees pay 100% of the premium amount for this coverage.
The premium is based upon the combined medical claims experiences of all
active employees and retirees. If premiums were determined based upon the
medical claims experience of retirees only, the resulting premium for retirees
would be higher. The difference between the premium paid by retirees and
the potential actual premium amount is the basis for the postretirement
benefit obligation.

The Cooperative uses a December 31 measurement date for its plan.

The postretirement health care plans are unfunded. The accumulated
postretirenent benefit obligation (APBO) and the amounts recognized in the
consolidated financial statements as of and for the years ended December 31,
2008 and 2007, are as follows:

2008 2007

Amount recognized in the consolidated balance sheets: '
Total accrued qualified and nonqualified benefit obligation .. $ 6,532 $ 6,259
- Less current portion included in accrued expenses — other .. - (€29))] (262)

Long-term portion

$ 6220 $ 5997

Amounts recognized in accumulated other comprehensive loss as of
December 31, 2008 and 2007 consist of the following:

" 2008

2007
Netactuarial loss ............. ... ... ... ....... $ 351 $ 2518
i 2008 2007
" Change in benefit obligation:
Benefit obligation — beginning of year . . . ....... ... .. $ 6,151 § 5898
CSeIvVICE COSE. .. oot 240 235
Interest Cost .. ............. 389 338
CAcwaralgain ... - 27)
Participant contributions. . . ........ ... .. oL 65 68
Benefits payments. . ... oo (313) (161)
: Benefit obligation —end of year. . .......... ... ... ... $ 6,532 $ 6,151
Funded status — December 31 ...................... $ (6,532) $ (6,151)

i Accrued postretirement health insurance obligations

. recorded aryearend .. ...... .. U

i

'
'

FChange in piadn assets:

E Fair value of assets — beginning of year . .............. $ - % -
! Employer contribution . ... ... .ol 248 93
! Participant contributions. .. .......... ... ... 65 68
! Benefitspaicd. . ... (G13) (161
; Fair value of assets —end of year . . .......... ... ..., $ - 3 -
| Components of net periodic postretirement benefit cost:
! Service cost —benefits attributed to service during theyear.. $ 240 §$§ 235
; Interest cost on accrued postretirement health

insurance obligation. . ......... ... ..o oL 389 338
' Amortization of unrecognized actuarial loss. .. ...... ... 124 151

753 $ 724

l Net periodic postretirement benefit expense

For measurement purposes, a 6.2% discount rate was assurned for 2008 and
5.6% for 2007. The 2008 and 2007 annual health care cost increase assumed
is 8% and 9%, respectively, decreasing gradually to 5% for 2014 and
thereafter. A one percentage point increase in the assumed health care cost
trend rates would increase the total of service and interest cost components
by $90 and the end of year APBO by $639. A one percentage point decrease
in the assumed health care cost trend rates would decrease the total of service
and interest cost components by $77 and the end of year APBO by $562.

] Postretirement Health
. Insurance Obligation

: Expected future benefit payments:

2009 .. $ 312
2010, 389
2010, 454

b 2002 445
2003, 482
2014-2018

Defined Contribution Plan: Dairyland has a qualified tax-deferred savings
plan for eligible employees. Eligible participants may make pretax
contributions, as defined, with Dairyland matching up to 2.5% of the
participants’ annual compensation. Contributions to this plan by Dairyland
were $977 and $915 for 2008 and 2007, respectively.

Accrued Sick Leave Benefit: Certain employees are eligible to receive
amounts at the time of retirement related to a discontinued sick leave policy.
Eligible employees will be paid for a fixed number of sick leave hours at the
wage rate in effect at retirement. The total liability was $1,621 and $1,643 as
of December 31, 2008 and 2007, respectively. The cost for this sick leave
benefit was $193 in 2008 and $193 in 2007.

Other Plans: The Cooperative offers key employees deferred compensation
plans available through NRECA. The plans permit qualifying employees to
defer a portion of their salary, until future years. The accumulated deferred
compensation balance is not available to employees, until termination,
retirement, or death.

All amounts of compensation deferred under the plans and all income
atributable to those amounts (until paid or made available to the employee or
other beneficiary) are solely the property and rights of the Cooperative (not
restricted to the payment of benefits under the plan), subject only to the claim
of general creditors. Participants’ rights under the plans are equal to those of
general creditors of the Cooperative in an amount equal to the fair market
value of the deferred account for each participant. The related assets and
liabilities, totaling $1,003 and $1,303 as of December 31, 2008 and 2007,
respectively, are reported at contract value, which approximates fair value.

The Cooperative also provides employees with medical insurance coverage,
short-term and long-term disability, and life insurance, which are funded by
employer and employee contributions. The Cooperative’s costs related to
these benefits was $7,135 and $7,229 for 2008 and 2007, respectively.
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RELATED- PARTY TRANSACTIONS

The Cooperative provides electric and other services to its Class A members.
The Cooperative received revenue of $264,485 and $251,336 in 2008 and
2007, respectively, for these services. The Cooperative has accounts
receivable from its Class A members of $26,831 and $24,565 as of
December 31, 2008 and 2007, respectively.

The Cooperative has notes payables to the Class A member of $3,259 and
$5,598 as of December 31, 2008 and 2007, respectively. These notes are
related to the prepayment program. Class A members have the option of
paying their electric bill in advance and in tmn the Cooperative pays the
members interest income. The Cooperative’s interest expense related to the
prepayment program was $406 and $533 in 2008 and 2007, respectively.

The Cooperative has interest-bearing loan receivables from Class A members
of $1,110 and $1,448 as of December 31, 2008 and 2007, respectively.
These loan receivables, which are recorded as part of other assets, are related
to the economic development program whereas Class A members can
borrow funds from the Cooperative, which the members in tum loan to
economic development projects in their service territories. These loans are
typically repaid to the Cooperative over 10 years. The Cooperative recorded
interest income related to the economic development program of $62 and
$82 in 2008 and 2007, respectively.

@NG-TERM POWER AGREEMENTS

The.Cooperative has a power agreement with Great River Energy (GRE) to
share costs and benefits of a 380-megawatt coal-fired generating unit (“Genoa
3”) located in Genoa, Wisconsin. Under the agreement, GRE will pay for 50%
of the costs of operating the plant and GRE is entitled to take 50% of the
output of the plant. This agreement remains in effect until the retirement of
the unit from service or until the payment in full of all obligations arising from
the construction of the unit, whichever is later. The Cooperatve provided
substantially all the financing for the construction of the unit and GRE does
not guarantee any portion of any debt of the Cooperative. As a result, the
Cooperative records the assets, debts, and operating costs of Genoa 3 on the
consolidated financial statements. Energy charges to GRE under the
agreement were $49,009 and $39,912 during 2008 and 2007, respectively.

@SET RETIREMENT OBLIGATIONS

AI?.ARO is the result of legal or contractual obligations associated with the
retirement of a tangible long-lived asset that results from the acquisition,
construction, or development and/or the normal operation of a long-lived
asset. The Cooperative determines these obligations based on an estimated
asset retirement cost adjusted for inflation and projected to the estimated
settlement dates and discounted using a credit-adjusted risk-free interest rate.
Upon initial recognition of a liability for ARO, the Cooperative capitalizes the
asset retirernent cost by increasing the carrying amount of the related
long-lived asset by the same amount as the liability. The Cooperative allocates
that asset retirement cost to expense using the straight-line method over

the remaining useful life of the related long-lived asset. The accretion of the
obligation is recognized over time up to the settlement date. Any future
change in estimate will be recognized as an increase or a decrease in the
carrying amount of the liability for an ARO and the related asset retirement
cost capitalized as part of the carrying amount of the related long-lived asset.

The Cooperative adopted FIN 47, Accounting for Conditional Asset Retirement
Obligations — an interpretation of FASB Statement No. 143, on December 31,
2005. Upon adoption of FIN 47, the Cooperative has determined that it has
AROs related to future removal and disposal of asbestos at its power plants.
The Cooperative recorded an additional discounted liability of $461 in 2008
and $1,340 in 2007 related to this obligation.

The Cooperative has established a decommissioning trust to accumulate the
estimated amounts necessary to decommission a nuclear power plant that

H

the Cooperative formerly operated. The assets of this trust in the amount of
$61,753 as of December 31, 2008 and $68,596 as of Decemnber 31, 2007,
are outside the Cooperative’s administrative control and are available solely to
satisfy the future costs of decommissioning. The assets of a second fund, a
supplemental reserve of $11,335 as of December 31, 2008, and $14,463 as
of December 31, 2007, are designated to be used for such decommissioning
efforts or for removal and temporary storage for the spent nuclear fuel pending
permanent storage by the U.S. Department of Energy (DOE). These amounts
are recorded as other noncurrent assets in the consolidated balance sheets.
The nuclear decommissioning obligation is recorded in the consolidated
balance sheets in other noncurrent liabilities.

There are no assets legally restricted for purpose of settling the ARO related to
future removal and disposal of asbestos. This ARO is recorded in other
noncurrent liabilities in the consolidated balance sheets.

A reconciliation of the beginning and ending aggregate carrying amount of the
obligations as of December 31, 2008 and 2007, is as follows:

[ —

2008 2007
! Balance - beginning of year. . ................ ... ... $ 80,000 $ 81,807
! Additional obligation due to change in estimated cash flows . 461 1,340
Accretionin ARO ... . ..o 456 126
Incurred costs on decommissioning projects. . . ......... (3,096) (9,351)
Provision recorded as decommissioning liabilides . . .. .. .. 5,455 6,078
| Balance —end ofyear ........... ... $ 80,000

$ 83,276

| S —

The Cooperative did not record a conditional ARO related to the dismantlement
of the dam and drainage reservoir for the hydro generation plant at Flambeau;
the restoration of land to preexisting condition at Genoa Station #3 site related
to the Land Rights Permit; dismantlerment of equipment and removal of
generators related to the easement interest at various power plants; and the
removal of transmission lines in various corridors because the Cooperative does
not have sufficient information to estimate the fair value of the ARO.

4
(NUCLEAR REACTOR

Thie La Crosse Boiling Water Nuclear Reactor (LACBWR) was voluntarily
removed from service by the Cooperative effective April 30, 1987. The intent
was to terminate operation of the reactor, and a possession-only license was
obrtained from the Nuclear Regulatory Commission in August 1987.

Under the Nuclear Waste Policy Act of 1982, the United States Department
of Energy (DOE) is responsible for the storage and disposal of spent nuclear
fuel removed from nuclear reactors. LACBWR will remain in safe storage
status (SAFSTOR) until decommissioning of LACBWR is complete. By
statute, the DOE was to have begun accepting spent fuel in January 1998,
but has not yet licensed and established a repository. The Cooperative has
presented a damages claim against the DOE for costs incurred from 1999
through 2006 related to spent fuel remaining at LACBWR. The lawsuit for
this damages claim was brought to trial before the U.S. Court of Federal
claims in July 2008. A decision in the case is expected to be rendered during
2009. The Cooperative continues to evaluate alternatives for moving the
spent fuel to a temporary dry storage facility. Dismantlement of nonessential
systems is proceeding on an ongoing basis. The LACBWR decommissioning
plan calls for final decommissioning no later than 2025.

The estimated costs of decommissioning the nuclear generating facility are
based on a decommissioning cost study. The Cooperative’s policy is to provide
addidonal funding of the nuclear decommissioning trust, as necessary, through
rates or through wransfers from the supplemental reserve, and with future eam-
ings, to ensure the trust will be sufficient to cover final decommissioning
expenses. The annual decommissioning expense, including SAFSTOR costs,

is recovered from the Class A members. Eamings on the nuclear decommis-
sioning funds and the equivalent provision for nuclear decommissioning costs
are recorded as non-operating margins, since the plant is no longer in service.
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CLASS A MEMBERS
Wisconsin

. Barron Electric Cooperative/Barron

. Bayfield Electric Cooperative/Iron River

. Chippewa Valley Electric Cooperative/Cornell
. Clark Electric Cooperative/Greenwood

. Dunn Energy Cooperative/Menomonie

. Eau Claire Energy Cooperative/Fall Creek

. Jackson Electric Cooperative/Black River Falls

. Jump River Electric Cooperative/Ladysmith
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. Oakdale Electric Cooperative/Oakdale

o
o

. Pierce Pepin Cooperative Services/Ellsworth
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. Polk-Burnett/Centuria
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. Price Electric Cooperative/Phillips
. Richland Electric Cooperative/Richland Center
. Riverland Energy Cooperative/Arcadia
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. St. Croix Electric Cooperative/Hammond
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. Scenic Rivers Energy Cooperative/Lancaster
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. Taylor Electric Cooperative/Medford
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. Vernon Electric Cooperative/Westby

MINNESOTA

lowa

19. Allamakee-Clayton Electric
Cooperative/Postville

20. Hawkeye REC/Cresco

21. Heartand Power Cooperative/

Thompson & St. Ansgar

Minnesota

22. Freeborm-Mower Cooperative Services/
Albert Lea

23. People’s Cooperative Services/Rochester

24. Tri-County Electric Cooperative/Rushford

lllinois
25. Jo-Carroll Energy/Elizabeth

CLASS B MEMBERS
Adams-Columbia Electric
Cooperative/Friendship, Wis.

Central Wisconsin Electric Cooperative/lola, Wis.
Oconto Electric Cooperative/Oconto Falls, Wis.

Rock Energy Cooperative/Janesville, Wis.

CLASS C MEMBERS
Great River Energy/Maple Grove, Minn.
Minnkota Power Cooperative/Grand Forks, N.D.

ILLINOIS

CLASS D MEMBERS
City of Arcadia, Wis.

Village of Argyle, Wis.

Village of Cashton, Wis.

City of Cumberland, Wis.

City of Elroy, Wis.
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City of Fennimore, Wis.

City of Forest City, lowa

=

Village of La Farge, Wis.
i. City of Lake Mills, lowa
City of Lanesboro, Minn.

b e

McGregor Municipal Utilities, lowa

Village of Merrillan, Wis.

. City of New Lisbon, Wis.
Osage Municipal Utilities, lowa
City of St. Charles, Minn.
Village of Viola, Wis.
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CLASS E & F MEMBERS
Alliant Energy/Madison, Wis.

City of Independence, lowa

City of Rushford, Minn.

GEN~SYS Energy/La Crosse, Wis.

Northwestern Wisconsin Electric Co./Frederic, Wis.

Southern Minnesota Municipal Power Agency/
Rochester, Minn.

Xcel Energy/Denver, Colo.

FACILITIES ON MAP:
Headquarters/La Crosse, Wis.
Alma Generating Site/Alma, Wis.
Elk Mound Generating Station/
Elk Mound, Wis.
Flambeau Hydro Station/Ladysmith, Wis.
Genoa Generating Site/Genoa, Wis.
McNeilus Wind Farm/Adams, Minn.
Seven Mile Creek Landfill Station/Eau Claire, Wis.

Winnebago Wind Power Project/Thompson, lowa

FACILITIES NOT SHOWN:
Central Disposal Landfill/Lake Mills, lowa*
Timberline Trail Landfill/Weyerhaeuser, Wis. *
Five Star Dairy/ Elk Mound, Wis.

Norswiss Dairy/Rice Lake, Wis.

Wild Rose Dairy/La Farge, Wis.

*Waste Management, Inc., Facilities




With headquarters in La Crosse, Wis., Dairyland Power
Cooperative is a generation and transmission cooperative
(G&T) that provides the wholesale electrical requirements and
other services for 25 electric distribution cooperatives and

16 municipal utilities in the Upper Midwest. In turn, these
cooperatives and municipals deliver the electricity to consumers—

meeting the energy needs of more than half a million people.

Dairyland was formed in December 1941. Today, the
cooperative’s generating resources include coal, natural gas,
hydro, wind, landfill gas and animal waste. Dairyland delivers
electricity via more than 3,100 miles of transmission lines and
nearly 300 substations located throughout the system’s

44,500 square mile service area.

Dairyland’s service area encompasses 62 counties in four
states (Wisconsin, Minnesota, lowa and lllinois). Dairyland,a
Touchstone Energy Cooperative, has provided low-cost, reliable

electrical energy and related services for nearly 68 years.

Please visit our website at www.dairynet.com for more

information on Dairyland Power Cooperative.

&Y Asan effort to preserve the environment,

"’ this report is printed on recycled paper.

Dairyland Power Cooperative
3200 East Avenue South, PO. Box 817
La Crosse, WI 54602-0817

www.dairynet.com




