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PRESERVE the past

   OPTIMIZE the present

      INNOVATE the future



1. Beltrami Electric Cooperative
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Fargo, N.D.

3. Cavalier Rural Electric Cooperative
Langdon, N.D.

4. Clearwater-Polk Electric Cooperative
Bagley, Minn.

5. Nodak Electric Cooperative
Grand Forks, N.D.

6. North Star Electric Cooperative
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8. Red Lake Electric Cooperative
Red Lake Falls, Minn.

9.  Red River Valley Cooperative  
Power Association
Halstad, Minn.

10. Roseau Electric Cooperative
Roseau, Minn.

11. Wild Rice Electric Cooperative
Mahnomen, Minn.

S quare Butte Electric Cooperative owns 
Unit 2 at the Milton R. Young Station, a 
455-megawatt, mine-mouth generating 
station located near Center, N.D. The 

lignite-based facility is named after Milton 
R. Young, the late United States senator from 
North Dakota. Square Butte was organized 
May 24, 1972, and the Young 2 generating 
station began commercial operation on May 
6, 1977. 

Square Butte is affiliated with Minnkota 
Power Cooperative, headquartered in Grand 
Forks, N.D., by reason of common ownership 
and management. Minnkota, acting as agent, 
also operates and maintains Young 2.

During the first seven years of operation, 
Square Butte sold the entire plant output to 
Minnesota Power, based in Duluth, Minn. 
From 1985 through 2005, 29% of the electricity 
generated was sold to Minnkota and 71% was 
sold to Minnesota Power. Minnkota began 
exercising additional energy purchase options 
in 2006. Currently, Minnesota Power and 
Minnkota each purchase 50% of the Young 
2 output from Square Butte. Minnkota also 
purchases 28% of Minnesota Power’s share 
under a separate agreement. 

On May 29, 1998, Square Butte became 
the sole owner of both Young 2 and the 
465-mile Center to Duluth DC transmission 
line following a lease buyout from the 
equity-owner banks. In 2009, Minnesota 
Power purchased the Center to Duluth DC 
transmission line from Square Butte. As a 
result, Minnkota built a 250-mile, 345-kilovolt 
(kV) transmission line to transport the 
Young 2 energy it receives to Grand Forks. 
Since its inception, Square Butte has been 
committed to supplying reliable energy at the 
lowest possible cost while maintaining and 
preserving the natural environment.

Member-owner  
cooperatives
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T hese concepts drove Square 
Butte Electric Cooperative to 
another successful year of power 
generation in 2019 and set the 

foundation for a focused 2020. With 
new goals and new opportunities 
ahead of us, we are eager to see what 
the new decade brings at the Milton 
R. Young Station.

Although an extended major 
maintenance outage kept Unit 2 
down longer than originally planned 
in 2019, the generator still maintained 
80.4% availability (just 1.6% below 
target) thanks to the hard work and 
preparation of the plant team. Unit 
2 generated 2,871,092 net megawatt-
hours (MWh) with an average 
plant load of 408 MW (compared 
to 417 MW in 2018). Square Butte’s 
average power cost was 56.1 mills 
per kilowatt-hour (kWh) compared 
to the 54.2 mills that was budgeted. 
By the end of December 2019, the 
cooperative’s power costs added 
up to $160.9 million – 3.5% under 
budget. The year-end total was lower 
than expected due largely to lower 
fuel consumption.

In 2019, Square Butte elected a 
new president, Marcy Svenningsen 
of Cass County Electric Cooperative. 
Svenningsen fills the role of past 
president Mark Habedank, who had 
graciously served in that post since 
2015. 

Square Butte Electric Cooperative 
takes prides in maintaining a secure 
and safe work environment. The past 
year brought security enhancements 
at the Young Station to minimize the 
potential impact of external threats. 
The facility added 24/7 front gate 
security coverage and implemented 
a new Physical Access Control 
System (PACS), which now requires 
electronic badging in and out of 
certain work areas. The security 
upgrades are in accordance with new 
North American Electric Reliability 
Corporation (NERC) requirements 
that have been established for the 
plant.

Safety continues to be a driving 
force behind the success of the Young 
Station, and that was validated with 
the achievement of a significant 
employee milestone. In April, the 
Young Station celebrated 1 million 
work hours without a lost-time 
injury – the first such milestone in the 

plant’s history. The station closed the 
year having gone 1,266 days without 
a lost-time injury, and employees 
maintained that record into 2020. 
The plant was also honored in 2019 
with the Lignite Energy Council’s 
2018 Distinguished Safety Award, 
presented to plants or mines that 
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Report to the Members

In April 2019, the Young Station celebrated 1 million 
work hours without a lost-time injury – the first such 
milestone in the plant's history.

Marcy Svenningsen
President

Mac McLennan
General Manager

Preservation. Optimization. Innovation.
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keep an accident incident 
rate lower than the national 
average. These honors, 
combined with the launch of 
new safety initiatives, provide 
the groundwork for a culture 
of safety for years to come.

The Young Station wasn’t 
only recognized for its above-
and-beyond performance 
in safety, but also for its 
achievement in environmental 
stewardship. In 2019, the plant 
was 100% compliant with all 
air quality, water quality and 
solid waste storage standards.

As our eyes adjust to 
the goals of 2020, we are 
fortunate to have the lens of 
experience that we gained 
from a successful 2019. In the 
following pages of this annual 
report, we will highlight 
how Square Butte preserved 
its strong foundation with a 
well-executed major outage, 
optimized its operations 
through efficiency initiatives 

with BNI Coal and innovated 
side-by-side with the region’s 
researchers, local leaders and 
industry experts in developing 
Project Tundra.

It is our honor to fulfill 
the duties of president and 
general manager of Square 
Butte Electric Cooperative 
– the people that surround 
us make it a pleasure. Our 
gratitude goes out to the 
employees of Minnkota Power 
Cooperative, our operating 
agent; Minnesota Power, our 
respected customer; and BNI 
Coal, our partner in electricity 
generation. We would also 
like to thank all others, 
from contracted entities to 
community supporters, who 
helped us reliably power the 
region in 2019.

Marcy Svenningsen
President

Mac McLennan
General Manager

Square Butte Electric Cooperative understands the importance of preserving its past, 
optimizing its present and innovating for the future. This has been the case since the 

cooperative was organized in 1972, and was made clear once again in 2019.
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Preserve. Optimize. Innovate.

During the major outage, the Unit 2 low pressure turbines 
were opened up for inspection and maintenance.

Square Butte Electric Cooperative 
understands the importance of preserving its 
past, optimizing its present and innovating 
for the future. This has been the case since the 
cooperative was organized in 1972 and was 
made clear once again in 2019. 

Overcoming considerable challenges, 
plant personnel executed a multi-week 
major maintenance outage that prepared the 
Milton R. Young Station’s Unit 2 generator 
for its next three-year run. Leaders of Square 
Butte, Minnkota and BNI Coal worked as 
one to streamline operations, including 
improvements to inventory, active coal 
storage and delivery, which resulted in 
substantial cost savings. And with funding 
secured for further engineering and design 
studies, the team behind Project Tundra 
innovated alongside several partners to 
push the carbon-capture initiative closer to 
realization. 

It was all in a year’s work – but the 
outcomes won’t be reined by the limits of the 
calendar.

Unit 2 major outage
On Sept. 7, Unit 2 was taken 

offline for a major maintenance 
and inspection outage. Months of 
preparation went into coordinating 
dozens of projects, hundreds 
of contractor tradesmen and 
Minnkota’s plant crews. The 
intricate planning paid off – 
although the outage went 13 days 
later than anticipated (ending Nov. 
1), tasks were completed safely and 
successfully.

Among the missions of the 
outage were the inspection and 
maintenance of major areas such 
as the low pressure turbines and 
the boiler. Teams also replaced 
expansion joints, overhauled the 
primary coal crushers and rebuilt 

the turbine control valves. As is typical, the 
work included emergent projects found to be 
necessary through equipment inspections.

When Unit 2 was firing once again, outage 
planners found the undertaking came in 
slightly under the $16.1 million O&M budget 
and under the $13 million capital budget – a 
significant accomplishment considering the 
extension. 

Mine optimization
The Young Station made incredible 

progress in 2019 on an efficiency plan 
co-developed with BNI Coal. The mine 
optimization initiative began in 2016 after 
a discussion between Minnkota president 
and CEO Mac McLennan and BNI Energy 
president and general manager Wade 
Boeshans. The two understood that if they 
examined their already strong partnership, 
they could find ways to help each other save 
time and money.

Over the course of many discussions and 
suggestions from all levels, the optimization 
group identified several opportunities to 
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Since implementation in 2018, a new way of sequencing deliveries to the plant has allowed  
BNI to substantially increase its “tons per truck hour” moved, creating signficant cost reduction.

BNI Energy president and general manager Wade Boeshans (left) and Minnkota senior 
manager of Power Production Craig Bleth discuss their collaborative team's next steps 
toward efficiency and savings.

collaborate – fine-tuning the coal deliveries, 
reclaiming a remote coal stockpile and 
expanding the coal stockpile at the plant, and 
finding ways to share equipment and expertise.

Improved coal delivery was the first goal 
accomplished. Since implementation in 2018, 
a new way of sequencing deliveries to the 
plant has allowed BNI to substantially increase 
its “tons per truck hour” moved, creating 
significant cost reductions.

In 2019, BNI moved forward with an 
expansion of the active coal storage pile at 
the plant. To accommodate the new size, 
Minnkota’s power delivery crews rerouted 
two 230-kV power lines. The increased active 
storage at the plant allows the emergency 
million-ton field coal stockpile to be utilized, 
resulting in a reduction in coal price over a 
three-year period, as well as a reduction in 
future mine reclamation costs.

Minnkota has contracted with BNI to 
perform the preventive and breakdown 
maintenance of Minnkota’s equipment, 
achieving lower labor and parts pricing. 
Similarly, Minnkota has begun utilizing BNI to 
execute certain earthworks projects, creating 

additional value. Minnkota and BNI 
have also agreed to share certain heavy 
equipment to minimize ownership costs. 

Looking forward, the companies will 
continue to evaluate opportunities to 
keep our joint enterprise as competitive 
as possible.

Project Tundra
Square Butte and its partners 

continue to plan for navigating an 
increasingly carbon-managed energy 
landscape while sustaining the reliability 
and affordability that our member-
owners count on. The pursuit of Project 
Tundra may be one of the keys.

If completed, Project Tundra would 
retrofit Unit 2 with technology to 
capture more than 90% of the unit’s 

carbon dioxide (CO2). That CO2 would 
then be permanently stored in a safe and 
secure geologic formation more than a mile 
underground.

Project Tundra gained footing in 2019 
when the state of North Dakota and the U.S. 
Department of Energy granted a collective 
$24.8 million in funding for the next stage 
of the project’s engineering and design, 
set to take place in 2020. These advanced 
stages of planning come after a robust year 
of research in 2019, which included pilot-
scale testing at the plant, a geologic data 
gathering partnership with the Energy and 
Environmental Research Center (EERC) and 
other studies necessary for obtaining the 
project’s required permits.

A definitive decision to proceed with the 
project will likely be made by the first quarter 
of 2021. If Project Tundra moves forward, 
construction could begin as early as 2022. The 
facility would demonstrate a technological 
leap in carbon capture, paving the path 
for other coal plants around the country – 
and around the world – to manage carbon 
effectively. 



Paul Sigurdson
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Energy Sales
to Minnkota

$82.75 million
50.0%

Energy Sales
to Minnesota

Power
$82.75 million

50.0%

Revenues
$165.5 million

2015 2016 2017 2018 2019

46.5

58.8

43.2
47.2

56.1

Average Power Cost
(mills/kWh)

 2019 2018 2017

Power sources (MWh)
Net generation – Young 2 2,871,092 3,435,235 3,479,703

  Total sources 2,871,092 3,435,235 3,479,703

Energy sales (MWh)

Minnesota Power 1,435,546 1,717,618 1,739,852
Minnkota 1,435,546 1,717,617 1,739,851

  Total sales 2,871,092 3,435,235 3,479,703
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Expenses and Net Earnings
$165.5 million

Operating &
Maintenance

Expense
$52.4 million

31.7%

Fixed Charges
$52.7 million

31.8%

Fuel
$57.8 million

34.9%

Net Earnings
$2.6 million

1.5%

Power Sources & Energy Sales

A significant portion of Square Butte’s expenses come from fuel costs 
– primarily for coal uncovered by the 9-million-pound Liberty dragline 
(above) and delivered by BNI Coal. An overall 2019 reduction in fuel 
usage helped Square Butte end the year under budget.

1.6%



T he average power cost for Square Butte in 2019 
was 56.1 mills per kWh – up from the budgeted 
54.2 mills per kWh and up from the 47.2 mills 
per kWh in 2018.

Revenues
Square Butte’s revenues are set to cover 

expenses plus a calculated margin. Revenues 
in 2019 were $165.5 million – down $5.7 million 
from budget. This decrease is due to expenses 
being under budget a similar amount. Square 
Butte’s expenses and margin are passed on to the 
cooperative’s two customers, Minnesota Power and 
Minnkota Power Cooperative. Minnesota Power 
and Minnkota each contributed $82.75 million or 
50% of Square Butte’s revenues in 2019.

Expenses
Square Butte’s expenses consist of fuel, 

operating and maintenance costs and fixed charges. 
They totaled $162.9 million in 2019, which is down 
$5.8 million from budget. 

Fuel costs totaled $57.8 million in 2019, which 
was $5.1 million under budget. Fuel costs consist 
primarily of coal provided by BNI Coal under 
a cost-plus contract and coal royalties paid to 
Minnkota at $0.48 per ton. Less coal usage was the 
main reason for being under budget.

Operating and maintenance expenses amounted 
to $52.4 million in 2019, which was $0.6 million 
under budget. These expenses were under budget 
mainly due to reduced chemical usage in the 
emissions reduction processes.

Fixed charges include interest, depreciation and 
income taxes. They totaled $52.7 million in 2019, 
which is $0.1 million under budget. These expenses 
are down mainly due to lower variable interest 
rates on short-term and long-term debt.  

Net Earnings
Net earnings after income taxes were $2.6 

million in 2019 – up $0.1 million from budget. 
Earnings consist of a margin calculated at 5% of 

the Square Butte 
operating and 
maintenance 
costs. Earnings 
also include 
capital credits 
allocated 
by other 
cooperatives to 
Square Butte.

Assets
Net electric 

plant was 
$353.2 million 
on Dec. 31, 2019, and includes construction work 
in progress of $1.5 million. Net electric plant 
decreased by $21.9 million in 2019, primarily due to 
an additional year of depreciation.  

Also shown on the Balance Sheet are current 
assets of $30.4 million, long-term investments of 
$5.8 million and deferred expenses of $14.2 million. 
Total assets were $403.7 million on Dec. 31, 2019 – 
down $8.1 million from last year.

Equities and Liabilities
Long-term debt amounted to $246.2 million 

on Dec. 31, 2019 – a decrease of $25.8 million from 
2018. This decrease is mainly due to an additional 
year of debt principal payments. Other liabilities 
totaled $103.9 million and include current liabilities, 
deferred credits and deferred income taxes. 
Retained earnings on Dec. 31, 2019, totaled $53.6 
million, including the net earnings in 2019 of $2.6 
million.

This has been a brief review of the 2019 financial 
statements. For further information, I urge you to 
review the financial statements, the notes to the 
financial statements and the independent auditor’s 
report found in this annual report.

Respectfully submitted,
Roger Amundson, Secretary-Treasurer

Roger Amundson, Secretary-Treasurer
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Assets

See Notes to Financial Statements

         2019           2018

ELECTRIC PLANT
 In service $ 760,389,788  $ 744,689,081 
 Construction work in progress  1,482,867   3,862,134
   Total electric plant  761,872,655   748,551,215
 Less accumulated depreciation  (408,658,173 )  (373,473,248 )
   Net electric plant  $ 353,214,482  $ 375,077,967

OTHER PROPERTY AND INVESTMENTS
 Investments in associated companies $ 5,833,222  $ 5,679,213 

CURRENT ASSETS
 Cash and cash equivalents $ 5,035,386  $ 499,448
 Accounts receivable –
  Minnkota Power Cooperative, Inc.  8,802,902   9,413,021  
  Minnesota Power  7,945,080   8,728,421
  Other  4,930,537   4,654,423
  Income taxes receivable  -   1,166,897
 Inventories –
  Fuel  2,144,186   2,299,572 
  Materials and supplies  805,287   958,965 
 Prepayments  767,990   700,076
   Total current assets $ 30,431,368  $ 28,420,823 

DEFERRED EXPENSES $ 14,210,778  $ 2,648,263 

TOTAL ASSETS  $ 403,689,850  $ 411,826,266 

As of December 31
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See Notes to Financial Statements

Equities & Liabilities As of December 31

         2019           2018  

EQUITIES
   Memberships issued $ 110  $ 110 
   Retained earnings  53,642,832   50,988,621
         Total equities  $ 53,642,942  $ 50,988,731 

LONG-TERM DEBT 
   Less current maturities and unamortized debt issuance 
   costs of $1,010,458 in 2019 and $1,969,125 in 2018  $ 246,171,635  $ 272,001,149

OTHER NONCURRENT LIABILITIES
  Deferred income taxes $ 15,038,049   $ 15,050,019 
  
CURRENT LIABILITIES
  Current maturities of long-term debt $ 33,840,882   $ 32,164,610
  Lines of credit  32,000,000    22,000,000
  Accounts payable –
      Minnkota Power Cooperative, Inc.  5,148,502   3,642,848 
      Other  10,211,293   9,234,317
      Income tax payable  580,439   141,357 
   Accrued liabilities –
      Property and other taxes  232,883   233,034  
      Interest  3,242,891   3,721,938
         Total current liabilities  $ 85,256,890  $ 71,138,104   

DEFERRED CREDITS $ 3,580,334  $ 2,648,263  
   
TOTAL EQUITIES AND LIABILITIES  $ 403,689,850  $ 411,826,266
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For the Years Ended December 31

         2019           2018

OPERATING REVENUES 
 Energy sales and other $ 162,831,852  $ 163,774,550 
 
 OPERATING EXPENSES
 Fuel $ 57,762,949  $ 62,402,200   
 Operating  32,099,494   32,477,339  
 Maintenance  20,348,797   18,051,245 
 Interest, net  15,123,727   16,199,873
 Interest expense attributable to amortization 
     of debt issuance costs  958,667   900,027 
 Depreciation  35,184,925   33,209,707 
    Total expenses  $ 161,478,559  $ 163,240,391

OPERATING MARGIN $ 1,353,293  $ 534,159 

NONOPERATING MARGIN 
 Nonoperating revenue $ 2,694,746  $ 2,668,996 

NET EARNINGS BEFORE INCOME TAXES  $ 4,048,039  $ 3,203,155 
 Income taxes provision  1,393,828   748,638     
    Net earnings $ 2,654,211   $ 2,454,517

RETAINED EARNINGS, BEGINNING OF YEAR   50,988,621   48,534,104
   
RETAINED EARNINGS, END OF YEAR  $ 53,642,832  $ 50,988,621  

See Notes to Financial Statements
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For the Years Ended December 31

         2019           2018
OPERATING ACTIVITIES 
 Net earnings $ 2,654,211  $ 2,454,517
 Adjustments to reconcile net earnings to net cash
    provided (used) by operating activities  
       Depreciation  35,184,925   33,209,707
       Interest expense attributable to amortization of 
          debt issuance costs  958,667   900,027 
       Deferred income taxes  (11,970 )  1,762,323  
       Amortization of deferred plant expenses  3,836,361   5,409,603 
       Addition of asset retirement obligations  932,071   168,375 
       Capital credit allocations  (724,882 )  (918,153 ) 
 Effects on operating cash flows due to changes in: 
       Accounts receivable  2,284,243   (14,723,201 )
       Inventories  309,064   299,486 
       Prepayments  (67,914 )  (139,403 )
       Accounts payable  2,482,630   355,038 
       Accrued liabilities  (40,116 )  (264,599 )
    Net cash provided (used) by operating activities  $ 47,797,290  $ 28,513,720

INVESTING ACTIVITIES 
 Additions to electric plant, net $ (13,321,440 ) $ (14,256,122 )
 Additions to deferred plant expenses  (15,398,876 )  - 
 Cash received from investments
      CoBank  398,929   778,688
      Roughrider Electric Cooperative  87,417   13,371
      National Rural Utilities Cooperative Finance Corporation  84,527   68,025 
    Net cash provided (used) by investing activities $ (28,149,443 ) $ (13,396,038 )
FINANCING ACTIVITIES
 Proceeds on lines of credit $ 10,000,000  $ 5,000,000 
 Repayments of long-term obligations  (25,111,909 )  (23,868,407 )
    Net cash provided (used) for financing activities $ (15,111,909 ) $ (18,868,407 )
NET CHANGE IN CASH AND CASH EQUIVALENTS  $ 4,535,938  $ (3,750,725 )
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR   499,448    4,250,173  
CASH AND CASH EQUIVALENTS, END OF YEAR  $ 5,035,386  $ 499,448  

SUPPLEMENTAL DISCLOSURE OF CASH FLOW  
 INFORMATION
 Cash paid during the year for interest paid $ 17,172,097  $ 19,918,472

SUPPLEMENTAL DISCLOSURE OF NONCASH  
 FINANCING ACTIVITIES
 Payment of long-term debt from cushion of credit $ 6,850,039  $ 4,577,092

See Notes to Financial Statements
2019 Square Butte Annual Report | 13

Cash Flow

Cash Flow



NOTE 1 - SUMMARY OF SIGNIFICANT  
ACCOUNTING POLICIES 

Nature of Operations
Square Butte Electric Cooperative (“Square Butte” or “the Cooperative”) 

is a North Dakota cooperative association organized in 1972 and is owned by 
eleven member-owner cooperatives. Membership in Square Butte is limited 
to organizations engaged in the business of generating, transmitting or 
distributing electric power within the states of North Dakota and Minnesota.

The Cooperative’s service area is located in northwestern Minnesota and 
eastern North Dakota. The service territory aggregates approximately 35,000 
square miles with a population of approximately 300,000 people. 

Minnkota Power Cooperative, Inc. (“Minnkota”), acting as agent for 
Square Butte, operates and maintains Young 2. Substantially, all maintenance 
and other operating expenses of Square Butte represent costs incurred by 
Minnkota on Square Butte’s behalf under the operating agreement discussed 
in Note 10. Such expenses are billed to Square Butte at cost.

Basis of Accounting
The financial statements of Square Butte have been prepared on the 

basis of accounting prescribed under the Power Sales Agreements with 
Minnesota Power (MP) and Minnkota in accordance with accounting 
principles generally accepted in the United States of America (GAAP), as 
codified by the Financial Accounting Standards Board. The Cooperative 
maintains its accounting records in accordance with the chart of accounts as 
adopted by the Rural Utilities Service (RUS).

Regulatory Accounting
As a result of the rate-making process, the Cooperative applies 

Accounting Standards Codification (ASC) 980, Regulated Operations. The 
application of generally accepted accounting principles by the Cooperative 
differs in certain aspects from the application by non-regulated businesses 
as a result of applying ASC 980. Such differences are generally related to the 
time at which certain items enter into the determination of net margins in 
order to follow the principle of matching costs and revenues. 

Revenues under the Power Sales Agreements are established at 
amounts sufficient to cover all costs of Square Butte plus a defined profit.  
Depreciation under the Power Sales Agreements includes the amount of 
principal applied to reduce the debt on First Mortgage Bonds, Series 1998A, 
CoBank notes, First Mortgage notes, CFC notes, and RUS notes. If straight-
line depreciation had been provided for these properties based on their 
estimated economic useful lives, depreciation expense would have decreased 
by approximately $2,303,000 and $866,000 for the years 2019 and 2018, 
respectively. Accumulated depreciation and amortization of the properties 
would have been increased by approximately $85,499,000 and $87,801,000 at 
December 31, 2019 and 2018, respectively.

Electric Plant and Retirements
The electric plant is stated at the book value plus the acquisition costs 

of formerly leased property, which includes certain indirect costs such as 
general and administrative expenses, interest and other financing costs. 
Normal repairs are charged to maintenance expense, whereas the costs of 
renewals and betterments of units of property are capitalized.

Depreciation 
Depreciation of property, other than that financed by the First Mortgage 

Bonds, CoBank, First Mortgage Notes, CFC notes, and RUS notes discussed 
above, is provided based on the straight-line method at rates designed to 
amortize the original cost of the properties over the estimated useful lives of 
each of the various classes of property or the remaining original term of the 
Power Sales Agreement, whichever is less. Beginning in 2011, all non-financed 
property is depreciated over the estimated useful life not beyond 2042.

Cash and Cash Equivalents
For purposes of reporting cash flows, the Cooperative considers all 

highly liquid investments purchased with a maturity of three months or less 
to be cash equivalents.

Receivables and Credit Policies
Trade receivables are uncollateralized customer obligations due under 

normal trade terms requiring payment within 20 days from the billing date.  
Management has deemed that no late fees or interest charges are assessed 
to the receivables. Payments on trade receivables are allocated to the earliest 
unpaid billings. Management has determined that an allowance for doubtful 
accounts is not necessary, as all balances are considered fully collectible.

Investments
Investments are patronage allocations from cooperatives and other 

affiliates stated at cost.

Inventories 
Fuel is recorded at cost using a LIFO (last-in, first-out) basis. Material 

and supplies are stated at average cost.

Deferred Expenses
Deferred expenses consist of deferred outage expenses related to the 

Young 2 generation facility owned by the Cooperative, as well as deferred 
expenses related to the future retirement of long-lived assets. See also Note 4.

Allowance for Funds Used During Construction (AFUDC)
The allowance for funds used during construction is capitalized interest 

on all construction projects with a budgeted cost greater than $50,000. AFUDC 
is classified as a reduction of interest expense.

Revenue Recognition
Revenues are primarily from electric sales to customers. Electric revenues 

are recognized over time as electricity is delivered to customers. Electric 
revenues are based on the reading of customer meters, which occurs on a 
systematic basis throughout each reporting period and represents the fair 
value of the electricity delivered. 

Revenues are recognized equivalent to the value of the electricity supplied 
during each period, including amounts billed during each period and changes 
in amounts estimated to be billed at the end of each period. The Cooperative 
has elected to apply invoice method to measure progress towards completing 
performance obligations to transfer electricity to their customers.

Business and Credit Risk
The Cooperative maintains its cash balances in a locally owned bank. 

Such balances are insured by the Federal Deposit Insurance Corporation up 
to $250,000. The cash balances exceeded insurance coverage at various times 
during the fiscal years.

Fair Value Measurements
The Cooperative has determined the fair value of certain assets and 

liabilities in accordance with GAAP, which provides a framework for 
measuring fair value. 

Fair value is defined as the exchange price that would be received for an 
asset or paid to transfer a liability in an orderly transaction between market 
participants on the measurement date. Valuation techniques should maximize 
the use of observable inputs and minimize the use of unobservable inputs.

A fair value hierarchy has been established, which prioritizes the 
valuation inputs into three broad levels. Level 1 inputs consist of quoted prices 
in active markets for identical assets or liabilities that the reporting entity has 
the ability to access at the measurement date. Level 2 inputs are inputs other 
than quoted prices included within Level 1 that are observable for the related 
asset or liability. Level 3 inputs are unobservable inputs related to the asset or 
liability.

The Cooperative does not have any assets or liabilities subject to the level 
1, 2, or 3 valuation as of December 31, 2019 and 2018 and does not anticipate 
participating in transactions of this type in the future.

The fair value of the Cooperative’s long-term debt was estimated 
based upon borrowing rates currently available to the Cooperative for bank 
loans with similar terms and average maturities. The estimated fair value of 
the Cooperative’s long-term debt was $302,000,000 and $310,000,000 as of 
December 31, 2019 and 2018, respectively.

Accounting Estimates
The presentation of financial statements in conformity with accounting 

principles generally accepted in the United States of America requires 
management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period.  Actual results could differ 
from those estimates.

Income Taxes
Deferred taxes are provided on a liability method whereby deferred tax 

assets are recognized for deductible temporary differences and operating 
loss and tax credit carry-forwards and deferred tax liabilities are recognized 
for taxable temporary differences. Temporary differences are the differences 
between the reported amounts of assets and liabilities and their tax bases.  
Deferred tax assets are reduced by a valuation allowance when, in the opinion 
of management, it is more likely than not that some portion or all of the 
deferred tax assets will not be realized. Deferred tax assets and liabilities 
are adjusted for the effects of changes in tax laws and rates on the date of 
enactment.

The Cooperative’s policy is to evaluate the likelihood that its uncertain 
tax positions will prevail upon examination based on the extent to which those 
positions have substantial support within the Internal Revenue Code and 
Regulations, Revenue Rulings, court decisions and other evidence.14 | 2019 Square Butte Annual Report
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  2019 	 	   2018

Deferred Expenses – January 1 $ 2,648,263  $ 8,057,866
Deferred Outage Costs Added  15,398,876   - 
Retirement of Long-Lived Assets   932,071   168,375  
Deferred Outage Costs Expensed  (4,768,432 )  (5,577,978 ) 
Deferred Expenses – December 31 $ 14,210,778  $ 2,648,263

Deferred expense balances are summarized below:

    2019 	 	   2018     

Young 2 Deferred Outage Expenses $ 10,630,444  $ -
Deferred Expenses – Retirement of 
     Long-Lived Assets  3,580,334   2,648,263 

Deferred Expenses – December 31 $ 14,210,778  $ 2,648,263

NOTE 5 - LONG-TERM DEBT

The long-term debt of the Cooperative consists of: 

    2019  	 				2018	  
                                                                                           
Rural Utilities Service (RUS) mortgage notes
 Fixed rate notes (2.05%-4.89%) due in     
    quarterly installments through 2026 $ 53,714,426  $ 60,564,465 
 
 Less RUS advance payments 
  - cushion of credit  (25,611,801 )  (32,664,498 )
   28,102,625   27,899,967 
First Mortgage 
 Bond Series 1998A, 6.79% due in 
    semi-annual installments through 
     2024 (based upon effective interest  
     rate of 7.74%)  66,908,000   80,300,000 
     Less unamortized debt issuance costs  (461,629 )  (1,385,882 )

 Fixed rate notes (4.48%-5.78%) due 
    in semi-annual and quarterly 
    installments through 2042 (based 
     upon effective interest rate of 5.00%)  76,407,770   78,260,212 
     Less unamortized debt issuance costs  (471,725 )  (495,745 )

 Fixed rate note (4.65%) due in 2026  13,250,000   13,250,000 
   155,632,416   169,928,585

CoBank mortgage notes 
 Fixed and variable rate notes (3.73%- 
    6.74% due in quarterly installments 
    through 2026 (based upon effective   
    interest rate of 5.00%)  70,214,325   78,320,478 
     Less unamortized debt issuance costs  (77,104 )  (87,498 )

   70,137,221   78,232,980

National Rural Utilities Cooperative 
 Finance Corporation (CFC) mortgage 
    note - fixed rate (3.55%) due in 
    quarterly installments through 2030  26,140,255   28,104,227

     Total long-term debt  280,012,517   304,165,759 
         Less current maturities  (33,840,882 )  (32,164,610 )

         Long-term debt $ 246,171,635  $ 272,001,149  
        
Future maturities of long-term debt are as follows: 

Years ending December 31 Amount  
2020 $ 33,840,882
2021  35,608,050
2022  37,504,941
2023  39,491,382
2024  26,608,688
Thereafter   107,969,032 
Debt issuance costs   (1,010,458 ) 
Total Long-Term Debt $ 280,012,517

All loan funds advanced by RUS are deposited in a special trust bank 
account, the disbursements from which are restricted by the provisions of the 
loan agreement to purposes approved by RUS. All loan funds advanced from 
First Mortgage, CoBank, and CFC are deposited in the general checking bank 
account. At December 31, 2019, there were no unadvanced loan funds to the 
Cooperative.

Debt Issuance Costs
Debt issuance costs are amortized over the period the related obligation 

is outstanding using the effective interest method. Debt issuance costs are 
included within long-term debt on the balance sheet. Amortization of debt 
issuance costs is included in interest expense attributable to amortization of 
debt issuance costs in the accompanying financial statements.

Recently Adopted Accounting Standards
In 2014, the FASB issued ASC 606, Revenue from Contracts with Customers 

(ASC 606), replacing the existing accounting standard and industry-specific 
guidance for revenue recognition with a five-step model for recognizing and 
measuring revenue from contracts with customers. The underlying principle of 
the standard is to recognize revenue to depict the transfer of goods or services to 
customers at the amount expected to be collected. ASC 606 became effective on 
January 1, 2019, and the Cooperative adopted it using the modified retrospective 
method applied to open contracts and only to the version of contracts in effect 
as of January 1, 2019. In accordance with the modified retrospective method, 
the Cooperative's previously issued financial statements have not been restated. 
The adoption of ASC 606 by the Cooperative had no significant impact on the 
timing of revenue recognition in either the current or prior year. As such, no 
cumulative effect adjustment to retained earnings was required, and there 
was no material impact to the amounts reported in the current year financial 
statements. ASC 606 did however require enhanced disclosures regarding the 
nature, amount, timing, and uncertainty of revenue and the related cash flows 
arising from contracts with customers, which are included in Note 6.

NOTE 2 - ELECTRIC PLANT
    2019 	 	   		 				2018   

Generation plant $ 743,837,176  $ 728,260,166
Transmission plant   13,250,680   13,250,680
General plant  3,301,932   3,178,235   
     Electric plant in service $ 760,389,788  $ 744,689,081 
Construction work in progress   1,482,867   3,862,134 
     Total electric plant $ 761,872,655  $ 748,551,215

The allowance for funds used during construction was $54,500 and $203,000 
in 2019 and 2018, respectively.

NOTE 3 - INVESTMENTS IN ASSOCIATED COMPANIES
    2019 	 	   		 				2018   

Patronage Capital Allocations
     CoBank  $ 5,303,524  $ 5,097,572
     Roughrider Electric Cooperative, Inc.  342,533   429,949   
     National Rural Utilities      
        Cooperative Finance Corp. (CFC)  177,451    141,978 
     Minnkota Power Cooperative, Inc.   8,714   8,714 
Memberships  1,000   1,000 
     Total Investments in Associated 
        Companies  $ 5,833,222   $ 5,679,213

NOTE 4 - DEFERRED EXPENSES
The Cooperative has an expense deferral plan pertaining to outage 

expenditures at the Young 2 facility. The plan is in accordance with 
accounting principles generally accepted in the United States of America 
and was approved by RUS in 1998. The total expenses are being charged 
to operations over a three or six year period. The Cooperative deferred 
$15,398,876 and $0 as of December 31, 2019 and 2018, respectively. 

The Cooperative recorded a deferred expense as a result of the 
timing difference of accounting for costs associated with the retirement of 
long-lived assets for financial reporting pursuant to accounting principles 
generally accepted in the United States of America and for the purposes 
of rate-making. The Cooperative deferred $3,580,334 and $2,648,263 as of 
December 31, 2019 and 2018, respectively.
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NOTE 6 - REVENUES FROM CONTRACTS WITH CUSTOMERS
The revenues of the Cooperative are primarily derived from providing 

wholesale electric service to its customers. Revenues from contracts with 
customers represent over 98% of all Cooperative revenues. Below is a 
disaggregated view of the Cooperative’s revenues from contracts with 
customers as well as other revenues, including their location on the statement 
of revenues, expenses and retained earnings:

Revenue  Operating Nonoperating  
streams revenue revenue

Energy sales to customers $ 162,106,970  $ -
Other nonoperating revenue  -   2,694,746
Total revenue contracts with customers $ 162,106,970  $ 2,694,746
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NOTE 9 - DEFERRED CREDITS 
The deferred credits balance is made up of an asset retirement obligation 

resulting from the production of power at the Young 2 facility. 
The FASB has issued guidance which provides accounting requirements 

for retirement obligations associated with tangible long-lived assets. Retirement 
obligations associated with long-lived assets are those for which there is a legal 
obligation to settle under existing or enacted law, statute, ordinance, written or 
oral contract or by legal constructions under doctrine of promissory estoppel. 

Assets considered for potential asset retirement obligations include 
generating plants and transmission assets on property under easement 
agreement or license. 

Management has determined that the Cooperative has a legal obligation 
to close its ash and sludge disposal ponds upon reaching the end of their useful 
lives resulting in the recording, at a discounted present value, a deferred expense 
and asset retirement obligation of $3,580,334 and $2,648,263 at December 31, 2019 
and 2018, respectively. The deferred expenses were recognized in accordance 
with U.S. GAAP.

Under the power sales agreements with Minnkota and MP, the pass-
through of closure costs are not due until the actual closure costs are incurred. 
Asset retirement obligations for generation plant are not recorded as a liability, 
due to the fact that governmental authorization for construction did not impose 
post-closure obligations.

NOTE 10 - SALES, OPERATING AND COAL SUPPLY AGREEMENTS
Under the Power Sales Agreements dated May 29, 1998, which expire 

on January 2, 2027, MP was entitled to purchase 70.8333% and Minnkota 
was entitled to purchase 29.1667% of the entire output of Young 2 generation 
facility. Subsequent to the original agreement, certain options were available, 
and exercised, to increase Minnkota’s percentage, respectively decreasing MP’s 
percentage. Currently, MP and Minnkota each purchase 50% of the net capability 
of Young 2 as a result of exercising these options.

On December 30, 2009, Minnkota, Square Butte, and MP completed an 
agreement in which Minnkota receives additional energy and capability from 
Young 2. Between 2014 and 2026, Minnkota has the option to acquire MP’s 
50% allocation from Young 2. In 2014, Minnkota exercised this option and 
started purchasing an additional 22.5275% allocation of Young 2 from MP. This 
allocation increased to 28.022% on January 1, 2015. This allocation will increase by 
approximately 4.4% per year from 2022-2026. From 2027 through 2042, Minnkota 
will purchase 100% of the Young 2 output directly from Square Butte.

The power sales agreements provide for a pass-through on a percentage 
basis according to the respective entitlements to the output and capacity of 
Young 2, of all of Square Butte’s costs, plus a margin of 5% of non-fuel operating 
expenses. Each purchaser is required to make full payment of the cost of power 
based on its percentage entitlement. The payment obligations of MP and Minnkota 
are several and not joint, and are not guarantees of any Square Butte obligations.

The Cooperative has an agreement with Minnkota whereby Minnkota 
operates Young 2. All costs associated with the operation of Young 2 are paid by 
the Cooperative. In addition, the Cooperative pays a minimum annual royalty of 
$1,350,000 to Minnkota on coal purchased.

The Cooperative has a Coal Supply Agreement with BNI Coal Ltd. to 
purchase coal for Young 2. This agreement expires in 2037, with an additional 
5-year extension at the Cooperative’s option. The agreement provides for 
reimbursement to BNI Coal Ltd. of all fixed production costs and labor plus 
a specified profit on each ton of coal delivered. Billings from BNI Coal Ltd. to 
the Cooperative approximated $53,237,000 and $57,824,000 for the years ended 
December 31, 2019 and 2018, respectively.

NOTE 8 - INCOME TAXES
Deferred tax assets and liabilities consist of the following components 

as of December 31, 2019 and 2018: 
 2019  	 						 		2018	  
Deferred Tax Assets
 Inventories $ (303,330 ) $ (403,569 ) 
 Net Operating Losses  -   (1,451,661 ) 
 Alternative Minimum Tax (AMT)  (531,086 )  (1,093,129 ) 
 Amortization  (721,692 )  (824,564 ) 
    Total Deferred Tax Asset  (1,556,108 )  (3,772,923 )

Deferred Tax Liability 
 Depreciation  15,369,094   17,597,879 
 Capitalized Interest  1,225,063   1,225,063
    Total Deferred Tax Liability  16,594,157   18,822,942

     Net Deferred Tax Liabilities $ 15,038,049  $ 15,050,019

The provision for income taxes charged to income for the years ended 
December 31, 2019 and 2018 consists of the following:

 2019  	 						 		2018	  
Current Provision $ 1,405,798  $ (1,025,540 )
Deferred Expense (Benefit)  (11,970 )  1,774,178  
 Balance $ 1,393,828  $ 748,638 

NOTE 11 - RELATED PARTY TRANSACTIONS
During the years ended December 31, 2019 and 2018, the Cooperative 

contracted services provided by Minnkota. The transactions conducted 
between the Cooperative and Minnkota were as follows: 

  2019  	 	 					 		2018	  
Energy Sales  $ 80,472,607  $ 81,023,975

Accounts receivable from Minnkota $ 8,802,902  $ 9,413,021  

Accounts payable to Minnkota $ 5,148,502  $ 3,642,848 
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NOTE 6 - REVENUES FROM CONTRACTS WITH CUSTOMERS

Revenue  Operating Nonoperating  
streams revenue revenue

Capital credit allocations  724,882   -
Total revenue $ 162,831,852  $ 2,694,746

Timing of revenue recognition 
Services transferred over time $ 162,106,970  $ 2,694,746

Electric Revenue
Electric revenues consist of wholesale electric power sales to custom-

ers through the power sales agreement.  All of the electric revenues meet the 
criteria to be classified as revenue from contracts with customers and are 
recognized over time as energy is delivered. Revenue is recognized based on 
the metered quantity of electricity delivered or transmitted at the applicable 
contractual rates. 

Other Nonoperating Revenue
Other nonoperating revenue represents revenue from coal yard services 

and license agreements. Revenue from the coal yard services and license 
agreements is recognized over time, based on an annual contracted fee.

Contract balances with customers are as follows:
  Asset  Liabilities 
January 1, 2018 $ 9,239,561 $ -
December 31, 2018  22,795,866  -
December 31, 2019  21,678,519  -

The 2019 and 2018 effective tax rates may differ from the federal tax rate 
primarily due to state income taxes.

It is the opinion of management that the Cooperative has no significant 
uncertain tax positions that would be subject to change upon examination. 
The federal income tax returns of the Cooperative are subject to examination 
by the IRS, generally for three years after they were filed.

NOTE 7 - LINE OF CREDIT
The Cooperative had a line of credit agreement with U.S. Bank of North 

Dakota with available borrowings totaling $5,000,000 expiring June 30, 2020. 
The line of credit had a variable interest rate of 3.25% and 4.575% at December 
31, 2019 and 2018, respectively. Amounts outstanding on the line totaled $0 as 
of December 31, 2019 and 2018.

The Cooperative also has a line of credit agreement with CFC available 
for $55,000,000 expiring June 30, 2022. The line had a variable borrowing rate 
of 3.10% and 3.78% at December 31, 2019 and 2018, respectively. At December 
31, 2019 and 2018, there were outstanding borrowings on this line of credit 
totaling $32,000,000 and $22,000,000, respectively.

The Cooperative also has two $10,000,000 lines of credit available for 
use, one each with Minnkota and MP. These lines have a variable interest rate 
(1% below the prime rate) and are automatically renewed each year. There 
were no amounts outstanding on these lines as of December 31, 2019 and 
2018.

NOTE 12 - SUBSEQUENT EVENTS
No significant events occurred subsequent to the Cooperative’s year 

end. Subsequent events have been evaluated through February 17, 2020, 
which is the date these financial statements were available to be issued.



I n d e p e n d e n t  A u d i t o r ’ s  R e p o r t
The Board of Directors 
Square Butte Electric Cooperative
Grand Forks, North Dakota

Report on the Financial Statements
We have audited the accompanying financial statements of Square Butte Electric Cooperative, which comprise the 

balance sheet as of December 31, 2019, and the related statements of revenues, expenses and retained earnings, and 
cash flows for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with 

accounting principles generally accepted in the United States of America; this includes the design, implementation 
and maintenance of internal control relevant to the preparation and fair presentation of the financial statements that 
are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our 

audits in accordance with auditing standards generally accepted in the United States of America and the standards 
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 financial statements are free of material misstatement.  

An audit includes performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such 
opinion. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 

position of Square Butte Electric Cooperative as of December 31, 2019, and the results of its operations and its cash 
flows for the years then ended in accordance with accounting principles generally accepted in the United States of 
America.

Prior Period Financial Statements
The financial statements of Square Butte Electric Cooperative as of December 31, 2018, were audited by other 

auditors whose report dated February 11, 2019, expressed an unmodified opinion.

Emphasis of a Matter
As disclosed in Note 1, the Company has adopted Accounting Standards Codification (ASC) Topic 606, Revenue 

from Contracts with Customers and subsequent amendments as of January 1, 2019. Our opinion is not modified with 
respect to this matter.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated February 17, 2020, on 

our consideration of Square Butte Electric Cooperative’s internal control over financial reporting and on 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 in 
considering Square Butte Electric Cooperative’s internal control over financial reporting and compliance.

Brady, Martz & Associates, P.C., Grand Forks, North Dakota, February 17, 2020
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