




Director Report – Capital Credits: Issues and Decisions 
August 5, 2025 
Christine Beadles 
 
 
This class was held at Florian Gardens in Eau Claire and I attended along with Mike Gardner. It is 
always helpful to have a fellow director in attendance so discussions can take place. At one 
point Mike mentioned that he got more out of the morning session, whereas, I felt like I got 
more out of the afternoon sessions. That is what a diverse board is all about. 
Our presenter today was Tom Sobeck, from Michigan (that’s all I know). He stressed that Capital 
Credits is a subject that needs to be revisited frequently and in depth. A joint NRECA-CFC task 
force was created in 2005 to give staff and directors of electric cooperatives information and 
insight. Capital credits can also be known as patronage capital or patronage dividends. 
 
Capital Credits Basics  
Capital credits are the allocations of margins to members based on their contributions to the 
margins realized. This must be done annually. Allocations are kept by the coop, and when the 
board decides to ‘retire’ these allocations the members receive a ‘payout’. 
Operating margins is revenue less the cost of service and must be allocated. Non-Operating 
margins is income from other sources such as interest income. Equity on the balance sheet is 
the amount of these margins that have not been yet retired to the members. Capital is the total 
of equity and long-term debt. My question here is… Do we count businesses as members and 
do they receive capital credits? 
 
Allocating Capital Credits 
There are several different ways to handle allocations and notification thereof to members. 
Allocations can be based on total $ of patronage, total kWh sold, total $ patronage less the cost 
of power, or total cost of service. Which method do we use? Notification can be done by mail, a 
bill statement message, or electronically. Which method do we use? 
Operating margins must be allocated. Patronage margins, G&T Capital Allocations, and other 
Co-op allocations are prudent to allocate. Non-operating margins, such as interest income, may 
be allocated. Would somebody please explain to me what G&T (Generation & Transmission) is? 
 
Retiring Capital Credits – Why and What 
Questions to ask when deciding if the time has come to retire capital credits: Are we financially 
able? When was the last time we retired credits? Is the average check large enough to matter to 
the individual member? Is it expected by the members at is time? The task force suggests that a 
reasonable equity level is in the 30-50% range. Also, if you retire credits, you must have a plan 
to replace it. 
A statement from the task force that makes no sense to me is, “It is an acceptable practice to 
borrow, if necessary, in order to have the actual cash to retire patronage capital. If the 
cooperative is following its equity management plan, it should be indifferent to the actual 
source of cash at the time of retirement.” In my mind, why borrow just to give it away? Mr. 
Sobeck did give an explanation, but I did not comprehend it. Sorry. 



Retiring Capital Credits – How and Who 
Several methods of how and to whom to retire credits are possible. First in First Out (FIFO) is 
where the oldest capital is retired first in effect giving back to the people holding the longest. 
Last in First Out (LIFO) is another way where the newest capital is retired first. The idea of this is 
to create an understanding of co-ops and how they work to their newest members. Lastly, 
applying a percentage to every member is also an option. A board can create their own hybrid 
version of these, if they so choose. 
Another interesting topic was the question of when to retire the credits to obtain the maximum 
effect. At annual meeting time? Right before the holiday? During the highest usage period? Mr. 
Sobeck mentioned a co-op that would present a capital credits check to a school at a school 
board meeting which I thought was interesting. 
 
Capital Credits Communications Techniques 
Every cooperative should have a communication plan for educating members about capital 
credits and cooperative’s capital credits policies. Every director and each employee should 
understand the policy and be able to explain to members who have questions how it works and 
why it was adopted. I am wondering if this is something we should be presenting at our annual 
meetings… either by a brochure or a well-done video. 



Director Report 

Mike Gardner: District 7 

Capital Credits: Issues & Decisions (NRECA Course 975.1) 

August 5, 2025, Florian Gardens, Eau Claire, WI 

The training was my first as a director and in many ways like jumping into the deep end of 

the pool. It was rapidly clear to me that understanding the cooperative model and capital 

credits are the two most important things for me or any director to learn. The ability to 

integrate and communicate into the JREC story is critical. 

The course, instructed by Tom Sobek was well organized and supported. I was pleased to 

receive an in-depth Participant Guide that will serve as a valuable resource as I continue 

my training and Board tenure. We learned about the Capital Credits Task Force Report 

(2005) and the 85 / 15 % Rule. Understanding what to return or retain and the ability to 

explain to members is essential to equity management. I felt that the course met its 

objectives, and I left with the ability to research further and ask good questions. Additional 

resources are available at https://www.cooperative.com with a membership. 

The Course Promise says it all: 

"Capital Credits is perhcJPS the most discussed, argued, misunderstood, important, 
fascinating and uniqu�e i:elm in the lexicon of rural electric cooperatives. It is also the most 
complex- involving accounting, finance, legal, tax, political and member relations 
problems. It is a subject alien to every person newly arriving upon the cooperative scene. It 
is a subject seldom completely mastered by any, but in any event, needful of being revisited 
by all frequently and in depth." 

William T. Crisp II (1924-1992) 

I will gladly share the Participant Guide with any director. Thank you for the opportunity. 



WECA Directors’ Conference 
August 6, 2025 

Florian Gardens Conference Center, Eau Claire 
 
This was the first in a new series of educational offerings that WECA is calling the “Directors’ 
Conferences.”  It was well organized, and the venue is great.  I would estimate there were 60 
people in attendance.  Five more Director’s Conferences are planned for 2026. 
 
Understanding the Cost Structure of Your Cooperative 
Teri Wallis, Terilyn Wallis Consulting 
 
This began with each co-op board member using his/her RUS Financial and Operating Report 
Electric Distribution (Form 7) to calculate fixed and variable expense, operating margin, total 
utility plant and total members; arriving at a “cost to serve” for running your co-op.  For Jump 
River, this would be a way to answer the question: “How much would our Fixed Cost of Delivery 
charge be if we wanted it to cover all of our costs to run the coop?”  For what it’s worth, my 
calculation showed that this would have been $68.21 for 2024, rather than the $47 we actually 
charged.   
 
While this is good as an exercise in understanding costs, it has limited practical value.  It 
excludes the Dairyland cost of power and it also does not consider non-operating revenues and 
expenses, such as capital credits we receive from RUS and Dairyland.  It never addressed the 
difference between a fixed cost and a variable cost.  Further, I think most coops factor some of 
their overhead into the cost of power, rather that fully segregating it and charging for kWhs 
purchased as a straight cost pass through.   
 
At this point I was feeling that the cost analysis was only scratching the surface, breezing over 
some points and ignoring others.  I was too critical.  After I saw how mightily the participants 
struggled with the accounting terms and, especially, the math, I realized it was a good start on a 
topic that is both important and difficult to understand.  
 
Also, it turned out that all of this is OK, because the cost analysis just set the stage for the main 
theme, which was that we need a major adjustment to our thinking about rates as we look to 
the future. The cost of materials and supplies has skyrocketed since COVID, and these costs are 
not coming down any time soon.  The point Ms. Wallis pushed adamantly is that coop boards 
need to do some hard thinking about rates going forward.  Her message was that coops need to 
look at aggressive solutions (for example, we might need to add another $10 per member/per 
month) to its fixed charge just to keep up with materials and supplies expenses.   
 
Post script:   
 
Since attending this meeting, I have seen more data that tends to confirm the above themes.  A 
recent infographic on cost increases that shows how everything has gone up since COVID (see 
RE magazine, August, page 7).  Just yesterday I tuned in to a CFC webinar on the strategic 



financial implications of supply line challenges, tariffs, access to critical minerals and threats to 
core utility asset availability.  None of this is good.  China is in the driver’s seat on everything.  
Increasing demand for data centers, EVs, bitcoin mining, etc. will only make it worse, and 
renewables can’t possibly keep up.  Whew! 
 
Debt Management Strategies for Electric Cooperatives  
Vicki Trees, VP-electric distribution, CoBank 
 
This was a short review of how to analyze your debt portfolio and strategies for managing debt.  
The main point was that, while low interest rates are important, so are things like flexibility and 
keeping the administrative component of managing debt under control.  This might be a good 
topic to dig into when we do the strategic planning exercise.  As a board, we should understand 
the philosophy and tactics of our long-term debt strategy.   
 
Leading With Trust: The Board’s Role in Supporting the Co-op’s CEO. 
Beth Knudson, BeThEnergy Consulting 
 
The format for this session was a topic overview, followed by table discussion of the topic, and 
then Beth asked for feedback from the tables in order to process and synthesize the 
participant’s thoughts.   
 
I think this format is workable, but it often leads to mixed results.  Everyone agrees that 
honesty, transparency and mutual trust are essential to the Board/CEO relationship. Everyone 
acknowledges that the Board needs to be proactive and involved, but not overreach or 
micromanage.  Sorting out what this means and how it applies to your coop can be a challenge.  
Everyone starts from a different place, and it can be frustrating if you are looking for a specific 
solution to a specific problem.  Inevitably, someone points out that “If you’ve seen one coop, 
you’ve seen one coop” which gives license to the notion that we are all unique, that 
comparisons between coops are therefore suspect, and that there are no reliable answers or 
precepts to follow.  This can be confusing and annoying if you come to the meeting looking for 
answers.  I must admit that I might have personally covered this ground too many times in too 
many meetings.   
 
Bill Amery 
August 20, 2025 
 
 
 
 
 
 


