












































POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

Note3 INVESTMENTS IN ASSOCIATED COOPERATIVES

2008 2007
Patronage Capital Credits
Dairyland Power Cooperative (DPC) $ 6,047,871 § 5,765,115
National Rural Utilities Cooperative Finance Corporation (CFC) 581,153 524,192
Federated Rural Electric Insurance Exchange 259,673 196,819
Rural Electric Supply Cooperative (RESCO) 131,574 104,045
Subtotal 7,020,271 6,590,171
Capital Term Certificates of the National Rural Utilities
Cooperative Finance Corporation
Capital term certificates - maturities
10/1/2070-2080; interest rate, 5.0% 532,131 532,131
Loan term certificates - maturities
10/1/2020 - 2025; interest rate, 3.0% 47,900 47,900
Loan capital certificates - maturities
8/1/2019 to 1/1/2035 non-interest bearing 494,923 449,119
Subtotal 1,074,954 1,029,150
Other 55,081 53,887
Total $ 8,150,306 § 7,673,208

The investment in DPC consists primarily of capital credits for the Cooperative's share
of DPC's operating margins that have been allocated but not received and its share of
unallocated operating losses. Operating margins and losses are recognized based on the
Cooperative's percentage of DPC's power output sold to its members each year, which
approximates the Cooperative's ownership in DPC. The Cooperative's investment in
DPC is recorded on the equity method. During 2008 and 2007 , the Cooperative
recognized income of $379,175 and $582,044, respectively, related to it's portion of
DPC's margin.

Investments in CFC represent undistributed capital credits allocated to Polk-Burnett
Electric Cooperative as well as loan and capital term certificates. The certificates
represent investments made pursuant to CFC borrowing requirements. During 2008
and 2007 the Cooperative recognized income of $215,507 and $224,284, respectively,
related to its portion of CFC's margins.
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Note 3

Note 4

Note 5

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

INVESTMENTS IN ASSOCIATED COOPERATIVES (Continued)

The investments is Federated Rural Electric Insurance Exchange and Rural Electric
Supply Cooperative represent undistributed capital credits allocated to Polk-Burnett
Electric Cooperative. Polk-Burnett purchases insurance and material and supplies from
these two Cooperatives. During 2008 and 2007 Polk-Burnett recognized income of
$74,969 and $0, respectively, from Federated and $27,529 and $29,188, respectively,
from RESCO related to its portion of these Cooperative's margins.

OTHER INVESTMENTS
2008 2007
Economic Development loans receivable $ - 3 55,606
Other investments 17,973 17,787
Subtotal 17,973 73,393
Less current portion - (27,754)
Total $ 17,973 § 45,639

Notes receivable consists principally of secured economic development loans to
businesses in the Cooperative's electric service area. The loans require 2.0% to 4.0%
interest and all were paid off during 2008.

DEFERRED DEBITS

2008 2007
Past service pension costs $ 70,646 $ 85,520
Loan conversion costs 152,958 197,293

Other 678 499

$ 224282 $ 283312
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Note 5

Note 6

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

DEFERRED DEBITS (Continued)

In 2001, the Cooperative amended its pension plan effective October 1, 2001. The
retirement age was reduced from age 62 to 62/30. The additional cost of $178,476 is
being amortized over twelve years, the average service life of the covered participants.

In 2003 and 2005, the Cooperative converted the interest rates on $5.0 million of CFC

notes to take advantage of lower rates. The conversion costs of $444,284 are being
amortized over ten years.

The Past service pension costs and loan conversion costs have been deferred in
accordance with FAS Number 71.

MEMBERS' EQUITY

Patronage Capital
2008 2007
Assignable $ 836,337 $ 677,497
Assigned to date 35,613,439 34,386,995
Subtotal 36,449,776 35,064,492
Retired to date 13,307,364 12,697,626
Total $ 23,142,412 $§ 22,366,866

The mortgage provisions restrict the retirement of patronage capital unless, after
retirement, the total equity of the Cooperative equals at least 20% of the assets of the
Cooperative. However, retirements (exclusive of any distributions to the estates of
deceased patrons) can be made if such distributions do not exceed 30% of the
preceding year's net consolidated margin. No distribution can be made if there is
unpaid, when due, any installments of principal or interest on the notes.

Distributions to estates are made at the request of the estates. The retirement paid out
is discounted, and the excess is retained by the Cooperative as a gain on retirement of
capital credits. Patronage capital credits, arising from prior years' margins, are retired
chronologically. As of December 31, 2008 capital credits through 1988 have been fully
retired.

No interest shall be paid or payable to the patrons on any capital furnished by the
patrons.
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POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

Note 6 MEMBERS' EQUITY (Continued)

Other Equities:
2008 2007
Accumulated unallocated non-operating margins $ 433340 § 433,340
Gain on early retirement of capital credits 297,577 280,293
Accumulated margins of subsidiaries 1,395,887 251,431
Total $ 2126804 § 965064

Accumulated Unallocated Non-Operating Margins

Accumulated unallocated non-operating margins consist of non-operating margins for
the years 2000 through August 31, 2005 less deficits from operating divisions.

Gain on Early Retirements of Capital Credits

Gain on early retirement of capital credits consists of the discounted portion of capital
credits paid to estates, due to early retirement.

Accumulated Margins of Subsidiaries
The accumulated margins of subsidiaries consist of the income, net of losses, from the

wholly owned subsidiaries from their date of incorporation to December 31, 2008 and
2007.
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Note 7

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

LONG-TERM DEBT AND LINE OF CREDIT

Long term debt is as follows:

2008 2007
National Rural Utilities Cooperative Finance Corporation (CFC)
Mortgage notes - interest rates of 5.80% to 7.60%, notes
payable in quarterly installments with maturities at various
dates from 2010 to 2038. $ 38,989,041 $ 35,574,065
Line of credit - variable interest rate 5% at
December 31, 2008 750,000 1,500,000
Interest rate differentials conversion fee 162,735 207,071
39,901,776 37,281,136
National Cooperative Services Corporation (N CSC) mortgage
note, interest rate 6.35%, payable in quarterly installments
with final maturity 2011. 635,583 1,050,800
Line of credit - variable interest rate 5% at
December 31, 2008 100,000 -
Dairyland Power Cooperative - unsecured economic
development notes payable in annual installments plus 2.0%
to 4.0% interest with final maturities in 2008. - 70,000
Subtotal 40,637,359 38,401,936
Less amount due within one year 695,768 715,000
Total long-term debt $ 39,941,591 $§ 37,686,936

Substantially all assets are pledged to CFC and NCSC as security on the mortgage notes.
The notes mature from 18 to 40 years from the date of issuance. The notes payable to

CFC contain provisions for changing the rate of interest at specified future dates.

Polk-Burnett Propane Services, Inc. has a five year loan with NCSC. The loan
matures March 20, 2011 and is secured by the Propane Services assets and is
guaranteed by Polk-Burnett Electric Cooperative.
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Note 7

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

LONG-TERM DEBT AND LINE OF CREDIT (Continued)

Approximate annual principal payments on the existing long-term debt for the next five
years are:

2009 695,768
2010 448,000
2011 257,000
2012 256,000
2013 255,000

In 2003 and 2005, the Cooperative converted the interest rates on approximately

$5.0 million of CFC notes to take advantage of lower rates. The new rates on the
converted debt range from 6.0% to 6.3%, An interest rate differentials conversation
fee of approximately $444,284 incurred in connection with the conversions and is
payable on a quarterly basis over the remaining term of the notes which range from two
to nine years.

Un-advanced loan funds of $10,400,000 are available to the Cooperative from CFC.

The mortgage agreement with CFC requires, among other provisions, that the Cooperative
maintain certain annual debt service coverage levels. The Cooperative was in compliance
with the annual debt service coverage covenant at December 31, 2008. The CFC

security agreement and mortgage restricts the Cooperative's debt limit to $50 million.

Line of Credit

The Cooperative has a perpetual line of credit agreement with the National Rural
Utilities Cooperative Finance Corporation providing the Cooperative with loans up to
$5.0 million on a revolving basis. Interest is payable quarterly at rates established by
CFC, which are not to exceed the lowest prime rate as published in the "Money Rates"
column of The Wall Street Journal plus 1% or lesser rate as fixed by CFC. The rate
was 5.00% at December 31, 2008. The agreement provides that combined borrowing
on this and any other lines of credit shall not exceed $5.0 million. Outstanding advances
in any single calendar year may not exceed the prior calendar year's plant additions plus
one-twelfth of annual operations and maintenance expenses. Any advances must be
paid in full within 360 days of the advance or remain as long-term debt as the
Cooperative can convert its line of credit to long-term at the discretion of the Board of
Directors.
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Note 7

Note 8

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

LONG-TERM DEBT AND LINE OF CREDIT (Continued)

The Cooperative has a perpetual line of credit agreement with the NCSC providing the
Cooperative with loans up to $2.0 million on a revolving basis. Interest is payable quarterly
at rates established by NCSC, which are not to exceed the lowest prime rate as

published in the "Money Rates" column of The Wall Street Journal plus 1% or lesser

rate as fixed by NCSC. The rate was 5.0% at December 31, 2008. The agreement

provides that combined borrowing on this and any other lines of credit shall not exceed
$4.0 million. Outstanding advances in any single calendar year may not exceed the

prior calendar year's plant additions plus one-twelfth of annual operations and

maintenance expenses. Any advances must be paid in full within 360 days of the

advance and remain at a zero balance for at least five consecutive business days.

OTHER CURRENT LIABILITIES

Other current liabilities consist of the following:

2008 2007

Electric customer deposits $ 328,485 $§ 351,003
Taxes other than income 57,658 65,530
Accrued interest 420,701 352,933
Accrued payroll 213,436 215,137
Self-funded health insurance 563,255 300,000
Accrued employee vacations 579,748 642,799
Income tax payable 764,928 32,850
Other 7,763 47,699

Total $ 2935974 $§ 2,007,951




Note 9

Note 10

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

DEFERRED CREDITS

The balance of deferred credits consists of the following:

2008 2007
Unclaimed patronage capital retirement refunds,
and general fund checks $ 49,967 $ 50,165
Deferred gain on RDUP buyout, net of amortization 411,842 468,651
Deferred compensation 310,000 350,000
Deferred tax liability (See note 10) 639,000 539,000
Total $ 1,410,809 $ 1,407,816

In 1995 and 1996, the Cooperative refinanced its RDUP debt of $9.3 million with funds
from CFC and RDUP discounting the debt $1,396,538. The discount is being amortized
over the remaining lives of the original notes using the effective interest rate
amortization method. The amortization amounted to $56,809 for 2008 and $60,582 for
2007 and was credited to interest expense and the accumulated amortization is
$984,696 and $927,887 at December 31, 2008 and 2007 respectively. The deferred
gain on refinancing has been deferred in accordance with FAS Number 71.

INCOME TAX (BENEFIT) AND DEFERRED INCOME TAX LIABILITY

The provision for income tax expense (benefit) includes the following components:

2008 2007
Current expense
Federal $ 621,524 § 14,053
State 165,277 12,250
Deferred income tax 100,000 53,000
Total $ 886,801 § 79,303
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Note 10

Note 11

Note 12

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

INCOME TAX (BENEFIT) AND DEFERRED INCOME TAX LIABILITY
(Continued)

The components of deferred income tax liability are as follows:

2008 2007 2006
Deferred tax assets:
Net operating loss carryforwards $ 643,000 $ 674,000 $ 680,000
Valuation allowance (643,000) (674,000) (680,000)
Deferred tax liabilities:
Depreciation 639,000 539,000 486,000
Net deferred tax liability $ 639,000 $ 539,000 $ 486,000

The Cooperative’s net operating loss carryforwards begin to expire in 2018. A
valuation allowance has been provided as it is more likely than not that the deferred tax
asset will not be realized.

SELF-FUNDED HEALTH INSURANCE

The Cooperative has a self-funded program for employee health insurance. Stop-loss
insurance coverage limits the Cooperative's risk to a maximum of $45,000 per insured
individual and approximately $750,000 for all insured in the aggregate. The plan is
administered and claims are validated by a benefits management company. All claims
are expensed on the accrual basis when the benefits management company becomes
aware of there validity. A liability $563,255 and $299,332 as of December 31, 2008
and 2007, respectively, has been recorded to cover potential claims that may have
occurred but which the benefits management company has not yet become aware of at
December 31, 2008 and 2007.

EMPLOYEE BENEFITS
Multi-employer Defined Benefit Pension Plan

Pension benefits for substantially all employees of the Cooperative are covered by a multi-
employer defined benefit plan sponsored by the National Rural Electric Cooperative
Association (NRECA). The Cooperative made contributions to the plan of $564,413 in
2008 and $628,566 in 2007. Information relating to the Cooperative's portion of assets and
accumulated benefits is not available as the plan assets are not determined or allocated
separately by individual employers.
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Note 12

Note 13

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

EMPLOYEE BENEFITS (Continued)
Defined Contributions Plan

The Cooperative has a NRECA 401(k) defined contribution savings plan for employees
who meet certain age and service requirements. The Cooperative matches employee
contributions up to 4.0% for union employees and 6.0% for non-union employees'
compensation into the plan. Savings plan expense was $196,582 in 2008 and $217,939
in 2007.

Other Plans

The Cooperative also provides employees with medical and dental insurance coverage,
short-term and long-term disability, and life insurance, which are funded by employer
and employee contributions. The Cooperative's cost related to these benefits was
$126,986 and $146,096 in 2008 and 2007, respectively.

Compensated Absences

The cost of compensated absences (vacation, sick leave taken, and holidays) was
$452,121 and $512,148 in 2008 and 2007 respectively.

RELATED PARTY TRANSACTIONS AND COMMITMENTS

Purchased Power Agreement

Polk-Burnett Electric Cooperative is a member of Dairyland Power Cooperative (DPC)
which is an electric generation and transmission cooperative. The Cooperative obtained
all of its purchased power from DPC for the years ended December 31, 2008 and 2007.
In 2008 and 2007, the Cooperative's total purchased power was $10,282,906 and
$14,695,608, respectively.

Under it's wholesale power agreement, the Cooperative is committed to purchase its
electric power and energy requirements from DPC until December 3 1, 2055. The rates
paid to DPC are subject to periodic review.
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Note 13

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

RELATED PARTY TRANSACTIONS AND COMMITMENTS (Continued)

Management Consulting, Accounting and Other Services to Propane and Security
Subsidiaries

Effective January 1, 2006, Polk-Burnett Electric Cooperative has an agreement with

the Propane and Security subsidiaries, whereby the Cooperative furnishes management
consulting, accounting, building and office space, and bulk facility maintenance and other
related products and services as may be required by them. Compensation for such
services is at cost. The agreement is to continue in force for one year and is
automatically renewable for successive one year terms unless, either party, sixty days
prior to the expiration of any contract term notifies the other of its desire to renegotiate
the substantial provisions of the agreement or terminate the contract. The total costs
charged to the subsidiaries under the agreements amounted to $45,000 in 2008 and
$48,000 in 2007.

Lease of Office and Bulk Plant Facilities to Propane and Security Subsidiaries

Effective January 1, 2006, the Cooperative entered into a lease whereby it leases a
headquarters building to the Security subsidiary and office space, land and equipment to
the Propane subsidiary. The annual base rent is $70,000 for Security and $12,000 for
Propane. The agreement for the Security headquarters building was ten years and

was cancelled upon the sale of Security assets on December 1, 2008 and the lease for
the bulk facilities is ten years and is automatically renewable for successive five year
periods. The total costs charged to the subsidiaries under the agreements amounted to
$73,250 and $82,232 in 2008 and 2007, respectively.

The Cooperative also charges interest to Propane and Security subsidiaries for the use
of funds. The interest charged to Propane is $0 and $26,851 for 2008 and 2007,
respectively. The interest charged to Security is $0 and $15,959 for 2008 and

2007, respectively. The Cooperative paid Security $878 in interst in 2008.
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Note 13

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

RELATED PARTY TRANSACTIONS AND COMMITMENTS (Continued)

Substation Operating Lease Commitment

In August 2002 the Cooperative entered into an agreement to lease a substation from
another rural electric cooperative under a non-cancelable operating lease agreement.

The lease agreement currently requires a monthly base lease payment of $1,439 and

expires August 10, 2032.

The annual rent expense under this agreement was $17,268 for 2008 and 2007.
Scheduled future minimum lease payments under the lease agreement are as follows:

Year Ending December 31,

2009 $ 17,268
2010 17,268
2011 17,268
2012 17,268
2013 17,268
Thereafter 328,092
Total $ 414,432

Deferred Compensation

The deferred compensation plan represents the Company's accrued liability to the CEO

for a $310,000 deferred compensation package. The deferred compensation plan is
unfunded and is shown in deferred credits.

Propane Contract Commitments

At December 31, 2008, Polk-Burnett Propane Services, Inc, has contracted for
approximately 1,207,499 gallons of propane sales with customers and has contracted

1,121,875 gallons of propane gas purchases with supplies. No gains or losses on these

contracts are included in the financial statements.
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POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

Note 14 DISCONTINUED OPERATIONS

On December 1, 2008 Security sold substantially all of its business assets and related
liabilities along with its naming rights. The Company now is operating under the name
of Northwestern Wisconsin Security, Inc. The gain on the sale of $2,503,833 is
included in income from discontinued operations on the consolidated statement of
operations. The following are details relating to the discontinued operations reported
on the consolidated balance sheet and statement of operations:

ASSETS 2008 2007
CURRENT ASSETS:
Cash and cash equivalents $ 114,586 $ 127,345
Accounts receivable (less accumulated provision for
uncollectible accounts of $- in 2008 and $5,938 in 2007) 519,550 79,022
Income tax receivable - 2,000
Inventory - 185,863
Total current assets 634,136 394,230
PROPERTY AND EQUIPMENT:
Property and equipment : 73,521 415,011
Less accumulated depreciation 30,837 174,092
Net property and equipment 42,684 240,919
TOTAL ASSETS $ 676,820 $ 635,149
LIABILITES
Accounts payable $ - $ 20,878
Other current liabilities 755,903 86,345
Deferred liabilities - 21,000

$ 755,903 $ 128,223
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Note 14

Note 15

POLK-BURNETT ELECTRIC COOPERATIVE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 and 2007

DISCONTINUED OPERATIONS (Continued)

2008 2007
Operating revenues $ 1294965 $ 2,155372
Less cost of goods sold 890,991 1,242,232
Gross margins 403,974 913,140
Operating expenses 900,437 914,717
Operating loss (496,463) (1,577)
Other income 2,493,854 9,294
Income before income taxes 1,997,391 7,717
Income tax expense (benefit) 736,000 (3,000)
Net income $ 1,261,391 $ 10,717

RECLASSIFICATIONS

Certain amounts in the 2007 financial statements and notes have been reclassified to
conform to the 2008 presentation. These reclassifications had no effect on net margins

or equity for either period.
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