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understanding of these internal controls and report to the Committee in compliance with 
GAAS. Compliance with these requirements is intended to limit unnecessary losses (i.e. 
protection of assets), and to allow issuance by the independent auditors each year of its 
unqualified audit opinion on NHEC's financial statements. The Board also may request that 
the independent auditor report on other findings related to internal controls, or be engaged 
from time to time to address and evaluate specific areas of internal control. 
 

C. SPECIFIC GOALS 

The specific goals are: 
 

1. To require the independent auditor to submit an engagement letter describing the 
terms and responsibilities proposed allowing for the independent auditor to audit 
NHEC’s annual financial statements and to render an opinion on NHEC’s annual 
financial statements. 

2. To ensure that corrective actions as may be recommended by the independent 
auditors and reported to management by the auditor are addressed by management. 

 
D. INDEPENDENT AUDIT FUNCTION 

The Committee is responsible for the appointment, compensation, retention, and oversight 
of the independent auditor.  Therefore, the independent auditor will report directly to the 
Committee.  The Committee has the ultimate authority to approve all audit engagement fees 
and terms.   

 
Further specific responsibilities and authorities with regard to NHEC’s independent auditor 
are delineated in the Committee’s Charter. 

 
It is the independent auditor's responsibility to render opinions, based on its audits, on the 
annual financial statements. The independent auditor will also report on any matters 
encountered during the audit of which NHEC’s Board or the Committee is required to be 
informed.        

 
The independent auditor who is engaged by the Committee must participate in a peer 
review consistent with the AICPA standards.  Prior to engaging an independent auditor, the 
Committee will verify that the independent audit firm has met the general qualifications and 
the terms in accordance with AICPA standards. 

 
It is required that the independent auditor will perform the annual audit in accordance with 
GAAS, which include the requirement that the independent auditor plan and perform the 
audit and review in a manner that reasonably ensures that the financial statements are free 
of material misstatements, whether due to fraud or error. 

 
After each annual audit is performed, the independent auditor is required to issue an opinion 
as to whether the financial statements are fairly presented, in all material respects, in 
accordance with U.S. Generally Accepted Accounting Principles (GAAP) or to disclaim an 
opinion thereon.   
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The independence of the independent auditor is vital.  Therefore, the following provisions 
have been adopted by NHEC to ensure that the independent auditor's independence is not 
impaired:  

A. NHEC will not extend unsecured credit to the independent auditor’s firm or to 
individuals employed by that firm. 

B. All contact with the independent auditor will be on a contract basis.  
C. At no time will the independent auditor make management decisions. 
D. NHEC and the independent auditing firm will not share any of the same directors or 

employees.  
E. NHEC will review the lead auditor (e.g., partner, principal, director, etc.) at least 

every 5 years. 
Periodically and as may be necessary, the independent auditing firm will provide NHEC with 
disclosures regarding the auditor’s independence as  set forth in the Independence 
Standards Board Standard No. 1, and will discuss its independence with the  Committee. 
 

E. ENTERPRISE RISK MANAGEMENT AND INFORMATION SYSTEMS SECURITY 
PROGRAMS  

The Committee is responsible for reviewing and providing direction for: 
 

A. The development and ongoing oversight of a Corporate Cybersecurity Program which 
shall assure secure access to all information systems, communications systems, and 
control systems, and protect the Confidentiality, Integrity and Availability (CIA) of 
Member and Corporate information.  The Information Security Compliance Executive, 
who shall report to management as determined by the President/CEO in addition to 
reporting to the  Committee, shall be responsible for: 

 
1. Developing and maintaining the Corporate Cybersecurity Program. 
2. Identifying the appropriate Cybersecurity framework and security controls. 
3. Developing and coordinating a cybersecurity audit program consisting of both 

internal audits and external assessments to ensure compliance with the 
Cybersecurity Program. 

4. Providing regular Cybersecurity Status Reports to the Committee. 
 

B. The development, implementation and ongoing oversight of an Enterprise Risk 
Management Program which shall ensure the identification and mitigation of risks that can 
impact NHEC’s ability to successfully fulfill its mission.  The VP of Financial Services/CFO, 
who shall report to management as determined by the President/CEO in addition to 
reporting to the Committee, shall be responsible for: 

 
1.  The identification of Risk Categories and Types. 
2.  The identification of Roles & Responsibilities. 
3.  The identification of appropriate Risk Assessment Models. 
4.  The scheduling of regular Enterprise Risk Management Reports to the Audit 

Committee. 
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F. RESPONSIBILITIES 

A. NHEC's management will prepare financial statements in accordance with GAAP for 
submission to the independent auditor for audit. Management is responsible for adopting 
sound accounting policies, maintaining an effective system of accounting, safeguarding 
assets, devising an adequate system for internal controls, and establishing a system 
designed to ensure compliance with policies, plans, procedures and all applicable laws 
and regulations.  Management shall inform the Committee when the annual review of 
NHEC’s procedures has been completed. 

 
B. The Board and management of NHEC take responsibility for the financial statements of 

New Hampshire Electric Cooperative, Inc.  
 

C. The Board and management of NHEC take responsibility for, and review, the IRS Form 
990.  The completed Form 990 will be signed by the Chair of the Audit Committee or the 
Treasurer. 

 
D. The Board and management of NHEC take responsibility for, and review Enterprise Risk 

Management and Information Systems Security reporting presented by the Information 
Security Compliance Executive and the VP of Financial Services/CFO and will take 
action as appropriate. 
 

E. The Committee is responsible for the annual review of this policy. 
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C. Directors and employees are expected to limit their reimbursable expenses to 
those that are necessary, prudent and business-related. 
1. Expenses that are not considered business related and therefore not 

reimbursable include: 
a) 1st class airfare 
b) Travel for companions 
c) Tax indemnification and gross up payments 
d) Housing allowance or personal residence payments 
e) Health/social/golf club dues or fees 
f) Personal services (e.g. maid, chauffer, chef, spa/salon services, etc.) 
g) Personal amusement (e.g., movies, shows, etc.) 

D. NHEC does not make personal loans outside of defined member programs to 
current or former directors or employees. 

E. Discretionary spending accounts are not authorized. 
F. Personal charges on the corporate credit card(s) are prohibited. 
G. Directors and employees are prohibited from taking unfair advantage of 

consumers, suppliers, or other third parties through manipulation, 
concealment, abuse of privileged information or any other unfair-dealing 
practice. 

H. Directors and employees shall not ask for or accept anything worth $100 or 
more from any person with whom they have official dealings.  Plaques or 
similar gifts of appreciation/recognition for service may be accepted, 
regardless of value. 

I. Directors and employees shall not ask for or accept anything (regardless of its 
value) if it is offered in exchange for agreement to perform or not perform an 
official act on behalf of NHEC. 

J. Directors and employees shall not accept honoraria (money or something of 
value) for a speech that is in any way related to that person’s official duties for 
NHEC. 

K. Directors and employees shall not use their official position(s) to obtain 
unwarranted privileges or any type of special treatment for themselves or for 
anyone else. 

L. No director or employee shall make, authorize or approve the contribution or 
expenditure of NHEC funds, directly or indirectly, in connection with support 
of any political party or for the election of any person to any political office, 
Federal, State or local (including party conventions, primary elections and 
general elections). 

III. Conflicts of Interest 

Employees and directors are to be sensitive to situations in which there may be 
conflicts of interest or appearance of conflicts of interest.  A conflict of interest 
exists when any director or employee is called upon to make or is involved in any 
NHEC decision in which the employee or director has a direct or indirect personal 
interest that could be affected by that decision.  Whenever a director shall have a 
conflict of interest, the situation shall be reported immediately and resolved by 
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the Board of Directors.  In any situation where it may be reasonably perceived 
that there is a conflict of interest, an employee is required to report the potential 
conflict of interest in accordance with Section VIII of this policy.  Conflicts of 
interest include, but are not limited to: 

 
A. Directors and employees seeking any personal benefit through any 

arrangement with vendors, suppliers or other persons that had, have or may 
have a business relationship with NHEC; and/or 

B. Directors or employees having a financial interest in any entity with which 
NHEC has done, does or may do business that might create or give the 
appearance of a conflict of interest; and/or 

C. Directors or employees being a director, officer, employee or other affiliate 
position, whether full or part time or per diem, of any other corporation, 
enterprise, business, or public or private entity of any nature when such 
position or relationship might create or give the appearance of a conflict of 
interest.  

IV. Confidentiality of Information 

Directors and employees are frequently entrusted with confidential and/or 
commercially sensitive information and are responsible for the scope, manner 
and timing of any release of such confidential or commercially sensitive 
information.  Such information includes technical or financial information about 
current or future projects, business plans, personnel information, and other 
information that, if disclosed, might be of use to competitors or potentially harmful 
to NHEC and its members.  Directors and employees shall: 

 
A. Use confidential information only for NHEC’s legitimate business purposes. 
B. Not use NHEC information, property or resources for any personal gain or for 

the gain of others. 
C. Not discuss confidential information with or in the presence of any 

unauthorized persons. 
D. Not disclose confidential information to third persons unless requested 

directly from a member of record and is personal information relating only to 
that person, or such disclosure is required under established policies of 
NHEC. 

V. Transparency 

NHEC is dedicated to providing information to its membership about its 
operations.  NHEC will respond to information requests made by members and 
keep them informed of the operations of NHEC by timely responding to 
information requests and publishing on its website: 

 
A. Annual IRS Form 990 filing  
B. Annual audited financials 
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C. Bylaws and Board Policies 
D. The Annual Report to the members  
E. The monthly newsletter  

VI. Financial Reporting & Recordkeeping 

NHEC is responsible for adopting sound accounting policies, maintaining an 
effective system of accounting, safeguarding assets, devising an adequate 
system of internal controls, and establishing systems designed to ensure 
compliance with policies, plans, procedures and applicable laws and regulations.  
NHEC shall: 

 
A. Design and maintain an effective system of internal controls over financial 

reporting and be consistent with United States Generally Accepted Auditing 
Standards (GAAS). 

B. Ensure that all transactions are properly recorded and that material 
information is available to the Board and management when required. 

C. Ensure that NHEC records and documents are properly retained and 
secured. 

D. Conduct an annual financial audit to provide an independent, objective review 
of financial reports and to identify any risks associated with the system of 
internal controls. 

VII. Legal and Regulatory Compliance 

NHEC will comply with all local, state and federal laws, rules and regulations 
applicable to the activities of NHEC.  It will maintain a safe and healthy work 
environment.  Intimidation, harassment, offensive conduct, or discrimination 
based on race, marital status, sex, sexual orientation, age, color, religion, 
national origin, veteran’s status or handicap disability are not tolerated. 

 

VIII. Reporting of Violations 

Every employee and director is responsible for ensuring that violations of high 
ethical standards are immediately reported and addressed promptly.  Reports of 
suspected violations may be made in person or in writing, confidentially or 
anonymously, to a Supervisor, VP of Human Resources and Organizational 
Development, the President/CEO, the Chair of the Board Audit Committee, or by 
use of NAVEX Global EthicsPoint System Help Line either via the internet 
(www.nhec.ethicspoint.com) or by telephone (844-928-0629).  All such reports 
will be investigated promptly and appropriate corrective action will be taken as 
necessary.  Any employee or director who makes a report in good faith and on 
reasonable belief may do so without fear of harassment, retaliation or retribution. 
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IX. Monitoring and Enforcement 

Every director and employee is responsible for monitoring ethics compliance and 
reporting suspected violations.  Directors, officers and employees who violate 
any laws, rules, regulations or ethics will face appropriate, case-specific 
disciplinary action, which may include demotion, discharge or sanction by the 
President/CEO or the Board, as appropriate. 
 
The Audit Committee of the Board will review this policy at least once annually 
and recommend appropriate modifications.  
 
The President/CEO is charged with the responsibility of articulating and 
monitoring standards for employees regarding ethical business behavior. 

X. Director Candidates 

A copy of this policy will be provided to all Director Candidates. 
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the allocation and retirement of capital credits, with respect to timing, method and 
amount, shall be at the sole discretion of NHEC’s Board of Directors (“Board”).  
 

IV POLICY PRINCIPLES 

A. Allocations.  NHEC shall allocate capital credits according to the manner provided 
for in Article VIII, Section 2 of NHEC’s Bylaws and according to the timing, amount, 
and method approved by the Board, as detailed in Attachment A to this policy. 

B. Retirements. NHEC shall retire capital credits according to the manner provided 
for in Article VIII, Section 2 of NHEC’s Bylaws and according to the timing, amount 
and method approved by the Board, as detailed in Attachments B and C to this 
policy for general and special retirements, respectively.  

C. Patrons.  Pursuant to Article VIII of the Bylaws, the term “Patron” refers to any 
member and non-member alike with regard to the furnishing by NHEC of electric 
service and other goods and services. 

D. No Forfeiture of Capital Credits.  NHEC shall not require any Patron or former 
Patron to forfeit the right to the allocation or retirement of capital credits. Likewise, 
NHEC shall not enter contracts through which a Patron or former Patron forfeits 
the right to the allocation or retirement of capital credits.      

E. Adverse Financial Impact.  NHEC shall not retire any capital credits unless the 
Board first determines the retirement will not adversely impact NHEC’s financial 
condition.  Such retirements shall also be subject to any applicable restrictions 
contained in NHEC’s mortgages or loan covenants with the National Rural Utilities 
Cooperative Finance Corporation (CFC) or any other lender to NHEC and any 
other contracts to which NHEC is a party. 

F. Separate Allocations and Retirements of Third-Party Capital Credits.  NHEC 
may separately identify, allocate, retire, and pay to the Patrons any capital credits 
and similar amounts allocated to NHEC by an entity in which NHEC is a member, 
Patron, or owner.  If NHEC elects to adopt such sperate allocations and 
retirements, Attachments A and B shall be revised accordingly. 

G. Patron Classes.  NHEC may allocate or retire capital credits to various classes of 
similarly situated Patrons or former Patrons according to different methods, timing, 
and amounts, in such manner as the Board of Directors from time to time 
determines to be reasonable and fair, provided that as to the implementation of  
each such separate, periodic determination, NHEC shall treat then similarly 
situated Patrons and former Patrons within the same class in a uniform manner.  

H. Assignment.  Allocated and unretired capital credits of each Patron or former 
Patron may be assigned only in accordance with the following.  Any such 
assignment shall be binding on NHEC only if NHEC is notified pursuant to written 
instructions from the assignor and only if such assignment is to (1) successors in 
interest or (2) successors in occupancy in all or part of premises served by NHEC 
which received the service that was the basis for accrual of the relevant capital 
credits. 
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I. Recoupment.  After retiring and before paying capital credits allocated to a Patron 
or former Patron, NHEC may be paid in whole or in part by recoupment or offset 
of any amount owed to NHEC by the Patron or former Patron by reducing the 
amount of retired capital credits paid to the Patron or former Patron by the amount 
owed. 

J. Unclaimed Capital Credits. If a Patron or former Patron fails to claim the retired 
capital credits amount within five (5) years after that capital credit amount was 
retired, then NHEC shall send a notice via 1st class mail to the Patron or former 
Patron’s most current address listed on NHEC’s records and publish notice in a 
newspaper of general circulation in NHEC’s primary location.  NHEC shall take 
any other action required by law, and may use and/or pay over the amount as 
permitted under RSA 301-A:28-a. 
 

V POLICY IMPLEMENTATION PROCESS 

A. Annual Review and Approval by Board.  At least once each Fiscal Year the 
Board shall: (1) review, discuss, and evaluate that year’s recommendations of 
the President/CEO regarding the manner, method, timing and amount of any 
allocation and/or retirement of capital credits; (2) approve the manner, method, 
timing and amount of that year’s allocation and/or retirement of capital credits, if 
any; (3) review, discuss, and evaluate this Policy and its attachments; (4) review, 
discuss, and evaluate the President/CEO’s recommendations for revising this 
Policy and its attachments, if any; and (5) revise this Policy and its attachments 
as the Board determines are in the best interest of NHEC and its Patrons and 
former Patrons.  

B. Recommendations to Board. At least once each Fiscal Year the 
President/CEO shall, consistent with the procedures outlined in Attachments A, B 
and C: (1) recommend to the Board the manner, method, timing, and amount of 
that year’s allocation and/or retirement of capital credits, if any; and (2) 
recommend to the Board any revisions to this Policy and its attachments, when 
such revisions are in the best interest of NHEC and its Patrons and former 
Patrons.   

C. Implementation of Policy.  The President/CEO is responsible for implementing 
this Policy and its attachments and for developing the business systems and 
practices necessary to allocate and retire capital credits according to this Policy 
and its attachments.   

D. Fiscal Year. The Fiscal Year is NHEC’s twelve-month accounting and tax period 
beginning January 1st and ending December 31st. 
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Policy No. B-32, Attachment A 

Procedures for Capital Credit Allocation  

A. Nonprofit Operation Obligation. NHEC recognizes its pre-existing legal obligation 
under Article VIII “Nonprofit Operation” of the Bylaws to furnish electric service and 
other goods or services to its Patrons on a patronage basis as follows: 

1. Electric Service Margins.  NHEC shall equitably allocate to each Patron the net 
earnings (i.e. revenue, income and gains in excess of operating costs, expenses and 
losses) from and directly related to the retail sale and distribution of electric energy 
(hereinafter referred to as “Patronage Earnings from Electric Utility Business”) for each 
Fiscal Year. Such equitable allocation shall be made in proportion to the value of such 
goods and services purchased by the Patron from the Electric Utility Business during 
the Fiscal Year. 

2. Other Goods or Services Margins.  In the event that NHEC engages in the 
business of furnishing goods or services other than electric service, NHEC recognizes 
its pre-existing legal obligation to provide such other goods or services on a patronage 
basis to Patrons.  Therefore, with respect to the sale and provision of other goods and 
services, NHEC shall allocate to each Patron net earnings from and directly related to 
the sale and provision of these other goods and services (hereinafter referred to as 
“Patronage Earnings from Other Utility Business”) for each Fiscal Year in proportion 
to the value of such other goods and services purchased by the Patron. 

B. Patronage Allocation Units.  For purposes of determining patronage and to 
recognize differences among patronage business activity types, NHEC shall equitably 
allocate patronage earnings in two or more separate allocation units – Electric Utility 
Business and Other Utility Business. 

1. Electric Utility Business Allocation Unit.  Patronage Earnings from Electric Utility 
Business is defined as the sum total of (a) the operating margin, (b) capital credits 
from other cooperatives, (c) any non-operating income or loss derived from or directly 
related to the furnishing of electric service, and (d) other sources of non-operating 
margins as may be required by the Bylaws and, if not required by the Bylaws, 
approved by the Board.  

a. Consistent with NHEC’s rate structure, Patronage Earnings from Electric 
Utility Business shall be apportioned pro rata to the Patrons based on the 
distribution revenue billed for each Patron divided by the total distribution 
revenue billed for all Patrons and allocated as a credit to the individual 
capital account of Patrons. 

b. To the extent NHEC furnishes the retail sale and distribution of electric 
energy during the year to large commercial Patrons at a special rate and/or 
through separate contract, NHEC may use a cost of service study or other 
reasonable method for determining the net margin contribution produced by 
each special rate or contract.  If NHEC makes this reasonable 
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determination, the net margin contribution shall then be allocated as a credit 
to the individual capital account of such Patrons.  Patronage Earnings from 
Electric Utility Business remaining are then allocated to all other Patrons in 
accordance with paragraph B.1.a.  

2. Other Utility Business Allocation Unit.  For each separate other utility business, 
Patronage Earnings from Other Utility Business is the sum total of (a) the operating 
margins, (b) capital credits from other cooperatives, and (c) any portion of non-
operating margins from or directly related to the furnishing of such goods or services, 
and (d) other sources of non-operating margins as may be required by the Bylaws 
and, if not required by the Bylaws, approved by the Board.   

a. For each other utility business, the patronage earnings shall be allocated as 
a credit to the individual capital account of Patrons in proportion to the 
revenue billed each Patron or group of similar Patrons billed for the other 
utility business over the total revenue billed all Patrons for such business.   

b. To the extent the other utility business is furnished during the year through 
a special contract with a different net margin contribution from other 
Patrons, NHEC may reasonably determine the net margin contribution.  If 
NHEC makes this reasonable determination, the net margin contribution 
shall then be allocated as a credit to the individual capital account of such 
Patron.  Patronage Earnings from Other Utility Business remaining are then 
allocated as a credit to the individual capital account of Patrons in 
accordance with paragraph B.2.a. 

C. Notice of Allocation.  Generally, by May 15th, but not later than September 15th 
each year, NHEC shall notify each Patron in writing of the amount of capital credits 
allocated to the Patron for the preceding Fiscal Year through a written notice stating 
the dollar amount allocated.  Allocations for each allocation unit, if more than one, 
shall also be separately stated. 

D. Patronage Losses.  In the event of a net loss from NHEC’s patronage business 
activities and allocation units, such net loss shall be recovered by NHEC as an offset 
to any unallocated retained capital, including current and future sources of non-
patronage earnings.   

E. Non-patronage Earnings and Losses.  Non-patronage earnings from all sources 
shall be first used to offset any accumulated or current patronage and non-patronage 
losses. Any excess non-patronage earnings shall be equitably allocated to each 
Patron in a manner consistent with the Electric Utility Business Allocation Unit 
provisions of section B.1. above.  Non-patronage losses shall offset any current non-
patronage earnings.  After such offsets are accounted for, any excess non-patronage 
losses shall be accumulated and offset by future non-patronage earnings. 
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Policy B-32, Attachment B 

Procedures for Capital Credit General Retirements 

A. General Retirements Goals. NHEC shall generally retire capital credits with the 
goals of: 

1. Maintaining an Equity Percentage in the range of 42% to 50%. “Equity 
Percentage” measures the portion of NHEC’s total assets that are financed 
primarily by the Patrons’ contributions to capital through the allocation and 
retirement of capital credits and through generation of unallocated retained 
capital.  This ratio is calculated by dividing (a) Total Equity by (b) Total Assets; 

2. Retiring capital credits every year during the month of July; 

3. Retiring capital credits on a combination “first-in, first-out” (“FIFO”) and “last-in, 
first out” (“LIFO”) basis; 

4. Retiring capital credits to achieve a target retirement cycle of 35 years after the   
initial allocation; 

5. Communicating and promoting cooperative principles to Patrons, former 
Patrons, civic leaders, and the public; and 

6. Recognizing and fostering loyalty and support among Patrons, and former 
Patrons. 

B. General Retirement Cycle Targets   

1. Electric Utility Business Allocation Unit Target.  The goal of NHEC is to routinely 
and annually retire a portion of its capital credits balance to its Patrons and former 
Patrons.  When determining the timing and extent of any retirement, the Board 
shall take into consideration NHEC’s estimated retirement cycle, which is the 
period of time between when capital credits are allocated and then subsequently 
retired to the Patrons.  For this purpose, the target retirement cycle is a period of 
thirty-five (35) years, which approximates the average depreciable life of total 
utility plant in service, which is funded in part by the rates paid by NHEC’s 
Patrons.  

a. Commensurate with the target retirement cycle, general retirements, if any, 
approved by the Board may approximate 2.85% of NHEC’s unretired capital 
credit balance for the Electric Utility Business Allocation Unit as of the end 
of the previous Fiscal Year.    

i. In the event the Equity Percentage exceeds the stated goal above, the 
Board may consider retirements in excess of 2.85% for one or more 
years in order to maintain this range. 
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ii. In the event the Equity Percentage is less than the stated goal above, 

the Board may decrease the amount retired, including not approving a 
general retirement, for one or more years in order to maintain this range. 

2. Other Utility Business Allocation Unit Target.  In the event NHEC engages in 
other utility businesses, the Board will establish the estimated target retirement 
cycle and other parameters for generally retiring capital credits so allocated and 
credited to the individual capital account of Patrons.   This section of the policy 
will be modified accordingly at that time. 

C. General Retirement Methodology. Once the amount of the general retirement is 
determined and approved, the board in any given year may retire 100% but not less 
than 70% on a FIFO basis to the oldest year(s) unretired.  For those years the FIFO 
retirement is not 100%, the remaining amount retired will be up to 30% on a LIFO 
basis to the most recent years of allocated but unretired capital credits. 

D. Payment and Notice of Retirement.  When NHEC retires capital credits allocated 
to Patrons or former Patrons, NHEC shall pay the retired amount as follows: 

1. Former Patrons – Subject to the minimum check amount established in E below, 
a check made payable to the former Patron will be sent to the former Patron’s 
most current address listed on NHEC’s records.   

2. Current Patrons –The retirement amounts shall be posted as a bill credit to the 
current Patrons’ electricity billing statement in the next billing cycle following 
the date established by the Board for the capital credit retirement, or a check 
may be sent to the Patron, or a combination of both. 

E. Minimum Check Amount.  NHEC shall not issue a capital credits retirement check 
in an amount less than ten dollars ($10.00), unless the retirement and payment are 
for all remaining capital credits allocated to a former Patron.  Amounts below the $10 
minimum check and retained by NHEC remain payable to the respective former 
Patrons and shall be paid when the cumulative amount of all Board approved capital 
credit retirements for such former Patron equals or exceeds $10. 

F. Initial Retirement Exceptions.  NHEC recognizes that implementation of its initial 
general retirement of capital credits may require deviations from some of the 
provisions of this procedure in order to address the unique constraints and 
circumstances of NHEC’s first-ever retirement. Accordingly, the manner, timing, 
method, and amount of the first general retirement may differ from the provisions of 
sections A(2), A(3), B(1), and C of this procedure, as determined by the Board in its 
sole discretion, without the need to revisit and revise this procedure. 
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Policy B-32, Attachment C 

Procedures for Capital Credit Special Retirements 
 

A. Special Retirements.  Special retirements are those which take place on an 
accelerated basis, earlier than would otherwise occur according to the anticipated 
schedule for general retirements and which may be triggered only by special 
circumstances as provided for in sections C, D, and E below. NHEC may specially 
retire capital credits only: (1) upon the death of an individual Patron or former 
Patron, that is a natural person, for accounts that are in an inactive status; or (2) for 
amounts owed to NHEC by a former Patron; or (3) for former patrons, both natural 
persons and, with certain limitations, non-natural persons as herein provided.  

B. Discounting of Special Retirements.  Because special retirements take place 
earlier than they otherwise would under the policy and procedures governing general 
retirements, for special retirements NHEC shall retire and pay the discounted, net 
present value of the capital credits. Net present value shall be calculated for each 
year of unretired capital credits using the formula of 1/(1+r)^n, where "r" is the 
discount rate and "n" is the discount period.  The cash payment portion of the 
retirement is the sum total of the net present value for each year of unretired capital 
credits.  For purposes of this procedure:   

1. Discount Period means – The time between the year of the special retirement 
and the year of the expected general retirement but not to exceed NHEC’s 
target retirement cycle of thirty-five (35) years. 

2. Discount rate means – NHEC’s Weighted Average Cost of Capital. 

3. Weighted Average Cost of Capital (“WACC”) means - A formula measuring the 
cost of NHEC’s total capitalization through both equity and long-term debt.  The 
formula for calculating NHEC’s WACC is summarized as follows: 

 
(E x COE) + (D x COD) 

 
Where: 

 
E is the percent of equity to total capitalization per NHEC’s balance sheet 
in December of the prior Fiscal Year. 

 
COE is the Cost of Equity equal to the 5-year average of NHEC’s return on 
equity as measured by dividing NHEC’s 5-year average net margin by the 
average net equity balance, 

 
D is the percent of long-term debt to total capitalization per NHEC’s balance 
sheet in December of the prior Fiscal Year, 
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 COD is the cost of debt as derived by taking the prior Fiscal Year interest 
expense on long term-debt divided by the average of the two prior Fiscal 
Year’s December long-term debt balance. 

 
The difference between the cash payment portion of the early retirement and the 
capital credits account balance retired shall be irrevocably assigned and contributed 
to the unallocated retained capital of NHEC and shall be subject to the property rights 
of members.  

C. Estate Special Retirements. NHEC may specially retire capital credits upon the 
death of an individual Patron or former Patron. In no event shall the total cash 
payment portion of all estate special retirements in a given Fiscal Year exceed 
$50,000.  If met, the annual limit may be raised at the discretion of the Board.  If the 
annual limit is not raised, all requests in excess of the annual limit shall be 
considered, in order of priority by date of receipt, in the subsequent Fiscal Year.   

 
1. To be eligible for an estate special retirement, all accounts held by the deceased 

shall be transferred or disconnected prior to December 31st of the Fiscal Year 
preceding the anticipated special retirement payment.  

 
2. A written request for such retirement and payment must be made by the legal 

representative of the individual estate lawfully entitled to receive such retirement 
and payment.  The written request shall also include proper documentation of the 
legal representative’s authority as determined from time to time by NHEC. 

D. Bad Debt Special Retirements. As part of NHEC’s semi-annual bad debt write-off 
process, NHEC may specially retire capital credits of former Patrons for recoupment 
of the amount written off.  Any capital credits balance remaining shall be retired and 
paid through NHEC’s general retirement cycle. Any balances of bad debts still owed 
after recoupment shall be subject to NHEC collections policies. 

E. Former Patrons Special Retirements.  The following provisions become effective 
for NHEC’s fiscal year beginning January 1, 2020. 

1. Natural Persons.  NHEC may specially retire capital credits of former Patrons 
when it receives a written request for such retirement and all meters/services of 
a former Patron have been disconnected, and the Patron’s account is in inactive 
status.   

2. Non-natural Patrons.  NHEC may specially retire capital credits when it receives 
a written request for such retirement and proper notification of the dissolution, 
liquidation or cessation of existence of an entity Patron or former Patron.   

3. Waiting Period.  Subject to NHEC collections polices, no special retirement and 
subsequent payment will be made to a former Patron earlier than six (6) months 
from the date of disconnect and only after capital credits have been allocated for 
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each Fiscal Year to which the former Patron is entitled, including the year of 
disconnection.  

4. Annual Limit.  The total aggregated amounts of the cash portion of all such 
special retirements paid by NHEC to former Patrons in a given Fiscal Year shall 
not exceed $600,000.  If met, the annual limit may be raised at the discretion of 
the Board. If the annual limit is not raised, all requests in excess of the annual 
limit shall be considered, in order of priority by date of receipt, in the subsequent 
Fiscal Year. 

F. Restrictions on Special Retirements.  Special retirements of capital credits shall 
not be made: 

1. Prior to NHEC’s initial general retirement of capital credits; 

2. To estates of deceased natural persons who are survived by a widow or widower 
who continues to be a patron of NHEC; 

3. Upon the reorganization, merger, or consolidation of an entity Patron or former 
Patron; 

4. To former Patrons transferring accounts to third parties living within the same 
household or to an entity under the substantial control of the former Patron.  
Determinations concerning such transfers shall be at the sole discretion of the 
Board; 

5. To Patrons undergoing bankruptcy proceedings; or 

6. To Patrons or former patrons for reason of their reaching a certain age.   
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Retention Guidelines.  
 

B. Define the necessity or useful life of records (paper or electronic), taking into 
consideration: 
 
 Records required to be kept by applicable federal and state laws rules and 

regulations; 
 Records necessary to document NHEC compliance with applicable federal, 

state or local laws, rules and regulations; 
 Records related to extraordinary events which should be retained, including, 

but not limited to, documents relating to litigation or governmental 
investigation(s); and 

 Records critical to the operation of the business or necessary for any 
reasonable and necessary business objective. 
 

C. Define what electronically stored information qualifies as a record of NHEC and 
will be necessary or advisable to retain according to NHEC’s Record Retention 
Guidelines, taking into consideration: 
 
 Business communications with external parties, including, but not limited to, 

potential or current or past members of NHEC; contractors; vendors; 
regulatory bodies; and business partners; and 

 Any information about or to employees concerning: time worked, benefits, 
pay, safety and security. 
 

D. Ensure the security of electronically stored records and preserve the rights of 
individuals and the confidentiality of NHEC by establishing defined levels of 
security, proper safeguards and record access. 

 
E. Maintain an ongoing record that details the destruction of records.  

 
F. Respond appropriately to any pending or potential litigation, governmental 

investigation and other circumstances which may require a “stop”, suspension 
or litigation hold of regularly scheduled destruction of relevant records.  
Relevant employees will be promptly notified of any such “stop” by the 
President/CEO, or designee or Records Custodians.   

 
G. Amend NHEC’s Record Retention Guideline in the event that NHEC becomes 

aware of requirements which may supersede the established Guideline.  
 

H. Provide reasonable protection for records from damage by fire, floods, and 
other hazards, including excessive humidity, dryness, or lack of proper 
ventilation. 

 
I.   Select a storage medium that will meet CFR regulations, using the following 

guidelines: 
 

1. The storage medium shall have a life expectancy at least equal to the 
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applicable retention period provided for in the guideline, unless there is a 
quality transfer from one medium to another with no loss of data.  Each 
transfer of data from one medium to another should be verified for accuracy 
and documentation. 

 
2. Internal control procedures shall be developed that assure reliability of, and 

ready access to, data stored on a machine-readable medium and 
reproduced documents will be in a readable form without loss of clarity.  

 
3. Records shall be indexed and retained in such a manner that they are easily 

accessible in accordance with this Policy and NHEC Record Retention 
Guidelines.  

 
4.   Although NHEC discourages the practice of retaining records in multiple 

media formats, if computer generated records are also printed and stored in 
hard copy format, then the Records Custodians shall be responsible for 
ensuring that all duplicative record retention be destroyed after the 
expiration of the required retention period. 

 
 J.  Precautions are to be taken to destroy the legibility of records that are 

confidential and protected by law.  Confidential records may include employee 
payroll and other personnel records, corporate records and correspondence.  
These records will be destroyed by shredding, burning or other equivalent 
means. 

 
III. RESPONSIBILITY 

A. The Board hereby authorizes the President/CEO to delegate authority to the 
Controller and the VP Technology Business Services/CIO (the "Records 
Custodians") to put in place the procedures necessary to effectuate this policy.  
Questions about the policy should be directed to the President/CEO or 
Records Custodians. 

B. The Board understands that NHEC’s Record Retention Guideline requires 
continual review and updates as the applicable laws, rules and regulations, as 
well as the demands of NHEC change over time.  Everyone within and even 
those outside of NHEC have specific responsibilities with regard to the 
implementation of this Policy and the associated Guideline.  In addition to the 
authority granted to the Records Custodians, the Records Custodians shall be 
responsible for monitoring compliance and periodically reviewing the Guideline 
for further enhancements or modifications.  NHEC reserves the right to revise 
the Policy and Guideline at its sole and absolute discretion.  If and when 
provisions are changed, NHEC will distribute replacement pages for those that 
have become outdated. 

 
IV. COMPLIANCE 

A. NHEC records are the exclusive property of NHEC and not the property of the 
author or custodian of those records.  No employee has any personal or 
property right to the records of NHEC including those records that the 
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employee helped develop or compile. 
 

B. The intent of this policy is that each employee, officer, director and agent of 
NHEC is required to comply with the Policy.  Should any employee, officer, 
director or agent of NHEC become aware of information indicating that a 
person responsible for the retention or destruction of records is not in 
compliance with this policy, such information shall be promptly reported to the 
Records Custodians.  Failure to comply with the Policy may result in 
disciplinary action, up to and including termination of employment, whether 
disciplinary action will be imposed and, if so, to what extent will be determined 
by NHEC in its sole discretion. 

 
V. LITIGATION HOLD 

Once NHEC or its legal counsel reasonably foresees that litigation will ensue on a 
matter, the Board hereby directs the Records Custodians to make certain that all 
sources of potentially relevant information be identified and placed on "hold", so 
as not to be destroyed.  In order to meet NHEC’s preservation duties, once NHEC 
or its legal counsel determines a need for a litigation hold, the Records 
Custodians will be informed by legal counsel to cease all destruction procedures 
relating to relevant documents and information. Until instructed otherwise by legal 
counsel, all destruction and disposal of relevant NHEC records shall thereafter 
cease. 
 

VI. PRIOR POLICIES/PROCEDURES 

This Policy shall supersede and replace any and all policies, procedures, and 
practices of NHEC that relate to the retention and/or destruction of all records of 
NHEC unless otherwise specifically referenced herein.     
 

This policy will be reviewed at least once annually by the Audit Committee. 
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2. NHEC’s Information Security Program documents a process by which 

NHEC will respond to information requests made by non-members; 
including courts, governmental offices, agencies, or representatives and 
parties participating in proceedings before such courts, offices, agencies 
or representatives (“the Government”), in compliance with Federal and 
State laws. 

 
IV. REQUIREMENTS 
  

A. NHEC Information Security Program shall include, at a minimum, the 
following security components: 

 
1. Network Firewalls 
2. Centralized Log Management 
3. Security Event and Information Management 
4. Intrusion Prevention 
5. Data Loss Prevention 
6. Vulnerability Scanning 
7. Patch Management 
 

B. NHEC’s Information Security Program shall include, at a minimum, the 
following steps to ensure the confidentiality, integrity, and availability of 
members’ personal and private information: 

 
1. All requests for information shall be handled by the President/CEO or the 

President’s designated representative. 
 
2. Subject to the limited exceptions listed below, requests for billing, credit 

or other personal information of any member account will not be released 
without prior consent of the member.  Whenever information is disclosed 
pursuant to the exceptions listed below, NHEC will take reasonable 
measures to limit the amount and scope of such disclosure. The following 
are exceptions to this disclosure restriction: 

a. The sharing of such information with a group consisting of other utility 
type organizations for the purpose of establishing and maintaining a 
common database of billing history for exclusive sections of those 
organizations only; and/or, 

b. The disclosure of such information to, or pursuant to an order from, 
the Government, where NHEC believes, after consultation with legal 
counsel, that the Government may lawfully require such disclosure, 
regardless of whether or not the Government has pursued or 
exhausted all avenues to compel such disclosure. 
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3. The membership list shall not be made available to any person(s) or any 

political or business organization for solicitation purposes unless 
specifically authorized by the Board of Directors. 

 
4. Subject to the preceding disclosure restrictions, NHEC shall respond 

timely to the information requests of members.  Such responses shall 
take into account NHEC’s various responsibilities recognized above, and 
may reflect limitations on public disclosure consistent with those 
pertaining to the conduct of executive sessions.  NHEC may also take 
into account the impact upon NHEC’s human, financial and technical 
resources when determining the timing, manner and scope of such 
responses.  

 
5. Whenever commercial, financial or personal information is disclosed, 

NHEC will take reasonable measures to limit the amount and scope of 
such disclosure.  Where such information has been acquired by NHEC 
subject to a confidentiality or non-disclosure agreement, NHEC may 
condition its disclosure, if any, upon the receiving party’s execution of an 
appropriate confidentiality or non-disclosure agreement. 

 
6. To the extent practical, costs associated with duplicating records and 

other costs involved in providing information shall be borne by those 
making the request. 

 
7. To ensure consistent and accurate information is made available to the 

public or news media, all releases of information shall be approved by the 
President/CEO, or the President/CEO’s designated representative. 

 
8. After legal review, non-specific information in aggregate may be provided. 
 

V.  RESPONSIBILITY 
  

A. The President/CEO or a designated representative is responsible for ensuring 
this policy is followed. 

B. The Audit Committee is responsible for the annual review of this policy with 
the Board of Directors.  
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NEW HAMPSHIRE ELECTRIC COOPERATIVE, INC. 
 

AUDIT COMMITTEE CHARTER 

 
 
     The Board of Directors (“Board”) of New Hampshire Electric Cooperative, Inc. 
(“NHEC”) has determined that an Audit Committee of the Board shall assist the Board in 
fulfilling certain Board oversight responsibilities.  That assistance includes scrutiny of 
NHEC’s financial reporting process, systems of internal accounting and financial controls, 
code of ethics compliance, engagement of internal and external independent auditors 
(“Auditors”), and record retention policies.  It shall also include oversight of the 
information systems security program which shall ensure secured access to all of NHEC’s 
technology systems, including information systems, communications systems, and control 
systems, also known as cybersecurity, as well as the confidentiality, integrity and 
availability of all corporate and member data/information, Enterprise Risk Management 
(ERM), and such other functions as the Board may delegate to the Committee.  The Audit 
Committee has adopted this charter to establish the governing principles of the Audit 
Committee (“Committee”). 
 

I. General Statement of Purpose 

 
The primary function of the Committee is to serve as an independent and objective 

party to assist the Board in fulfilling its oversight responsibilities, except those that are 
specifically related to the responsibilities of another committee of the Board, by overseeing 
and monitoring: 

 
1. The quality and objectivity of annual financial reports provided by NHEC to 

members and the public.  
 

2. The NHEC’s system of internal controls and internal audits regarding financial 
reporting, finance and accounting. 

 
3. The NHEC’s system of internal controls ensuring both the physical and logical 

security of all of NHEC’s information, communications and control systems. 
 

4. The responsibilities and independence of NHEC’s Information Security  
Compliance Executive.  

 
5. The independence and performance of NHEC’s Auditors. 

 
6. Compliance with the NHEC’s Statement on Ethics including review of any 

compliance complaints and corrective actions taken. 
 
 

II. Committee Membership 
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The Committee shall be comprised of three or more directors as determined by the 
Board, each of whom: 

 
1. Shall be an independent director, and free from any relationship that, in the 

opinion of the Board, would interfere with the exercise of his or her independent 
judgment as a member of the Committee. 

 
2. Shall be or shall become (within a reasonable period of time after his or her 

appointment) “financially literate,” as such qualification is interpreted by the 
Board. 

 
The Board Chairperson shall annually appoint the members and Chairperson of the 

Committee. 
 
III. Responsibilities and Duties 

 

A. General Responsibilities 
 

The general responsibilities of the Committee shall be as follows: 
 
1. Maintain open communications with the Auditors, NHEC executives and the 

Board. 
 

2. Review and reassess the adequacy of the Committee’s charter and the Board’s 
Audit Policy at least annually and recommend any changes to the Board.  

 
3. Take any other actions required of the Committee by law, applicable regulations, 

NHEC Bylaws or as required by the Board. 
 

If the Committee deems it necessary or appropriate to arrange for the assistance of 
independent legal, accounting or other advisors, the Committee Chairperson shall bring the 
request to the Board in executive session.   

 
B. Responsibilities Regarding the Engagement of the External Auditors 

 
Ensure the independence of the Auditors by: 
 
1. Having the Auditors deliver to the Committee annually a formal written statement 

delineating all relationships between the Auditors and NHEC and addressing at 
least the matters set forth in Independence Standards Board Standard No. 1; 
actively engaging in dialogue with the Auditors about any relationships or services 
disclosed in such statement that may impact the objectivity and independence of 
NHEC’s Auditors. 
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2. Ensuring the rotation of the lead (or coordinating) auditor (e.g., partner, principal, 
director, etc.) having primary responsibility for the annual audit and the audit 
partner responsible for reviewing the audit. 

 
3. Overseeing NHEC’s hiring of current employees or former employees of the 

Auditors who participated in any capacity in the audit of NHEC. 
 

C. Responsibilities regarding the Annual Audit of the Financial Statements, and the 

Information Systems Security Audits.  
 
The Committee will: 
 
1. Inform the Auditors that they are accountable to the Committee and that they will 

provide the Committee with timely communications regarding significant financial 
reporting and internal control issues. 

 
2. Review with management significant risks and exposures identified and 

management’s steps to minimize them. 
 

3. Review with management and the Auditors, as appropriate: 
 

a. NHEC’s internal controls, including information technology system 
security controls. 

b. NHEC’s significant accounting and information technology policies. 
c. The audited annual financial results before they are made public. 
d. Alternative treatments of financial information within accounting principles 

generally accepted in the United States of America that have been discussed 
with management, ramifications of the use of such alternative disclosures 
and treatments, and the treatment recommended by the Auditors. 

e. Significant and/or material written communications between the Auditors 
and management, such as any management letter or schedule of unadjusted 
differences. 

f. The results of periodic internal and independent Information Systems 
security audits. 

 
4. After the completion of the annual financial statement audit, or as needed 

throughout the year, discuss with management and the Auditors: 
 

a. NHEC’s annual financial statements and related footnotes, including any 
adjustments to such statements recommended by the Auditors. 

b. Any significant findings and recommendations made by the Auditors with 
respect to NHEC’s financial policies, procedures and internal accounting 
controls together with management’s responses thereto. 

c. The qualitative judgments about the appropriateness and acceptability of 
accounting principles, financial disclosures and underlying estimates. 
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d. Any significant difficulties or disputes with management encountered 
during the course of the audit. 

e. Any other matters about the audit procedures or findings that Generally 
Accepted Auditing Standards require the auditors to discuss with the 
Committee. 

f. The type of opinion the Auditors propose to render to the Board and the 
Committee and NHEC Members. 

 
5. After the completion of the annual Information Systems Security Controls Audit, or 

as needed throughout the year, discuss with management and the auditors any 
significant findings and recommendations made by the auditors to improve: 

a. the security of NHEC’s information system; and 
b. the security of corporate and member data/information.  

 
6. Report to the full Board with regard to audit reports it has reviewed and accepted.   

 
D. Responsibilities for Compliance Oversight 

 

The Committee shall establish procedures for (1) the receipt, retention and treatment of 
complaints received by NHEC regarding accounting, internal accounting controls, or 
auditing matters and (2) the confidential, anonymous submission by employees of 
NHEC of concerns regarding questionable accounting or auditing matters.  The 
Committee may review and reassess the adequacy of these procedures periodically and 
adopt any changes to such procedures that the Committee deems necessary and 
appropriate. 
 
The Committee will: 

1. Review NHEC’s IRS Form 990 filing prior to submittal; The Audit Chair or 
Treasurer are designated to sign the completed 990 on behalf of NHEC. 

2. Periodically evaluate NHEC’s Code of Conduct, Ethics, Conflict of Interest, 
Information Security and Risk Management policies to ensure they are 
adequate. 

 
E. Reporting 

 

1. Regularly report to the Board about Committee activities, issues and related 
recommendations. 

 
2. Report annually to NHEC membership describing the Committee’s composition, 

responsibilities and how they were discharged, and any other information that may 
be required. 

 
IV. Auditors and Management Responsibilities 

 

Notwithstanding the responsibilities and powers of the Committee set forth in this 
Charter, the Committee does not have the responsibility of planning or conducting audits 
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of NHEC’s financial statements or determining whether NHEC’s financial statements are 
prepared in accordance with accounting principles generally accepted in the United States 
of America; such responsibilities are the duty of management and issuing an opinion or 
audit report on the financial statements is the Auditors’ responsibility.  In addition, it is not 
the duty of the Committee to conduct investigations or to assure compliance with laws and 
regulations of NHEC’s code of conduct. 
 

V. Meetings 

 
The Committee will meet at least four (4) times each year, or more frequently as 

circumstances require, either in person or telephonically.  The Chairperson of the 
Committee may call a Committee meeting whenever deemed necessary and shall be 
responsible for meeting with the Auditors at their request to discuss any matters.  The 
Committee may request any officer or employee of NHEC or NHEC’s outside counsel or 
Auditors to attend a meeting of the Committee or to meet with any members of, or 
consultants to, the Committee.  

 
 
This charter will be reviewed at least once annually by the Audit Committee. 
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