DOCKET NO. UM 1768

Cover Sheet for Submission of
2016 Annual ETC Certification Reports

Name of Eligible Telecommunications Carrier:_ Home Telephone Co

Filing date: ___6/29/2016

Is this: Original submission? X
OR
Revised submission?

Person to contact for questions:

Name Delinda Kluser

Phone number 541-932-4411

E-mail address  dkluser@ortlco.net

Documents included in this filing {please check applicable items):
_ CAF/ICC Support (47 CFR § 54.304)
__ RateFloor Data (47 CFR § 54.313(h)) — if separate from Form 481
_ X Form 481 (High-cost per 47 CFR § 54.313, Low-income per 54.422)!
_ Form 690 (Mobility Fund per 47 CFR § 54.1009)

Affidavit for High-Cost Support

Filing deadlines: The deadlines for filing items required by 47 CFR § 54 are the same as
the deadlines for filing with the FCC. The notarized affidavit for high-cost support must
be filed no later than the due date for the FCC Form 481. Based on current information,
it appears that all items other than CAT/ICC support data are due by July 1, 2016. The
CAF/ICC support data are due the same day as the ETC’s interstate access tariff filing.

If revisions to an original submission are filed with the FCC or USAC, a copy of the
revisions must be filed with the Oregon Commission no later than five business days
following submission to the FCC or USAC.

! Lifeline-only ETCs must provide all information specified in 47 CFR § 54.422(b) even if the ETC does
not submit this information to the FCC.



Deedee Kluser
m

From: Form48l®@usac.org
Sent: Wednesday, June 29, 2016 8:39 AM
To: dkluser@ortelco.net
Subject: Form 481 Ceriification Confirmation

,Ej [ == S

Form 481 Certification Confirmation
Congratulations. Your filing has been successfully caertified.

Filing Number: 1

Certification Date and Time: Wed Jun 29 11:39:10 EDT 2016
Filing Created By: dkluser@ortelco.net

SAC: 532377

498 ID: 143002622

Carrier: HOME TELEPHOWME CO

Praogram Year: 2017

Vaisis a syetem genarais ] amall,

Heaza do rot raspond o s messane,

© 1997-2015, Universal Service Adrhinisirative wempary, Al Rights Reserved,
USAC | 2000 L Skroet MY | Sulte 200 ¢ Washington, 00 20038
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S Crampnie

USACHeme  High Cost Program  Search Tools | - Form 481

CONFIRMATION

Congratulations. Your fillng has been successfully certiied.

Filing 1 was successfully certified on Wed 29 Jun 16 11:26:29 AM EDT by diluser@ortelco.net .

SAC : 532377

498 1D ; 143002622

Carrier Name : HOME TELEPHONE CO
Program Year : 2017

A confirmation emaii will be sent to the email address on record for your user ID. Please email USAC at HOCFRTS@USAC.ORG if you do nat receive this email
withirr 24 hours.

Please take this quick survey and give us your thoughts! Your feedback will help improve the filing process. Take Survey,|

iReturn to 481 Search] Print Confirmation Pagel

© 1997-2015, Universal Service Administrative Company, All Rights Reserved, Website & Privacy Policies

file:///C:/Users/DEEDEE~1 .MAC/AppData/Local/Temp/UAG1HLB3.htm 6/29/2016



flea LULE ]
FEL Form 481 - Carrier Annual Reparting M Lot i, 2085 0908/ DM Caintral o, H0-ia18
Data Collectian Farm by JULE
<010> Study Area Code 532377
<015> Study Area Name HOME TELEPHONE CO
<020> Program Year 2017
<030> Contact Name: Person USAC shouid cantact DELINDA KLUSER
with questicns about this data
<035> Contact Telephone Number: 5419324411 ext.
Number of the person identitied in data line <030>
<038> Contact Email Address:

Email ot the person identitied in data line <030>

dkluserdiortelco. net

Form Type

54,313 and 54.422

Page 1

Page 1
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Page S

(A00) Number of Complatts. pear 3,000 curtomers FOI Form 485
[Data Collection form QLR Control o BOBO-USEG (AR Cantrol Ng  I060-0B19
Juhy 2023

<010>  Study Area Code 522377

<015> StUdV Area Name HOME TELEDHONE Co

<020=  Program Year .

<030>  Contact Name - Person USAC should contact regarding this data SETEYtEelT
Contact Telephone Number - Number of person identified in data line

<035> 030> 439734015 ext

<030 Contact Emall Address - Email Address of person identified In datafine  aciusersesceice nes
<030>
Select from the drop-down [ist to indicate how you would like to report

<apps  voite complaints (zero or greater) for vaice telephony service in the prior  offered only fixed voice
calendar year for each service area in which you are designated an ETC for
any facilities you own, operate, lease, ar otherwise utiliza.

<410>  Complaints per 1000 customers for fixed voice 0.0

<420>  Complaints per 1000 customers for mobile voice
Select from the drop-down list to indicate how you would like to report

<4305 end-user customer complaints (2ero or greater) for broadband service in -~ Offered only fixed broadband
the prior calendar year for each service area in which you are designated
an ETC for any facilities you own, operate, lease, or otherwise utilize.

<440>  complaints per 1000 customers for fixed broadband 0.0

<450>  Complaints per 1000 customers for mobile broadband

Page 5



Fage g

{500} Compliance Weth Senhcn Quality Standards and Corsummer Pritertion Rules FLLFRin 451
Data Collaction Farm MBS Contii N S060-7956,0M8 Tontrel N 3080-0818
by 2013

010> Study Area Code
<015 Study Area Name
<020> _ Program Year

<030> _ Contact Name - Parson USAC should contact regarding this data

<035+ Contact Talephone Number - Numiber of person identified in data Jine <030
<039  Contact Email Addrass - Email Address of person identffied in data line <030>  dkluasrzortelca.net

<300>  Certify cermpliance with applicable service quality standards and consumer protection rulss Yag

5323772r510 . pdf
<510> Descriptive document far Service Quality Standards & Censumer Protection Rules Compliance

Page 6



{6003 Functionality in Emergency Stuations
Data Coltectinn Form

FCC Farm 881
OB Control N 3060-0986/0MB Control No. 30600815
July 2013

<{10>  Study Area Cade 033371

<015>  Study Area Name HOME TECEFHONE 0
<020>  Program Year 2217

<030> Contact Name - Person USAC should contact regarding this data DELINDA

<035>  Contact Telephone Number - Number of person identified in data line <030> st Yzl
<039>  Contact Email Address - Email Address of person identified in data line <030>  ixl:use:rorrelce nat
<600>  Certify compliance regarding ability te function in emergeney situations Yes

<61G> Descriptive document for Functionaiity in Emergency Situations

=AZHTIORGIA . pdf

Page 7
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<010 Study Area Code 32377

015> Study Area Name HOME TELEPHONE (O
<020 Program Year 2017

<030> Contact Name - Person USAC should contact regarding this data DELINDA KLUSER

<035 Cantact Telephane Number - Number of person identified in data line <030> 5419324411 ext.

<039> Contact Email Address - Email Address of person identified in data line <D30> dklusereortelco.net

Compiete the items below to note compliance with five year service quality plan (pursuant to 47 CFR § 54.202(a)) and, for privately held carriers, ensuring
compliance with the financial reporting requiremenis set forth in 47 CFR § 54.313(f}2]). | further certify that the information repcrted on this form and in
the documents attached below is accurate.

{3009)
(30104}

{30108}
{30124)
{30128)

{3013}

{3014)

{3015}

(3016)

{3017)

(3018}

{3019)

{3020}

(3021)

(3022)

(3023)

(3024)

(3025)

(3026)

Progress Report on 5 Year Plan
Carrier certifies to 54.313(f){1}iii)

Mitestone Certification {47 CFR § 54.313(f){1}(i)}

Please Provide Attachment

Community Anchor Institutions {47 CFR §
54,313(f){1)(iir}
Please Provide Attachment

Is your company a Privately Held ROR Carrier {47 CFR
§54,213(f1{2)}
If yes, does your company file the RUS annual repart

Please check these boxes to confirm that the
attached PDF, on line 3017, contains the required
information pursuant to § 54.313(f}{2) compliance
requires:

Electronic copy of their annual RUS reparts
{Operating Report for Telecommunications
Borrowers)

Document(s} with Balance Sheet, Income $tatement
and Statement of Cash Flows

If the response is yes on line 3014, attach your
company's RUS annual report and all required
documentation

If the response is no on fine 3014, is your company
audited?

If the response is yes on line 3018, please check the
boxes below to confirm your submission on line
3026 pursuant to § 54.313(f)(2), contains:

Either a copy of their auditad financial statement; or
(2) a financial report in a format comparable to RUS
Operating Report far Telecommunications Borrowers
Cocument(s) for Balance Sheet, tncome Statement
and Statement of Cash Flows

Management letter and/or audit opinion issued by
the Independent certified public accountant that
performed the company’s financial audit.

If the response fs no on line 3018, please check the
boxes below to confirm your submissian on line
3026 pursuant to § 54.313{f}{2}, contains:

Copy of their financial statement which has been
subject to review by an independent certified public
accountant; or 2) a financial report In a format
comparable te RUS Operating Report for
Telecommunications Borrowers

Underlying information subjected to a raview by an
independent certified public accountant

Underlying hformation subjected to an officer
certification.

Document(s) for Balance Sheet, Income Statement
and Statement of Cash Flows

Attach the worksheet listing required infarmation

Yes Artrfach Certification

Name of Attached Document Listing Required
Informaticn
No - No New Community Anchors
Name of Attached Document Listing Required
Information
(Yes/No}) @ O
{yes/Na) o @

[ ]
L]

Narme of Attached Document Listing Reguired
Informaticn

{Yes/Noj @ O

Jot [

Name of Attached Document Listing Required
Infermation

S3ZITTARAO0IO . pdi

£323770R1026. pdf
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Page 19

{41305} Rirral Broadbant Expariment Addifone] Pocumentatian TG SR AL
Hiika Collection Pap QMR Control Ne. J0505-0885 /948 Contral Mo, 30603312

hily a3
<010> Study Area Code iz
<015 Study Area Name BOMZ TELEMOHE 00
<020> Program Year 2517
<030> Contact Name - Parsen USAC should contact regarding this data BELINDR RISEEP
<035 Contact Telephone Number - Number of persan identified in data line <030> SALESEILT et
<G38> Contact Email Address - Email Address of person identified in data line <030>  wiveercor==lca.=et

4005 Rural Broadband Experiment

Authorized Rural Broadband Experiment (RBE) recipients must address the certification for public interest obligations, provide a list of newly served
community anchor institutions, and provide a list of locations where broadband has been deployed.

Public Interest Obligations — FCC 14-08 (paragraphs 26-29, 78)
Please address Line 4001 regarding compliance with the Commission’s public interest obligations. Ail RBE participants must provide a respecnse to Line 4001,

4001. Recipient certifies that it is offering broadband to the identified locations meeting the requisite public
interest obligations consistent with the categary for which they were selected, including broadband speed,
latency, usage capacity, and rates that are reasonably comparable to rates for comparable offerings in urban
areasy

Community Anchor Institutions — FCC 14-98 (paragraph 74)

4003a. RBE participants must provide the humber, names, and addresses of community anchor institutions to
which they newly deployed broadband service in the preceding calendar year. On this line, please respend
{yes — attach new community anchors, no —no new anchors) to indicate whether this list will be provided.

If yes to 4003A, please provide a response for 4003B.

4003b. Provide the number, names and addresses  Nama of Attached Document Listing Required Information
of cormunity anchor institutions to which the

recipient newly began providing access to
broadhband service in the preceding calendar year.

Broadhand Deployment Locations — FCC 14-98 (paragraph 80)

4004a. Attach a list of geacoded locations to
which broadband has heen deployed as of the

lune 1st immediately preceding the July 1st filing Name of Attached Document Listing Reguired Information
deadline for the FCC Form 481.

4004h. Attach evidence demonstrating that the
recipient is meeting the relevant public service
obligations for the identified locations. Materials

must at least detail the pricing, offered brosdband  Name of Attached Document Listing Required information
speed 2nd data usage allowances available in the
relevant geographic area.

page i9




Page 20

Certification - Repocting Carrier B¢ Porem 481
bata Coflectien Form OME Contral Mo 3950-U5B6/00H Contrpl Mo, 2065-0810
by 2013
<010>  Study Area Code 532377
<015>  Study Area Name HOME TELEFHONE CO
<C020> Program Year 2017
<030> Contact Name - Person LISAC should contact regarding this data DELINDA KLUSER

<035> _Contact Telephone Number - Number of person identified in data line <030> 5419222411 ext.

<035> Contact Email Address - Email Address of person identified in data line <030>  dklusersorteles.net

TO BE COMPLETED BY THE REPORTING CARRIER, IF THE REPORTING CARRIER 15 FILING ANNUAL REPORTING ON ITS OWN BEHALF:

Certification of Officer as to the Accuracy of the Data Reported for the Annual Reporting for CAF or LI Recipients

I certify that | am an officer of the reporting carrier; my responsibillties include ensuring the accuracy of the annual reporting requirements for universal service support
recipients; and, to the best of my knowledge, the information reparted on this form and in any attachments is accurate.

Name of Reporting Carrier: HOME TELEPHONE (0O

Signature of Authorized Officer:  CERTIFIED ONLINE Date  96/23/201¢

Printed name of Authorized Officer; De1inda Kluser

Title or pasition of Autherized Officer: Vice-Pras, Manager

Telephone number of Authorized Officer: 5419224411 ext.

Study Area Code of Reporting Carrier: s42377 Filing Due Date for this form: 97/01/201€

Persons willfully making false statements on this form can be punished by fine or forfeiture under the Communications Act of 1834, 47 U S.C, % 502, 503(b), or fine or imprisonment
uncler Title 18 of the United States Code, 18 U.5.C. § 1001.

Page 20
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Cortification - Agent [ Carrigr FELC Foemm 401
Oata Collection Form NS Contral o, SO50-0206 00 Control fe, E500815
Jiy LY )
£32377

<010>  Study Area Code

<015>  Study Area Name HOoME TELEPHONE CO

<020> Program Year 2017

<030> _ Contact Name - Person USAC should contact regarding this data DELINDA KLUSER
$419324411 ext.

<035> Contact Telephane Number - Number of person identified in data ling <030>

<039> Centact Email Address - Email Address of person identified in data line <030> dklusergortelco.nat

TO BE COMPLETED BY THE REPORTING CARRIER, IF AN AGENT IS FILING ANNUAL REPORTS ON THE CARRIER'S BEHALF:

Certification of Officer to Authorize an Agent to File Annual Reports for CAF or LI Recipients on Behalf of Reporting Carrier

I certify that (Name of Agent) is autharized to submit the Information reported on behalf of the reporting carrier. |
also certify that | am an officer of the reporting carrier; my responsibllities Include ensuring the accuracy of the annual data reporting requirements providad to the authorized
agent; and, to the best of my knowledge, the reports and tata provided to the authorized agent Is accurate.

Name of Authorized Agent:

Name of Reporting Carrier:

Signature of Authorized Officer: Date:

Frinted hame of Authorized Officer:

Title or position of Autharized Officar:

Telephone numbar of Authorized Officer:
Study Area Code of Reporting Cartier: Filing Due Date for this form:

Persons willfully making false statements on this form can be punished by fine ar forfefture under the Communications Act of 1934, 47 U.5.C. §§ 502, 503{b}, or fine or imprisonment
under Title 18 of the United States Cede, 18 U.S.C. § 1001.

TO BE COMPLETED BY THE AUTHORIZED AGENT:

Certification of Agent Authorized to File Annual Reports for CAF or LI Recipients on Behalf of Reporting Carrier

I, as agent for the reporting carrier, certify that i am authorized to submit the annual reports for universal service support recipients on behalf of the reporting carrier; | have provided
the data reported herein based on data provided by the reporting carrier; and, to the best of my knowledge, the informatlon reported herein Is accurate.

Mame of Reparting Carrier:

Name of Authorized Agent Firm:

iSignature of Authorized Agent or Employee of Agent: Date:

Name of Authorized Agant Employee:

[Title ar position of Autharized Agent or Employee of Agent

Tel=phone number of Authorized Agent or Emplayae of Agent:
Study Area Code of Reporting Carrier: Filing Due Date for this form:

Persons willfuily making false statements on this form can ke punished by fine or forfeiture under the Communications Act of 1834, 47 U.5.C. §§ 5032, 503(b), or fine or imprisonment under Title
18 of the United States Code, 18 U.S.C. § 1001,
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Home Telephone Co.

One Telephone Drive
PO Box 609
Mount Vernon, Oregon 97865

541-932-4411

Date: June 8, 2016

Ms. Marlene H. Dortch

Secretary
Federal Communications Commission

9300 East Hampton Drive
Capitol Heights, MD 20743

Re: WC Docket No. 14-58, 2016 Annual Report, Form 481 for High-Cost Recipient
54.313(f)(1)9(i) “Milestone Certification”

Dear Ms Dortch:

In compliance with the filing requirements associated with, and attached to Form 481, we wish to
advise the Commission that Home Telephone Company provides High Speed Intemet service to its

customers and;

* Has taken reasonable steps to provide upon reasonable request broadband service at actual
speeds of 10 Mbps downstream/1 Mbps upstream;

¢ Provides latency suitable for real-time applications including VoIP and usage capacity which
is reasonably comparable to those in urban areas and;

* That reasonable requests for service are met within a reasonable timeframe.

If there are questions, I may be contacted at 541-932-4411.

ice-Pres, Manager

[Type text]



Home Telephone Company
2016

PROGRESS REPORT ON SERVICE QUALITY IMPROVEMENT PLAN

PREAMBLE

This document is an integral part of the Company’s 2016 Annual Report, as attached to Form
481. lt is in compliance with §54.313(a)(1) adopted in the FCC’s USF/ICC Transformation
Order (11-161) and incorporates all further clarifications identified in subsequent
Reconsideration Orders, as applicable, that were in effect at the time the Annual Report was
due by Rule to the requisite regulatory authorities.

Home Telephone Company (Home) advises that the environment in which the Company
operates is dynamic, not static. As a result, certain network targets identified in its initial 5
Year Network Improvement Plan, filed in 2014, may be modified in response to regulatory
decisions that have been subsequently adopted, and as their implication upon the Company’s
financial viability in providing the required services and service level quality became known.

Modifications to the network plan may also have been taken due to changes in technology,
vendor-driven support, weather, or emergency related contingencies.

Targets not met or changed since the initial 5 Year Plan filing are identified and reasons
provided for those changes.

UNIVERSAL SERVICE SUPPORT RECEIVED IN 2015

Per the Universal Service Administrative Company (USAC), as available for the period up to
this filing, Home received a total of $151,650 for 2015 (as of 06/09/15). The breakdown of

the funding for the year is:

- $ 0 High Cost Loop Support

- $108,000 Connect America Fund-Intercarrier Compensation Support
$ 43,650 Interstate Common Line Support
$ 0 Safety Net Additive

Universal Service Support funds are used to: 1) maintain, upgrade, and improve the
Company’s network and, 2) cover operating expenses and debt commitments as necessary to
permit it to offer a high level of service for both voice and broadband within the authorized

serving area.

USF support will continue to be included in the Company’s current revenue accounts and
forward-looking projections. Revenues, in the aggregate. are used for both capital
expenditures as well as to cover operating expenses and fixed costs incurred to obtain capital
from lenders. The Company does not segregate USF separately for purposes of capital and

G 23DATAWS] FOR 2017 PROGRAM vEaRols NARRATIVE-Home.docx
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operating expenditures; USF is expended in the same proportion as the Company's
aggregated revenue amount.

USF expenditures in 2015 to date have been used for CAPEX and OPEX. Year to date
CAPEX expenditures for 2015were $94,565. OPEX expenditures totaled $548,608.

in the accompanying 2015 project detail, expenditures for network improvements sometimes
involve service quality, coverage and capacity as an integrated improvement project and are
not mutually exclusive from one another. In terms of cost, projects involving multiple
qualifiers are of equa! dollar equivalence. Where a project involves a single qualifier, it is so

noted.

PROGRESS REPORT

2015

Lone Rock Pole Transfer: The Company performed pole transfers due to the replacement
of all power poles along the specified route by the power company. The poles required
replacement due to their age and deteriorating condition.

Transmission: The Company replaced equipment for the provisioning and delivery of broadband
services to its customers. The original equipment was end of life and no spare parts were
available in the event of a failure. The new equipment allows for reliable service and quality
control to the Company’s customer base for both voice and broadband.

Central Office: A server was purchased in order to virtualize the entire network. This allows for
remote access from anywhere in order to help with network monitoring and trouble-shooting,

GAIZIDATAWE] FOR 2017 PROGRAM YEarR201s NARRATIVE-Home.docx
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510

Service Quality Standards & Consumer Protection Rules Compliance

Study Area Code 532377

Study Area Name Home Telephone Co
Program Year 2017

Contact Name Delinda Kluser
Contact Telephone Number 541932 4411
Contact E-Mail Address dkluser@ortelco.net

Consumer Protection

Voice and Broadband

Home Telephone Co. complies with the requirements of 47 CFR Part 64 Subpart U.

Customer Proprietary Network Information and the Federal Trade Commission Red Flag rules to
prevent Identity theft. A manual for each of those programs is in place and is part of the
employees’ handbook. Employee training is conducted annuaily and new hires are instructed on
the programs as required by their job functions.

Service Quality Standards

Voice

Home Telephone Co. complies with the service standards of the State of Oregon as
promuigated in the Oregon Administrative Rules 860-034-0390, Retail Telecommunications
Service Standards for Small Telecommunications Utilities.

Broadband
Home Telephone Co follows the service standards noted in NECA Tariff #5 and is committed to

provide the highest quality service to its broadband customers.
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1200

Terms and Conditions for Lifeline

Customers

Study Area Code 532377

Study Area Name HOME TELEPHONE CO
Program Year 2017

Contact Name DELINDA KLUSER
Contact Telephone Number 541932 441:

Contact E-Mail Address dkluser@ortelco.net

54.313 Lifeline customers MOU and additional toll charges
Lifeline subscribers receive the same residential service as a regular subscriber, but at a reduced
monthly recurring rate. Thus, lifeline subscribers have an unlimited number of local calling minutes. As
for toll, lifeline subscribers, similar to every Home Telephone subscriber, are free to choose their own
toll usage plans through IXCs that serve Home Telephone Co.



Home Telephone Co.

One Telephone Drive

PO Box 509
Mount Vernon, Oregon 97865
541-832-4411

Date: June 8, 2016

Ms. Marlene H. Dortch

Secretary

Federal Communications Commission

9300 East Hampton Drive

Capitol Heights, MD 20743

Re: WC Docket No. 14-58, 2016 Annual Repeort, Form 481 for High-Cost Recipient
54.313(f)(1)9(i) “Milestone Certification”

Dear Ms Dortch:

In compliance with the filing requirements associated with, and attached to Form 481, we wish to
advise the Commission that Home Telephone Company provides High Speed Internet service to its

customers and:

° Has taken reasonable steps to provide upon reasonable request broadband service at actual
speeds of 10 Mbps downstream/1 Mbps upstream;

¢ Provides latency suitable for real-time applications including VoIP and usage capacity which
is reasonably comparable to those in urban areas and;

* Thet reasonable requests for service are met withjn a reasonabie timeframe.

If there are questions, I may be contacted at 541-932-44]1,

ice-Pres, Manager

[Type text)
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INDEPENDENT AUDITOR’S REPORT

Board of Directors
North State Telephone Company and Subsidiaries
Mt. Vernon, Oregon

We have audited the accompanying consolidated financial statements of North State Telephone
Company (an Oregon corporation) and Subsidiaries, which comprise the consolidated balance
sheets as of December 31, 2015 and 2014, and the related consolidated statements of income,
comprehensive income, stockholders’ equity and cash flows for the years then ended, and the
related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of consolidated financial statements that are free
from material misstatements, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audits. We conducted our audits in accordance with auditing standards generally accepted in
the United States of America. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the consolidated financial statements are free from

material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

P O DRAWER 577 » 205 NORTH MAIN
BRIGHAM CITY, UTAH 84302 » (435) 723-8563 ~ FAX {435} 723-8565



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of North State Telephone Corporation and Subsidiaries at
December 31, 2015 and 2014, and the results of their operations and cash flows for the years
then ended in conformity with accounting principles generally accepted in the United States of
America.

GAO Reporting

In accordance with Government Auditing Standards, we have also issued a report dated March
22, 2016, on our consideration of North State Telephone Corporation and Subsidiaries’ internal
control over financial reporting, and our tests of their compliance with certain provisions of laws,
regulations, contracts and grant agreements. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results
of our audits.

Z{] u?gm,@) v(Co, PC
Brigharn City, Utah

March 22, 2016



NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2015 AND 2014

2015 2014
ASSETS
Current assets
Cash and cash equivalents $ 2853887 $ 1929809
Investments m equity securities - 1,695,434
Duwe from customers and agents, kess allowance
for doubtful accounts of $1.450 and $1,450 874,105 932,871
Interest receivable - 455
Materials and supplies 185,631 204,890
Prepaid expenses 282,105 201,106
Total current assets 4,195,728 4,904,574
Other assets and mvestments
Restricted mvestments 2,081 4,008,430
Investroent i affiliates 259,968 259,968
Other mvestments 39,241 39,241
Deferred RUS loan charges 8,726 10,266
Goodwill 639,037 639,032
Non-regulated assels, net of accurnulated
depreciation 153,833 213,847
Total other assets and mvesiments 1,102,886 5,170,784
Property, plant, and equipment
Telecommunications 59,510,424 59,291,683
Plant held for future use 426,610 426,610
Less accumulated depreciation (31,765,022) (28,737,936)
Property, plant, and equipment, net 28,172,012 30,980,357
Total assets $ 33,470,626 $ 41,115,715

The accompanying notes are an integral part of these financial statements.

3



NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (continued)

DECEMBER 31, 2015 AND 2014
Current liabfhties
Accounts payable § 126280 % 383,231
Accounts payable-affiliates 418,699 199,893
Advance billings 29345 29,345
Customer depostts 4,795 2,140
Accrued expenses 312,800 266,628
Accrued interest 37.740 7,701
Deferred revenue 30,106 30,087
Income taxes payable - 150
Current portion of long-term debt 2,171,670 2,202,930
Total current liabilities 3,131,435 3,122,105
Other Eabilities
Deferred income taxes 2,199,924 2,807,728
Deferred revenue 400,464 430,524
Post retrement benefits payabke - 289
Long-term debt, net of current portion 24,789,424 31,849,060
Total other liabilities 27,389,812 35,087,601
Total liabilities 30,521,247 38.209,706
Stockholders' equity
Common stock, 10 par value, 500 shares
authorized, 85 issued and outstanding 1,253,160 1,253,160
Reacquired common stock, 43 shares, at cost (1,347,850) (1,347,850)
Retamed eammgs 3,044,069 2,772,573
Accumulated other comprehensive mcome - 228,126
Total stockholders' equity 2,949,379 2,906,009
Total Iabilities and stockholders' equity § 33470626 § 41,115,715

The accompanying notes are an integral part of these financial statements,

4



NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Operating revenue
Local network
Network access
Operating rent
Miscellaneous
Total operating revenue

Operating expenses
Plant specific
Plant nonspecific
Customer operations
Corporate operations
Depreciation and amortization
Total operating expenses

Operating taxes
Income taxes (benefit)
Other operating taxes
Total operating expenses and taxes

Operating income

Other income (expense)
Income tax {expense)

Income available for fixed charges
Fixed charges, interest on long-term debt

Net income

The accompanying notes are an integral part of these financial statements.
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2015 2014
$ 537,28 $ 489,247
8,467,214 8,994 775
180,060 30,060
85,617 83,108
9,270,019 9,597,190
1,783,027 2,027,427
257,778 234,345
280,340 287,517
1,744,541 1,391,251
3,160,976 3,235,625
7,226,662 7,176,165
(167,117) 36,301
563,287 485,731
7,622,832 7,698,197
1,647,187 1,898,993
68,417 (529,482)
(56,427) 14,716
1,659,177 1,384,227
(1,387,681) _ (1,384,578)
$ 271,496 § (351)




NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

2015 2014
Net income $ 2714% % (351)
Other comprehensive income (loss)
Change in unrealized gains (losses) on
marketable securities (376,678) 150,657
Change in deferred tax liability on unrealized
gains (losses) 148,552 (58,184)
Total other comprehensive income (loss) (228,126) 92,473
Total comprehenstve income $ 43370 % 92,122

The accompanying notes are an integral part of these financial statements.
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

Accurnulated
Other
Retained Comprehensive
Cotmmon Stock  Treasury Stock Eamings Income Total

Balance, December 31,2013 § 1,352,100  $ (1347,850) $ 2,772,024 § 135653 § 2912827

Net meome . - (351 92,473 92,122
Stock redenption {98,940) - - - (98,940)
Balancs, December 31, 2014 1,253,160 (1,347,850) 2,772,573 228,126 2,906,009
Net meome - - 271,496 (228,126) 43,370
Balance, December 31, 2015 $ 1253160 § (1,347850) § 3,044,069 § - § 2949379

The accompanying notes are an integral part of these financial statements.
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

2015 2014

Cash flows from operating activities
Net income $ 271,496 $ (351)
Adjustments (o reconcile net incone fo net cash
provided (used) by operating activities
AFUDC, no cash generated - (3.157)
Increase to bad debt reserve - 200
Loss on non-regulated assets recorded to

expense but no cash received. - (10,118)
Depreciation on miscellanecus physical property 71,877 41,788
Depreciation 3,159,436 3,230,584
Amortization 1,540 5,041
Deferred tax asset (319,886) (159,249)
Post retremnent benefits (289) (258)
Changes m assets and liabilities
Due fiom customers and agents 58,7638 24,871
Accounts receivable-affiliates 8,157 -
Maternials and supplies 8,266 23,823
Prepaid expenses (69,543) (9,962)
Accounts payabk (256,952) 83,610
Accounts payable-affiliates 290,515 130,643
Advance billings - 29,345
Customer deposits 2,655 1,055
Accrued expenses 76,211 65,123
Deferred revenue (30,041) 32,160
Income taxes payable (150) (11,778)
Net cash provided (used) by operatmg
aclivities 3,272,060 3,473,370
Cash flows from investing activities
Purchase of non-regulated assets (10,048) (111,183)
Proceeds from repayment of note receivable - 98,940
Proceeds from (purchase of) investments - (2,636,640)
Proceeds from retwrement of stock m affiiated
comparics 361,202
Proceeds from (purchase of) mvestments in
securities or restricted investments 5,329,563 (4,236,283)
Purchase of goodwill - (139,955)
Proceeds from sale of plant - 29,000
Capital expenditures (576,599) (1,758,040)
Change i mterest receivable B - 17,697
Net cash provided (used) by mvesting
activities 4,742,916 (8,395.262)

The accompanying notes are an integral part of these financial statements.
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

2015 2014
Cash flows from financing activities
Payments on long-tenn debt (7,090,898) (3,581,899)
Proceeds from long-term debt - 6,403,798
Pavment of member loans - (10%9,996)
Redemption of common stock - (98,940)
Net cash provided (used) by financing
activities (7,090,898) 2,612,963
Net increase (decrease) in cash and cash
equivakents 924,078 (2,308,929)
Cash and cash equivakents, beginming 1,929,809 1,546,737
Cash added from acquistion of Pine
Commumications, LLC - 2,692 001
Cash and cash equivalents, ending $ 2,853,887 § 1,929,809
Cash paid during the year for:
Interest $ 1,507,680 § 1,441,398
Income taxes $ 319,000 $ 384,543

Non-cash transactions:

None

The accompanying notes are an integral part of these financial statements.
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NOTE 1.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization
North State Telephone Company (the Company) is an Oregon corporation

providing telecommunications services within and around the city of Dufur,
Oregon. The Company also provides cable television services to a similar area
due to a merger with North State Cablevision, Inc. on December 31, 2013, Tn
2010, the company acquired 100% of the stock of Skyline Telecom, Inc. and
includes the information of Skyline Telecom, Inc., in the consolidated financial
statements. In 2014, the company acquired 100% of the stock/member interest of
Home Telephone Company and Pine Communications, LLC and includes their
financial information in the consolidated financial statements.

During 2002, the Company issued stock to new stockholders and reacquired the
stock of the former majority shareholder. The Company purchased 43 shares of
stock at the fair value determined prior to the date of purchase. The amount is
recorded at cost in the current financial statements. During 2003, 95.29% of the
outstanding shares were acquired by Oregon Telephone Corporation resulting in
the company becoming a consolidated subsidiary of Oregon Telephone
Corporation.

Regulation

The Company’s telecommunication services are subject to limited regulation by
the Public Utility Commission of Oregon (PUC), and the accounting records are
maintained in accordance with the Uniform System of Accounts, as prescribed by
the Federal Communications Commission. Regulatory actions currently pending
as well as future regulations, may impact the Company.

Consolidation

The consolidated financial statements include the accounts of North State
Telephone Company and its subsidiaries, Skyline Telecom, Inc., Home Telephone
Company and Pine Communications, LLC. All intercompany transactions have
been eliminated in the consolidation.

Estimates

The Company uses estimates and assumptions in preparing consolidated financial
statements in accordance with accounting principles generally accepted in the
United States of America. Those estimates and assumptions affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities,
and the reported revenues and expenses. Accordingly actual results could differ

from those estimates.

10



NOTE 1.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Comprehensive Income
The Company follows FASB Accounting Standards Codification Sections for

Reporting Comprehensive Income. The purpose of reporting comprehensive
income is to report all changes in equity of an enterprise that result from
recognized transactions and other economic events of the period other than
transactions with owners in their capacity as owners. The consolidated financial
statements include a statement of comprehensive income for 2015 and 2014,

Cash and Cash Equivalents

The Company maintains its cash and cash equivalents in accounts that, at times,
may exceed federally insured limits. The Company has not experienced any
losses in such accounts and believes it is not exposed to any significant credit risk.
Cash and cash equivalents are defined as all short term cash with a maturity of
three months or less. Cash equivalents are recorded at cost, which approximates
fair value. Restricted cash includes funds obtained from Rural Utilities Services
(RUSR) for construction purposes.

Materials and Supplies

Materials and supplies are stated at the lower of average cost or market.

Other Investments
Other investments are in common stock of non-controlled entities with ownership
percentages of less than twenty percent. These investments are recorded at cost.

Property. Plant, and Equipment

Property, plant, and equipment in service and under construction are stated at
cost, including overhead. Maintenance and repairs are charged to operations
when incurred. Renewals and beiterments are capitalized. Depreciation is
calculated on a straight-line basis over the estimated life of the classes of
buildings and equipment in accordance with rates approved by the PUC.
Depreciation rates range from 3.1% to 14.3%. Costs of plant retired are
eliminated from utility plant accounts and such costs plus removal expenses, less
salvage, are charged to accumulated depreciation.

Allowance for Funds Used During Construction

The Company is required to calculate an amount to be capitalized to Plant for
funds used during construction as defined by FCC Part 32 accounting policies.
The calculation involves capitalizing funds at an average rate based on the
Company’s borrowing rate. AFUDC of $3,157 was recorded for 2014, $0 in
2015.

11



NOTE 1.

NORTH STATE TELEPHONE COMPANY AND SURBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Network Access Revenues

Network access revenues related to interlata and intraiata toll service is received
under a system of access charges. Access charges represent a methodology by
which local telephone companies, inciuding the Company, charge the long
distance carriers for access and interconnection to local facilities. The company
follows an access tariff filed with the PUC for these charges.

When network access revenues have been received pursuant to the settlement and
access agreements above, they are divided into traffic sensitive, nontraffic
sensitive, and billing and collecting portions. The revenues are then either placed
into a common pooling arrangement with other exchange carriers for
redistribution or kept by the Company. The redistributions are made according to
formulas established by the governing boards of the pools and are generally based
upon expenses incurred and investment maintained. The Company participates in
pooling arrangements with the National Exchange Carrier Association (NECA-
68% of revenue in 2015 and 67% in 2014) and the Oregon Exchange Carrier
Association (OECA).

Settlement, access, and pool distribution revenues are recorded when the amounts
become determinable. Related expenses are recorded when incurred. Subsequent
true-ups and retroactive adjustments, which are generally allowed for a period of
24 months after the close of the related calendar years (NECA only), are recorded
in the year in which such adjustments become determinable, based upon studies
by an outside consultant.

Allowance for Doubtful Accounts

An allowance for doubtful accounts is maintained. Amounts are estimated based
on historical analysis of write offs and collections as a percentage of sales and
accounts receivable balances.

Financial Instruments

The Company follows FASB Accounting Standards Codification Sections on
Disclosures about Fair Value of Financial Instruments. The Statement extends
fair value disclosure practices by requiring all entities to disclose the fair vatue of
financial instruments, both assets and liabilities, recognized and not recognized in
the balance sheets, for which it is practicable to estimate fair value. The fair value
of a financial instrument is the amount at which the instrument could be
exchanged in a current transaction between willing parties, other than a forced or
liquidation sale. The fair value of the Company’s financial instruments
approximates carrying value. Interest is charged on loans and notes receivable
and recognized when earned. Fair values were estimated based on quoted market
prices and on current rates offered to the Company for debt with similar terms and
maturities.
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Credit Risk

Financial instruments, which potentially subject the Company to concentrations of credit
risk, consist principally of debt agreements. Concentrations of credit risk with respect to
frade rcceivables are limited due to the Company’s large number of customers. No
collateral is required by the Company to support financial instruments subject to credit
risk.

Accounts Receivable

Accounts receivable are stated at the amount management expects to collect from
outstanding balances. Managcment provides for probable uncollectible amounts through
a charge to expenses and a credit to a valuation allowance based on its assessment of the
current status of individual accounts. Balances that arc still outstanding after
management has used reasonable collection efforts (usually afier 90 days) are written off
through a charge to the valvation allowance and reductions of the accounts receivable
accounts. Late fees are charged on accounts that are thirty days past due.

Reclassification of Prior Year Amounis
Certain amounts as previously reported in 2014 have been reclassified to conform to the
2015 financial statement presentation.

NOTE 2. INVESTMENTS

Other Investments
Other investments consist of the following:

2015 2014

Other nvestrments.
Western Independent Networks, Inc. (WIN), 34 shares, at cost. $ 19,493 $ 19,493
RTFC Patronage Capital Certificates 17,168 17,168
OTECC 2,580 2,580
Total other nvestments 39,241 39,241
Investments in affiliates:
Investment m Oregon Telephone Corporation, 15 shares of
common stock n 2015 and 15 shares in 2014, recorded using the
cost method. 259,968 259,968
Total investments in affiliates 259,968 _ 259 968

$ 299,209 $ 299209
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NOTE 2.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

INVESTMENTS (continued)

Investments in Marketable Equity Securities

The Company classifies its marketable equity securities as “available for sale” under the
provisions of ASC 820 “Fair Value Measurements”. Available for sale financial assets
are recognized initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition, they are measured at fair value and changes therein are
recognized in other comprehensive income and presented in accumulated other
comprehensive income in the equity section, When the investment is sold, the gain or loss
accumulated in equity is reclassified to profit or loss. Available for sale financial assets
are comprised entirely of equity securities. The fair values of investments in equity
securities are determined with reference to their quoted market closing bid price at
the measurement date. ASC 820 establishes a three-tier fair value hierarchy,
which prioritizes the inputs used in measuring the fair value of financial assets
and liabilities and are summarized into three broad categories.

Level 1 — quoted prices in active markets for identical securities;

Level 2 — other significant observable inputs, including quoted prices for
similar securities , interest rates, prepayment speeds, credit risk, etc.;

Level 3 — significant unobservable inputs, including our own assumptions
in determining fair value.

The inputs or methodology used for valuing securities are not necessarily an
indication of the risk associated with investing in those securities.

Cost and fair value of marketable equity securities at December 31, 2015 and
2014 are as follows:

Fair Value
Measurement at
Reporting Date-
Quoted Prices in

Active Markets

for Identical
Anportized Cost Fair Value Assets (Level 1)

Decenber 31, 2015:
Available for sale securities:

Domestic equity securities 5 - 5 - 3
December 31, 2014
Available for sale securities:

Donestic equity securities $ 1,310,783 Y 1,695,434 $ 1,695,434
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

NOTE 2. INVESTMENTS (continued)

Realized gains and losses are included in earnings and reported as other income
for the years ended December 31, 2015 and 2014. Proceeds from the sale of
available for sale securities were $1,746,666 in 2015 and $133,890 in 2014.
Realized earnings for 2015 and 2014, were $408,308 and $44,652. Unrealized
gains are included in other comprehensive income. Unrealized gains (losses) for
2015 and 2014 were $(376,678) and $150,657.

NOTE 3. PROPERTY, PLANT, AND EQUIPMENT

Listed below are the major classes of property, plant, and equipment in service:

2015 2014
Telecommurications
Regulated:
Land and support $ 1,002,297 $ 957,308
Plant held for future use 426,610 426,610
Central office 13,913,057 13,610,679
Cable and wire facilties 43 424377 43,322,943
Plant under construction 106,537 112,910
58,872,878 58,430,450
Consolidated mcrease in plant assets due to difference m cost
and book value 1,064,156 1,287,843
59,937,034 56,718,293
less: accumulated depreciation (31,765,022) (28,737.936)
Total regulated $ 28172012 $ 30980357
Non-regulated
Cabk television assets $ 280,557 $ 274,014
Voicemall systems 35,409 50,797
Equipment 168,719 165214
Paystations 1,817 1,817
Intangibles 648 648
487,150 492 490
less: accumulated depreciation (333,317) (278,643)
Total non-regulated $ 153,833 i 213,847
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NOTE 4.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

LONG-TERM DEBT

Long-term debt consists of the following

North State Telephone Company:

5% mortgage note payable to Rural Utility Service (RUS),
payable m monthly instalinents of $965, collateralized by
substantially all real and personal property, due in 2019.

5% mortgage notes payable to RUS, payable n monthly
mstaliments of $49,758. The notes are collateralzed by
substantially all real and persomal property, due m 2020-
2022.

5% $750,000 note payable to Bank of Eastern Oregon,
payable n monthly instaliments of $5,932.63 for 119 months
with a balloon payment of $320,282 at maturity. Matures
Juy 21, 2024, The notes are guaranteed by Oregon
Telephone Corporation ((OTC) and the shareholder of
OTC, colaterzed by a second len on the equipment,
accownts receivable and materials and supplies,

$1,080,000 portfolio loan fom Morgan Stanley Bank,
N.A., mterest rate of PLA mdex phs 3%, secured by
marketable equity securities mvested through Morgan
Stanley. Interest only payments. Loan is based on a
maxmmum of 80% of balance nvested at Morgan Stanley.

5% $603,798 mnote payable to Oregon Tekphone
Corporation, interest and principal due i fifll on Septerrber
30, 2019.

3.68% $33,569 note payable to Ford Credit, payable in
monthly mstaliments of $548.83 for 60 months, due in
November 2020.

2.85% $4,000,000 note payable to Zions First National
Bank, $2.000,000 outstanding at December 31, 2014,
Payable i one payment due September 19, 2019. Secured
by certificate of deposit.

Capital lease contract with Oregon Telephone Corporation
for switchmg equipment, payablk in monthly installments of
$1,053.

2015 2014
38483 § 47880
6,725,686 7,129,574
699,927 735,310
1,050,000
603,798 603,798
33.164 -
2,000,000
104,398 117,034
8,205,456 11,683,596
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NOTE 4.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

LONG-TERM DEBT (continued)

Skyline Telecom, Inc.

4.36-4.7% mortgage mote payabk to RUS, payabk in
monthly mstaliments of $1,022, collateralized by substantially
all real and personal property, due in 2021,

4.1-4.52% mongage mwote payable to RUS, payabk in
monthly installments of $6,507, collateralized by substantially
all real and personal property, due in 2022,

4.1-4.52% mortgage role payable to RUS, payabk in
menthly mstaliments of $6,507, collateralized by substantially
all real and personal property, due in 2022,

Pine Commmmnications, LLC:

5% morigages payabk to RUS, payabk in monthly
installments, collateralized by substantially all real and
persomal property, due dates range from 2016-2032.

2.46%-5.098% mortgages payable to RUS, pavabk in
monthly installments, collateralized by substantially all real
and personal property, due dates range from 2021-2029

5.67%-5.84% mortgages payabk to Ruml Telephone Bank,
payable in monthly instaliments, collateralized by real and
persomal property, due dates range from2018-2021,

2.85% $2,000,000 note payable to Zions First Natiomal
Bank, $2,000,000 outstanding at December 31, 2014.
Payable in one payment due Septenber 19, 2019, Secured
by centificate of deposit.

Total bong-term debt
Less current portion

2015 2014

55,408 64,931
354,851 416,210
243,982 284,946
654,241 766,087
6,424,242 6,594,112
10,965,071 12,179,360
712,084 828,835

- 2,000,000
18,101,397 21,602,307
26,961,004 34,051,990
(2,171,670)  (2.202,930)
24,789,424 $31,849.060

17



NOTE 4.

NOTE 5.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

LONG-TERM DEBT (continued)

Future maturities of long-term debt are as follows:

2016 $ 2,171,670
2017 2,265,632
2018 2,369,576
2019 3,078,168
2020 2,530,967
Thereafter 14,545,081

$ 26,961,094

North State Telephone Company had no unadvanced loan commitments for the
replacement and expansion of its property, plant and equipment from Rural Utility
Service (RUS) for 2015 and 2014. The long-term agreements contain restrictions
on the payment of dividends or redemption of capital stock. The terms of the
long-term debt agreements require maintenance of defined amounts of
stockholders’ equity and working capital after payment of dividends. The RUS
loan documents require that the Company meet a TIER ration of 1 and a debt
service coverage ratio of 1.25 (on a non-consclidated basis). The Company met
the tier ratio requirements for 2015 and 2014, but did not meet the debt service
coverage ratio for 2015 and 2014. Pine Telephone Systems, Inc. has $6,384,446
in unadvanced loan commitments from RUS at December 31, 2015.

RELATED PARTY TRANSACTIONS

The Company incurred $2,443,186 and $701,880 to Oregon Telephone for
management fees, vehicle and equipment rentals, payroll and other expense
reimbursements under a management agreement for 2015 and 2014. The amount
payable, for these services, to Oregon Telephone at December 31, 2015 and 2014
was $418,699 and $199,893. During 2010, the Company loaned New Florence
Telephone Company, Inc. $100,000. The interest rate on the note is 3%. The note
was repaid in 2014 by a stock redemption. Pine Telephone Systems, Inc. sold a
vehicle to Oregon Telephone Corporation for $25,000 during 2014.

During 2014, the Company borrowed $2,000,000 from Pine Telephone Systems,
Inc. (a wholly owned subsidiary of Pine Communications, LLC) to provide
capital to the Company. The repayment terms are that the notes bears interest at
6% and the principal and interest are payable on September 19, 2019. This loan
was eliminated upon consolidation.
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NOTE 6.

NOTE 7.

NOTE 8.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

CONCENTRATIONS OF CREDIT RISK

The Company maintains most of its cash accounts in commercial banks located in
Oregon. Accounts are guaranteed by the Federal Deposit Insurance Corporation
(FDIC) up to $250,000 for interest bearing accounts and unlimited insurance for
other eligible accounts. A summary of the total insured an uninsured cash
balances follows:

2015 2014
Total cash held (bank balance) $ 3,052,754 § 1,991,687
Portion uninsured by FDIC (1,719477) (698,987)
Insured balarces $ 1,333,277 $ 1,292,700
Book balances $ 2853887 $ 1,929,809

Credit sales are made to the Company’s customers in the ordinary course of
business. Generally these sales are unsecured and recorded when billed.

PENSION PLAN

Eligible employees of the Company are covered by a defined contribution plan.
Contributions to the plan are 12% of an employee’s eligible annual compensation.
Contributions to the plan for 2015 were $8,164 and for 2014 were $8,315. The
plan is administered by the National Telephone Cooperative Association (NTCA).

In 2014, Pine Telephone System, Inc. maintained a 401(k) retirement plan (the
Plan) for employees who meet certain eligibility requirements. Under the Plan,
Pine contributed 5% of compensation for all eligible employees. In addition,
eligible participants may defer a portion of their wages to their employee deferral
accounts and Pine matched, dollar for dollar, up to 4% of the employee deferral.
Pine made contributions to the Plan totaling $59,470 for 2014, This plan was
discontinued for 2015. For 2015, the employees participated in the NTCA plan
and Pine contributed $76,308 to the NTCA plan.

INCOME TAXES

In accordance with FASB Accounting Standards Codification Section 740 on
Accounting for Income Taxes, deferred income tax assets and liabilities are
computed annually for differences between financial statements and tax basis of
assets and liabilities that will result in taxable or deductible amounts in the future.
The Company files tax returns separately from its wholly owned subsidiary and,
as such, each entity accounts for its own income tax transactions.
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NOTE 8.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

INCOME TAXES (continued)

At December 31, 2015 and 2014, the Company had a deferred tax liability of
$2,199,924 and $2,807,728 respectively. Deferred taxes result from timing
differences in depreciation, post retirement insurance, unrealized gains and losses
on investments, and other temporary differences for financial statement reporting
and income tax reporting,

Operating income tax:

2015 2014
Federal
Current provision (benefit) £ 66179 § 169438
Prior year under (over) accrual 4,252
Deferred provision (benefit) (218,141) (119,987
{151,962) 53,703
State
Current provision (benefit) (3,115 (6,372)
Prior year under (over) accrual 150
Deferred provision (benefit) {12,040) (11,180)
(15,155) (17,402)
Total operating mcome tax expense (167,117) 36,301
Non-operating ncone tax;
Federal 55,106 (1,048)
State 6,736 4,901
Prior year under (over) accrual -
Federal deferred provision (benefit) (5,415) (18,569)
State deferred provision (benefit) . -
Total non-operating icome tax expense (benefi) 56,427 (14,716)
Total mcoime tax expense 5 (110,690) § 21,585
Other Comprelensive Income @x:
Federal deferred provision (benefit) $ 21,626y $ 47,638
State deferred provision (bencfit) (26,926) 10,546
Total other comprehensive income tax (benefit) $ (148,552) § 58,184

Fach of the individual companies files their own tax returns. Each of the
compantes has open tax years for the current year and the prior three years.
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NOTE 9.

NOTE 10.

NOTE 11.

NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

MANAGEMENT AGREEMENT

The Company has a management agreement with Oregon Telephone Corporation,
a 95.29% stockholder. Under the terms of the agreement, Oregon Telephone
Corporation provides payroll services, labor, overhead, and support services to the
Company, which are reimbursed each month. During 2015 and 2014, the total
reimbursements under the agreement were $2,443,186 and $701,880,
respectively. These reimbursements are netted against expense accounts and thus
no elimination is necessary.

POST RETIREMENT BENEFIT

The Board of Directors approved a post retirement benefit for two former
employees during 2002, which requires the Company to provide health insurance
for the duration of their lives. The benefit is treated as a single employer defined
benefit plan and is administered by the Company. The plan is funded on a pay-as-
you-go basis. An accrual for the net present value of the expected liability has
been recorded in the financial statements based on an historical cost trend of 5%.
At December 31, 2015 and 2014, the accrued net present value balance was $0
and $289. The amount paid during 2015 and 2014 was $310 and $609. The terms
of the benefit have been met and at December 31, 2015, there is no projected post
retirement benefit payable.

CAPITAL LEASE

The Company entered into a capital lease agreement for switch equipment with
Oregon Telephone Corporation during 2007. The economic substance of the
lease is that the Company is financing the acquisition of the assets through the
lease, and accordingly, it is recorded in the Company’s assets and liabilities. The
terms of the lease require the repayment of principal only. There is no interest
charged.

The following is an analysis of the leased assets included in property and
equipment,

2015 2014
Central office equipment-switching § 234652 § 234652
Less: accumulated depreciation (234,652) (215,698)
$ - § 18,954
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

NOTE 11. CAPITAL LEASE (Continued)

The following is a schedule of the future minimum lease payments required under

the lease.
2016 $ 12,636
2017 12,636
2018 12,636
2019 12,636
2020 12,636
Thereafter 41,218

Total minitmum lease payments 104,398
Less: amount representing interest ;

Present value of minimum lease payments $ 104398

= ————

NOTE 12.  SUBSEQUENT EVENTS

Subsequent events have been evaluated through the auditor’s report date, which is
the date that the financial statements were available to be issued.
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CERTIFIED

——tekea.

PUBLIC

INDEPENDENT AUDITOR’S REPORT ON SUPPLEMENTAL INFORMATION

Board of Directors
North State Telephone Company and Subsidiaries
Mt. Vernon, Oregon

Our report on our audits of the consolidated financial statements of North State Telephone
Company and Subsidiaries, for the years ended December 31, 2015 and 2014, appears on page 1.
Those audits were made for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The supplemental information consisting of the consolidating
balance sheet at December 31, 2015, and the consolidating statements of operations and changes
in retained earnings, and cash flows of North State Telephone Company and Subsidiaries for the
year then ended is presemed for purposes of additional analysis of the 2015 consolidated
financial statements, rather than to present financial position, results of operations, and cash
flows of the individual companies. Such information has been subjected to the auditing
procedures applied in the audits of the consolidated financial statements, and in our opinion, is
fairly stated in all material respects in relation to the consolidated financial statements taken as a

whole.
24/ L?guw) « (b, PC
Brigham City, Utah

March 22, 2016

P.C. DRAWER 577 « 205 NCRTH MAIN
BRIGHAM CITY, UTAH 84302 » {435) 723-8563 » FAX {435} 723-8565



NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATING BALANCE SHEET
DECEMBER 31, 2015

Norih State Home Pme
Tekephone Skyline Tekphone  Comitmniations,
Company Telecom, Inc Company LLC Elinmations ~ Consolidated Tolak
ASSETS
Current assels
Cash and cash equivaleiits b 905606 § 305158 0§ 344532 0§ 1298591 § - 3 2,853,887
Investments in equity securtties . - - - -
Due from customers and agents,
kess allowance for doubtfl accounts
of $1,450. 265,403 104,236 72,412 432,054 - 874,105
Accolnls receivable-affiliates 40,487 - - {40,487) .
Materiak and supplies 438 581 7,201 177411 - 185,631
Prepaid expenses 41,026 43,293 1,248 196,538 - 282,105
Total current assels 1,252,960 453,268 425,393 2,104,594 (40,487) 4,195,728
Other assets and nvestments
Restrected mvesiments - . 2,081 2,081
Tnvestnent i affiliates 6,519,386 - . {6,259,418) 259,968
Other investments 11,060 . - 28241 - 39,241
Notes receivable-affifiates - . - 2,000,000 (2,000,000) .
Interest receivable . 155,000 (155,000} .
RUS loan charges . 8,726 = . - 8,726
Deferred tax asset . - 219,768 . (239,768) -
Goodwill - - - 479,077 159,960 639,037
Non-regulated assets, net of
acennulated depreciation 36,165 11,266 648 105,814 - 153,833
Tota] other assels and
Tivestiments 6,566,491 19,992 240,416 2,770,213 (8,494,226) 1,102,386
Property, plant, and equipment
Telecommunications 12,299,757 3,019,743 3,451,088 39,675,680 1,064,156 59,510,424
Held for fiture wse . . - 426,610 “: 426610
12,299,757 3,019,743 . 3,451,088 40,102,290 1,064,156 59,937,034
Less accumilated depreciation (4,712,51%) (2,046,847) (3,301,913) (21,589,267) {114,480) (31,765,022)
Property, plant, and
equipment, net 1,587,242 972,896 149,175 18,513,023 949,076 28,172,012
Total assets $ 15406603 8§ 1446156 5 814984 § 23387830  $(7585037y § 33,470,626
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES

CONSOLIDATING BALANCE SHEET (continued)
DECEMBER 31, 2015

North State Home Pme
Telephone Skyline Telephone Conmunkations,
Company Telecom, Inc. Company LLC Elimations ~ Conselidated Totals
LIABILITIES AND
STOCKHOLDERS' EQUITY
Current Babilities
Accounts payable 8 3869 % § 14112 % 8299 % $ 126,280
Accotmls payable-affiliates 88,526 47,597 66,778 256,285 (40,48T) 418,699
Advance billings - 29,345 - - 29,345
Customer deposits 2,105 665 2,025 . 4,795
Accrued expenses 79,340 4,549 24126 207,785 - 312,800
Acerved nterest 192,740 . (135,000 37,740
Tncome taxes payablke - . .
Cuwrrent deferred reverue 30,060 i 46 - 30,106
Current pertion of ong-term debt 489,012 117,102 1,565,556 - 2,171,670
Total curent liabilities 885,652 169,913 233,386 2,037,971 (195,487) 3,131,435
Otler liabilities
Deferred meome taxes 1,340,276 75,870 - 1,023,546 (239,768) 2,199,924
Deferred revenue 400,464 - - - 400,464
Post-reirement benefits . x ‘ R \
Long-term debt, net 9,716,444 537,139 16,535,841 (2,000,000) 24,789,424
Total other labilities 11,457,184 613,009 - 17,559,387 (2,239,768) 27,385,812
Stockholders' equily
Comnon stock 1,253,160 262,582 27,000 - {289,582) 1,253,160
Additioral paxd m capital - 45,274 (45,274) -
Conmon stock reacquired (1,347,850) . - - - (1,347,850)
Retamed eammgs 3,158,547 400,652 509,324 - (1,024,454) 3,044,069
Member niterest . 3,790,472 (3,790,472)
Acoumilated other comprehensive
Tcome —
Total stockbolers' equity 3,063,857 663,234 581,598 3,790,472 (5,149,782) 2,949.379
Total kabilities and
stocklioers' equity 315406693 & 1446036 § 814984 § 23387830 $(7585037) % 33,470,526
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATING STATEMENT OF INCOME AND
CHANGES IN RETAINED EARNINGS

Operating revenue
Local network
Network access
Operating rent
Miscellaneous
Total operating revenuc

Operating expenses
Plant specific
Plant nonspecific
Customer operations
Corporate operations
Depreciation and amortization
Total operating expenses

Operating taxes
[ncome taxes (benefit)
Other operating taxes
Total operating expenscs
and taxes

Operating income

Other ixome (expense)

Income (loss) from subsidiaries

Income tax benefit (expense)
Income available for tixad
charges

Fixed charges, interest on long-fen

debt

Net ncone

Retamed eammings/member interest,
beginning of year

FOR THE YEAR ENDED DECEMBER 31, 2015

Retained eamings/member inferest,

end of year

North State Home Pine

Telephone Skyline Telephone ~ Communications, Consolidated

Company  Telecony Ie.  Company LLC Eliminations Totals
9990 § 28841 % 226253 § 182,044 % £ 537,128
1,749,391 935,151 426,450 5,356,222 - 8,467,214
180,060 - - - - 180,060
11,241 (182) 29,960 44,598 85,617
2,040,682 963,810 682,663 5,582 864 - 9,270,019
242,583 255,327 186,858 1,098,259 1,783,027
59275 14,095 43,750 140,658 251,778
31,939 14,723 32,736 200,942 280,340
446,092 355,042 154,239 789,168 1,744,541
453,296 190,591 131,024 2,334,269 51,79 3,160,976
1,233,185 829,778 348,607 4,563,296 51,796 1,226,662
131,105 33,520 22,984 {354,726) - (167,117
121,992 5402 40,386 395,507 - 563,287
1,486,282 868,700 611,577 4,604,077 31,796 7,622,832
554,400 95,110 70,686 978,787 (51,796) 1,647,187
361,597 (63,722) 79,329 (188,787 (120,000) 68,417
(302) - - 302 -
3915 21,665 (30427) (31,580 - {56,427)
919,610 53,053 119,588 738,420 (171,494) 1,659,177

i

(596,318) {33,677 - (877.686) 120,000 (1,387,681)
323,292 19,376 119,588 (139,266) (51,494} 271,4%
2,835,255 381.276 389,736 3,929,738 {4,763,432) 2,772,573
$ 3158547 § 400,652 & 509324 8 3790472 $(4.814,926) § 3,044,069
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATING STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2015

North State Home Pine
Telephong Sleyline Tekephone  Comnumications, Consolidated
Company  Telecom, Inc. ~ Company LLC Flmmations Totals
Cash flows from operatng actmilies
Net income (Joss) § 33202 § 1937 % 119588 8 (139266) § (51494) § 271,49%
Adjustments fo reconcile net
income to net cash provided
(used) by operating activitics
Increase to bad debt reserve
Gain onnon-reg assets booked
to expense but no cash regeived - -
Allywance for finds used
durmg construction - . - -
Depreciztion on miscellangous
physicai property-nonregulated 55,453 - - 16,424 - 71,877
Depreciation 453,29 189,051 131,024 2,334,269 51,79 3,159,436
Amortezation - 1,540 . . 1,540
Deferred taxes 32,114 3,176 13,124 (368,300 - (319,886)
Income fiom subsidiary 302 - - - (302) .
Post retirement benefit (289) - . . - (289)
Changes in assets and Jiabilities
Due from costoters and
agents (113,935 (35,309) 5,228 203,283 : 58,768
Accounts receivable-affiiates 39,933 . 3711 : (40,487) 3,157
Materials & supplies (69) {127 (148) 8,610 - 8,266
Prepaid expenses 63,154 (30,408) (1,248) {101,041) - (69,543)
Accounts payable {59,926) (25,126) {9,972) (161,928) - (256,932)
Accounts payabk-affiliztes 3,654 32,597 22,584 191,193 40,487 290,515
Advarce billngs z - . -
Customer deposits 740 (35) 1,950 - - 2655
Accrued expenses 134,727 {53,446) 14,660 100,421 {120,151) 76,211
Deferred revenue {30,060) - - 19 - {30,041)
Income taxes payzble : - {150) - . {150)
Net cash provided (ussd)
by operatmg activites 902,386 100,789 305,352 2,083,684 {120,151) 3272060
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NORTH STATE TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATING STATEMENT OF CASH FLOWS (continued)
FOR THE YEAR ENDED DECEMBER 31, 2015

North State Home Pine
Telephone Skylme Telephone  Conmmucations, Consolidated
Company Telecom, Inc. Company LLC Elimmations Totals
Cash flows from investing activitics
Purchase of other non-regulated
assets (6,543) . - (3,505) . (10,048)
Proceeds from repayment of note
reccivable - . - -
Proceeds from (purchase of)
investments m secirities or
restricted ivestments 3,327,452 - - 2,602,111 . 5,329,563
Proceeds from sale of plnt - 3 . . : -
Purchase of Capital expendifures (239,796} {56,729 (97,771) (182,303) : (576,599)
Interest receivable . . - (120,151) 120,151 -
Net cash provided {used) by
investing activities 3,081,113 (56,729) 97,771 1,696,152 120,151 4,742,916
Cash flows from financig activities
Paynents on long-term debt (3,478,140)  (111,848) . (3,500,910} - (7,090,398)
Procesds from long-terin debt - . - -
Redemption of common stock - . - -
Net cash provided (used)
by financhg activities (3,478,140) (111,848) - (3,500,910} - (7,090,898)
Net merease (decrease) In
cash 505,359 {67,788) 207,581 278,926 - 924,078
Cash and cash equivalents,
begining 400,247 372,946 136,951 1,019,665 - 1,929,809
Cash and cash equivalents, ending  § 905,666 § 305158  $ 344532 & 1298591 § - b 2853887
Cash pad during the year for:
Interest § 59,318 % 33676 § - 3 877,686 % - § 1,507,680
Tncome taxes S 89560 § 39500 § - 5 190,000 § - 3 319,000
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT

AUDITING STANDARDS

The Board of Directors
North State Telephone Company and Subsidiaries
Mt. Vernon, Oregon

We have audited the consolidated financial statements of North State Telephone Company and
Subsidiaries as of and for the years ended December 31, 2015 and 2014, and have issued our
report thereon dated March 22, 2016. We conducted our audits in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States of America.

Internal Control Over Financial Reporting

In planning and performing our audits, we considered North State Telephone Company and
Subsidiaries’ internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the consolidated financial statements,
but not for the purpose of expressing an opinion on the effectiveness of North State Telephone
Company and Subsidiaries’ internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of North State Telephone Company and Subsidiaries’
internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.

P.C. DRAWER 577 » 205 NORTH MAIN
BRIGHAM CITY, UTAH 84302 - (435) 723-8563 » FAX (435) 723-8565
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether North State Telephone Company and
Subsidiaries’ consolidated financial statements are free of material misstatement, we performed
tests of its compliance with certain provisions of laws, regulations, and contract agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objecttve of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Govermment Auditing Siandards.

This report is intended solely for the information and use of management, the Board of Directors,
and the Rural Utilities Service and is not intended to be and should not be used by anyone other
than these specified parties.

ZJW% %Q)-, 104

Brigham City, Utah
March 22, 2016
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH ASPECTS OF
CONTRACTUAL AGREEMENTS AND REGULATORY REQUIREMENTS FOR
TELEPHONE BORROWERS

Board of Directors
North State Telephone Company and Subsidiaries
Mt. Vernon, Oregon

We have audited, in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the consolidated financial
statements of North State Telephone Company and Subsidiaries, which comprise the
consolidated balance sheets as of December 31, 2015 and 2014, and the related consolidated
statements of revenue, comprehensive income, stockholders’ equity and changes in cash flows
for the years then ended, and the related notes to the financial statements, and have issued our
report thereon dated March 22, 2016. In accordance with Government Auditing Standards, we
have also issued our report dated March 22, 2016, on our consideration of North State Telephone
Company and Subsidiaries’ internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. No reports other than the reports referred to above related to our audit have been
furnished to management.

In connection with our audit, nothing came to our attention that caused us to believe that North
State Telephone Company and Subsidiaries failed to comply with the terms, covenants,
provisions, or conditions of their loan, grant, and security instruments as set forth in 7 CFR Part
1773, Policy on Audits of Rural Utilities Service Borrowers, §1773.33 and clarified in the RUS
policy memorandum dated February 7, 2014, insofar as they relate to accounting matters as
enumerated below. However, our audit was not directed primarily toward obtaining knowledge
of noncompliance. Accordingly, had we performed additional procedures, other matters may
have come to our attention regarding North State Telephone Company and Subsidiaries’
noncompliance with the above-referenced terms, covenants, provisions, or conditions of the
contractual agreements and regulatory requirements, insofar as they relate to accounting matters.
In connection with our audit, we noted no matters regarding North State Telephone Company
and Subsidiaries’ accounting and records to indicate that North State Telephone Company and

Subsidiaries did not:

Maintain adequate and effective accounting procedures;

P.O. DRAWER 577 » 206 NORTH MAIN
BRIGHAM CITY, UTAH 84302 » {435) 723-8563 » FAX {435) 723-8565



Utilize adequate and fair methods for accumulating and recording labor, material, and overhead
costs, and the distribution of these cosis to construction, retirement, and maintenance or other
expense accounts;

Reconcile continuing property records to the controlling general ledger plant accounts;
Clear construction accounts and accrue depreciation on completed construction;
Record and properly price the retirement of plant;

Seek approval of the sale, lease or transfer of capital assets and disposition of proceeds for the sale or
lease of plant, material, or scrap;

Maintain adequate control over materials and supplies;
Prepare accurate and timely Financial and Operating Reports;

Obtain written RUS approval to enter into any contract for the management, operation, or
maintenance of the borrower’s system if the contract covers all or substantially all of the telephone
System,

Disclose material related party transactions in the financial statements, in accordance with
requirements of related parties in generally accepted accounting principles;

Record depreciation in accordance with RUS requirements (See RUS Bulletin 183-1, Depreciation
Rates and Procedures) and

Comply with the requirements for the detailed schedule of investments,

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as
a whole. The detailed schedule of investments in affiliated companies required by 7 CFR 1733.33(i),
and attached to this letter, is presented for purposes of additional analysis and is not a required part of
the basic financial statements. This mformation has been subjected to the auditing procedures applied
in our audit of the basic consolidated financial statements, and in our opinion, is fairly stated, in ali
material respects, in relation to the basic consolidated financial statements taken as a whole,

See Schedule of Investments in Affiliated Companies.
The debt provisions require the Company to mamtain certain ratio levels. The Company met the tier

ratio requirements for 2015 and 2014 but did not meet the debt service coverage ratio for 2015 and
2014,
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This report is intended solely for the information and use of the board of directors, management, and
the RUS and supplemental lenders and is not intended to be and should not be used by anyone other
than these specified parties. However, this report is a matter of public record and its distribution is
not limited.

fﬁ?‘“' o O, PC
Brigh ity, Utah

March 22, 2016
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NORTH STATE TELEPHONE COMPANY
SCHEDULE OF INVESTMENTS IN AFFILIATED COMPANIES
FOR THE YEAR ENDED DECEMBER 31, 2015

Skyline Home Pine Oregon
Tekcom, Telephone Commrmications, Telephone
Ire. Comparny LLC Corporation Total
Original mvestment cost § 635000 $1,517754 $§ 4000000 § 259,968 § 6412722
Cumubative net mcome as of December 31, 2014 211,889 8,412 (113,333) - 106,966
Net meome for the year ended December 31, 2015 19,376 119,588 (139,266) . (302)

Book vale of mvestment as of December 31,2015 § 866,265 $1,645754 § 3747399 § 259968 § 6,519,386

North State Tekphone Conmpary owns 100% of the stock/member interest of each Comparty and accownts for its nvesimenis on the
equity basis, except Oregon Telephone Corporation, which i recorded at cost and the mvestment is kess than 20%,
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