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BEFORE THE WASHINGTON
UTILITIES AND TRANSPORTATION COMMISSION

IN RE

PETITION OF WHIDBEY TELEPHONE DOCKET NO.

COMPANY TO RECEIVE SUPPORT
FROM TIHE STATLE UNIVLERSAL
COMMUNICATIONS SERVICES
PROGRAM

PETITION FOR SUPPORT

COMES NOW Whidbey Telephone Company (the "Company”) and, pursuant to Chapter
480-123 ol the Washington Administrative Code ("WAC") including, but not limited to, WAC 480-
123-110, hereby petitions the Washington Utilities and Transportation Commission (the
"Commission”) to receive support from the State Universal Communications Services Program

established in RCW 80.36.650 (the "Program”) for the Program vear 2016.

I. Demonstration of Eligibility under WAC 480-123-100
1. WAC 480-123-100{1)(a): The Company is a local exchange company as defined in WAC

480-120-021 that serves less than forty thousand access lines within the state.
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WAC 480-123-100(1)(b): The Company is an incumbent local exchange carrier as defined

in 47 U.S.C. Sec. 251{l)

3. WAC 480-123-100(1)(c): The Company offers basic residential and business cxchange
telecommunications services as set forth in WAC 480-120-021 and RCW 80.36.630.

4. WAC 480-123-100(1)(d): The Company's rates for residential local exchange service, plus
mandatory extended area service charges, are no lower than the local urban rate fToor
established by the Commission as the benchmark rate based on the Federal Communieations
Commission's national local urban rate floor pursuant to 47 C.F.R. Sec. 54.318 in effect on
the date of this Petition.

5. WAC 480-123-100(1)(e): The Company has been designated by the Commission as an

eligible telecommunications carrier for purposes of receiving federal universal services

support pursuant to 47 C.I"R. Part 54 Subpart D - Universal Service Support for High Cost

Areas with respect to the service area for which the Company is seeking Program support.

1L Demonstration of Eligibility under WAC 480-123-110
. WAC 480-123-110(1)(a): The name of the legal entity that provides communications

services and is seeking Program support is as follows: Whidbey Telephone Company.

[

WAC 480-123-110(1)(b): A corporate organization chart showing the relationship hetween
the Company and all affiliates as defined in RCW 80.16.010, except individual officers and

directors, is attached hereto as Exhibit 1. A detailed description of any transactions between
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the Company and the affiliates named in Exhibit 1, as well as officers and directors of the

Company,' recorded in the Company's operating accounts is atlached hereto as Exhibit 2,

L

WAC 480-123-110(1)c): Service area maps for the Company can be found at Sheet Nos.

300 and 301 of the Company's Tariff WN U-3.

4. WAC 480-123-110(1)(d): A demonstration that the Company's customers are at risk ol rate
instability or service interruption or cessation in the absence of support from the Program is
attached hereto as Exhibit 3.

5. WAC 480-123-110(1 )e)(1): On the Commission's prescribed form, attached hereto as
Exhibit 4, are copies of the Company's balance sheet as of December 31, 2014, and
December 31, 2013, and copics of the Company's statements of income and retained
carnings or margin for the years ended December 31, 2014 and December 31, 2013.

6. WAC 480-123-110(1)(e)ii): A copy of the Company's consolidated annual (inancial
statements for the vears ended December 31, 2014 and December 31, 2013, is attached
hereto as Lixhibit 5.

7o WAC 480-123-110(1)(e)n1): Information demonstrating the Company's earned rate of
return on a total Washington unseparated regulated operations basis for each of the two prior
vears, calculated in the manner prescribed by the Commission, is provided in Exhibit 4.

8. WAC 4B0-123-110(1)(e)iv): Information demonstrating the Company's earned return on

equity on a total company (regulated and non-regulated) Washington basis for cach of the

Pursuant to agreement with the Commission Staff, Exhibit 2 is limited to transactions other than
employment compensation and benelits pursuant to emplovee benefit plans,
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two prior years, caleulated in the manner preseribed by the Commission. is provided in
Exhibil 4.

WAC 480-123-110( (e} v): Information detailing all of the Company's revenues from the
statements ol income and retained earnings or margin in the same format and detail as is
required to complete RUS Form 479 [or the prior two years is presented on Exhibit 6
attached hereto.

WAC 480-123-110(1 )e)(vi): Information detailing the amounts of any corporale operations
adjustment to existing high-cost loop and interstate common line support mechanisms
required of the Company by the Federal Communications Commission for the past two
vears 1s altached hereto as Lixhibit 7.

WAC 480-123-11001)(e)(vii): Exhibit 4 contains additional supporting information

requested by the Commission.

- WAC A80-123-1 TO( (e} viii): A statement under penalty of perjury from a Company

ollicer with personal knowledge and responsibility certifying that the Company complics
with state and federal accounting, cost allocation, and cost adjustment rules pertaining to

incumbent local exchange companies is attached hereto as Lxhibit 8.

. WAC 480-123-110(1)(1): A complete copy of the FCC Form 481 filed by the Company or

on its behalf with the Federal Communications Commission for the calendar year preceding
the current year has already been filed with the Commission. See the Company's filing in

Docket No. U'T-130063 filed on or about July 1, 2015,
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14, WAC 480-123-110(1)g): The number of residential local exchange access lines served by
the Company as ol December 31, 2014, was 7.876, all of which were within the geographic
area for which the Company is seeking support. The number of residential local exchange
access lines served by the Company as ol December 31, 2013, was 7,963, all ol which were
within the geographic area for which the Company is seeking support. The number of
business local exchange access lines served by the Company as of December 31. 2014, was
1,778, all of which were within the geographic area for which the Company is seeking
support, The number of business local exchange access lines served by the Company as of
December 31, 2013, was 1,919, all of which were within the peographic area for which the
Company 1s seeking support, The monthly recurring rate charged by the Company for
residential local exchange access service on December 31, 2014, was $16.00. The monthly
recurring rate charged by the Company for residential local exchange access service on
December 31, 2013, was $14.00. The rate charged by the Company for single line business
local exchange access service on December 31, 2014, was $16.50. The rate charged by the
Company for single linc business local exchange access service on December 31. 2013, was
516.5(0L (The Company has other business local exchange service rates, but the Company
understands that WAC 480-123-110({1 Kg) is requesting the single line business local
exchange access service rate.)

15 WAC 480-1253-110(1)h): The specified statement is attached hereto as Exhibit 9.
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16. All exhibits attached hereto are incorporated in this Petition as though fully set Torth.

Respectfully submitted this 30th day of July, 20135,

WIIDBEY TELEPHONE COMPANY

CERTIFICATION

L, Bruce Russell, an officer o Whidbey Telephone Company (the “Company *) that is
responsible for the Company's business and financial operations. hereby certify under penalty ol
perjury that the information and representations set forth in the Petition, above, arc accurate and the
Company has not knowingly withheld any information required to be provided to the Commission
pursuant to the rules governing the Program.

Dated at Langley. Washington this 30th day of July, 20135,

Title: Chief Operating Ollicer
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EXHIBIT 2

DESCRIPTION O TRANSACTIONS BETWEEN COMPANY AND AFFILIATES

The following are transactions between Whidbey Telephone Company (“Company™) and the
Company alliliates that arc shown in Exhibit 1, as well as officers and directors, that are

recorded on the books of the Company:

Ownership and the Company

Certain sharcholders holding, directly or indirectly, five percent or more of the stock of
the Company are also employees of the Company and receive from the Company
employment compensation and employment-associated benefits in accordance with
benefit plans that are in place.

Shareholders of the Company receive distributions from the Company that the Company
records as Distributions to Ownership.

Certain shareholders, who are also oflicers and directors ol the Company. have loans
from the Company. The Company records Interest Revenue and Reccivables on those
loans. As loans are repaid, the Company reduces the appropriate Notes Receivable upon
receipl of funds,

The Company creates work orders for services performed for certain shareholders, wha
are also officers and directors of the Company. These work orders are reimbursed to the
Company and result in a decrease in the Company”s recorded capital items and operatin g
expenses.

I'he Company and Western Long Distance, [ne.

 'The Company provides billing and collection services on behalf of Western Long

Distance, Inc. (WLD). These services are billed to WLD, and are treated as Carrier
Billing and Collection Revenue by the Company. To the extent that these services are
Jurisdictionally intrastate, they are priced at rates equal to the billing and collection rates
specificd in the Company’s Tariff WN 1J-3; to the extent that these services are
Jurisdictionally interstate, they are charged (to the extent applicable) at the same rate
charged to other IXC(s) to whom the Company provides Billing and Collection services,
WLD provides long distance carrier service 1o the Company. This service is billed to the
Company al WLI's price list rates. The Company records General and Administrative
Expenses for this service.
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The Company and American Alarm Services, Inc.

The Company provides American Alarm Services, Inc. (AAS) with local telephone
service at rates and charges set forth in the Company’s Tan [T WN U-5,

AAS provides alarm and monitoring services for the Company. The Company records
Regulated [and & Building Expense subject to Part 64 allocations,

The Company and WalercresL, Inc.

There are loans from the Company to Watercrest. [nc. The Company records Interest
[ncome on the loans, As the loans are repaid, the Company reduces the appropriate
Notes Receivable.

The Company and Wil'ire, lne.

Retail transactions for food and beverages furnished by WiFire, [nc. to the Company are
recorded by the Company as Operating Expenses.

The Company and FiberCloud, Inc.

The Company obtains from FiberCloud. Inc. co-location space, dark fiber, and transport
and bandwidth services at commereial rates from FiberCloud, Inc. With respect to these
transactions, the Company records Regulated and Non-Regulated Operating Expenscs
determined in accordance with the Company’s FCC Part 64 procedures.

Therc is a loan berween the Company and FiberCloud. Ine. The Company records
[nterest Income on the loan. As the loan is repaid. the Company reduces the appropriate
Notes Receivable upon receipt of funds,

The Company allows U'iberCloud. Ine. to use tower space on a Company tower. The
Company records Rental Revenue at an appropriate rate and FiberCloud., Ine. records
Rental Expense.

The Company provides transport services to I'iberCloud, Inc. at rates set forth in the
Company’s Tariff WN 1U-5 and/or NECA Tarift FCC No. 5. depending upon the

jurisdiction of the transport service Turnished. The Company records Special Access

Revenue for these services. [ the transport services are jurisdictionally interstate, the
revenues and corresponding costs are reported to NECA,

The Company provides administrative services to FiberCloud. Inc. on a cost allocation
basis. This allocation reduces Administrative Expenses to the Company.
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EXIIBIT 3

DEMONSTEATION OF RISK OF RATE INSTABILITY OR
SERVICE INTERRUPTION OR CESSATION

The operating environment in which the Company finds itself has created a ¢limate of great
financial uncertainty. The Company has been working over the past several vears to address
growing competition. The Company has taken steps to increase the availability and attributes of
advanced services offered by the Company, including broadband. This has resulled in the
Company making additional investments in regulated plant of approximately $10.3 million
during the period 2011 through 2014, As a result, the Company has a substantial debt obligation
to cover the investment that has been made, and continues to require substantial cash allocation
for investments, as well as operation and maintenance ol existing inlrastructure,

The overall financial condition of the Company is detailed on other Exhibits to this Petition,
What this information demonstrates is that, when adjusted to eliminate the support from the state
Universal Communications Services Program (the “Program™) that the Company received or
accrued in 2014, the Company's total regulated revenue deereased by approximately 9% from
2011 through 2014, The Company has looked lor ways Lo lower expenses, including a reduction
in workforce in 2014. However, much of the Company’s operating expenses are fixed
obligations, such as debt-related payments. In 2014, the Company had to defer approximately S1
million in capital expenditures due to lack of funding. [n the long term, an inability o replace
and improve exisung infrastructure will tend to drive operaling expenses higher. which will
inevitably cause further rate instability.

Al the same time, the Company is seeing increased competition. For example, the Company has
seen some migration of customers "cutting the cord" Lo move o wireless or other service as their
sole method of telecommunications. From December 31, 2011 through December 31, 2014, the
Company has lost 9.45% of access lines, for a total of 1.007 access lines, However. the portions
of the Company’s service area for which the Company is seeking Program support includes
recreational arcas that experience seasonal fluctuations within the customer base. Aller adjusting
for seusonal Muctuations, the actual loss since 2011 for the areas for which the Company is
gecking support is L1L76%, [or a total of 1.254 access lines, A loss of customers equates to a loss
of revenue without a corresponding reduction in expenses or corresponding inercase in rales.
This trend ol access line loss 1s exacerbated by the Federal Communications Commission's
requirement that the Company increase its rates to remain eligible for full federal USF support,
Sinee 2012, the Company has increased its local exchange service rates in order 1o be in
compliance with the national urban rate floor preseribed by the Federal Communications
{'ommission, Those rate increases have tended to stimulate a surge in disconnection of service
by customers.

As an example of why state Program support is needed, the Company’s receipt of revenue [rom
the traditional Washington intrastate universal serviee aceess rate clement and related pooling
fund were terminated eflective July 1, 2014, Since then. the loss of revenues derived from the
traditional universal service access rate element has been off-set by revenues received by the
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Company as a result of its participation in the Program. Using 2012 as a base line, the Company
s facing a loss of traditional universal service fund revenues of approximately $746.182 per vear
il its participation in the Program is not renewed,

As another example. some of the financial uncertainty that the Company faces stems [tom the
LSIACC Transformation Order issued by the Federal Communications Commission.” The
LSFACC Transformation Order has built-in an automatic decline in the Company's intrastate and
interstale access revenues, The inlercarrier compensation portion ol the Transformation Order
introduces a concept of a base line year for calculaling terminating access and reciprocal
compensation revenues and provides support [rom the Connect America Fund ("CAF") based on
the base line year. However. Lthe base line year revenues (from which the level of CAF support is
derived) are reduced iteratively by five percent each year. The CAF support reduction began in
July 2012, Projecting through the calendar year 2016, including additional reductions that under
existing federal rules will occur July 1, 2016 the Company will see a reduction in support from
the base line revenue amount of approximately $ 490,345 for 2016,

On top of all this, during the four-year period ended December 31, 2014, the Company has seen
its federal high cost loop support disappear. This loss has not been made up by increases in other
federal LSF support programs.

These Tactors, among others, have led to the strained financial condition of the Company as
reflected in the financial reports that are part of the Petition.

The combination of factors noted above creales a situation in which, without support from the
Program. the Company may be laced with a choice of increasing rates beyond those increases
that may otherwise need to oceur or reducing serviee in order 1o be able to match expenses o
revenues. Neither choice presents a viable path for providing continued high quality service to
customers, 'The dilemma presented by these choices reflects the risk of rate instabilily or service
interruption or cessation to which the Company is subject.

Vinthe Mutter of Connect America Fund, 4 National Broadband Plan for Our Future, Exiablishing Just and
Reanomehle Rates for Lol Evchange Carviers, High-Cose Untversal Service Support, Developing an Unified
Intercarrizr Compensalion Regime, Federal-Siate Joini Board on Universal Service, Lifeline gind Linf-Lip,
Lhaiversal Seevice Refornr « Mobitine Fun, WO Docket No, 10-90, GN Docleet Mo, 09-31, W Docket Mo, 07-135.
WO Dockel Mo, 05-337. OO0 Docket Mo, 0192, CC Docket Moo $60-43, WO Dockel Mo, 03-10%, WT Docket Na, 10-
208, Report and Order and Further Notice of Propesed Rulemalking, FUC 11-161 (rel, Moy, |8, 200110 L8000
Trawaforwation Crder),
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Srate LISF Petition Filing Aequirament WAL A80-123-110 [1|ie] EXHIBIT A
Priar Fear Incoms Statement FINBMCIAL TEMPLATE

Lompany Neme: |Helow)

-'ru'..' 1:'n_-.'ur art ’ pri
Line # Lescription 2013 Ad). o Naopleg Adjusted
. [ | LT} 2013 |Lh

1 |Local Relwork Services Sevenaes

Wabanes Atcess Services Revenues

4 |Larg Distanco Metvark Serdces Revenues

Carrier Billing and Callectian Revenues

Mizcelansuus Hevenues

Uncallectible Revenues (Marmal Balance is debit o m brackats)
I_."-'J_et lf.ﬁ;rallng Revamuas {1 theu &) £
-:‘Iril'-lSr.lecil'i'.'uﬁc_ra.':inr:s Expangs

W om o T oRn S

Plart Nenspecific Coeratans Expense (mecluding Deprediatior & Smart.)
Depreciation Frpansa

[y
—_

Amortization Expense
& |Custamer Qperatland Expense
1% [Carpovate Oporations

13a [L=ss: Corparate Operations Adjustment (TCC 36.621) report in |
1an [Adpisted Corporate Operations Papense {Une 13 miras Line 15a)

5 |Cperaling In:\cl'm;.;.l:.mrgu's (¥ bess 14] ) -
16 |Cthar Dperating Inceme and Fepanses {1
7 |S%ate and Lacal Taxes
18 |Feders Income Taxes (A1) - (LINE |5 7FERCH IF COMPANY 15 £ CORP)
19 |Cithar Taxes
30 [Tatal Sperating Taves [17+18+10] —

il |Net l:l|.‘-r:r&[|||§ Inngl_rge ar Marging (154 16-2

33 |Intarest an Funged Debl
43 |interest Expenss - Capital Leases

24 [Ciher Interest Fxprnse

A5 [Allewaice for Funds Used During Gonst
26 [Total Flaed Charges (22+423+24-25]
27 |Honaperating N-.*mn T

28 |Estraardinary lems

25 urisdictanal Differences

30 |Monregulated Mot Ircome [B1)

31 [Total Net Income nr}ﬂarﬁi ng [ZLE27e2B425430-26)
31 |Tatal Taxes Based on |
31 |Retained Earning or arglag Beginning-of-Year
3 |hscellaneous Crodits Yeasto-Date

o

A8 |Devidenids Ceclared {Comman)
i |Hvidends Orclared (Prefermed)
37 |Other Debits Year ta-Daty

e ]I:‘mhﬁli ta Patronnge Cﬂpltal ]
4 Ketained Earnings End-ol-Period ([31 +3 3+ 35 0 364 3T+3R][A2)
a0 [Patronage Capital Beg neilng-of-Year

43 | Cush Ralic (14420101147}

A& |Qperating Adcidal Relis ((14+20=2
T |TIER [|31+7|

A8 |DECR {21+ 26-10411] /a4

Foatrobos;
14)  Asreported on KUS Form 472
ALl 5 Corps pravide effectres tax rate fram o

stildy un Fage 8 Inc, Stmt
summany Schedidle Foatnate

(a2} Calemn & Line 33 must equal Column b, Une 57 of Prge 1, Balance Sheet

BF Part &4 adjustoent frem regulated Do norsegulaied

[E1} Part 64 3 Irnpact Lo retained earnings|

ICh €orp Op, Ad) Exp. Reductian - See Exalbit 7 of

# to Lime 138, Calumn ©

educes latal cparating expense (L 14| and increases Cpr

affsel te narsegulated irg

un which fakes

pmiount *
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State LSF Petition Fllkyg Raguiremant AWAC 430123110 [14e] EXHIAT 4

Lurrent Year Incoma Stateen

i FIRANCIAL TERAPLA

Lire A [Iesr et
1 |Metwark Acress Services Rev
i Long Distance Network Sorvices Hevenuns
A |Carrier Billing and Calleciion Revenues
b |Miscel anenis Revenues
G !l_.!r'i:gllc_n:lih_:r_t Rewonurs (Marmal Ralanen is dealk o b brackets)
7 [MNel Jperating I%n'-'r:nl.m.s-{:l lHr_-.l |'.1!-
B [Plant Saecific Operations Expense
| 9 |Plant Menspecific Dpemtians Fa {pxcluding Depredation & Amaors.)
13 |Depreciation Expense
11 |Amortizatian Expense
12 |Custamer Speratians Expanse
L3 |Carporsle Operations
Laa |Lepss: Corpreata Operatians Adjustrent [FCC 36621 reportm | )
Lal |Adjusted Coroorate dperathars Expensn (Ling 13 minus Ling 1351
I4  |Total Operations Expenses [H.lhr.l: 12X +13b}
15 [Dperating Income of Marging {7 less 14)
16 |Other Operating Income and Fapensas | |
1 State ard Lecal Taxes
12 [Frdaral Inesms Taxes [A1) - |LNE 15 ZERO IF COMPANY 15 5 CORP)
19 |&her Taxes
20 [Tolsl Operating Taves {17+18419) :
21 |MetDperating Incoime ar Marging [15+16-20}
12 |interasten fundad okt
23 linterest Expense - Cap'tal Leages
24 Bf Interddl Dxpense
25 | Allnwance tor Fands Used During Construction (CR)
| 26 [Tetsl Fiaed Charges (22 r2374-25)
27 il"ll:u'll.'lpul.‘ltll'u Nl Income
8 |Extraarchinary ftams
254 |Jurisdichanal Bifferences
30 |Monieguale Lled Net lncome [B1) )
3l [Total et Incomee of Marging [21+27+28+20+30-26)
52 [Tatal Tzees Based an Income
33 |Retained Caming or Margins Baginring-af-Year
3| Miscallaneous Credils Year-lo-Date
A% | Chedends Oeclarad [Cammoni
36 |Cividends Oeclared (Preferred)
AT | Other Debits Yesr-lo-Cale
A0 [Vransfars to Patronage Caphal
10 |Retsined Earning;;ﬁr_i.;:i-?r‘rlnﬂ {1 #33434)- (3513437 ﬁ'a;ug.qz;-
41 |Pabtanage Capilal Beginring-al-Year -
41  [Transfers to Fatronage Caaita
A2 |Palrarage Capital Credits Betired
43 |Patronage Capltal End-of-Year (40+41-42)
4 |Annual Dabi Secvice Paynant
45 |Cash Ratio {[14=20-10.113/7}
46 |Dperaling Accrual Ratia §(14420-261/7)
A7 |TVER §(314 26/ 26)
48 R {A1+3Re 1041

(R1)

Part6a
A Lz Nonfleg

Foalnates:

Led an RUS Form 475

5 Corps provide ellective tax rate fiom Cosl study or Page &, Inc, Stmi
summany Schadule Foatnate

A5 e

Colwrn &, Une 28 must equal Calumn 2, Ling 57 of Page 2, Dalarce Sheest
A i jusbrment fram regualated to nonregalated

Part 64 offset to poaregulated ir
Corp. Om. Ad] Fxp. Aecuction - 5ee Exhhit 7 of Pelition which takes

# [Mo Impec to retained eacmirgs)

11 amounl * 65% %o Line 13a, Column £

#ek Laldl nperating expense (L 24% and increases Oparating Ine JL15}

AL FER WAT
# 1£D

CHTTRaE Year
Adjusten
ral

.

iCl






state LISF Patiflon FIFng Requirement -WAC S30-173-110 [1](e]

Prior and Current Year Income Statament

Line @

L I

A6

| Tty Fixed Chi rﬁc_s_[zlflafz‘ﬂ- 15]
Mangperating Mel ficome

Comaany Name
(Whidley Telephons Compary

Cegeriplon

EXMIBIT 4

FINANCIAL TER PLATE

Acljusted
Lurrant Yaai
2014

Laral Wetwnrk Services Revenies

Hetwark fcerss Servlces Ravenues

Lung Dislance Metwork Servces Revanuies

Carrier Billing and Collsciios Rabenins

Miscellansaus Resonies

Wneelectibie Revenues (Moomal Enlarce |8 debit orin boackets)

Flant Specifc Qpurationrs Cipesnss
Plant Honspecific Bperatons Espense [axc udirg Ceprocintion & Amarl |
Nepreciafion Expense

Arial
Cusber el Operations Expense

Corporate Qperatiaing

less; Corporate Cparations Adjustment [FOC 358,621 ttim [ ]
Adjusted Carporate Operations Expense (Line 13 minus Line 1 2a)

ization Fxpensa

Total Dperaticas E:pnns-::s.-_-!ﬂ thru 12 +13h)

Operating Incone o Marging (7 less 14)
Other Operating Incerme and Expenses | |
State ard Lotal Taxes

Frderal | @ Tumes (A1) - [UNE 12 ZERD IF COMPANY 15 § coap)

Cther laxes

Tolal Dperating 'I'air::{i]__.:'_-tl_ﬂﬂ'lj

Net Dperating Incarme ar Marging [15416-20)

Interast on Funded Cabt
niaresl Cxpense - Capliel Leasas
dther Interast Expanse

:.f-ll-:lw:l far Funis Usen Durirg Constructan

Extracrdinary [ems
furiadictional Differencas
Honspgulated Net licoms

Tatal et incoma or Margins (710 27420513+10 25|

TiAdal Taxes Bused oa Incame

Hatangd Earning or Maigins Beginning-af Yoar
SiscallaAacais Credits Year-to-Opte

Dividends Declared (Comman|

Jvidencls Declared (Prefered)

Othear Debits Yaar-io-Dale

Transfers to Patronage Ca

Retained Eamings oo Marging l'n.&-n_f-l:'e.-l-u:l [ 1+33:-J.q'|-|:+§,:55 137438)

Fatrarage Capital Beginning-af-Year
Transfers ta Fatronage Sapltal
Fatronage Capital Cre

!?EUGIHE.E Capital End-of- I"'I'.“.'lr_ [A0+41-92)

annual Neht Sarics Payiments
Cash Ratip {14+20.10-11},7
Cperating Accrual Ratlo [[14+204261/7)
TIER [|31+ 261725

PSCR (31264104 1L 4480

lecirnal places)

A Incame Stelsment reflects Part 64 Aoustmients [Rezulated <o
wregulated)
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State LUSF Petition Filing Roguirement WAL 480-123-110 (1)
Aate of feturn and Consolidated Retarn on Equlty

Campary Hame:
Whidbey 1elnphane Compary

Cxinar 4
FIMANCIAL TERMPLATE

b feal Dperating tncame Ingutted FIT Caleud ation

2014

1 |Paged |Adjusted Mot Dparating lncome

FS aut-af-Perad Adjustmants

3 |Page S, Line 76 |CY)  (Tatal Fixed Charges

& [5uin Ad], Tarable Dperating Incarns |line 1+ Ling 2 - Line 3

5 Inputted 5 Carp, Tax RatalB)

[ calated inpraitted FIT (Ling 4% Lins 4)

7 |5uer Adj. Wet Doerating ingane altes 11T [Line 1 - Line &
Lne & Spurge| Al MonOperating Incames Inputted FIT Caloulatian =

H |Paged, Line 27 (L] [Moraperating n

% Paged, Line 3012¥) [Hanregulated net incame

10 |Zum Sub-Total |[Line 234 Lnae 30|

by | Inpuatten 5 Corp. Tax Aate|B)

12 |Caleidatad |FIT [Line 10 * Line 11]

13 [um Monop/Nanrag income altes BT (Line 10 - lina 13

14 |5um Adjusted Net incoma v inpuited FIT
Lins W Sowrcaa) Sanlty Cnmck:

15 |Page 8, Line 31 il...'fil Line 31 &5 reaartad

1R Dut-of-Period Adustments

17 Tatal

iz Irwares of @ffective 1ax rate (100%-Line 14 parcart]

19 |Calculated Adjusted Met incoemie (Lina 1 S*Line 18] = Lire 14
I.i-il'l__.'u_:'!gn_:gl:ﬁl Repulated Rate af Retwon

20 | Page 5, Tatal (P¥] I.ﬁe‘;ul-alnn rate bage Yaar Eng 3013

2 |rage 5, Tatal (£ Reguletod rale base Year bnd M114

&4 Tnta

71 Caloitaiad Sirnple g

&0 |Line ¥ {alzwe) Adlj Gperating Inecarme after inputted FIT

i7 Fegulated rate of retam
-tlnl.' I] ] Tasal Eﬂll;ﬁ;liﬂﬂh‘."ﬂ l.::hmp-:.nl Raturm on Eigulty -

i} Trital Equity Year Epd 1017

24 Tolal Equity Year End 2019

1 |Sum Toakal

i1 |Catculated simple Aup

37 |Au Cansolicated Met income

15 |Une 1 abava Dut-of-period adpistment

14 Adjustad Conasislater Nel Income

s Inputied ® Corp 7 ax Rata

£l Inpiitted BT [Line 34 * Lne 35|

37 |fam A Conzaliclated Met [ncesne after inoutted 57

38 |Calcudsbed Total ad. Conselidated Torpany Reture ar Fouity

foptnates:
&) - Saurce is financial template In state ST petrtian

(E| - Compary prasided
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WHIDBEY TELEPHONE COMPANY
AND SUBSIDIARIES

Audited Consolidated Financial Statements

December 31, 2014 and 2013
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EXHIBIT 5 PAGE - 1



WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
Audited Consolidated Financial Statements

[December 31, 2004 and 2013
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JOHNSON
STONE &
PAGANOps,
Comnsieo Pusiec Arcomrans
1501 Regents Bhvd, Sulte 100
Fircrest, WA UR466-6060

Independent Auditor's Report

To the Board ol Directors
Whidbey Telephone Company
Langley, Washington

Report on the Financial Statements

We have audited the accompanying consolidated financial statements ol Whidbey Telephone
Company and Subsidiaries which comprise the consolidated balance sheets as of
December 31. 2014 and 2013, and the related consolidated statements of income and
comprehensive income, stockhalders' equity and cash flows for the vears then ended. and the
related notes to the consolidated financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation ol 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 financial statements that are free
from material misstatement, whether due to fraud or error,

Auditor's Responsibility

Our responsibility is to express an opinion on these 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 [inancial statements are free of material
misstatement.

An audit involves performing procedurcs 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 of the
financial statements, whether due to Iraud or error.  In making those risk assessments, the
auditor considers internal control relevant to the entity's preparation and fair presentation of
the financial statements in order o design audit procedures that are appropriate in the
circumstances, but not for the purpose ol expressing an opinion on the effectiveness of the
entity's internal control.  Accordingly, we express no such opinion. An audit also includes
evalualing the appropriateness of accounting policies used and the reasonableness of the
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements,

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

PETITION OF WHIDBEY TELEPHONE COMPANY TO
RECEIVE SUPPORT FROM THE STATE UNIVERSAL
COMMUNICATIONS SERVICES PROGRAM -
EXHIBIT 5, PAGE - 3



Tao the Board of Directlors Page 2
Whidbey Telephone Company

Opinion

In our opinion, the consolidated financial statements referred to above present [airly, in all
material respects, the financial position of Whidbey Telephone Company and Subsidiaries as
ol December 31, 2014 and 2013, and the results of its operations and its cash flows for the
years then ended in accordance with accounting principles generally accepted in the Lnited
States ol America.

Mh&*%ﬁﬁ

JOHNSON, STONE & PAGANO, P.5.

April 29, 2015

FETITION OF WHIDBEY TELEPHONE COMPANY TO
RECEIVE SUPPORT FROM THE STATE UNIVERSAL
COMMUNICATIONS SERVICES PROGRAM -
EXHIBIT §, PAGE - 4



AUDITED CONSOLIDATED FINANCIAL STATEMENTS

PETITION OF WHIDBEY TELEPHONE COMPANY TO
RECEIVE SUPPORT FROM THE STATE UNIVERSAL
COMMUNICATIONS SERVICES PROGRAM -
EXHIBIT 5, PAGE - 5
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, 20104 and 2013

214 2013

ASSETS

CIURRENT ASSETS
Cash and cash equivalents (Notes 1 and 2)
Accounts recevable
Irade (Notes 1, 2 and 3)
Other (MNote 10)
Materials and supplies (Note 1)
Prepayments and deposits

Total Current Assets

OTHER ASSETS
Invesumenis (Notes 1, 2 and 4)

Tatal Other Assets
PROPERTY. PLANT AND EQUIPMENT
(Notes 1, 5and 11)

Telecommunications plant in service
Less allowances for depreciation

Felecommunications plant under construction
Plant held for fulure use

Total Teleecommunications Plant
Nonregulated plant
less allowanees Tor depreciation
Nonregulated plant under construction

Total Nonregulated Plant

TOTAL ASSETS

The accompanying notes are an integral part of these consolidated financial statements.
PETITION OF WHIDBEY TELEPHONE COMPANY TO REDACTED
RECEIVE SUPPORT FROM THE STATE UNIVERSAL g . :
COMMUNCATIONS SERVICES PROGRAM -

EXHIBIT 5, PAGE - 6



WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Continued)

December 31, 2014 and 2013

2014 2013

LIABILITIES AND STOCKHOLDERS' EQUITY

CTURRENT LIABILITIES
Mccounts pavable
l'axes, other than mcome taxes
Other current liabilities
Delerred revenue (Note 1)
Current portion of long-term debt {Note 6)

Total Current Liahilities

LONG-TERM DERT, less portion classified as
a4 current liability (Note 6)

Total Liabilities
STOCKHOLDERS' EQUITY
Capital stock (Note 7)
Relained earnings
Accumulated other comprehensive income

Taotal Stockholders' Equity

TOTAL LIABILITIES AND STOCKHOLDERS'
EQUITY

lhe accompanying notes are an integral part of these consolidated financial statements.
PETITION OF WHIDBEY TELEPHONE COMPANY TO

RECEIVE SUPPORT FROM THE STATE UNIVERSAL .
COMMUNICATIONS SERVICES PROGRAM

EXHIBIT 5, PAGE - 7

REDACTED
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

Years Ended December 31, 2004 and 2013

2014 2013

OPERATING REVENLES (Nole 1)
Local network service revenues
Metwork access service revenues
L.ong distance network service revenues
Other operating revenues
Uncallectible revenues (deduction)

Total Operating Revenues
OPERATING EXPENSES
Plant specitic operations
Plant nonspecific operations
Depreciation and amortization
Customer operations
Corporate operations
Taxes, other than income taxes
Total Operating Expenses

MNet Operating Loss

OTHER INCOME, EXPENSE AND TAXES - NET
Other income

Income (L.oss) Available for Fixed Charges
FIXED CHARGES AND RELATED ITEMS - NET
NET INCOME (LOSS)

OTHER COMPREHENSIVE INCOME (LOSS)
Unrealized gain (koss) on mvestments

COMPREHENSIVE INCOME (LOSS)

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

PETITION OF WHIDBEY TELEPHONE COMPANY TO REDACTED
RECEIVE SUPPORT FROM THE STATE UNIVERSAL -5-

COMMUNICATIONS SERVICES PROGRAM

EXHIBIT 5, PAGE - &
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Years Ended December 31, 2014 and 2013

Acoumulated

her
Capital Eetained Comprehensive
Stock Eamings Incame (Loss ) I'nial

BALANCE AT DECEMBER 31, 2012
Distributions to stockholders
Met loss [or the vear
Other comprehensive loss
BALANCE AT DECEMBER 31,2013
Distributions to stockholders
Met income [orthe year
Crther comprehensive income

BALANCEAT DECEMBER 31, 2014

The accompanying notes arc an integral part of these consolidated [inancial statements.
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2014 and 2013

2014 2013

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers and settle ments
Cash paid to vendors, suppliers and emplovees
[nterest and dividends received
[nterest paid

Net Cash Provided (Used) by Operating
Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property, plant and equipment
Salvage on retired property, plant and equipment
Partnership capital distribution
Procecds from sale of investments
Purchase ol mvestments

Net Cash Provided (Used) by Investing
Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Distributions (o stockholders
Proceeds Trom long-term deht
Payments on long-term debi

Net Cash Used by Financing Activities

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

Cash and Cash Equivalents at Beginning
of Year

CASH AND CASH EQUIVALENTS AT END
OF YEAR

The accompanying notes are an integral part of these consolidated {inancial statements.
PETITION OF WHIDBEY TELEPHONE COMPANY TO REDACTED
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idential per WAZ 480-07-180
WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

Yeuars Ended December 31, 2014 and 2013

2014 2013

RECONCILIATION OF NET INCOME (LOSS)
TO NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES

Nel ncome (loss)
Adjustments to reconcile net income (loss) to net
cash provided (used) by operating activitics
Depreciation and amortization
Partnership distribution included m netl income
and not included in operating activities
Realized gain on sale of investments
Moncash operaling income
(Increase) decrease in assets
Accounts receivable
Materials and supplies
Prepayments and deposits
[ncrease (decrease) in liabilities
Accounts pavahle
Taxes, other than income taxes
Other current liabilities
Deferred revenue

NET CASH PROVIDED (USED) BY OPERATING
ACTIVITIES

The accompanying notes are an integral part of these consolidated financial statements,
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2014 and 2013

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of Whidbey Telephone Company
(the "Company”) and its wholly-owned subsidiaries, Western Long Distance, Inc.. American
Alarm Systems, Ine., FiberCloud, Tne., WaterCrest, Inc., Second Wind at Ten, LLC and
WiFire, Ine. (collectively, "Company and Subsidiaries"). All material intercompany accounts
and transactions have been eliminated in consolidation.

Organization and Regulation

The Company is a local exchange telecommunications company, The Company. together
with its subsidiary Western Long Distance, [nc.. provides local exchange., long distance and
other telecommunications seryvices including digital subscriber lines to South Whidbey Island
and Point Roberts, Washington. The Company also provides internet access services and
web-hosting services to customers in western Washington, located both within and outside its
local exchange scrvice arcas.  American Alarm Systems, Ine. provides alarm system
installation and alarm monitoring services in western Washington, FiberCloud, Ine. provides
offsite computer data storage. hosted services, internet access and web-hosting services in
western Washington (see Note 11). WaterCrest, Inc. and its wholly-owned subsidiary,
Second Wind at Ten, LLC, are real estate development companies with a primary l[ocus in
western Washington.  WiFire, Inc. is a coffee bar located in Ireecland. Washington. The
Company and cach ol its subsidiaries are organized under the laws of the State of
Washinglon.

The Company is a small rate-ol~return carrier.  The lederal Communication Commission
("FCC") Report and Order and Further Motice of Proposed Rulemaking, ("FCC 11-161"),
reformed the universal service and intercarrier compensation systems.  These reforms modify
the manner in which the Company recovers its telecommunications revenue requirements.

Accounting Records

Accounting records are maintained in accordance with the Uniform Svystem ol Accounts
("USOA™) prescribed by the Federal Communications Commission ("FCC™ and., to the extent
permitted by the USOA, accounting principles generally accepted in the United States of
America.  The accounting methods observed by the Company [or book and recording
purposes are subject to the concurrence of the Washington Utilities and Transportation
Commission ("WUTC"),

Cash and Cash Equivalents
The Company and Subsidiaries consider all highly liquid debt instruments to be cash
equivalents.

Materials and Supplies
Materials and supplics arc stated al average cost.

PETITION OF WHIDBEY TELEPHONE COMPANY TO
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 20014 and 2013

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

fnvestmenty
[nvestments are stated at market value if readily determinable or at cost.

Fair Value Meavurementy

The Company provides information regarding the inputs that underlic a [air value
measurement of financial instruments. The three levels of inputs essentially distinguish the
relative reliability of inputs to fair value measurements. Level | inputs are more reliable and
objective than Level 2 inputs which are in turn more reliable and objective than Level 3
inputs. In arriving at a fair value measure, the Company is required to determine the level in
the fair value hierarchy within which a fair value measurement ultimately lalls and provide
disclosure of such determinations (see Note 4),

Accounting for Long-Lived Assets

The Company and Subsidiaries periodically review long-lived assets such as property. plant
and equipment for potential impairment whenever events or changes in circumstances indicate
that the carrving amount of an asset may not be recoverable. Recoverability of assets to be
held and wsed is measured by a comparison of the carrying amount of an asset to estimated
undiscounted future cash flows expected to be generated by the asset. 11 the carrying amount
of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the
amount by which the carrying amount of the asset exceeds the fair value of the asset. At
December 31, 2014, management has determined that there were no material impairment
charges to be recorded as of that date,

Regulated Telecommunications Plamt, Muintenance and Depreciation

Regulated telecommunications plant is stated at original cost. The cost of additions to plant
includes contracted work, direct labor, materials and overhead. When units of property are
retired. the original cost plus removal costs, less salvage, is charged to accumulated
depreciation with no gain or loss recognized. The costs of normal maintenance and repairs
are charged to operating expense. Depreciation is computed using the straight-line method
for financial reporting and aceelerated methods for income tax purposes (see Note 3).

Revernue Recognition, Major Customers and Services

Services provided by the Company and Subsidiaries include local network, long distance
network and network access services, as well as other services, 1n the normal course of
business ol the Company and Subsidiaries. certain long distance network and network access
service revenues are subject to out-of-period adjustments.  Such adjustments are normal
occurrences and are recorded by the Company and Subsidiaries during the vear in which they
become determinable.

Network access service revenues, which represent a major portion of the Company's operating
revenues, are derived from the provision of exchange aceess services Lo interexchange carriers
or to end users of telecommunication services,

PETITION OF WHIDBEY TELEPHONE COMPANY TO
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Confidential per WAC 480-07-1&0

WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2004 and 2013

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continucd)

Revenue Recognition, Major Castomers and Services (Continued)

The FCC 11-161 modified and replaced the exisling system with universal service reform and
intercarrier compensation reform. A Connect America Fund has been established to replace
all existing high-cost support mechanisms and sets broadband service requirements.
Alongside the broadband service rules, reforms to establish a framework to limit
reimbursements for excessive capital and operaling expenses have been implemented as of
July 1. 2012 and phasc outs ol certain support payments have occurred.  Intercarrier
compensation reform adopts a uniform bill-and-keep framework as the ultimate end state [or
all telecommunications traffic exchanged with the Company. Intercarrier compensation rates
are capped and the disparity between intrastate and interstate terminating end office rates are
being brought to parity in two steps as outlined in FCC 11-161. The state's public utilities
commissions will be overseeing the modilications to rates in intrastate tariffs. Limits on
carriers’ total cligible recovery will reflect existing downward trends on intercarrier
compensation revenues with declining switching costs and minutes of use.

The Company continues to review the reforms and modifications to the support that the
Company receives and understands that those reforms and modifications could have an
adverse ellect on the Company's revenues and cash flow. Revenue impactls are subject to
change based upon future data collections and further clarification from the FCC.

Revenues for intrastate access services are received through tariffed access charges filed by
the Company at the WUTC. Once filed, the tariffed access charges become effective if
specifically approved by the WUTC or allowed to become effective by operation of law, The
intrastate swilched access charges are billed by the Company to intrastale inlerexchange
carriers,  [ntrastate special access charges are also billed to intrastate intcrexchange carriers
that order such services and, in some cases, to retail customers that order special access
services. Before July 1, 2014, the switched access charges associated with carrier common
line and state universal service fund were pooled with all Washington Exchange Carrier
Association ("WECA") member companies and the Company received a distribution of net
revenues based upon the Company's proportionate share o WUTC approved revenue
objectives of all participating WECA member companies.

Effective July 1, 2014, the WUTC implemented a stale universal communications service
program ("State UUSE Program") that temporarily replaced the terminated universal service
suppart pool ("Iraditional USE") administered by WECA and also replaced the cumulative
reduction in support the Company reccived [rom the federal Connect America Fund ("CAF").
The State USEF Program was to begin January 2015 which resulted in a cash flow issue [or
some of the companies that met the WUTC eriteria to be eligible for such support. The
WUTC granted a one-time partial distribution in 2014 of the State USE Program cqual (o the
amount the Company received lrom the Traditional USE for 2012 in the amount of %

The remainder of the annual distribution, which was comprised of the cumulative reduction in
CAF support of . +as disbursed in January 2015, Subsequent annual disbursements
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014 and 2013

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Revenue Recognition, Major Customers and Services (Continued)

comprised of the Traditional USF and the disbursement of the cumulative CAF deficit support
are scheduled to oceur in January of the following State USF Program years. assumin o the
Company continues to be eligible under the program. The State USF Program year runs [rom
July 1 to June 30, therefore, the Company accrucd S 25 a receivable due from the
State USF Program for the period July 1, 2014 w June 30. 2015, and deferred revenue of
S (or the unearncd portion, The State USF Program is scheduled to last for five
Program years.

As of July 31. 2014, WECA terminated the pooling of originating carrier common line
("CCL") minutes of use and the Company opted 1o keep its existing originating CCL rate.
which was allowed by the WUTC 1o become effective as a matter of law,

For some of the services that the Company and Subsidiaries provide to their respective
customers, the Company and Subsidiaries rely upon services and facilities supplied to the
Company and Subsidiaries by other companies. Any material disruption of the services or
facilitics supplied to the Company and Subsidiaries by other companics could potentially have
an adverse ellect upon the operating results of the Company and Subsidiaries.

Federal Income Taxes

Effective January 1, 2005, the Company elected to become a Subchapter § corporation and
elected to have each of its then-existing and subsequently formed subsidiaries to be Qualified
Subchapter 8 Subsidiaries. Similar elections were made for WaterCrest, Inc. and WiFire. Inc.
on the dates of their incorporations. Second Wind at Ten, LLC is organized as a single
member LLC, as such, its activities flow through to its sole member, Watercrest, Inc. Taxable
carnings and losses of the Company and its subsidiaries on and alter that date are included in
the consolidated tax return of the Company, amounts from which are then included in the tax
return ol the Company's stockholders and taxed at the applicable tax rate of the stockholders.

The Company's federal income tax returns for the tax vears ending before December 31. 2011
are closed to examination,

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make cstimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results may differ from
those estimates and assumptions used in preparing the accompanying financial statements.
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WHIDBEY TELEFPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[December 21, 2004 and 2013

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES {Continued)

Subsequent Everits

The management of the Company evaluated for subsequent events and transactions for
potential recognition and disclosure through April 29, 20135, the date the financial statements
were available 1o be issued. All identified material events or transactions have been recorded
or disclosed (see Note 11).

NOTE 2 - CONCENTRATION OF CREDIT RISK

The Company and Subsidiaries maintain cash balances at various [inancial institutions in
western Washington, Accounts at each of the financial institutions are insured by the Federal
Deposit Insurance Corporation ("FIMC") with basic coverage up 1o $250.000. The Company
and its subsidiaries periodically maintain cash in excess of federally insured limits, At
December 31, 2014, the Company and its subsidiaries' cash balances exceeded the insured
amount by 3

The Company has an account with a broker-dealer with investments including a money
market fund and certain securities. Securities held at such institutions are each insured by the
Sceurities Investor Protection Corporation up to $300.000 for brokerage accounts, of which
$250.,000 of the total available applies to any cash claims. The balance in the money market
fund at December 31, 2014 is ﬁ

The Company's accounts receivable are subject to potential credit risk as they are unsecured.

NOTE 3 - ACCOUNTS RECEIVABLE

The trade accounts receivahle balances at December 31, 2014 and 2013 consist of:

2014 2013

Accounts receivable - subseribers

Accounts receivahle - interexchange
carriers and exchange carrier associations

Allowance for doubtful accounts (deduction)

iy ' wnar
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Confidential per WACZ 480-07-160
WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2014 and 2013

NOTE 3 - ACCOUNTS RECEIVABLE (Continued)

The Company and Subsidiarics extend credil 1o business and residential customers based
upon a written credit policy,  Service interruption is the primary vehicle for controlling
accounts receivable losses,  Telecommunications accounts receivable are recorded when
subscriber bills, carricr access bills and exchange carrier associations settlement statements
are rendered and are reflected in the balance sheets net of the allowance for doubtful accounts,
Certain cxchange carrier associations' seltlements are subject to out-of-period adjustments,
such scttlements and adjustments are recorded during the vear in which they become
determinable.  The allowance for doubtful accounts is estimated based on the Company's
historical uncollectibles, the existing cconomic conditions in the telecommunications industry
and the financial stability of its customers. As of December 31, 2014, approximately o of
accounts receivable were outstanding ninely days or more aller the date of the invoice on
which they were first billed.

NOTE 4 - INVESTMENTS

[nvestments consist ol
2014 2013

[nvestments at [air value
YVertzon Communications, Ine.
Sun Lile Finaneial Services ol Canada. Inc.
Frontier Communications
hbutual funds held at Edward Jones
MAssocialed Network Partners, Ine.
Western Independent Networks
Acrtilact Technologies, Inc.

Investments al cost
Personal Communications Services ("PCS™)
licenses and 700 MHz Licenses
Mote receivable - Green Tea Northwest, 1.1.C
Motes receivable - stockholders
l.and held for investment

During 2014, the Company sold its remaining PCS 700 MHz licenses.

REDACTED
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WHIDBEY TELEFHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2014 and 2013

NOTE 4 - INVESTMENTS (Continued)

During 2005, Green Tea Northwest, LLC borrowed %
Accrued interest on the note in the amount of § was added to the note with
total acerued interest on the note of SN and $ in 2014 and 2013, respectively.
This borrowing is evidenced by a promissory note and is subject to the terms stated therein.
The note bore interest at [|% per annum and was to be paid in full by November 3, 2010,
During November 2010, the note was renegotiated with interest at Yo per annum, due
MNovember 3. 2015, with a beginning principal balance of % . A stockholder of the
Company is a member of Green Tea Northwest, LLC.

from WaterCrest, Inc.

Also included in investments are notes receivable from two stockholders of the Company

issued in 2014 for § and 2013 for S| cach. Thesc notes total $
for 2014 and § for 2013, 'The notes receivable are evidenced by various promissory

notes and are subject to the terms stated therein., These notes bear interest ranging from
B o 5 per annum, and are unsecured. Interest accrucd through December 31, 2014
and 2013 on such notes was § and ¥ . each, respectively and will be added to the
balances per the terms of the notes. The Company also has a note receivable [rom three
trusts, in equal amounts, of whom the trustees are stockholders for S| G and $

at December 31, 2014 and 2013, respectively. The note is cvidenced by a promissory note
and is subject to the terms stated therein. The note bears interest at the AFR in effect at the
time advances were made on the note, and is unsecured. The interest ranges from [ to

B per annum.

The Company has a B e of Series A stock (¢ ageregate interest) in Artifact
l'echnologies, Inc.. a company organized to conduct an internet-bascd busingess.

Assets measured at fair value on a recurring basis at December 31, 2014 and 2013 are as
follows:

Fair Value Measurements
Cuoted Prices

in Active Signilican
Marlkets Other Oiher
For ldentical  Observahle Subjective
Assels [nputs [nputs
Fair Value (Level 1) (Level 2} iLevel 3)

December 31, 2014

Verizon Communications, Inc.

Sun Life Financial Services of
Canada, ne.

Frontier Communications

Growth and Income mutual funds
held at Edward Jones

Associated Nepwork Partners, Inc.

Western Independent MNetwaorks

Artifact Technologies, Ine.

REDACTED
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014 and 2013

NOTE 4 - INVESTMENTS (Continucd)
[Fair Value Measurements
Cuoted Prices

in Active Sicnilicant
Markets Other Other
For ldentical Observable Subjective
Mssels [nputs [nputs

_Fair Value _ (Level 13 _ (Level2) _ (lLevel3)
December 31, 2013
Verizon Communicalions, Inc,
Sun Lile Financial Services ol
Canada, Tnc.
Frontier Communications
Growth and Income mutaal Tunds
held at Edward Jones
Associated Network Partners, Inc,
Western Independent Networks
Artitact Technologies, Inc.

Investments valued using Level 1 inputs are based on unadjusted quoted market prices within
active markets. Investments valued using Level 2 inputs are based primarily on quoted prices
for similar assets in active or inactive markets. Level 3 inputs are based on the Company's
own assumptions on how knowledgeable parties would price assets or liabilitics and are
developed using the best information available in the circumstances.

The Company helds a limited partnership interest in Seattle SMSA Limited Partnership
("Partnership” ) the investment 1s carried at cost with no basis lor [inancial statement purposes
as the cumualative distributions received exceed the capital contributed,  Management has
determined there arc no dentilicd events or changes in circumsiances that would have a
significant adverse cifeet on the Fair value of the investment. The Company has nol made fair
value disclosures [or its intcrest as management has Turther determined that it is not
practicable 1o estimate the fair value of the investment as the Company holds a less than %
interest in the Partnership, the cosl o determine the Tair value would be prohibitive and the
financial inlformation of the Partnership is proprictary among the Company and the partners.
The Company’s capital account in the Partnership at December 31, 2014 and 2013 was
i and h respectively,  During the vears ended December 31, 2014 and
2013, the Company received pdrlnuxhlp distributions of _ and §
respectively which are included in other income [or 2014 and 2013 in the Consolidated
Statements of Income,
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTLES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 20014 and 2013

NOTE 5 - PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION
(See Note 1)

Regulated Telecommunications Plant
As required by the USOA, telecommunications plant is stated at its original cost, when first

devoted 1o public service.

Major classes ol the telecommunications plant assets in service as of December 31, 2014 and
2013 are:

2014 2013

General support [acilities
Central oflice cquipment
Cable and wire facilitics

Frovision has been made lor depreciation ol the major classes of the telecommunications
plant in service al straight-line annual rates as follows:

General support [acilities
Buildings
Furniture and oflice equipment
Vehicles and other work equipment

Central olTice equipment
Radio syslems
Other

Cable and wire facilities

Nanrepulated Plant

Nonregulated plant is recorded at original cost when first placed in service. The Company
and Subsidiaries provide for depreciation using the straight-line method at annual rates which
are intended to amortize the depreciable property over its estimated useful life. The
depreciable lives range from 5 to 25 years.
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ecember 31, 2014 and 2013

NOTE 5 - PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION
{See Note 1) {Continued)

Depreciation Experse
The provision tor depreciation on regulated telecommunications plant and nonregulated plant
Iy SCrYICE 15,

2014 2013

Regulated telecommunications plant
MNonregulated plant

NOTE 6 - NOTES PAYABLE AND LONG-TERM DEBT
Notes pavable and long-term debt at December 31, 2014 and 2013 consists of the following:

2014 201

Lsd

Note payable consists of a revolving reducing line of
credit with Wells Fargo Bank ol up to a maximum of
SHIEE o Dccember 31, 20014 reduced each
quarter by payments of S|l beginning June
2013, The agreement calls for monthly payvments of
interest at ﬁx&. dbove a daily one month LIBOR rate
as determined by the bank, with interest rate selection
options  available to  the Company (s at
December 31, 2014 and 2013). Principal and accrued
interest are due June 21, 2015, Security includes all
assels as noted in the security agreement,

Mote payvable consists of a revolving line of credit with
Wells Fargo Bank of wp to a maximum of
S (he agreement calls for monthly
pavments of interest ﬂti“fﬁ above a daily one month
LLIBOR rate as determined by the bank with interest
selection options available to the Company (s a
december 31, 2014 and 2013). Principal and acerued
interest are due June 21, 2015, Security includes all
assets as noted in the sceurily agreement.

REDACTELD
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014 and 2013

NOTE 6 - NOTES PAYABLE AND LONG-TERM DEBT (Continued)

2014 2013

Less portion duc within one vear ¢lassilied as a current
liability

Long-term Debt

Aggregale annual maturities of long-term debt. which are expected to be renegotiated with
similar terms and repayment schedule before the June 2015 renewal date for the next lour
vedrs are as follows:

2015
2016
2017
2018

As part of the promissory notes and agreements executed by the Company with respect to the
notes payable, the Company agreed to various negative covenants including limitations on
additions to fixed assets, annual lease payments, guarantees. other indebtedness, loan
advances and investments. The Company also agreed to comply with certain financial
covenants as a condition to each of the credit facilities. The Company was in compliance at
December 31, 2014,

NOTE 7 - CAPITAL STOCK

The authorized, issued and outstanding shares for the years ended December 31, 2014 and
2013 are as follows:

Stated
Shares Capital
Authorized [ssucd - Value

Common stock - no par, voting
Common stock - no par, non-voling

REDACTED
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 20014 and 2013

NOTE 8 - LEASES AND SERVICE AGREEMENTS

FiberCloud, Ine. ("FiberCloud") assumed a lease agreement for leased office space in Everett,
Washington effective December 30, 2009. The term of the agreement is for ten years, As
defined in the agreement. base rent can be increased by the scheduled amounts as noted in the
agreement and FiberCloud's prorata share of reasonable and customary operating expenses of
the land and building. Leasc expense lor 2014 and 2013 was ‘I&ﬁ and \
respectively. At December 31, 2014, the lease payments were in the aggregate of § per
month., Subsequent to the balance sheet date. the remaining term of this lease was assumed
by a company that purchasced the assels of FiberCloud (see Note 11),

FiberCloud assumed a lease agreement for leased office space in Bellingham, Washington.
The term of the agreement was for ten vears with a five-year renewal option. As defined in
the agreement, base rent can be increased by the scheduled amounts as noted in the agreement
and FiberCloud's prorata share of reasonable and customary operating expenses of the land
and building. Lease expense for 2014 and 2013 was § and $ L respectively. At
December 31, 2014, the lease payment was § per month, The initial term of the lease
expired in October 2009, and was renewed until October 31, 2014 and includes a five-vear
renewal option which was exercised by the Company. Subsequent to the balance sheet date
the remaining term of this lease was assumed by a company that purchased the assets of
FiberCloud (see Note 11).

FiberCloud assumed three lease agreements during 2004 and one lease agreement during
2005 for office space in Seaitle, Washington. The terms of the agreements range from five o
seven years, As defined in the agreements. base rents can be increased by the scheduled
amounts as noted in the agreements and FiberCloud's prorata share of rcasonable and
customary operaling expenses of the land and building. Total lease expense for 2014 and
2013 was SHamd 5 . respectively. At December 31, 2014, the lease payments
were in the aggregate ! per manth.  The terms of the agreements in effect at
December 31, 2014 expire April 30, 2017. Subsequent to the balance sheet date the
remaining term of two of the lease agreements was assumed by a company that purchased the
assets of FiberCloud (see Note 11). 'The third lease was subleased to the purchaser effective
April 4, 2015 on a month-to-month basis with monthly rent of SR

The Company and Subsidiaries have various agreements under which telecommunications
bandwidth and transport services are obtained from several service providers. The various
service agreements include various termination dates through February 2019, Expense under
these agreements for 2014 and 2013 was S| and $ . respectively.
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WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 20014 and 2013

NOTE § - LEASES AND SERVICE AGREEMENTS {Continued)

Future minimum payments for the next five vears under the terms of the agreements referred
to above in this Note 8, as determined by the current monthly or scheduled payments, are as
tollows:

2014
2015
2016
2017
2018

NOTE 9 - PENSION PLAN AND 401(k) PLAN

The Company provides a 401(k) plan. Cligibility for participation in the 401(k) plan becgins
on the first day of the first month following one yvear of service and attainment of age 21, The
401{k) plan provides for the Company to make matching contributions. The safc harbor
matching contribution rate is equal to [JlPe of the first % of the participant's 401(k) clective
deferral contributions, plus i% of the participants 401{k) elective deferral contributions
between 24 and 6. At the discretion of the Company, the 401(k) plan also provides for an
additional match up w e of qualifving payroll and a non-clective contribution amount,
Company contributions were made o qualilving employees' sell-direeted 4014 l{i f]ﬁn
investment accounts described above in the amounts of § for 2014 and lor
2003, During 2014 and 2013, the Company clected 1o not make any additional matching or
non-elective contributions 1o employee accounts.

lhe Company's wholly-owned subsidiaries except WiFire, Inc. are adopting emplovers ol the
Company's 401(k) plan.

NOTE 10 - OTHER RELATED PARTY TRANSACTIONS

Other accounts receivable includes amounts receivable [rom Hat Island Telephone Company
{"Hat") and the Company's [ormer sole stockholder of record. Hat is 100% owned by the
Company's former sole stockholder of record. The amounts receivable from Hal are generally
the result of work performed by Company work crews on behalf of Hat and Hat's former sole
stockholder of record. 'The amounts are unsecured. non-interest-bearing and are to be repaid
in the ordinary course of business.

In addition, the Company rents real property from the Company's former sole stockholder of
record. The amount of rent for 2014 and 2013 was § and S rcspectively.
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Confidential per WAC 480-07-16&(

WHIDBEY TELEPHONE COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2014 and 2003

NOTE 11 - SUBSEQUENT EVENTS

On March 31, 2015 the Company sold FiberCloud's equipment, customer contracts, customer
lists, marketing information and trademarks and trade names to an unrelated company that
opetates in the same industry as FiberCloud, The purchase price is $ [ - ith possible
adjustments for differences between closing date working capital and target date working
capital as set forth in the assel purchase agreement.  The purchaser also obtained an

assignment of FiberCloud's interests in operating leases for data center space, transport,
bandwidth and dark fiber leases. The assets sold had a carrying vaW with
accumulated depreciation of S| vith a net book value of $ at March 31,
2015 resulting in a loss of approximately S (or (inancial statement purposes with the
linal amounts depending on final allocation of purchase price with possible adjustments as

noted above. ‘The leases assumed by the purchaser had future minimum lease payments
totaling approximately S| ovcr the next three years.

For the years ending December 31. 2014 and 2013 FiberCloud had revenues of S R
W and expenses of SN o4 S rcsulting in net losses of

and $ , respectively.
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EXHIBIT 7
CORPORATE OPERATIONS EXPENSE ADJUSTMENT(S)
The Company did not receive high-cost loop support in either 2013 or 2014, so therefore no
corporate operations adjustments were required by the Federal Communications Commission.

The Company had the following corporate operations adjustments for interstate common line
support:

For 2013: $162.005

For 2014: $55.886

PETITION OF WIIIDBEY TELEPHONE COMPANY TO RECEIVE SUPPORT
FROM THE 5TATE UNIVERSAL COMMUNICATIONS SERVICES
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EXHIBITT -1



EXHIBIT 8

FINANCIAL ACCOUNTING CERTIFICATL

1. Bruce Russell, an officer of Whidbey Telephone Company with personal knowledge
and responsibility, based upon my discussions with the outside consultants retained by the
Company to handle such matters, under penalty of perjury, state that the Company complies with
state and federal accounting, cost allocation and cost adjustment rules pertaining to incumbent

local exchange companies.

Bruce Fussell
Chiel Operating Ollicer

Dated this 30th day of July. 2015,

PETITION OF WHIDBEY TELEPHONE COMPANY TO RECEIVE SUPPOR'
FROM TIE STATE UNIVERSAL COMMUNICATIONS SERVICES
PROGRAM
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EXHIBIT 9
CONTINUED OPERATIONS CERTIFICATE

L. Bruce Russell, an officer of the Company. under penalty of perjury, hereby certify thal
il the Company receives Program support, the Company will continue 1o provide
communications services pursuant to its tariffs on file with the Commission throughout ils
service territory in Washington lor which the company is seeking and receives Program support

during the entirety of 2016,

Bruece Russell
Chiel Operating Ut leer

Dated this 30th day of July, 2015,
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