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Independent Auditor’s Report 
 
 
 
Board of Directors 
Kalama Telephone Company, Inc. 
Kalama, Washington 
 
We have audited the accompanying balance sheets of Kalama Telephone Company, Inc. (a 
wholly-owned subsidiary of Scatter Creek, Ltd.) as of December 31, 2009 and 2008, and the 
related statements of operations and retained earnings, and cash flows for the years then 
ended.  These financial statements are the responsibility of the Company's management.  Our 
responsibility is to express an opinion on these financial statements based on our audits. 
 
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.  
Those standards require that we plan and perform the audits to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement 
presentation.  We believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of Kalama Telephone Company, Inc. at December 31, 2009 
and 2008, and the results of its operations and its cash flows for the years then ended in 
conformity with accounting principles generally accepted in the United States of America. 
 
In accordance with Government Auditing Standards, we have also issued a report dated 
April 6, 2010, on our consideration of Kalama Telephone Company, Inc.'s internal control 
over financial reporting and our tests of its compliance with certain provisions of laws, 
regulations, contracts and grants.  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. 
 
 
 
JOHNSON, STONE & PAGANO, P.S. 
 
April 6, 2010 
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WASHINGTON 544 KALAMA 
KALAMA TELEPHONE COMPANY, INC. 
   (A Wholly-Owned Subsidiary of Scatter Creek, Ltd.) 

 
BALANCE SHEETS 
 
December 31, 2009 and 2008 
 
 
 
       2009             2008       
  
ASSETS 
 
CURRENT ASSETS 
 Cash  $ 373,329 $ 439,488 
 Short-term investments  812,736  1,046,802 
 Telecommunications accounts receivable, less 
    allowances for doubtful accounts  254,555  435,554 
 Materials and supplies - at average cost  44,029  55,428 
 Recoverable federal income taxes       192,742       130,860 
 
  Total Current Assets  1,677,391  2,108,132 
 
NONCURRENT ASSETS 
 Unamortized debt issuance expense  12,101  13,446 
 Deferred federal income tax benefits       189,360       136,682 
 
  Total Noncurrent Assets       201,461  150,128 
 
PROPERTY, PLANT, AND EQUIPMENT 
 Telecommunications plant in service  15,319,767  16,241,179 
 Less allowances for depreciation  11,918,261  12,580,183 
     3,401,506  3,660,996 
 Telecommunications plant under construction       136,004       124,597 
 
  Total Telecommunications Plant  3,537,510  3,785,593                       
 
                                            
 
  Total Assets $   5,416,362 $   6,043,853 
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        2009           2008      
   
LIABILITIES AND STOCKHOLDER’S EQUITY 
 
CURRENT LIABILITIES 
 Accounts payable $ 44,910 $ 46,649 
 Taxes, other than income taxes  16,231  17,132 
 Other current liabilities  88,637  82,747 
 Due to affiliated companies  1,300,728  1,497,270   
 Installments on long-term debt due within one year     139,800     131,100 
 
  Total Current Liabilities  1,590,306  1,774,898 
 
LONG-TERM DEBT, less portion classified as current 
   liability   1,471,692  1,611,718 
 
  Total Liabilities  3,061,998  3,386,616 
 
STOCKHOLDER’S EQUITY 
 Common stock 
  Class A, par value $10 per share 
   Authorized - 3,000 shares 
   Issued and outstanding - 2,100 shares  21,000  21,000 
  Class B, par value $10 per share 
   Authorized - 2,000 shares   
   Issued and outstanding - 1,400 shares  14,000  14,000 
 Retained earnings  2,319,364  2,622,237 
 
  Total Stockholder’s Equity  2,354,364  2,657,237 
 
  Total Liabilities and Stockholder’s Equity $ 5,416,362 $ 6,043,853 
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WASHINGTON 544 KALAMA 
KALAMA TELEPHONE COMPANY, INC.  
   (A Wholly-Owned Subsidiary of Scatter Creek, Ltd.) 
 
STATEMENTS OF OPERATIONS AND RETAINED EARNINGS 
 
Years Ended December 31, 2009 and 2008 
 
 
 
      2009           2008      
OPERATING REVENUES 
 Local network service revenues $ 611,503 $ 586,524 
 Network access service revenues  2,604,371  2,808,782 
 Miscellaneous revenues  67,534  71,401 
 Uncollectible revenues (deduction)        (5,872)      (12,586) 
 
  Total Operating Revenues  3,277,536  3,454,121 
 
OPERATING EXPENSES 
 Plant specific operations  1,122,658  1,074,277 
 Plant nonspecific operations  514,823  558,137 
 Depreciation  1,097,073  1,023,084 
 Customer operations  299,417  271,733 
 Corporate operations     611,752     620,441 
 
  Total Operating Expenses  3,645,723  3,547,672 
 
OPERATING TAXES 
 Taxes, other than income    66,125  64,427 
 Federal income tax benefits    (184,269)      (93,066) 
 
  Total Operating Tax Benefits    (118,144)      (28,639) 
 
  Net Operating Loss  (250,043)  (64,912) 
 
FIXED CHARGES     110,502      118,744 
 
OTHER INCOME (EXPENSE) 
 Interest and dividend income  38,047  57,114 
 Nonregulated income - net  49,256  16,868 
 Gain on sale of stock    3,337 
 Miscellaneous income   78  93 
 Nonoperating federal income taxes      (29,709)      (26,320) 
 
  Total Other Income       57,672       51,092 
   
  Net Loss  (302,873)  (132,564) 
 
RETAINED EARNINGS AT BEGINNING OF YEAR  2,622,237  2,754,801 
 
  Retained Earnings at End of Year $ 2,319,364 $ 2,622,237 
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WASHINGTON 544 KALAMA 
KALAMA TELEPHONE COMPANY, INC.  
   (A Wholly-Owned Subsidiary of Scatter Creek, Ltd.) 
 
STATEMENTS OF CASH FLOWS 
 
Years Ended December 31, 2009 and 2008 
 
 
 
       2009             2008       
 
CASH FLOWS FROM OPERATING ACTIVITIES 
 Net loss $    (302,873) $ (132,564) 
 Adjustments to reconcile net loss to net cash 
    provided by operating activities: 
  Depreciation of telecommunications plant  1,097,073  1,023,084 
  Depreciation and amortization of other assets  1,345  1,345 
  Deferred federal income taxes  (52,678)  (40,850) 
  Gain on sale of stock    (3,337) 
  Net change in operating assets and liabilities      (62,776)      113,222 
 
   Net Cash Provided by Operating Activities  680,091  960,900 
 
CASH FLOWS FROM INVESTING ACTIVITIES 
 Net change in short-term investments  234,066  400,232 
 Proceeds from sale of stock    3,337 
 Additions to telecommunications plant  (890,275)  (1,101,858) 
 Salvage on retired telecommunications plant        41,285        10,085 
 
   Net Cash Used by Investing Activities  (614,924)  (688,204) 
 
CASH FLOWS FROM FINANCING ACTIVITIES 
 Payments on long-term debt     (131,326)     (123,084) 
    
   Net Cash Used by Financing Activities     (131,326)     (123,084) 
 
   Net Increase (Decrease) in Cash  (66,159)  149,612 
 
CASH AT BEGINNING OF YEAR      439,488      289,876 
 
   Cash at End of Year $     373,329 $     439,488 
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WASHINGTON 544 KALAMA 
KALAMA TELEPHONE COMPANY, INC. 
   (A Wholly-Owned Subsidiary of Scatter Creek, Ltd.) 
 
STATEMENTS OF CASH FLOWS (Continued) 
 
Years Ended December 31, 2009 and 2008 
 
 
 
     2009         2008     
 
COMPONENTS OF NET CHANGE IN OPERATING 
   ASSETS AND LIABILITIES 
 (Increase) decrease in assets: 
  Telecommunications accounts receivable $   180,999 $ (146,244) 
  Materials and supplies  11,399  10,303 
  Recoverable federal income taxes  (61,882)  (25,896) 
 Increase (decrease) in liabilities: 
  Accounts payable  (1,739)  19,057 
  Taxes, other than income taxes  (901)  357 
  Other current liabilities  5,890  8,012 
  Due to affiliated companies  (196,542)   247,633 
 
   Net Change in Operating Assets and Liabilities $   (62,776) $  113,222 
 
SUPPLEMENTAL DISCLOSURES OF CASH FLOW 
   INFORMATION 
 Cash paid during the year for: 
  Interest $ 109,157   $ 117,399 
  Income taxes $  40,000  
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
           ACCOUNTING POLICIES  
 
Telephone Industry 
Kalama Telephone Company, Inc. (“Company”) is a local exchange telecommunications 
company providing local exchange and other telecommunications services to customers in 
Kalama and the surrounding vicinity in southwest Washington State.  
 
Regulatory changes in the telecommunications industry have modified, or could modify, the 
manner in which the Company's approved telecommunication tariffed rates are calculated, as 
well as modify the manner in which the Company recovers its revenue requirements.  
Implementation of modifications and the outcome of regulatory proceedings may adversely 
affect certain current or future revenue streams of the Company. 
 
Organization 
The Company is a wholly-owned subsidiary of Scatter Creek, Ltd.  The Company is affiliated 
with Tenino Telephone Company, Scatter Creek Cellular, Inc., TENKAL Company, and 
Scatter Creek Infonet, Inc. through common ownership by Scatter Creek, Ltd. 
 
Regulation 
The Company is subject to the accounting rules and rate regulation policies of the Washington 
Utilities and Transportation Commission (“WUTC”) and the Federal Communications 
Commission (“FCC”) and, adheres to the FCC Uniform System of Accounts for a Class B 
telephone company as prescribed by the FCC under Part 32. 
 
Cash 
For purposes of the statement of cash flows, the Company considers cash to be cash on hand, 
in checking accounts, and money market accounts. 
 
Short-term Investments 
Short-term investments consist of financial institution certificates of deposits. 
 
Unamortized Debt Issuance Expense 
Costs incurred to obtain financing for telephone plant additions are capitalized and amortized 
over the respective loan period. 
  
Telecommunications Plant 
Telecommunications plant is stated at cost and is depreciated on a straight-line basis for 
accounting purposes.  Lives used for calculating depreciation are in accordance with the rules 
of the WUTC and are based on the estimated economic useful lives of the assets.  Likewise, 
lives used for calculating depreciation on all other property and equipment are based on the 
estimated economic useful lives of the assets. 
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
                     ACCOUNTING POLICIES (Continued) 
 
Telecommunications Plant Retirements 
When an asset is retired or otherwise disposed of, the cost of the asset is removed from the 
asset account and charged to the related allowance for depreciation.  Similarly, the cost of 
removal and salvage proceeds are charged or credited to the allowance for depreciation.  
Consequently, no gain or loss upon disposition is recognized. 
 
Revenue Recognition, Major Customers and Services 
Services provided by the Company include primarily local network and network access 
services.  Network access service revenues, which represent a major portion of the Company's 
operating revenues, are derived from the provision of exchange access services to 
interexchange carriers or to an end user of telecommunication services beyond the Company's 
local network. 
 
Revenues for interstate access services are received through tariffed access charges filed by 
the National Exchange Carrier Association (“NECA”) with the Federal Communications 
Commission (“FCC”) on behalf of the NECA member companies.  These access charges are 
billed by the Company to interstate interexchange carriers and pooled with like-revenues from 
all NECA member companies.  The pooled access charge revenues received by the Company 
are based upon the actual cost of providing interstate access services, plus a return on the 
investment dedicated to providing these services.  Pooled access charge revenues are 
estimated at December 31 each year and are subject to adjustment.  Such adjustments are 
normal occurrences and are recorded by the Company during the year in which they occur. 
 
Revenues for intrastate access service are received through tariffed access charges filed by the 
Company and the Washington Exchange Carrier Association (“WECA”) and approved by 
Washington Utilities Telecommunication Commission (“WUTC”).  The access charges are 
billed by the Company to intrastate interexchange carriers.  The carrier common line and state 
universal service fund revenues are pooled with all WECA member companies.  The traffic 
sensitive revenues are considered bill and keep based on tariffed rates. 
 
For some of the services that the Company provides to its customers, the Company relies 
upon services and facilities supplied to it by other companies.  Any material disruption of the 
services or facilities supplied to the Company by other companies could potentially have an 
adverse effect upon the Company’s operating results. 
 

Confidential per WAC 480-07-160 - Redacted

Confidential per WAC 480-07-160 - Redacted



NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
           ACCOUNTING POLICIES (Continued) 
 
Federal Income Taxes 
The Company provides federal income taxes for the effects of transactions reported in the 
financial statements and consists of taxes currently due and deferred income taxes.  The 
Company files a consolidated federal income tax return with its parent, Scatter Creek, Ltd. 
and affiliated subsidiaries.  The consolidated tax liability of the affiliated group is allocated 
based upon each company’s contributions to consolidated taxable income. 
 
The Company utilizes the liability method of accounting for income taxes as set forth in 
authoritative literature.  Under the liability method, deferred taxes are determined based on 
the temporary differences between the financial statement and tax basis of assets and 
liabilities using tax rates expected to be in effect during the years in which the basis 
differences reverse.  A valuation allowance, if any, is recorded when it is more likely than not 
that some of the deferred tax assets will not be realized. 
 
Authoritative guidance provides for the financial statement recognition, measurement and 
disclosure of uncertain tax positions recognized in the Company’s financial statements.  
Management is of the opinion that the income tax positions taken by the Company meet the 
more-likely-than-not threshold that the tax returns filed by the Company have greater than a 
50 percent chance of being sustained under examination by the Internal Revenue Service.  
The Company’s federal income tax returns for the tax years ended December 31, 2008, 2007 
and 2006 remain subject to examination. 
 
Use of Estimates 
The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts 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. 
 
Subsequent Events 
The management of the Company evaluated for subsequent events through April 6, 2010, the 
date the financial statements were issued.  All such material transactions or disclosures 
identified have been included in these financial statements. 
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NOTE 2 - CONCENTRATION OF CREDIT RISK 
 
The Company maintains cash balances at various financial institutions in southwestern 
Washington State, insured by the Federal Deposit Insurance Corporation with basic coverage 
up to $250,000.  The Company’s non-interest bearing accounts have unlimited FDIC deposit 
insurance through June 30, 2010.  The Company periodically maintains cash balances in 
excess of the federally insured limits.  At December 31, 2009 the Company's cash balances at 
the institutions exceeded the insured amounts by a total of $39,259. 
 
The Company’s accounts receivable are subject to potential credit risk as they are 
concentrated in and around Kalama, Washington, and are unsecured. 
 
 
NOTE 3 - TELECOMMUNICATIONS ACCOUNTS RECEIVABLE 
 
The telecommunications accounts receivable balance at December 31, 2009 and 2008 consists 
of: 
 
     2009        2008    
 
 Due from customers and agents $   30,863 $     3,207 
 Due from exchange carriers and exchange  
    carrier associations 225,560 434,399 
 Other accounts receivable 2,132 1,948 
 Allowances for doubtful accounts (deduction)      (4,000)    (4,000) 
  
  $ 254,555 $ 435,554 
 
The Company extends credit to its business and residential customers based upon a written 
credit policy.  Service interruption is the primary vehicle for controlling losses.  
Telecommunications accounts receivable are recorded when subscriber bills, carrier access 
bills, and exchange carrier associations settlement statements are rendered and are presented 
in the balance sheet net of the allowances for doubtful accounts.  Certain exchange carrier 
associations’ settlements are subject to out-of-period adjustments and are recorded during the 
year in which they become determinable.  Telecommunications accounts receivable are 
written off when they are determined to be uncollectible.  The allowances for doubtful 
accounts are estimated based on the Company’s historical losses, the existing economic 
conditions in the telecommunications industry, and the financial stability of its customers.  As 
of December 31, 2009, approximately 7% of telecommunications accounts receivable were 
outstanding ninety days or more after the date of the invoice on which they were first billed. 
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NOTE 4 - INVESTMENT IN STOCKS 
 
As a condition of borrowing money from the Rural Telephone Bank, the Company was 
required to purchase 135,950 shares of $1 par value Class B Stock for $135,950.  The Rural 
Telephone Bank repurchased all Class B shares of stock at the par value of $1 per share and 
all Class C shares at the par value of $1,000 per share in 2007.  The Company received $3,337 
in 2008 as a final distribution from the Rural Telephone Bank. 
 
 
NOTE 5 - TELECOMMUNICATIONS PLANT IN SERVICE AND DEPRECIATION 
 
Telecommunications plant in service is stated at cost.  Listed below are the major classes of 
the telecommunications plant as of December 31: 
 
       2009             2008       
 
 General support facilities $   2,987,992 $   2,976,315 
 Central office equipment 4,786,647 6,078,772 
 Cable and wire facilities 7,545,103 7,186,067 
 Intangible assets               25               25 
   
   $ 15,319,767 $ 16,241,179 
 
Provision has been made for depreciation of the major classes of the telecommunications 
plant at straight-line rates as follows: 
         
 General support facilities  
  Buildings 4.00%  
  Furniture and office equipment 15.00%-25.00%
  Vehicles and other work equipment 16.00%  
     
 Central office equipment 9.00%-11.19% 
 Cable and wire facilities 4.55%-20.40% 
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NOTE 6 - LONG-TERM DEBT 
 
Long-term debt consists of the following: 
 Current    
 Annual     
 Installments      Principal Amount        
   of Principal     2009      
Rural Telephone Bank (RTB) 

     2008      

   first mortgage notes 
 6.40% - due November 2018 $ 84,400 $    970,880 $ 1,050,242 
 6.88% - due November 2018 17,400 203,219 219,512 
 6.42% - due November 2018 13,200 151,699 164,088 
 6.54% - due November 2018 24,800    285,694 
    1,611,492 1,742,818 

   308,976 

 
Less principal installments of long-term  
   debt due within one year      139,800  
 

   131,100 

    $ 1,471,692 $ 1,611,718 
 
At December 31, 2009, maturities on long-term debt in the next five years and thereafter are 
as follows: 
 
 2010 $     139,800 
 2011 148,900 
 2012 158,600 
 2013 168,900 
 2014 179,800 
 Thereafter    815,492 
 
  $ 1,611,492 
 
Substantially all of the Company's telecommunications plant now owned and hereafter 
acquired is subject to a first mortgage executed to the Rural Telephone Bank.  The terms of 
the mortgage agreement restrict distributions to stockholders, redemptions of capital stock, 
and investments in affiliated companies.  Allowable distributions are based on minimum net 
worth requirements defined in the agreements. 
 
In 2008, the Company rescinded $1,564,000 that was available for borrowing from RTB for 
approved telecommunication plant expenditures. 

Confidential per WAC 480-07-160 - Redacted

Confidential per WAC 480-07-160 - Redacted

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight

rick
Highlight



NOTE 6 - LONG-TERM DEBT (Continued) 
 
The Company is not in compliance with the Telephone Loan Contract with RTB in regard to 
maintaining a ratio not less than 1.5 for the times interest earned ratio (“TIER”). 
 
RTB could demand repayment of the loans or instigate various operating restrictions if such 
conditions remain uncured after notice.  No such action has currently been taken by RTB.  
The Company is exploring various options available with the Rural Development Utilities 
Programs (RDUP), who now administers the RTB loans. 
 
 
NOTE 7 - FEDERAL INCOME TAXES 
 
The Company recognizes deferred federal income taxes for differences between the basis of 
assets and liabilities for financial statement and income tax purposes.  The deferred tax assets 
and liabilities represent future federal income tax return consequences of those differences, 
which will either be taxable or deductible when the assets and liabilities are recovered or 
settled.  The differences relate to the depreciable assets' lives and methods of calculating 
depreciation for financial and income tax reporting purposes. 
 
The tax effects of temporary differences that give rise to significant portions of deferred tax 
(assets) liabilities consist of the following: 
     2009       2008    
 
 Telecommunications plant $ (188,162) $ (133,542)
 Nonregulated assets     (1,198)     (3,140) 
 
  $ (189,360) $ (136,682) 
  
The provision for federal income taxes (benefits) is allocated between operating and 
nonoperating income as follows:  
      2009         2008     
 
 Operating Federal Income Taxes 
  Current benefits $ (129,649) $ (49,425) 
  Deferred income tax benefits   (54,620) (43,641) 
    (184,269) (93,066) 
 
 Nonoperating Federal Income Taxes 
  Currently payable 27,767 23,529 
  Deferred income taxes      1,942    2,791 
       29,709  26,320 
 
    $ (154,560) $ (66,746) 
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NOTE 7 - FEDERAL INCOME TAXES (Continued) 
 
Components of provisions for federal income tax benefits are as follows: 
 
      2009         2008     
 
 Currently payable (benefits) $ (101,882) $ (25,896) 
 Deferred income tax benefits    (52,678) (40,850) 
 
    $ (154,560) $ (66,746) 
 
 
NOTE 8 - COMMON STOCK 
 
The rights and privileges of the Class A and Class B common stock are identical in all 
respects with two exceptions.  Holders of Class B common stock are not entitled to voting 
privileges.  Also, dividends may be declared on Class B common stock at the discretion of the 
Board of Directors in which Class A common stock will not share.  Class B common stock 
will participate equally with Class A common stock in all other dividends. 
 
 
NOTE 9 - LEASES 
 
Future lease commitments are not material; total rental and lease expense for 2009 and 2008 
is less than one percent of revenues. 
 
 
NOTE 10 - PENSION PLAN 
 
Substantially all employees of the Company are covered by a money purchase pension plan 
administered by the parent.  Company contributions amounted to $135,371 in 2009 and 
$192,716 in 2008.   
 
 
NOTE 11 - RELATED PARTY TRANSACTIONS 
 
The Company is affiliated with Tenino Telephone Company, Inc., Scatter Creek Infonet, Inc., 
Scatter Creek Cellular, Inc., and TENKAL Company, through common ownership by Scatter 
Creek, Ltd. 
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NOTE 11 - RELATED PARTY TRANSACTIONS (Continued) 
 
During the years ended December 31, the Company had the following related party 
transactions: 
 
       2009         2008     
         
 Telecommunication services provided to  
    affiliated companies $ 236,362 $ 174,632 
 
 Services provided by affiliated companies $ 169,800 $ 111,157 
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