i im 208.366.2840 (P)

PENDO OREILLE TELECOM 892 W. Madison Ave, Glenns Ferry, ID B3623 208.2366.25615 (F)

www.potc.nef

July 31, 2018 C
uly 5 o
— X
>® o a
o
8 Za L o
Mark L Johnson, Executive Director and Secretary =00 g <
Washington Utilities and Transportation Commission < Q B 3
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RE: Pend Oreille Telephone Compan‘y
USF Petition

Dear Mr. Johnson:

Pend Oreille Telephone Company hereby submits its Petition for USF Support with demonstration of
eligibility under WUTC WAC 480-123-100 and WAC 480-123-110. This USF Support Petition submission,
also filed electronically at http://www.utc.wa.gov/docs/Pages/howToFile.aspx , includes : {1} a
description of transactions with affiliates; (2) most recent consolidated audited financial statements ; (3)
revenues from statements of income and retained earnings or margin section of RUS 479 for prior two
years; and {4) the line count by residential and business for 12/31/2017 and 12/31/2016, together with
the applicable rates for each class by calendar year.

Also attached are Pend Oreille Telephone Company’s reports, certificates and/or exhibits as required
under WAC 480-123-110{1)(e){i} for Pend Oreille Telephone Company pursuant to Chapter 480-123 of
the Washington Administrative Code, including, but not limited to, WAC 480-123-110. Pend Oreille
Telephone Company hereby petitions the Washington Utilities and Transportation Commission to
receive support from the Universal Service Communications Program for Program Year 2019.

Sincerely,
Michael J. Martell
Vice President
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BEFORE THE WASHINGTON .
UTILITIES AND TRANSPORTATION COMMISSION

IN RE

PETITION OF DOCKET NO.

Pend Oreille Telephone Company, TO
RECEIVE SUPPORT FROM THE STATE
UNIVERSAT, COMMUNICATIONS
SERVICES PROGRAM

PETITION FOR SUPPORT

COMES NOW Pend Oreille Telephone Company (the "Company™),

and, pursuant to Chapter 480-123 of 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 fiscal year ending June 30, -

2019,

L 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.

PETITION OF Pend Oreille Telephone Company
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2. WAC 480-123—1()06)(1)): The Company is an incumbent local exchange carrier as defined
m 47 U.S.C. Sec. 251(h).

3. WAC 480-123-100(1)(c): The Company offers basic residential and business exchange
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 floor
established by the Commission as the benchmark rate ba‘sed on the Federal Communications
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 Comunission as an
eligible telecommunications carrier for purposes of receiving federal universal services
support pursuant to 47 C.F.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.

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

services and is seeking Program support is as follows: Pend Oreille Telephone Company

2. WAC 480-123-1 10(1)(13): A corporate organization chart showing the relationship between
the Company and all affiliates as defined in RCW 80.16.010 is attached hereto as Exhibit 1.
A detailed description of any transactions between the Company and the affiliates named in

Exhibit 1 recorded in the Company's operating accounts is attached hereto as Exhibit 2.
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3. WAC480-123-110(1)(c): A service area map for the Company can be found at Sheet No.
102 of the Company's Tariff WN U-_ 1 |

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

5. WAC 480-123-110(1)e)(i): On the Commission's prescribed form, attached as Exhibit 4,
are copies of the Company's balance sheet as of December 31,2017, and December 31,
2016, and copies of the Company's statements of income and retained earnings or margin for
the years ended December 31, 2017 and December 31, 2016.

6. WAC 480-123;1 10(1)(e)(ii): A copy of the Company's consolidated annual financial
statements for the years ended December 31, 2017 and December 31, 2016, are attached as
Exhibit 5.

7. WAC 480-123-110( 1)(ej(iii): Informatioﬁ demonstrating the Compaﬁy's earned rate of
return on a total Washington unseparated regulated operations basis for each of the two prior
years, calculated in the manner prescribed by the Commission, is provided in Exhibit 4.

8. WAC 480-123-110(1)(e)(iv): Information demonstrating the Company's earned return on
equity on a total company (regulated and non-regulated) Washington basis for each of the
two prior years, calculated in the manner prescribed by the Commission, is provided in

Exhibit 5.
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9.

10.

11.

12.

13.

WAC 480-123-1 IO(I)(e){v): Information detailing all of the Company's revenues from the
statements of income and retained earnings or Ihargin in the same format and detail as is
required to complete RUS Form 479 for the prior two years is presented on Exhibit 6.
WAC 480-123-110(1)(e)(vi): A statement under penalty of perjury from a Company officer
with personal knowledge and responsibility certifying that no corporate operations
adjustment to existing high-cost loop and interstate common line support mechanisms
required by the Federal Communications Commission applied to the Company for the two
prior years is attached hereto as Exhibit 7. [ALTERNATIVE: Information detailing the
amounts of any corporate operations adjustments to existin;g high-cost loop and interstate
common line support mechanism required by the Federal Communications Commission
applied to the Company for the prior two years is attached hereto as Exhibit 7.]

WAC 480-123-110(1)(e)(vii): Exhibit 4 contains additional supporting informétion
requested by the Commission.

WAC 480-123-110(1)(e)(viii): A statement under penalty of perjury from a Company
officer with pérsonal knowledge and responsibility certifying that the Company complies
wzth state and fedetal accounting, cost allocation, and cost adjustmént rules pertaining to
mcﬁmben;c local exchange companies is attached as Exhibit 8.

WAC 480-123-110(1)(f): 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 cutrent year has already been filed with the Commission. See the Company's filing in

Docket No. UT-180004 filed on or about 07/11/2018 . Confirmation #10865
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14. WAC 480-123-110(1)(g): The number of residential local exchange access lines served by

the Company as of December 31, 2017, was 1095 all of which were within thc
geographic area for which the Company is seeking support. The number of residential local
exchange accesé lines served by the Company as of December 31, 2016, was 1129 ,
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, 2017, was 329 , all of which were within the geographic ar:aa for which the
Company is seeking support. The number of business local exchange access lines served by
the Company as of December 31, 2016, was 327 , all of which were within the
geographic area for which the Company is seeking support.

The monthly recurring rate charged by the Company for residential local exchange access

service on December 31, 2017, was §___18.00 . The monthly recurring rate charged by the

Company for residential local exchange access service on December 31, 2016, was

$ 1800 .

The rate charged by the Company for single line business local exchange access service on
December 31,2017, was $§_25.08 . The rate charged by the Company for single line
business local excixange access service on December 31, 2016, was § 25.03 | (The
Company has other business local exchange service rates, but the Company understands that

WAC 480-123-110(1)g) is requesting the single line business local exchange access service

rate.)

15. WAC 480-123-110(1)(h): The requested statement is attached as Exhibit 9.
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16. Tlie amount on Line 4, labeled 2011 ROR Carrier ‘Base Period Revenue, of the CAF ICC

$1,083,963
Data collection Report for the period 7/1/2018 - 6/30/2019 is $ and has not changed

from the last filing. [ALTERNATIVE: If there has been a change, provide the old and

new amounts and explain the reason for the change.|

17. All exhibits attached hereto are incorporated in this Petition as though fully set forth.

Respectfully submitted this _1st day of August ,2018.

CERTIFICATION

1 Michael J. Martell | an officer of the Company that is responsible for the Company's
business and financial operations, hereby certify under penalty of perjury that the information and
representations set forth in the Petition, above, are accurate and the Company has not knowingly
withheld any information required to be provided to the Commission pursuant to the rules
governing the Program.

Title:

PETITION OF Pend Oreille Telephone Company
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EXHIBIT 1

CORPORATE ORGANIZATION CHART

Martell Enterprises, Inc.

Owns 100%

Rural Telephone Company
Owns 100%

Pend Oreille
Telephone Company

Nehalem

Telecommunications, inc.

James R. Martell, President

Carmela M. Martell, Secretary/Treasurer
Michael J. Martell, Vice President

Angela C. Carpenter, Board Director
Andrea E. Roberts, Board Director

Mark R, Martell, Board Director

Matthew §. Martell, Board Director

892 W. Madison Avenue
892 W. Madison Avenue
892 W. Madison Avenue
892 W. Madison Avenue
892 W. Madison Avenue
892 W. Madison Avenue

892 W. Madison Avenue

Glenns Ferry,
ID 83623
Glenns Ferry,
1D 83623
Glenns Ferry,
ID 83623
Glenns Ferry,
ID 83623
Glenns Ferry,
ID 83623
Glenns Ferry,
1D 83623
Glenns Ferry,
ID 83623
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EXHIBIT 2
AFFILIATED TRANSACTIONS

Pend Oreille Telephone Company and its parent, Rural Telephone Company, have a service
agreement in which Rural Telephone provides management and operational service to Pend
Oreille Telephone Company. These services are direct assigned to Pend Oreille as the expenses
are incurred. Rural provided $ 269,879 and $288,845 of such services in 2017 and 2016,
respectively. (The difference in 2016 is because Pend Oreitle Telephone Company utilized Rural
Telephone Company construction employees for Fiber Construction.)

Pend Oreille leased vehicles and equipment from an affiliate, Little Valley Elk Ranch, in the
amount of $ 14,526 in both 2017 and 2016. In addition, Little Valley Elk Ranch owes Pend
Oreille $ 173,101 for a loan made from Pend Oreille to Little Valley Elk Ranch in 2008. This
amount is for principal and interest accrued since that date.
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EXHIBIT 3

DEMONSTRATION OF RISK OF RATE INSTABILITY OR SERVICE
INTERRUPTION OR CESSATION

Pend Oreille Telephone ("Company™) is currently in a situation of financial uncertainty as the
marketplace has changed and moved away from voice services; which is the Company's
historical mainstay of income. The Company over the past several years has had to address
increasing competition. The Company has taken steps to increase the availability and attributes
of advanced services offered by the Company, including accepting ACAM to assist with further
building out it broadband capabilities. This has resulted in the Company making estimated
additional investments in regulated plant of approximately $17.838,392 during the period
January 1, 2017 through December 31, 2022. While the company has seen an increase of support
with ACAM, the build out to meet the ACAM obligations is going to cost an estimated
$15.596.332. As a result of prior year support decreases and construction to improve the
network before 2017, the Company had to take out a substantial debt obligation to cover the
investment that was made $1,085.573.

The Company's overall financial condition is detailed on other Exhibits to this Petition. This
information demonstrates that, when adjusted to eliminate the support from the state Universal
Communications Services Program and ACAM that the Company received in 2017, the
Company's total regulated estimated revenues decrease by 12.21 percent from 2017 through
2022. Looking forward, the Company could seec a further loss in revenue than projected as
historical trends have shown decreasing end users, resulting in lower Local Revenues. Coupled
with fewer end users, a continued decrease in voice minutes of use could lead to lower Switched
Access Revenues. Also, if Pend Oreille continues to see circuit contracts dropped Special
Access revenues will likely drop even further.

In addition to the increased competition, the Company has seen migration of its customers to
wireless or other services for their communications needs and completely foregoing the use of
landline services. Since 2011, the Company has lost 433 access lines or 24.4 percent. From 2016
to 2017 the Company lost 117 access lines or 8.0 percent. A loss of customers equates to a loss
of revenue without a corresponding reduction in expenses or cotresponding increase in rates.
Furthermore, ACAM locations are fixed and must be built out to regardless of the customer
purchasing our service.

USF/ICC Transformation Order issued by the Federal Communications Commission.’ adds
uncertainty to the financial forecast that the Company faces. Furthermore, the USF/ICC
Transformation Order built in an automatic decline in the Company's intrastate and interstate
access revenues. The inter-carrier compensation portion of the Transformation Order introduces
a concept of a base line year for calculating terminating access and reciprocal compensation
revenues and provides support from the Connect America Fund ("CAF") based on the base line
year. However, the base line year revenues (from which the level of CAF support is derived) are

PETITION OF PEND OREILLE TELEPHONE COMPANY TO
RECEIVE SUPPORT FROM THE STATE UNIVERSAL
COMMUNICATIONS SERVICES PROGRAM --

EXHIBIT 3, PAGE 1




reduced iteratively by five percent each year. The CAF support reduction began in July 2012.
Projecting through calendar year 2018, including additional reductions that will occur July 1,
2017, the Company has seen a reduction in support from the base line revenue amount of
approximately $ 287.151.

On the supporting schedule to Exhibit 3 the Capital Budget for 2017 — 2022 is outlined o reflect
investment related to Alternative Connect America Model (ACAM) and its obligations, as well
as the investment related to aspects of the network related to its backbone. Under ACAM, Pend
Oreille has substantial build out obligations related to its broadband deployment to locations
within its given census blocks (2,259 locations required to build out to). While Pend Oreille is
receiving $1.56 Million in ACAM revenue annually from 2017 — 2026, the investment required
to meet ACAM’s 10 Year obligations is forecasted at $15 - $17 Million. Also, the ACAM
obligations will be used to focus on the deployment of broadband to the end user (primarily the
loop portion of the network and FT'TH build outs). On the supporting schedule for Exhibit 3
Pend Oreille has outlined forecasted Capital Expenditures that are not related to the ACAM build
out obligations in the amount of $2,242.060 for 2017 — 2022. This forecasted investment
includes updating the existing electronics and backbone of the current network, improving
broadband to existing [ocations, and building out fiber to new locations near or adjacent to
ACAM build out areas. The support from the Washington State Universal Communications
Services Program (State USF) would allow Pend Oreille the ability to make these investments
without assuming the burden of more LT Debt. These vital improvements to Pend Oreille’s
network will help retain existing customers as the current broadband product offering would be
expanded. This would give the company significantly more flexibility from a rate standpoint and
also ensure against cessation of service concerns that persist with outdated technologies
supporting the existing network.

From an operating expense standpoint, the Company has seen a steady climb in operating
expenses over the period over the years and projects them to continue to increase. During the
timeframe of 2017- 2022 we are projecting expenses to increase $218,781. These increases will
include, but not limited to: additional staff for maintenance and construction. While Pend Oreille
has diligently cut costs where possible, the overall cost of maintaining the network and
navigating the complexities of the industry lead to inherently higher costs. The continued
support from the WA State USF program will allow Pend Oreille to ensure the network is
maintained to a necessary level so as to not compromise the service customers receive.

The above mentioned reasoning and combination of factors have created a situation in which,
without support from the state universal communications services program, the Company most
likely will be faced with a choice of increasing rates further or reducing service in order to match
expenses to revenues. Neither choice presents a practicable or feasible option for providing
continued high quality service to its customers. The dilemma presented by these choices reflects
the risk of rate instability, service interruption, and the worst case scenario, cessation of services.
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U In the Matter of Conmect America Fund, A National Broadband Plan for Our Future, Establishing Just and
Reasonable Rates for Local Exchange Carriers, High-Cost Universal Service Support, Developing an Unified
Intercarrier Compensation Regime, Federal-State Joint Board on Universal Service, Lifeline and Link-Up,
Universal Service Reform - Mobility Fun, WC Docket No. 10-90, GN Docket No. 09-51, WC Docket No. (7-135,
WC Docket No. 05-337, CC Docket No. 01-92, CC Docket No. 96-45, WC Docket No. 03-109, WT Docket No. 10-
208, Report and Order and Further Notice of Proposed Rulemaking, FCC 11-161 (rel. Nov. 18, 201 DWUSFACC

Transformation Order).
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State USF Petitlon Flliing Requirement -WAC 480-123-110 (EHe}
Prior Year Income Statement

Company Name: {Below]}
Pend Orellle Telephene Company

Prior Year Part 64 Priar Year
tine # Description 2016 Adi. to NonReg Adjusted
{A) (B) 2016 {C)
1 |Local Netwaork Services Revenues 419,794 419,794
2 [Network Access Services Revanuas 2,099,061 2,089,061
3 |long Distance Netwark Services Revenies ]
4 [Carrier Biling and Collection Revenues 4
5 [Miscellanecus Revenues 30,582 30,682
§  [Uncollectible Revenues {Normal Balance is debit or in brackets) {33,780) (33,780)
7 |Net Operating Revenues {1 thru 6) 2,515,757 0 2,515,757
8 {Plant Specific Cperations Expense 673,453 (11,337} 662,116
9 iPlant Nonspecific Operations Expense (excluding Depreciation & Amort.) 228,911 5,664 234,575
10 {Pepreciation Expense 357,932 (2,701} 395,231
11 jAmortization Expense 0
12 jCustomer Operations Expense 175,398 {5,738} 169,660
13 |Corporate Operations 835,335 (13,323) 822,012
14 {Total Operattons Expenses {8 thru 13} 2,311,029 {27,435) 2,283,594
15 |Operating Income or Margins (7 fess 14) 204,728 27435 232,163
16 |Other Operating Income and Expenses { ) ¥]
17 [State and Local Taxes 0
18 |Federal Income Taxes (A1) - (LINE IS ZERO IF COMPANY 15 5 CORP} 64,573 {27,391) 37,182
19 |[Other Taxes 56,646 {217) 56,429
20 [Total Operating Taxes {17+18+19) 121,219 {27,608) 93,611
21 [Net Operating Income or Margins {15¢16-20) 83,509 55,043 138,552
22 |Interest on Funded Debt 67,744 {25,546) 41,798
23 |Interest Expense - Capital Leases 4]
24 |Other interest Expense 2,947 {450) 2,497
25 | Alfowance far Funds Used During Construction [Record as a Credit) (6,688} (6,688}
26 |Total Fixed Charges {22+23+24+25} 64,003 {26,396) 37,607
27 |Nonoperating Net Income 3,436 3,436
28 |Extraordinary ltems 1]
28 |lurisdictional Differences 1]
30 |[Nonregulated Net Income [BI) 118,892 {81,439} 37,453
a1 [Total Net Income or Marglns {21+27428+29+30-26) 141,834 [1] 141,834
32 iTotal Taxes Based on Income R R R RS
33 jRetained Earning or Margins Beginning-of-Year (199,719) {199,719}
34 jMiscellaneous Credits Year-to-Date 0
35 |Dividends Declared {Common) 250,007 250,007
36 |Dividends Deciared {Preferred) 0
37 |Other Debits Year-to-Date 0
38 {fransfers to Patronage Capitak 0
39 |Retained Earnings End-of-Period ({31+33+34}-(35+36+37+38)(A2) (307,892) 0 (307,892)
40 |Patronage Capital Beginning-of-Year o]
41 |Transfers to Patronage Capitai 0
42 |Paircnage Capital Credits Retired 0
43 |patronage Capital End-of-Year (40+41-42) ¢ 0 0
44  |Annual Debt Service Payments 151,085 R 161,085
4% |Cash Ratio {{14420-10-11}/7} 0.8086 H#DIV/O! 0.7878
46  |Operating Accrual Ratio ({14+20426)/7) G.9922 HDIV/D! 0.958%9
47 |TIER {(31+26)/26) 3.2161 1.6000 4.7715
48 |DSCR {{31+26+10+11)/44) 3.7481 HDIV/0I 3.5675
Footnotes:
{A) As reported on RUS Form 479
(A1) § Corps provide effective tax rate from Cost study on Page 9, [ncome Statement
Summary Schedule Footnote

{A2) Caoluren A, tine 39 mast equal Column A, Line 58 of Page 2, Balance Sheet

(B) Part 64 adjustment from regulated to nonregulated

{81} Column B, autcmatic offset to Nonregulated Net Income {No impact te

]

Retained Earnings)
Adjusted balance after Part 64 adjustments

Page 7 0f12
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State USF Petition Filing Requlrement -WAC 480-123-110 {1){e}
Current Year Income Statement

Company Name: (Below)
Pend Creille Telephone Cempany

Current Year Part 64 Current Year
Line # Description 2017 Adi. to NonReg Adjusted
{A) (B} 2017 (C}
1 [Local Network Services Revenues 422,420 422,422
2 {Network Access Services Revenues 3,227,453 3,227,453
3 ilong Distance Network Services Revenues 0
4 [Carrier Billing and Collection Revenues a
5 |Miscellaneous Revenues 19,540 (5,892) 10,048
6 |Uncollectible Revenues (Normal Balance is debit or in brackets) (79,196} {79,196}
7 |Net Operating Revenues (1 thru 6) 3,590,619 {9,892} 3,580,727
&  |Plant Specific Operations Expense 638,843 (8,035) 630,808
9 |Plant Nonspecific Operations Expense {exciuding Depreciation & Amort.} 362,420 (45,346) 316,474
10 |Depreciation Expense 474,380 (1,858) 472,524
11 |Amortization Expense 0
12 |Customer Gperations Expense 164,821 {3,362) 161,459
13 |Corporate Operations 824,192 {8,323} 815,369
14 |Total Operations Expenses (8 thru 13} 2,464,656 {67,522) 2,397,134
15 |Operating Income or Maegins {7 less 14} 1,125,963 57,630 1,183,593
16 |Other Operating Income and Expenses [ ) o]
17 [State and Locat Taxes 0
18 [Federal lncome Taxes (A1) - (LINE |5 ZERO IF COMPANY 15 5 CORP) 377,425 {23,029; 354,396
19 jOther Taxes 93,308 {149) 93,159
20 ]votal Operating Taxes (£7+18+19) 470,733 {23,178) 447,555
21 Jmet Operating Incorte or Marglis {15+16-20) 655,23G 80,808 736,038
22 {interest on Funded Debt 68,907 {24,743) 44,164
23 |Interest Expense - Capital Leases g
24 |Cther Interest Expense 1,762 (1,762) 4]
25  |Allowance for Funds Used During Construction {Record as a Credit) {4,923) {4,923}
26 |Total Fixed Charges {22+23+24+25) 65,746 (26,505) 39,241
27 |Ncnoperating Net lrcome 13,834 13,834
28 |Extraordinary ltemns 0
28 |lusisdictional Differences 0
30 [Nonregutated Net Income {B1) 148,208 [ *- (107,313} 40,895
3t |Total Net income or Margins (21+27+28+29+30-26) 751,526 O 751,526
32 |Total Taxes Based on Income IR SEERY IR
33 {Retained Earning ar Margins Beginning-of-Year (307,892) (307,892)
34 iMiscellaneous Credits Year-to-Date 0
35 {Dividends Daclared {Common) 0
36 |Dividends Declared {Preferred) 1]
37 |Other Debits Year-to-Date o]
38 {Transfers to Patronage Capital 0
39 |Retained Earnings End-of-Period {{31+33+34)-(35+36+37+38}(A2) 443,634 1] 443,634
40  |Patronage Capital Begirning-of-Year 1]
41 [Transfers to Patronage Capital o]
42 |Patronage Capital Credits Retired 4]
43 |Patronage Capital End-of-vear {40+41-42) 0 0 4]
44  |Annual Debt Service Payments 250,288 L s 25(,288
45 |Cash Ratie ({14+20-10-11)/7) 0.6854 8.9814 0.6625
46 |Operating Accrual Ratio {(14+20+26)/7) (18358 11.8485 0.8054
47 [TIER {{31+26)/26} 12,4307 1.0000 20.15%16
48 |DSCR {[31+26+10+11)/44) 5.1607 HDIV/0! 5.0473
Footnotes:
{A} Asreported on RUS Form 478
(A1) 5 Carps provide effective tax rate from Cost study on Page 9, Income Statement
Summary Schedide Footnote
{A2) Column A, Line 39 must equal Column A, Line 58 of Page 3, Balance Sheeat
B} Part 64 adjustment from regilated to nonregulated
{B%) Column B, automatic offset to Nonregulated Net Income {No Impact to

(©

Retained Farnings}
Adjusted balance after Part 64 adjusiments

Page 8of 12
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State USF Petition Filing Requirement -WAC 480-123-110 {1)(e}
Prior and Current Year Income Statement

Company Name:
Pend Oreilte Telephone Company

Adjusted Adjusted
Line # Description Prior Year Current Year
2016 2017
1 |Local Network Services Revenues 419,794 422,422
7 |Network Access Services Revenues 2,099,061 3,227,453
3 |lLong Distance Netwaork Services Revenues 0 0
4 |Carrier Billing and Collection Reventes o] v]
5 |Miscellaneous Revenues 30,682 10,048
& |Uncollectible Revenues {Norimal Balance is debit or in brackets) (33,780) (79,196}
7 |Net Operating Revenues {1 thru 6) 2,515,757 3,580,727
8 |Plant Specific Operations Expense 662,116 630,808
9 |Plant Monspecific Oparaticns Expense (exciuding Depreciation & Amaort.) 234,575 316,474
10 |Depreciation Expense 355,231 472,524
11 jAmortization Expense 0 0
12 {Customer Gperations Expense 169,660 161,459
13 {Corporate Operations 822,012 815,869
14 |Total Operations Expenses (8 thru 13) 2,283,594 2,397,134
15 |Operating Income or Margins {7 less 14} 232,163 1,183,553
16 |Other Operating Income and Expenses ( ) 0 0
17 |State and Local Taxes 0 Q
18 |Federal Income Taxes [Al) - [LINE IS ZERG IF COMPANY IS S CORP) 37,182 354,386
19 |Other Taxes 56,429 93,159
20 |Total Operating Taxes (17+18+19) 93,611 447,555
21 |Net Operating Income or Marglns {15+16-20} 138,552 736,038
22 |laterest on Funded Debt 41,798 44,164
23 |Interest Expense - Capital Leases 1] 3]
24 Other interest Expense 2,497 L4}
25 isllowance for Funds Used During Construction {Record as a Credit) (6,688) {4,923}
26 ITotal Fixed Charges [22+23+24425) 37,607 35,241
27 |Nonoperating Net income 3,436 13,834
28 |Extraordinary items 0 0
29 |lurisdictional Differences 0 V]
30 |Nonregulated Net Income 37,453 40,895
31 [Total Net Income or Margins {21+27+28+29+30-26) 141,834 751,526
32 [Total Taxes Based on Income G
33 |Retained Earning or Margins Beginning-of-Year {299,719) {307,892)
34 |Miscellaneous Credits Year-to-Date 0 o]
35 |Dividends Daclared (Common) 250,007 0
36 |Dividends Declared (Preferred) [+ [
37 |[Other Debits Year-to-Date o 4]
38 [Transfers to Patronage Capital Q 0
39 |Retalned Earnings or Margins End-of-Perlod ({331+33434)-(35+36+37+38} (307,892} 443,634
40 |Patronage Capital Beginning-of-Year 0 0
41 {Transfers to Patronage Capital 0 0
42 |Patronage Capital Crediis Retired 0 0
43 |Patronage Capital End-of-Year {40+41-42) 0 0
44 |Annual Debt Service Payments 161,085 250,288
45 |Cash Ratio {(14+20-10-11}/7) 0.7878 0.6625
46 |Operating Accrual Ratio {{14+20+26)/7) 0.9599 08054
47 [TIER {{31+26)/26) 4.7715 20,1516
48 |DSCR ((31+26+10411)/44) 3.57 5.0473
Footnote 2016 2017
(A1} S Corporation Effective Tax Rate {2 decimal places):
Note:

Adjusted Income Statement reflects Part 64 Adustments (Regulated to
Nonregulated).

Page90f12
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Independent Auditor’s Report

Board of Directors
Pend Oreille Telephone Company
Glenns Ferry, Idaho

Report on Financial Statements

We have audited the accompanying financial statements of Pend Oreille Telephone Company (an Idaho
corporation), which comprise the balance sheets as of December 31, 2017, and 2016, and the related
statements of income, stockholder’s equity and cash flows for the years then ended, and the related notes
to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these 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 errot.

Auditor's Respounsibility

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 audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
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 frand 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 to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

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

L

.
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Board of Directors
Pend Oreille Telephone Company
Page 2

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Pend Oreille Telephone Company, as of December 31, 2017, and 2016, and the results of its
operations and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we also have issued our report dated April 30, 2018,
on our consideration of Pend Oreille Telephone Company’s internal contro] over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Pend Oreille Telephone
Company's internal control over financial reporting and compliance.

BKDLwp

Madison, Wisconsin
April 30, 2018




Pend Oreille Telephone Company

Assets

Current Assets
Cash and cash equivalents
Special construction account
Marketable securities
Accounts receivable:
Due from customers
Interexchange carriers
Affiliates
Other
Materials and supplies at average cost
Inventory at average cost

Other Noncurrent Assefs
Marketable securities
Other investments
Affiliate receivables
Deferred charges
Goodwill
Intangibles

Property, Plant and Equipment
Telephone plant in service
Other property

Less accumulated depreciation

Plant under construction
Property held for future use

Total assets

See Notes to Financial Statements

Balance Sheets
December 31, 2017 and 2016

2017 2016

1,309,923 $ 1,029,937
865 865

5,984 -
35,663 41,103
259,270 221,033
625,731 255,640
4,948 8
227,782 215,815
11,492 7,894
2,481,058 1,772,295
61,338 48,535
232,647 252,958

258,961 -

610 -

60,321 -
12,000 780
625,877 302,273
17,650,157 17,386,765
81,627 26,904
17,731,784 17,413,669
15,475,994 15,001,616
2,255,790 2,412,053
70,337 187,714
1,250 1,250
2,327377 2,601,017
5,434,912 $ 4,675,585




Liabilities and Stockholder's Equity

2017 2016
Current Liabilities
Current portion of long-term debt 5 180,391 $ 171,457
Accounts payable:
Interexchange carriers 18,477 27,611
Affiliates 55,029 75,343
Other 195,412 79,686
Advance payments 287,151 245213
Customer deposifs 4,850 5,880
Deferred revenue 12,000 -
Other accrued liabilities 60,517 64,078
813,827 669,268
Long-term Debt, less current portion 1,085,573 1,266,142
Other Noncurrent Liabilities and Deferred Credits
Deferred income taxes 219,579 381,721
Deferred regulatory liability 205,953 -
425,532 381,721
Stockholder's Equity
Common stock - no par value, 25,000 shares authorized, 5,000
shares issued and outstanding 2,666,346 2,666,346
Retained earnings (deficit) 443,634 (307,892)
3,109,980 2,358,454
Total liabilities and stockholder’s equity 3 5,434,912 $ 4,675,585




Pend Oreille Telephone Company

Statements of Income

Years Ended December 31, 2017 and 2016

Operating Revenues
Local network services
Network access services
Internet services
Other nonregulated services
Miscellaneous
Uncollectible

Operating Expenses
Plant specific operations
Plant nonspecific operations
Cost of internet services
Depreciation
Customer operations
Corporate operations
General taxes

Operating Income
Other Income (Expense)
Interest and dividend income
Allowance for funds used during construction

Interest expense
Other, net

Income Before Income Taxes

Income Tax Expense

Net Income

See Nofes to Financial Statemernits

2017 2016
$ 422422 419,794
3,027,453 2,099,061
530,302 489,201
18,468 24,449
19,940 30,682
(79,196) (33,780)
4,139,389 3,029,407
653,489 690,637
362,420 228,910
385,720 377,445
474,380 397,934
164,821 175,397
824,192 835,335
93,308 56,646
2,958,330 2,762,304
1,181,059 267,103
24,790 12,123
4,923 6,688
(70,669) (70,691)
(4,126) (6,695)
(45,082) (58,575)
1,135,977 208,528
384,451 66,694
$ 751,526 141,834
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Pend Oreille Telephone Company
Statements of Cash Flows
Years Ended December 31, 2017 and 2016

2017 2016
Operating Activities
Net income 5 751,526 141,834
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation 474,380 397,934
Deferred income taxes 43 811 46,611
Patronage in business conducted with cooperatives (11,042) {8,272)
Patronage distributions received from business conducted with
cooperatives 31,564 47,432
Allowance for funds used during construction {4,923) {6,688)
Changes in assets and liabilities:
(Increase) Decrease in:
Accounts receivable {666,789) {26,885)
Material and supplies and inventory (12,384) {32,717)
Deferred charges 170 {780)
Increase (Decrease) in:
Accounis payable (33,106) 12,957
Customer deposits (1,030 1,230
Advanced payments 41,938 32,145
Other accrued liabilities 8,439 11,376
Net cash provided by operating activities 622,554 615,177
Investing Activities
Capital expenditures (136,935) (714,484)
Down payment for purchase of Northstar Broadband (15,000) -
Purchase of investments (18,998) {48,535)
Proceeds fromsales of investments - 25,939
Net cash used in investing activities {170,933) (737,080)
Financing Activities
Proceeds from long-term borrowing - 328,047
Repayment of long-term debt (171,635) (131,852)
Dividends paid - (250,007)
Net cash used in financing activities (171,635) {53,812)
Increase (Decrease) in Cash and Cash Equivalents 279,986 (175,715)
Cash and Cash Equivalents, Beginning of Year 1,029,937 1,205,652
Cash and Cash Equivalents, End of Year B 1,309,923 1,029,937

See Motes fo Financial Statements




Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Note 1:  Nature of Operations and Summary of Significant Accounting Policies
Nature of Operations and Basis of Presentation

Pend Oreille Telephone Company (herein referred to as “the Company™) is a provider of
telecommunications exchange, local access, and internet services in a service area located in
northeast Washington. The Company is a wholly-owned subsidiary of Rural Telephone Company,
which is a wholly-owned subsidiary of Martell Enterprises, Inc., both of which are Idaho
corporations.

The accounting policies of the Company conform to accounting principles generally accepted in the
United States of America. Telephone operations reflect practices appropriate to the telephone
industry. The accounting records of the telephone company are maintained in accordance with the
Uniform System of Accounts for Class A and B Telephone Companies prescribed by the Federal
Communications Commission (FCC) as modified by the state regulatory authority.

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 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 resulis could differ from those estimates.

Cash Equivalents

All highly liquid investments with a maturity of three months or less at the time of purchase are
considered cash equivalents.

Accounts Receivable

Receivables are reported at the amounts the Company expects to collect on balances outstanding at
year end. The Company monitors outstanding balances and periodically writes off balances that are
determined to be uncollectible. The Company has concluded that losses on balances outstanding at
year end will be immaterial.

Inventory

Inventory is stated at the lower of cost or market with cost determined by the average cost method.




Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Investments

Marketable securities bought and held principally for selling in the near fiture are classified as
trading securities and carried at fair value. Unrealized holding gains and losses on trading securities
are reported in earnings. Marketable securities classified as available-for-sale are carried at fair value |
with unrealized holding gains and losses recorded as a separate component of stockholder’s equity. |
Debt securities for which the Company has both the positive intent and ability to hold to maturity are |
classified as held-to-maturity and are carried at amortized cost. The Company uses the specific

identification method of computing realized gains and losses. As of December 31, 2017 and 2016,

all marketable securities have been categorized as held to maturity, and amortized cost approximates

fair value.

Nonmarketable equity investments over which the Company has significant influence are reflected
on the equity method. Other nonmarketable equity investments are stated at cost.

Advance payments represent the 2018 state of Washington Universal Service Fund payments which
were received in 2017.

Property, Plant and Equipment

Telephone plant in service is capitalized at original cost including the capitalized cost of salaries and
wages, materials, certain payroll taxes, employee benefits and interest incurred during the
construction period.

The Company provides for depreciation for financial reporting purposes on the straight-line method
by the application of rates based on the estimated service lives of the various classes of depreciable
property as approved by the state regulatory authority. These estimates are subject to change in the
near term.

The estimated useful lives for each major depreciable classification of property and equipment are

Advance payments
as follows: ‘
|
|
\
|
|

Buildings 25 years
Furniture and office equipment 4-16 years
Vehicles and work equipment 4-7 years
Switching equipment 8-12 years
Outside plant 16-22 years
Internet equipment 3-5 years




Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

The Company capitalizes interest costs as a component of construction in progress, based on the
weighted-average rates paid for long-term borrowing. Total interest incurred each year was:

2017 2016 |

|

Interest costs capitalized $ 4,623 $ 6,688 |

Interest costs charged o expense 70,669 70,691 |
Total interest incurred $ 65,746 $ 64,003

Renewals and betterments of units of telephone property are charged to telephone plant in service.
When telephone plant is retired, its cost is removed from the asset account and charged against
accutnulated depreciation less any salvage realized. No gains or losses are recognized in connection
with routine retirements of depreciable telephone property. Repairs and renewals of minor items of
telephone property are included in plant specific operations expense.

Repairs of other property, as well as renewals of minor items, are charged to plant specific operations
expense. A gain or loss is recognized when other property is sold or retired.

Asset Retirement Obligations

Generally accepted accounting principles require entities to record the fair value of a lability for
fegal obligations associated with an asset retirement in the period in which the obligations are }
incurred. When the liability is initially recorded, the entity capitalizes the cost of the asset retirement |
obligation by increasing the carrying amount of the related long-lived asset. Over time, the liability |
is accreted to its present value each period, and the capitalized cost is depreciated over the useful life ?
of the related asset. ]
]
i
|
|
|
§
|
§
1
i
3
1
1

The Company has determined it does not have a material legal obligation to remove long-lived assets,
and accordingly, there have been no liabilities recorded for the years ended December 31, 2017 and
2016.

Software

The Company capitalizes software costs (including right-to-use fees) associated with externally
acquired software for internal use. Software maintenance and training costs are expensed as incurred.
Capitalized software is generally amortized on a straight-line basis over its useful life, not to exceed
five years.

Long-Lived Asset Impairment

The Company would provide for impairment losses on long-lived assets when no longer cost of
service regulated, indicators of impairment are present and the undiscounted cash flows estimated to
be generated by those assets are less than the assets’ carrying amount. Based on current conditions,
management does not believe any of its long-lived assets are impaired.

10



Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Income Taxes

Income taxes are accounted for using a liability method and provide for the tax effects of transactions
reported in the financial statements including both taxes currently due and deferred. Deferred taxes
are adjusted to reflect deferred tax consequences at current enacted tax rates. Deferred income taxes
reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant
components of the Company’s deferred taxes arise from the effects of accelerated depreciation on
property and equipment for tax purposes. The deferred tax assets and liabilities represent the future
tax refurn consequences of those differences, which will either be taxable or deductible, when the
assets and Habilities are recovered or settled.

Revenue Recognition

The Company recognizes revenues when earned regardless of the period in which they are billed.
The Company is required to provide telephone service to subscribers within its defined service

territory.

Local network service and internet revenues are recognized over the period a subscriber is connected
to the network.

Network access revenues are derived from charges for access to the Company’s local exchange
network. The interstate portion of access revenues is based on a cost separation procedure settlement
formula administered by the National Exchange Carrier Association (NECA) which is regulated by
the FCC. The intrastate portion of access revenues are billed based on an individual company tariff
access charge structure based on expense and plant investment of the Company as approved by the
state regulatory authority. The tariffs developed {rom this structure are used to charge the connecting
carrier and recognize revenues in the period the traffic is transported based on the minutes of traffic
carried.

Reported network access revenues are estimates subject to settlement adjustments in the near term
resulting from changes in expense and plant investment levels and rate of return experience.

The Company recognizes internet revenue as the fotal amount earned from charges to customers in
the statement of operations as internet services, In accordance with tariffs filed with the FCC by
NECA, the Company charges its non-regulated internet operations the tariffed wholesale DSL rate
for the use of the Company’s regulated plant facilities. These charges in network access services and
cost of internet services totaled $102,241 and $85,344 in 2017 and 2016, respectively.

The Company recognizes taxes charged to customers on a net basis.
Advertising Costs

Advertising costs are expensed as incurred. Advertising expenses were $82,032 and $77,736 in 2017
and 2016, respectively.

11



Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Note 2: Securities Investments

The amortized cost and fair value of held-to-maturity securities are:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Held-to-Maturity Securities: Stockholder's
December 31, 2017.
1.8, government obligations 3 67,322 3 - 3 - 3 67322
Amounis classified as:
Cument tmarketable
securities 5,984
Noncurrent marketable
securities 61,338
Total 3 67,322
—
December 31, 2016:
U.S. government obligations $ 48,535 3 - $ - 3 48,535

Amounts classified as:

Nencurrent marketable
securilics $ 48,335

The amortized cost and fair value of debt securities at December 31, 2017, by contractual maturity
are shown below. Expected maturities may differ from contractual maturities because the issuers of
the secutities may have the right to prepay obligations without prepayment penalties.

Amortized Fair
Cost Value
Held-to-Maturity Securities:
Within one year $ 5,984 % 5,984
One to five years 61,338 61,338
$ 67,322 $ 67,322

12




Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Note 3: Property, Plant and Equipment

Property, plant and equipment includes the following:

2017 2016

Telephone plant in service:
Land $ 73954 $ 73954
Buildings 512,429 512,429
Furniture and office equipment 135,951 135,951
Vehicles and work equipment 875,331 818,091
Switching equipment 6,911,049 6,881,229
Outside plant 0,141,443 8,965,111
Subtotal 17,650,157 17,386,765

Other property

Internet equipment 81,627 26,904
Total property, plant and equipment $17,731,784 $17413,669

Depreciation on depreciable property resulted in composite rates of 2.71% and 2.34% for 2617 and
2016, respectively.

Note 4: Goodwill and Intangibles

The gross carrying amounts of goodwill and accumulated amortization were as follows for the year

ended December 31:
2017 2016
Balance at beginning of year $ - $ -
Goodwill acquired 60,321 -
Total interest incurred $ 60,321 $ -

Goodwill includes $60,321 added during the year ended December 31, 2017, attributable to the

|

|

Goodwill amortized . ) |
acquisition of Sweetwater Cable Television as described in Note 14. l
|

1

13



Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Beginning in 2017, the Company amortizes goodwill on the straight-line method over ten years
unless a shorter life is more appropriate. There was no amortization expense for the year ended

December 31, 2017,

Intangible assets at December 31 include the following

2017 2016
Amortized intangibles
Subscriber list $ 12,000 $ -

Estimated amortization expense for the next five years is:

2018 b3 8,432

2019 8,432

2020 8,432

2021 8,432

2022 8,432

The Company annually assesses its recorded balances of goodwill and indefinite lived intangible
assets for impairment, The fair value of goodwill and intangibles is based on level 3 inputs of the
fair value hierarchy. As a result, the Company determined no impairment needed to be recorded
for the years ended December 31, 2017 and 2016.

Note 5: Other Investments

2017 2016
Cobank patronage capital certificates $ 41,513 $ 68,321
National Rural Telecommunications Cooperative
patronage capital certificates 173,938 167,651
Independent NECA Services stock 10,000 10,000
Other 7,196 6,986
Total $ 232,647 5 252,958

Because of the lack of quoted market prices and the inability to estimate fair value without incurring
excessive costs, management has determined it is not practical to estimate the fair value of these
investments. However, management believes that the carrying amount of these investments at
December 31, 2017 is not impaired.

14



Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Note 6 Income Taxes

Income taxes reflected in the statements of income consist of the following:

2017 2016
Federal income taxes:
Current tax expense $ 340640 $ 20,083
Deferred tax expense 43,811 46,611
Income tax expense $ 384,451 $ 66,694

No cash was paid for income taxes during 2017 and 2016, however the Company paid its parent
company their share of income taxes due through the intercompany payable account. This amounted
to $340,640 and $20,083 in 2017 and 2016, respectively.

Deferred federal tax liabilities and assets reflected in the balance sheets are summarized as follows:

2017 2016
Deferred tax Liabilities
Federal $ 262,829 $ 381,721
Deferred tax assets
Federal b 43,250 $ -
Net Deferred Tax Liability - Long-Term $ 219579 $ 381,721

The tax provision differs from the expense that would result from applying the federal statutory rates
to income before income taxes because of an adjustment to actual filed 2015 tax returns.

On December 22, 2017, the United States enacted tax reform legislation through the Tax Cuts and
Jobs Act, which significantly changes the U.S, tax laws, including a reduction in the Company’s
corporate tax rate from 34% to 21%, as well as other changes. This resulted in no impact to the
Company’s statement of income.

Deferred credits includes a regulatory liability at December 31, 2017 of $205,953. The regulatory
liability represents an amount associated with excess deferred income taxes as a result of the Tax
Cuts and Jobs Act. This amount will be amortized over the remaining regulatory life of the plant
which produced the liability.

The Company has evaluated its income tax positions and has determined that there are no uncertain
incommne tax positions that need to be recorded or reported in the financial statements at December 31,
2017 and 2016.

15



Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

The Company has evaluated its income tax positions and determined that there are no uncertain
income tax positions that need to be recorded or reported in the financial statements at December 31,
2017 and 2016.

The Company’s federal income tax returns for years 2014 to present remain subject to examination.

Note 7: Long-Term Debt

Long-term debt consists of:

2017 2016
Chrysler Credit - 5.99% $ 26,141 $ 33,683
RDUP mortgage notes - 5.00% 999,236 1,102,546
Ford Credit - 6.59% 24,197 31,089
Ford Credit - 7.09% 25,083 32,157
Ford Credit - 6.89% 25,228 30,957
Long-term note to Umpqua Bank - 4.25% 166,079 207,167
1,265,964 1,437,559
Less current portion 180,391 171,457

8 1,085,573 ¥ 1,266,142

The annual requirements for principal payments on long-term debt for the next five years are as

follows:
2018 3 180,391
2019 190,600
2020 199,800
2021 165,100
2022 132,500

Substantially all assets of the Company are pledged as security for the Jong-term debt under certain
loan agreements with the Rural Development Utilities Program (RDUP). These mortgage notes are
to be repaid in equal monthly and quarterly installments covering principal and interest beginning
after date of issue and expiring by 2029.

Cash paid for interest net of amounts capitalized for 2017 and 2016 totaled $65,746 and $64,003,
respectively.
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Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

There were no unadvanced funds at December 31, 2017 and 2016 for long-term notes.

Under the provisions of the loan coniract, advances of loan funds shall be deposited in a special
construction account and held in trust for the government untif disbursed. The loan contract restricts
disbursements to such expenditures as RDUP may authorize. All payments from the trust accounts
are subject to RDUP approval.

The mortgage to the United States of America, underlying the RDUP notes, contains cerfain
restrictions on the declaration or payment of cash dividends, redemption of capital stock or
investment in affiliated companies except as might be specifically authorized in writing in advance
by the RDUP noteholders.

Note 8: Employee Benefits

The Company participates in a Safe Harbor 401(k) profit sharing plan (Plan) sponsored by ifs parent
company. The Plan covers all employees who meet certain eligibility requirements under the Plan.
Eligible participants may defer wages to their employee deferral accounts subject to specific
limitations set by the Internal Revenue Service. Pension costs expensed and capitalized for 2017 and
2016 were $48,000 and $74,850, respectively.

Note 9: Related Party Transactions

The Company and its parent, Rural Telephone Company (Rural), have a service agreement in which
Rural provides management and operational services to the Company. Rural provided $269,879 and
$288,845 of such services in 2017 and 2016, respectively.

The Company leased equipment from an affiliate, Little Valley Elk Ranch, in the amount of $14,526
in both 2017 and 2016.

Affiliates accounts receivable and payable at December 31 consists of the following:

2017 2016
Curreni accounts receivable, stockholders and employees $ - $ 85,964
Current accounts receivable, Little Valley Elk Ranch - 169,676
Noncurrent accounts receivable, stockholders and employees 85,860 -
Noncurrent accounts receivable, Little Valley Elk Ranch 173,101 -
Accounis receivable, Rural Telephone Company 625,731 -

$ 884,652 $ 255,640

Accounts payable, Rural Telephone Company $ - $ 21,402
Accounts payable, Nehalem Telecommunications, Inc. 55,029 53,941

$ 55,029 $ 75,343
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Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Note 10: Concentrations of Credit Risk

The Company grants credit to customers, all of whom are located in the franchised service area, and
telecommunications intrastate and interstate long distance carriers. The Company is subject to
competition for telecommunications services including telecommunications exchange services
offered by other providers in the franchised area.

The Company received 78% and 69% of its 2017 and 2016 revenues, respectively, from access
revenues and assistance provided by the Federal Universal Service Fund. As a result of the
Telecommunications Act of 1996, the manner in which access revenues and Universal Service Funds
are determined is currently being modified by regulatory bodies.

Financial instruments that potentially subject the Company to concentrations of credit risk consist
principally of cash equivalents.

‘The Company maintains its cash in bank deposit accounts which, at times, may exceed federally
insured limits. The Company has not experienced any losses in such accounts. The Company
believes it is not exposed to any significant credit risk on cash and cash equivalents.

Note 11: Regulatory Accounting

For its tclephone operations, the Company follows generally accepted accounting principles for
regulated enterprises. Accordingly, the Company defers certain cost and obligations and depreciates
plant and equipment over lives approved by regulators, While the Company continues to believe the
current regulatory and competitive environment supports this accounting treatment, should
conditions change the Company would be required to write-off these deferred cost and obligations
and evaluate the net carrying value of its plant and equipment for any impairment losses absent the
future recovery currently permitted by the regulators.

Note 12: Regulatory Matters

The Company receives revenues from access revenues and assistance provided by the Federal
Universal Service Fund. The manner in which access revenues and Universal Service funds are
determined has been modified in several recent Federal Communications Commission proceedings.
Changes include modifications to rate-of-return support including caps on the recovery of certain
expenditures, and reductions in terminating access charges billed with eventual transition to a
bill-and-keep framework for the exchange of traffic between carriers.
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Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

On March 30, 2016, the FCC released a Report and Order, Order on Reconsideration, and Further
Notice of Proposed Rulemaking to reform USF. The order in this proceeding (1) provides support
for standalone broadband; (2) requires broadband deployment based on the number of locations
lacking service and cost of providing service; (3) requires allowances for capital investments and
further limits operational expenses; and (4) phases out support for areas served by qualifying
competitors. In addition, the FCC created a new Universal Service Support mechanism named the
Alternative Connect America Model (A-CAM). The Order allows eligible rate-of-return carriers to
elect A~CAM or remain on a revised version of the legacy rate-of-return funding. Carriers not
eligible for the A-CAM will fall under the revised version of the legacy rate-of-return funding. The
Order provides a total budget of $2 billion for Universal Service Support to cover the A-CAM and
legacy rate-of-return mechanisms.

The Company has elected to accept the A-CAM support offer. The Company is eligible to receive
funds of $1,562,611 per year for ten years.

Whether a rate-of-return carrier chooses model-based support or remains on legacy mechanisms, it
will be required to meet service obligations, adhered to reporting obligations, and retain records.

Note 13: Disclosures About Fair Value of Assets and Liabilities

Fair value is the price that would be received o sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Fair value measurements must
maximize the use of observable inputs and minimize the use of unobservable inputs. There is a
hierarchy of three levels of inputs that may be used to measure fair value:

Level 1  Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets
or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the full
term of the assets or liabilities.

Level 3 Unobservable inputs supported by little or no market activity and are significant to
the fair value of the assets or liabilities.

Note 14: Asset Purchase

On December 29, 2017, the Company acquired certain assets of Northstar Broadband, LLC
(Northstar). Northstar provides video and broadband services in northeast Washington.

Acquisition costs related to this purchase were expensed as incurred in 2017 and were immaterial.
These expenses are included in corporate operations expense in the Company’s statement of income.

The Company paid Northstar $134,384 through cash payments. Of this amount $15,000 was paid in
2017 with the remaining $119,384 recorded in accounts payable at December 31, 2017. This amount
is treated as a non-cash item in the statement of cash flows.
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Pend Oreille Telephone Company
Notes to Financial Statements
December 31, 2017 and 2016

Recognized Amounts of Identifiable Assets Acquired

Inventory 3,181
Property, plant and equipment 58,882
Subscriber list 12,000
Goodwill 60,321

134,384

Note 15: Subsequent Events

Subsequent events have been evaluated through April 30, 2018, which is the date the financial
statements were available to be issued.
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Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit
of the Financial Statements Performed in
Accordance with Government Auditing Standards

Independent Auditor’s Report

Board of Directors
Pend Oreille Telephone Company
Glenns Ferry, Idaho

We have audited, in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, the financial statements of Pend Oreille Telephone Company
(Company), which comprise the balance sheet as of December 31, 2017, and the related statements of
income, stockholder’s equity and cash flows for the year then ended, and the related notes to the financial
statements, and have issued our report thercon dated April 30, 2018.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Company's internal

control over financial reporting (internal control) to determine the audit procedures that ate appropriate in

the circumstances for the purpose of expressing our opinion on the financial statements, but not for the

purpose of expressing an opinion on the effectiveness of the Company's internal control. Accordingly, we
_do not express an opinion on the effectiveness of the Company's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employecs, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the Company’s
financial statements will not be prevented or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and, therefore, material weaknesses or significant deficiencies may
exist that have not been identified. Given these limitations, during our audit we did not identify any
deficiencies in internal conirol that we consider to be material weaknesses. We did identify certain
deficiencies in internal control, described in the accompanying schedule of findings and responses as items
2017-001 and 2017-002 that we consider to be significant deficiencies.

Praxity.
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Board of Directors
Pend Oreille Telephone Company
Page 23

Compliance and Other Matters

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

Pend Oreille Telephone Company’s Response to Findings

The Company's response to the findings identified in our audit are described in the accompanying schedule
of findings and responses. The Company’s, response was not subjected to the auditing procedures applied
in the audit of the financial statements, and accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Company’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

BED L

Madison, Wisconsin
April 30,2018




Pend Oreille Telephone Company
Schedule of Findings and Responses
Year Ended December 31, 2017

Findings Required to be reported by Government Auditing Standards

Reference

Number

Finding

2017-001

2017-002

Significant Deficiencies

Criteria — Complete segregation of duties and a formal risk assessment process are
essential in maintaining internal confrols over financial reporting and managing the
information technology system of the Company.

Condition — The Company’s limited resources and personnel do not allow for complete
segregation of duties or a formal risk assessment, antifraud program, and monitoring
system.

Cause — The Company has a limited number of personnel and it therefore is not able to
dedicate the required resources to maintain complete segregation of duties or prepare
formal risk assessment and monitoring systems,

Effect — Due to the lack of a formal internal control and information technology system
and segregation of duties, there is a potential for an employee to perpetrate and conceal a
theft of assets from the Company.

Recommendation: Complete segregation of incompatible duties in the accounting
department may not be possible at the current staffing levels. Management and those
charged with governance should be aware of the limitations of the internal control system
as currently implemented and should remain alert for opportunifies to improve the
segregation of duties through the reallocation of duties or reassignment of responsibilities.

Management’s Response: The Company periodically performs an informal risk
assessment and monitors the business risk associated with assignment of personnel to

various activities.

Criteria — Tn order for the Company to fulfill its reporting requirements and prepare
complete financial statement disclosures it must put in place personnel and properly
designed controls to ensure fairly stafed financial statements.

Condition — The Company has utilized accounting assistance from another party to draft
financial statements and assist with the preparation of certain normal annual closing entries.

Cause — The Company has a limited number of personnel.
Effect — Lack of experience in preparing financial statements and normal closing entries

could result in incomplete disclosures and/or incorrect presentation of information which
could have an adverse impact on users of the financial statements.
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Pend Oreille Telephone Company
Schedule of Findings and Responses
Year Ended December 31, 2017

Findings Required to be reported by Government Auditing Standards

Reference _
Number Finding

Significant Deficiencies

2017-002 Recommendation: While putting in place the personnel and properly designed controls
may not be a cost effective solution to completing the Company's reporting requirements,
management should strive to educate staff on changing reporting requirements and review
the financial statements with disclosures at multiple levels prior to issuance.

Management’s Response: The Company reviews and approves the results of these
activities and believes this approach provides a cost effective solution in light of their

limited resounrces.
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Report on Compliance with Aspects
of Contractual Agreements and Regulatory Requirements
for Telecommunications Borrowers
Independent Auditor’s Report

Board of Directors
Pend Oreille Telephone Company
Glenns Ferry, Idaho

We have audited, in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of Pend Oreille Telephone Company
(Company), which comprise the balance sheet as of December 31, 2017 and the related statements of
income, stockholder’s equity and cash flows for the year then ended, and the related notes to the financial
statements, and have issued our report thereon dated April 30, 2018. In accordance with Government
Auditing Standards, we also have issued our report dated April 30, 2018, on our consideration of Pend
Oreille Telephone Company’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and other matters. No reports
other than the reports referred to above and our schedule of findings and responses related to our audit have
been furpished to management.

Tn connection with our audit, nothing came to our attention that caused us to believe that Pend Oreille
Telephone Company, failed to comply with the terms, covenants, provision or conditions of their loan,
grant and security instruments as set forth in 7 CFR Part 1773, Policy on Audits of Rural Utilities Service
Borrowers, §1773.33 and the clarified RUS policy memorandum dated February 7, 2014, insofar as they
relate to accounting matters as enumerated below. However, our audit was not directed primarily toward
obtaining knowledge of noncompliance. Accordingly, had we performed additional procedures, other
matters may have come to our attention regarding the Company’s, noncompliance with the above-
referenced terms, covenants, provisions or conditions of the contractual agreements and regulatory
requirements, insofar as they relate to accounting matters.

In connection with our audit, we noted no matters regarding the Company’s accounting and records to
indicate that the Company did not:

o Maintain adequate and effective accounting procedures;

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

e Reconcile continuing property records to the controlling general ledger plant accounts;

Prax:ty:
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To the Board of Directors
Pend Oreille Telephone Company
Page 27

Clear construction accounts and accrue depreciation on completed construction;

e Record and properly price the retirement of plant;

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

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

e Obtain written approval to enter into any contract for the management, operation or maintenance
of the borrower's system if the coniract covers substantially all of the telecommunications system;

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

» Record depreciation in accordance with RUS requirements;

Comply with the requirements for the detailed schedule of investments.

This report is intended solely for the information and use of the board of directors, management of the
Company, and the Rural Development Utilities Program and is not intended to be and should not be used
by anyone other than these specified parties. However, this report is a matter of public record and its
distribution is not limited.

BKEDLwp

Madison, Wisconsin
April 30,2018



EXHIBIT 6



According lo the Papanwork Reduction Act of 1995, an agency may not condust or sponsor, and a person is not required 10 respond 1, a coilection of information unless it displays a valié OMB controf number. The valid
OMB control number for this information collection is 0572-0031. ‘Fhe time requirad fo complete this iformation collection is eslimated to averags 4 hours per respense, including the time for Tteviewing instructions,

searching existing data sources, gathering and meintaining the data necded, and completing and reviewing the collection of information.

This date will be used by RUS (o review your financial situation, Your response is reguired by 7 US.C. 901 ef seq.

USDA-RUS
arid, subject o federal s and regulations regarding confidential info ion, will be ireaied as confldential.
BORROWER NAME
OPERATING REPORT FOR Pend Oreille Telephone Company
TELECOMMUNICATIONS BORROWERS
{Prepared with Audited Data)
INSTRUCTIONS-Submit report to RUS within 30 days after close of the period. PERICD ENDING BORRCWER DESIGNATION
¥ror detailed instructions, sec RUS Bulletin 1744-2, Report inwhole dollars onfy. December, 2017 WAQ545

to the best of our knowledge and belief.

CERTIFICATION
We hereby cextify that the entries in this report are in accordance with the accounts and other records of the system and reflect the status of the systent

ALL INSURANCE REQUIRED BY 7 CFR PART 1788, CHAPTER X V11, RUS, WAS IN FORCE DURING THE REPORTING PERIOD AND
RENEWALS HAVE BEEN OBTAINED FOR ALL POLICIES,

DURING THE PERIOD COVERED BY THIS REPORT PURSUANT TQ PART 1788 OF 7CFR CHAPTER XVIL
{Check one of the following}

have bean fulfilled In ali material respects.

All of the obligations under the RUS loan documents

There has been a default In the fulfiliment of the obligations
under the RUS toan documents, Said default(s) isfara
specifically describad in the Telecom Operating Reporl

Mark Martell ' 6/6/2018
DATE
PART A. BALANCE SHEET
BALANCE BALANCE BALANCE BALANCE
ASSETS PRIOR YEAR | END OF PERIOD LIABILITIES AND STOCKHOLDERS' EQUITY PRIOR YEAR | END OF PERIOD
CURRENT ASSETS I CURRENT LIABILITIES TR
1. Cash and Equivalents 1,007,605 1,309,923)25. Accounts Payable 182,640 268,919
2. Cash-RUS Consiruction Fund 865 865]126. Noles Payable
3. Affiliates: l E IE%F%‘ ”E “ Mﬂm&uﬂm&iﬁﬁﬂm 27. Advance Billings and Paymenis 245,213 287,151
a, Telecom, Accounts Receivable 28. Customer Deposits 5,880 4,850
b. Other Accounts Receivable 171,601 810, 95720, Current Mat. L/T Debt 171,457 180,391
¢. Notes Recejvable 84,039 85, 735}30. Curmrent Mat, L/T Debi-Rur. Dev.
4, Non-Affiliates: W@mm@@mn 31. Current Mat.-Capilal Leases
a. Telecorn, Actounts Receivable 41,103 35,663 33 income Taxes Accrued
b. Other Accounts Recelvable 221,032 252, 21833, Other Taxes Acciued
¢. Notes Receivable 34. QOther Current Liabiliies 64,078 60,516
5. Interest and Dividends Receivable 35, Total Current Liabilities {25 thru 34} 569,268 801,827
6. Material Regulated 215,815] __ 227,782}LONG-TERM DEBT ST
7. Material-Nonreguated 7,895 11, 492[36. Funded Debt-RUS Notes 999,177 890,488
B. Prepaymenis 37. Funded Debt-RTB Notes
9. Other Cuprent Assets 70,867 67,322139, Funded Debt-FFB Notes
10. Total Current Assets (1 Thru 9} 1,820,825 2,801,957139. Funded Debt-Other 266,965 195,085
NONCURRENT ASSETS ] ""l'i” 40. Funded Debl-Rural Develop. Loan
1. [avestment in Affiliated Companies g!Egi 41. Premiurn (Dlscount) on LT Debt
a, Rural Development 42. Reacguired Debt
b. Nonrural Development 43, Obligations Under Capital Lease
12, Other Investments - HEEEEH!“E!EHIEHHIﬂlm'l 44, Adv. From Affiliated Companies
a, Rural Development 45, Other Long-Term Debt
b. Monrural Development 252,958 232, 647146, Total Long-Term Debt (36 thru 45) 1,266,142f 1,085,573
13. Nonregulated investments 15, 872 JOTHER LIAB. & DEF. CREDITS R AT e
14. Other Noncurrent Assets 47. Other Long-Term Liabililles 381,721 231,579
15. Deferred Charges 780 6510]48. Other Deferred Credits
16. Jurisdictional Differences 49. Cther Jurisdictional Differences 205,953
17. Total Moncurrent Assets {11 thru 16) 253,738} 349 ; 129]50G. Total Other Liabilities and Deferred Credlis (47 thru 48) 381,721 437,532
{PLANT, PROPERTY, AND EQUIPMENT T =auy L T
18. Telecom, Plant-in-Service 17,386,766] 17,689,008f51. Cap. Stock Culstand. & Subscribed 2,666,346| 2,666,346
19. Property Held for Future Use 1,250 1,250]52, Additional Paid-in-Capital
20. Plant Under Construciion i87,714 T0,337]53. Treasury Stock
21, Plant Adj., Nonop. Plant & Goodwill 72, 221154, Membership and Cap. Cerificales
22, Less Accumulated Depreciation 14,974,712] 15,449, 090)55. Other Capial
23. Net Plant (18 thru 21 less 22) 2,601,018 2,383,826}55 Patronage Capilal Credits
24. TO‘[’_AL ASSETS (10+17+23) 57. Retained Eamings or Margihs (307,892) 443,634
58, Total Equity (51 thru 57} 2,358,454] 3,109,980
59. TOTAL LIABILITIES AND EQUITY {35+46+50+58)
4,675,585 5,434,912 4,675,585 5,434,912
Total Equity = 57.22% % of Total Assets Page 10f8



USDA-RUS

OPERATING REPORT FOR

WAO0545

BORROWER DESIGNATION

TELECOMMUNICATIONS BORROWERS

INSTRUCTIONS- See RUS Bullelin 1744-2

PERIOD ENDING

2017

PART B. STATEMENTS OF INCOME AND RETAINED EARNINGS OR MARGINS

ITEM

PRIOR YEAR THIS YEAR
1. Local Network Services Reventes 419,794 422,422
2. Network Access Services Revenues 2,099,061 3,227,453
3. lLong Distance Network Services Revenues
4, Carrier Billing and Collection Revenues
5. Miscellaneous Revenues 30,682 19,9490
6. Uncolleclible Revenuses 33,780 79,196
7. Net Operating Revenues {1 thru 5 less 6} 2,515,757 3,590,619
8. Plant Specific Operations Expense £73,453 638,843
9. Plant Nonspecific Operations Expense (Excluding Depreciation & Amortization) 228,911 362,420
10. Depreciation Expense 397,932 474,380
11. Amoriization Expense
12. Customer Operations Expense 175,398 164,821
13. Corporate Operations Expense 835,335 824,192
14. Total Operating Expenses (8 thru 13) 2,311,029 2,464,656
15. Operating Income or Margins (7 less 14) 204,728 1,125,963
16. Other Operating [ncome and Expenses
17. State and Local Taxes
18. Federal Income Taxes 64,573 377,425
19, Other Taxes 56,646 93,308
20, Total Operating Taxes (17+18+19) 121,218 470,733
21. Net Operating [ncome or Margins (15+16-20) 83,509 655,230
22. Interest on Funded Debt 67,744 &8,94a7
23. Interest Expense - Capital Leases
24, Other Interest Expense 2,247 1,762
25, Allowance for Funds Used During Construction 6,688 4,923
26. Total Fixed Charges (22+23+24-25) 64,003 65,746
27. Nonoperafing Net Income 3,436 13,834
28. Extraordinary items
29, Jurisdictional Differences
30. Nonregulated Net income 118,882 148,208
31. Total Net income or Margins (21+27+28+29+30-26) 141,834 Y51,526
32. Total Taxes Based on Income
33, Retained Earnings or Margins Beginning-of-Year (199,719) {307,892}
34, Miscellaneous Credits Year-to-Date
35, Dividends Declared {Common) 250, 007
36. Dividends Declared {Preferred)
37. Other Debits Year-fo-Date
38. Transfers lo Patronage Capilal
39. Retained Earnings or Margins End-~of-Period [(31+33+34) - (35+36+37+38)1 {307,892) 443,634
40, Patronage Capital Beginning-of-Year
41. Transfers to Pafronage Capital
42. Patronage Capifal Credits Retired
43. Patronage Capital End-of-Year (40+41-42) I+ )
44. Annual Debt Service Payments 161,085 250,288
45. Cash Ratio [{14+20-10-11) /7] 0.8086 0.6854
46. Operating Accrual Ratio [(14+20+26) / 7] 0.9822 0.8358
47. TIER {{31+26) / 26] 3.216% 12,4307
48. DSCR [(31+26+10+11) / 44] 3.7481 55,1607

Page 2 of 6



According to the Papenvork Reduclion Act of 1993, an agency may nof conduct or sponsor, and & person is not required fo respond to, a collection of information unless it displays & valid OMB contro] pumber. The valid
OMB control number for this information collestion is 0572-0031. The fime required to comiplete this information cellection is estimated to average 4 hous per response, includiag the time for reviewing instructions,

searching existing data soucces, gathering end maintaining the data needed, and complating and ing the cotlection of inft
LSDA-RUS This daia will be used by RUS to review your flnanciol sifuation. Your response is required by 7 U.S.C. 901 of seq.
avid, subject fo federal laws and regulations regarding confidentiol i iot, will be Ireated as confideniial,
BORROWER NAME -
OPERATING REPORT FOR Pend Oreille Telephone Company

TELECOMMUNICATIONS BORROWERS
{Prepared with Audited Data)

INSTRUCTIONS-Submit report fo RUS within 30 days after close of the period. PERIOD ENDING BORROWER DESIGNATION
oy derailed insirictions, see RUS Bulletin 1744-2. Report in whole doltars _Di'h' Iy DPecember, 2016 WADR45
CERTIFICATION

We hereby certify that the entries in this report are in accordance with the aocounts and other records of the system and reflect the status of the system

fo the best of our knowledge and bellef .
ALL INSURANCE REQUIRED BY 7 CER PART 1788, CHAPTER XVII, RUS, WAS IN FORCE DURING THE REPORTING PERIOD AND

RENEWALS HAVE BEEN OBTAINED FOR ALL POLICIES,

DURING THE PERIOD COVERED BY THIS REPORT PURSUANT TO PART 1788 OF 7CFR CHAPTER XVI
(Check one of the foifoiving)

]:] There has baen a defaull in the fuffilment of the obligations

All of the obligations under the RUS loan documeris
under the RUS loan documents, Said defauli{s) isfare

have been fulfiled in afl material respecis. i
specifically described In the Telecom Operating Report
Mark Mazxtell 5/3/2017
DATE
PART A, BALANGE SHEET
BALANCE BALANCE BALANCE BALANCE

ASSETS PRIOR YEAR END OF PERIOD LIABILITIES AND STOCKHOLDERS' EQUITY PRIOR YEAR END OF PERIOD
CURRENT ASSETS i I cuRReNT LinBILITIES A Y
1. Cash and Equlvalenls 1,159,708] 1,007,605}25, Accounis Payable 169,683 182,640

2. Gash-RUS Construction Fund 865]26. Noles Payable

865
, .
3. Afilates: T ATk 27, Acvance Bitings and Payments 213, 068 245,213

28. Customer Deposils 4,650 5,880

a, Telecom, Accounis Receivable
b. Other Accounts Receivable 179,221 171,601)29, Current Mat. LT Debt 98,188 171,457
¢. Notes Recelvable 82,377 84, 035730, Curent Mat. L/T Debi-Rur. Dev.
4. Non-Afilates: A SR+ cuerent Mat.-Capital Leases
a. Telecom, Actotnts Resejvable 46,076 41,10332. Income Taxes Accrued
h. Dther Accounts Recelvable 183,224 221, 03933, Other Taxes Accrued
¢. Notes Receivable 34. Other Current Liabilities 52,702 64,078

5. Interest and Dividends Receivable 35, Total Current Liabilities (25 thru 34} 538,281 __ 6_69, 268,
185,149 215, 815} ONG-TERM DEBT ﬂEéﬁil}l{iEEEﬂi i I[giﬂiﬂﬂﬂlﬁﬁlﬂﬁlﬁlt T

6. Materigl-Regulated
Material-Nenregulated 5,843 7,895]38. Funded Debt-RUS Notes 162, 999,177
37. Funded Debt-RTB Noles

71,882 70,86738. Funded Debt-FFB Notes
1,914,346 1,820,829]30. Funded Debt-Other
. Funded Debt-Rural Davelop. Loan
. Premium (Discount) on L/T Debt
. Reacquired Dabt
43, Obligations Under Capilal Lease
. Ady, From Affiliated Companies
45, Other Long-Term Debt
291,118 2572, 258|46. Total Long-Term Debt (36 thru 45)
T

™

B. Prepayments

§. Other Current Assels

10. Total Current Assets {1 Thru 9}

MONCURRENT ASBETS

11, Investment in Affiliated Companies
a. Rural Development
b, Nonrural Development

12. Other Investments T AT
a. Ruraf Development
b. Nenrural Developmeni

40,528 266, 965

kS
g

1,143,216} 1,266,142

LA

13. Nonregulated nvesimenis

14, Ofher Noncurent Assels 47. Other Long-Term Liabilities 335,110 381,721
15. Deferred Charges 780448. Other Deferred Credits

16. Jurisdictional Differences 49. Other Jurisdictional Differences

17. Total Noncurrent Assets (11 thru 16) 2[91 ,1:8 25; » 73850, Total Other Liabllities and Deferred Credits {47 thru 49) _ _‘335 PRt 3 l]sl, 721
L, roperry, ano cuevent (AR [T curr T e
18, Telecom, Plant-in-Service 16,754,233| 17,386, 765|51. Cap. Stock Oulsland. & Subscribed 2,666,346F 2,666,346

1,250 1,250)62. Additional Paid-in-Capltal
29,9076 3187,714]53, Treasury Stock

54, Membarship and Cap, Cedificates
14,974,712}55. Other Capital

18. Property Held for Fulture Use

20. Plant Under Construction

21, Plant Adj., Nonop. Plant & Goodwill
22. Less Accumulated Depreclation 14,576,778

23, Net Plant (18 thru 21 less 22) 2,277,780 2,601,018]56. Patronage Capital Credits
24, TOTAL ASSETS (10+17+23) 57. Relalned Eamings or Margins {199,719} {307,892)
58, Total Equity (51 thru 57) 2,466,627 2,358,454

59. TOTAL LIABILITIES AND EQUITY (35+46+50+58)

4,483,244 4,675,585

4,483,244 4,675,585
Total Equity = 50.44% % of Total Assets Page 1 of 6




OPERATING REPORT FOR
TELECOMMUNICATIONS BORROWERS

USDA-RUS BORROWER DESIGNATION

WAQL45

PERIOD ENDING

December, 2016

INSTRUCTIONS- Sge RUS Bulletin 1744-2

PART B. STATEMENTS OF INCOME AND RETAINED EARNINGS OR MARGINS

ITEM
PRIOR YEAR THIS YEAR
1. Local Network Services Revenues 410,863 419,754
2. Network Access Services Revenues 2,203,921 2,099, 061
3. Long Distance Network Services Revenuss
4, Carrier Billing and Collection Revenues
5. Miscellaneous Revenues 26,373 30,682
6. Uncollectible Revenues 18,878 33,780
7. Net Operating Revenues (1 thru 5 less 6) 2,622,278 2,515,757
8. Plant Specific Operations Expense 676,176 673,453
9. Plant Nonspecific Operations Expense (Excluding Depreciation & Amoriization) 213,547 228,911
10. Depreciation Expense 318,962 397,932
11. Amorization Expense
12. Customer Operations Expense 176,809 175,398
13, Corporate Operations Expense 803,756 835,335
14. Total Operafing Expenses {8 thru 13) 2,189, 250 2,311,029
15, Operating Income or Margins (7 fess 14) 433,028 204,728
16. Other Operafing Income and Expenses
17. Siate and Local Taxes
18. Federal Income Taxes 117,038 84,573
19. Other Taxes 52,621 56,646
20. Totai Operating Taxes (17+18+18) 169,660 121,218
21. Net Operaling Income or Margins {15+16-20) 263,368 83,509
22. Interest on Funded Debt 63,615 67,744
23. Interest Expense - Capital Leases
24. Other Interest Expense 2,311 2,947
25, Allowance for Funds Used During Construction 2,362 6,688
26. Total Fixed Charges (22+23+24-25) 63,564 64,003
27. Nonoperating Net Income 9,050 3,436
28, Extraordinary ltems .
29. Jurlsdictional Differences
30. Nonregulated Net Income B2,314 118,852
31. Total Net Income or Margins (21+27+28+29+30-26) 291,168 141,834
32. Total Taxes Based on Incoma ‘
33. Retained Earnings or Margins Beginning-of-Year (311,576) (199,719)
34, Misceltaneous Credits Year-to-Date
35, Dividends Declared (Common) 179,311 250,067
36, Dividends Declared {Preferred)
37. Other Debits Year-fo-Date
38. Transfers to Patronage Capital
39. Retained Earnings or Margins End-of-Period [(31+33+34) - (35+36+37+38)} {129,719} {307,892}
40, Patronage Capital Beginning-of-Year
41, Transfers to Patronage Capital
42, Patronage Capital Credits Retired
43. Patronage Capital End-of-Year (40+41-42) o 0
44. Annual Debt Service Payments 155,131 161,085
45. Cash Ratio [{14+20-10-11) /7] 0.7779 0.8086
46. Operating Accrual Ratio [(14+20+26) /7] 0.9238 0.9922
47. TIER [(31+26) { 26] 5.5807 3.2161
48. DSCR [(31+26+10+11) f 44] 4,3427 3.7481

Page 2 of 6



EXHIBIT 7



EXHIBIT 7

CORPORATE OPERATIONS EXPENSE ADJUSTMENT CERTIFICATE

|, Michael J. Mareeiafficer of _ Pend Oreille Tel ephane Company with
personal knowledge and responsibility, under penalty of perjury, hereby certify that no
corporate operations adjustment to existing high-cost loop and interstate common line support
mechanisms, as required by the Federal Communications Commission, applied to the Company

for 2017 and 2016.

Date this 3! day of _ July , 2018.

PETITION OF Pend Oreille Telephone Company 10
RECEIVE SUPPORT FROM THE STATE UNIVERSAL

SERVICE COMMUNICATIONS PROGRAM —
EXHIBIT7 -1
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EXHIBIT 8

FINANCIAL ACCOUNTING CERTIFICATE

|, Michael J. Martell ,anofficerof  Pend Oreille Telephone Company
with personal knowledge

and responsibility, based upon my discussions with Company staff that 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.

Dated this31 day of July , 2018.

PETITION OF Pend 0Oreille Telephone Company TO
RECEIVE SUPPORT FROM THE STATE UNIVERSAL
SERVICE COMMUNICATIONS PROGRAM —

EXHIBIT 8§ -1
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EXHIBIT 9
CONTINUED OPERATIONS CERTIFICATE

j,Michael J. Martaldfficer of Pend Orrille Telephone Company

under penalty of perjury, hereby certify that if the Company receives Program support, the
Company will continue to provide communications services pursuant to its tariffs on file with
the Commission throughout its service territory in Washington for which the company is
seeking and receives Program support during the entirety of 2019.

Dated this _31day of July, 2018.

PETITION OF Pend Oreille Telephone Company TO
RECEIVE SUPPORT FROM THE STATE UNIVERSAL

SERVICE COMMUNICATIONS PROGRAM —
EXHIBIT9 -1




