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Independent Auditor's Report

Board of Directors
Inland Telephone Company
Roslyn, Washington

We have audited the accompanying balance sheets of Inland Telephone Company (a wholly-
owned subsidiary of Western Elite Incorporated Services) as of December 31, 2009 and 2008,
and the related statements of income, stockholder's equity, 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 Inland Telephone Company as of 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 9, 2010, on our consideration of Inland Telephone Company'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 9, 2010
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

BALANCE SHEETS

December 31, 2009 and 2008

2009 2008

ASSETS

CURRENT ASSETS
Cash $ 444,287 $ 538,520
Telecommunications accounts receivable,

less allowances for doubtful accounts 840,045 2,909,949
Materials and supplies - at average cost 335,086 384,586
Prepaid expenses 14,233 13,060

Total Current Assets 1,633,651 3,846,115

NONCURRENT ASSETS
Cash surrender value of life insurance 119,817 114,213
Due from parent 9,156,254
Investment in corporations 786,657 626,540
Other assets 250 250
Miscellaneous physical property and nonregulated

equipment, less accumulated depreciation
(2009 - $1,144,901; 2008 - $1,112,596) 631,666 79,197

Total Noncurrent Assets 1,538,390 9,976,454

PROPERTY, PLANT AND EQUIPMENT
Telecommunications plant in service 21,434,467 20,859,425
Less allowances for depreciation 13,052,920 12,512,298

8,381,547 8,347,127
Telecommunications plant under construction 181,128 53,831
Plant held for future use, less accumulated

depreciation of $2,146 17,984

Total Telecommunications Plant 8,580,659 8,400,958

Total Assets $11,752,700 $ 22,223,527

REDACTED
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2009 2008

LIABILITIES AND STOCKHOLDER’S EQUITY

CURRENT LIABILITIES
Accounts payable $ 128,601 $ 199,537
Customers’ deposits 4,097 5,826
Taxes, other than income taxes 146,276 135,573
Accrued payroll and benefits 1,045,297 968,228
Other current liabilities 41,136 36,217
Due to affiliated company 1,633,284
Federal and state income taxes payable 218,127 191,959
Installments on long-term debt due within one year 612,700 574,362

Total Current Liabilities 2,196,234 3,744,986

LONG-TERM DEBT, less portion classified as a current
liability 2,490,974 3,039,483

OTHER LIABILITIES AND DEFERRED CREDITS
Deferred investment tax credits 710
Deferred federal and state income taxes 991,055 864,185

Total Other Liabilities and Deferred Credits 991,055 864,895

Total Liabilities 5,678,263 7,649,364

STOCKHOLDER’S EQUITY
Common stock, par value $10 per share;

Authorized - 10,000 shares
Issued and outstanding - 9,315 shares 93,150 93,150

Additional paid-in capital 7,175 7,175
Retained earnings 5,487,232 14,092,635
Accumulated other comprehensive income, net

of deferred federal income taxes 486,880 381,203

Total Stockholder’s Equity 6,074,437 14,574,163

Total Liabilities and Stockholder’s Equity $11,752,700 $ 22,223,527

REDACTED

CONFIDENTIAL PER WAC 480-07-160
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

STATEMENTS OF INCOME

Years Ended December 31, 2009 and 2008

2009 2008

OPERATING REVENUES
Local network service revenues $ 762,336 $ 805,951
Network access service revenues 5,722,136 5,881,928
Miscellaneous revenues 144,040 143,828
Uncollectible revenues (deduction) (16,885) (7,799)

Total Operating Revenues 6,611,627 6,823,908

OPERATING EXPENSES
Plant specific operations 2,027,583 2,073,322
Plant nonspecific operations 271,617 260,386
Depreciation and amortization 1,128,398 1,230,424
Customer operations 523,325 492,064
Corporate operations 1,173,278 1,241,095

Total Operating Expenses 5,124,201 5,297,291

OPERATING TAXES
Taxes, other than income taxes 107,775 148,559
Federal and state income taxes 371,808 434,649

Total Operating Taxes 479,583 583,208

Net Operating Income 1,007,843 943,409

FIXED CHARGES
Interest on funded debt 182,288 174,119
Other interest expense 54,905 238

Total Fixed Charges 237,193 174,357

OTHER INCOME (EXPENSE)
Interest and dividend income 42,684 21,284
Gain on disposal of investments - net 3,094
Miscellaneous expense (55,259) (59,567)
Nonregulated expense - net (251,595) (206,926)
Nonoperating federal and state income tax benefits 89,763 82,171

Total Other Expense (174,407) (159,944)

Net Income $ 596,243 $ 609,108

REDACTED

CONFIDENTIAL PER WAC 480-07-160
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

STATEMENTS OF STOCKHOLDER’S EQUITY

Years Ended December 31, 2009 and 2008

Accumulated
Additional Other

Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total

BALANCE AT DECEMBER 31, 2007 $ 93,150 $ 7,175 $ 13,483,527 $ 767,784 $ 14,351,636

Net income for the year 609,108 609,108

Other comprehensive income:
Unrealized loss on investment in

corporations, net of deferred
federal income tax benefits of
$199,148 (386,581) (386,581)

Comprehensive Income                                          222,527

BALANCE AT DECEMBER 31, 2008 93,150 7,175 14,092,635 381,203 14,574,163

Noncash dividend (9,201,646) (9,201,646)

Net income for the year 596,243 596,243

Other comprehensive income:
Unrealized gain on investment in

corporations, net of deferred
federal income taxes of
$54,440 105,677 105,677

Comprehensive Income                                            701,920

BALANCE AT DECEMBER 31, 2009 $ 93,150 $ 7,175 $ 5,487,232 $ 486,880 $ 6,074,437

REDACTED

CONFIDENTIAL PER WAC 480-07-160
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

STATEMENTS OF CASH FLOWS

Years Ended December 31, 2009 and 2008

2009 2008

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 596,243 $ 609,108
Adjustments to reconcile net income to

net cash provided by operating activities:
Increase in cash surrender value of life

insurance policies (5,604) (5,655)
Depreciation and amortization of 

telecommunications plant 1,128,398 1,230,424
Depreciation of miscellaneous physical property

and nonregulated equipment 32,305 50,924
Deferred federal and state income taxes 71,721 143,113
Noncash equipment rental and service transactions

with affiliated companies 45,560 47,411
Gain on sale of investments (3,094)
Net change in operating assets and liabilities 2,019,683 294,708

Net Cash Provided by Operating Activities 3,888,306 2,366,939

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to telecommunications plant (1,114,546) (1,340,003)
Salvage on retired telecommunications plant 650 35,614
Additions to miscellaneous physical property

and nonregulated equipment (12,628) (21,248)
Advances to affiliated companies (3,701,349) (2,959,040)
Payments received from affiliated companies 1,355,505 1,275,238
Cash received from sale of investments 3,094

Net Cash Used by Investing Activities (3,472,368) (3,006,345)

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from long-term debt 74,858 875,447
Payments on long-term debt (585,029) (459,289)

Net Cash Provided (Used) by Financing
Activities (510,171) 416,158

Net Decrease in Cash (94,233) (223,248)

CASH AT BEGINNING OF YEAR 538,520 761,768

Cash at End of Year $ 444,287 $ 538,520

REDACTED

CONFIDENTIAL PER WAC 480-07-160
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

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 $ 2,069,904 $ (1,445,024)
Materials and supplies 49,500 (103,862)
Prepaid expenses (1,173) (9,209)

Increase (decrease) in liabilities:
Accounts payable (67,484) 37,333
Customers’ deposits (1,729) 556
Taxes, other than income taxes 10,703 9,782
Accrued payroll and benefits 77,069 121,966
Other current liabilities 4,919 (4,667)
Due to affiliated company                                                      (355,413) 1,485,468
Federal and state income taxes payable 233,387 202,365

Net Change in Operating Assets and Liabilities $ 2,019,683 $ 294,708

SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION

Cash paid during the year for:
Interest $ 237,193 $ 177,548
Federal and state income taxes $ 7,000

SUPPLEMENTAL DISCLOSURES OF NONCASH
OPERATING, INVESTING AND FINANCING
ACTIVITIES

Plant additions in accounts payable $ 23,600 $ 27,052
Federal income taxes $ 207,219 $ 65,779
Noncash additions to property, plant and equipment

transferred from affiliated company $ 197,656 $ 21,223
Noncash additions to miscellaneous physical

property and nonregulated equipment transferred
from affiliate $ 572,146

Noncash transfer of amount due to affiliated company $ 1,277,871
Noncash dividend to parent $ 9,201,646

REDACTED

CONFIDENTIAL PER WAC 480-07-160



WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Telephone Industry
Inland Telephone Company (“Company”) is a local exchange telecommunications company 
providing local exchange and other telecommunications services to customers in Columbia, 
Kittitas, Mason, Whitman and Walla Walla counties in Washington, and Latah and Nez Perce 
counties in Idaho.  

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 these 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 Western Elite Incorporated Services.  

Regulation
The Company is subject to the accounting rules and rate regulation policies of the Washington 
Utilities and Transportation Commission (“WUTC”) and the Idaho Public Utilities 
Commission (“IPUC”) and adheres to the Federal Communications Commission (“FCC”)
Uniform System of Accounts for a Class B telephone company as prescribed by the FCC 
under Part 32.

Cash
For purposes of the statements of cash flows, the Company considers cash to be cash on hand, 
in checking accounts and in money market accounts.

Investment in Corporations 
The Company uses the cost method of accounting for investments in corporations, unless fair 
market value is readily determinable.



WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Fair Value Measurements
On January 1, 2009, the Company adopted applicable authoritative guidance related to fair 
value measurements that defines fair value, provides a framework to measure the fair value of 
assets and liabilities and requires certain disclosures about those measurements.  The guidance 
establishes a hierarchy to prioritize the inputs that underlie a fair value measurement and 
requires that valuation techniques maximize the use of observable inputs and minimize the 
use of unobservable inputs.  The three levels of inputs essentially distinguish the relative 
reliability of inputs to fair value measurements.  Level 1 inputs are more reliable and 
objective than Level 2 inputs which are in turn more reliable and objective than Level 3 
inputs.  In arriving at a fair value measure, the Company is required to determine the level in 
the fair value hierarchy within which a fair value measurement ultimately falls and provide 
disclosure of such determinations.

Telecommunications Plant
Telecommunications plant is stated at cost and is depreciated on a straight-line basis for 
accounting purposes.  Lives used for calculating depreciation on telecommunications plant are 
in accordance with the rules of the WUTC and IPUC and are based on the estimated 
economic useful lives of the assets. 

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 allowances for depreciation.  
Consequently, no gain or loss upon disposition is recognized.

Allowance for Funds Used During Construction
Interest applicable to funds used for long-term construction projects is capitalized as a part of 
the cost of the asset and depreciated over the asset’s estimated useful life.  There was no 
interest capitalized in 2009 and interest capitalized totaled $3,191 in 2008.

Advertising Costs
Costs incurred for advertising are expensed as incurred.  Advertising expense was $17,999
and $10,452 for the years ended December 31, 2009 and 2008, respectively.

REDACTED
REDACTED

REDACTED
REDACTED
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

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 end users 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 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 Washington State intrastate access services are received through tariffed access 
charges filed by the Company and the Washington Exchange Carrier Association (“WECA”) 
and approved by the 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. 

Revenues for Idaho State intrastate access services are received through tariffed access 
charges filed by the Company and approved by the IPUC.  The access charges are billed by 
the Company to intrastate interexchange carriers and 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.



WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Federal and State Income Taxes
The Company provides federal and state income taxes for the effects of transactions reported 
in the financial statements and consists of taxes currently due, deferred income taxes and 
amortization of federal investment tax credits.  The Company files a consolidated federal and 
state income tax return with its parent, Western Elite Incorporated Services 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 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.

Comprehensive Income
Authoritative guidance requires that total comprehensive income be reported in the financial 
statements.  Total comprehensive income is presented on the statements of stockholder's 
equity.

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.

REDACTED
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Subsequent Events
The management of the Company evaluated for subsequent events and transactions for 
potential recognition and disclosure through April 9, 2010 the date the financial statements 
were available to be issued.  No such subsequent events were noted.

NOTE 2 - CONCENTRATION OF CREDIT RISK

The Company maintains cash balances at various financial institutions in eastern Washington.  
Accounts at each of the financial institutions are insured by the Federal Deposit Insurance 
Corporation (“FDIC”) with basic coverage up to $250,000 until December 31, 2013. The 
Company’s non-interest bearing accounts have unlimited FDIC deposit insurance through 
June 30, 2010. At December 31, 2009, the Company’s cash balances at the institutions did 
not exceed the FDIC insured amount.

The Company has an account with a broker-dealer with investments in a cash/money account.  
Securities held at such institutions are each insured by the Securities Investor Protection 
Corporation up to $500,000 for brokerage accounts, of which $100,000 of the total available 
applied to any cash claims.

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

NOTE 3 - TELECOMMUNICATIONS ACCOUNTS RECEIVABLE

The telecommunications accounts receivable balance consists of:

2009 2008

Due from customers and agents $ 84,581 $ 117,793
Due from exchange carriers and exchange

carrier associations 501,622 889,916
Other accounts receivable 263,842 1,912,240
Allowances for doubtful accounts (deduction) (10,000) (10,000)

$ 840,045 $ 2,909,949

REDACTED

REDACTED
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 3 - TELECOMMUNICATIONS ACCOUNTS RECEIVABLE (Continued)

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 billed and are presented in 
the balance sheets net of the allowance 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.  The allowance for doubtful accounts is estimated 
based on the Company’s historical losses, the existing economic conditions in the 
telecommunications industry, and the financial stability of its customers. At December 31, 
2009, approximately 19% of telecommunications accounts receivable are ninety days or more 
over due from the date invoices were first issued.

NOTE 4 - INVESTMENT IN CORPORATIONS

Investments consist of the following:

Investment in Corporations
2009 2008

Rural Telephone Finance Cooperative Capital
Certificates $ 3,061 $ 3,061

Common stock of Verisign, Inc. (at fair market value) 755,270 594,494

Common stock of Verizon Communications, Inc. 
(at fair market value) 28,326 28,985

$ 786,657 $ 626,540

REDACTED

REDACTED
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WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 4 - INVESTMENTS IN STOCKS AND PARTNERSHIP (Continued)

As described in Note 1, the Company has adopted applicable authoritative guidance related to 
fair value measurements.  Following is the hierarchy and fair value measurements at 
December 31, 2009 and 2008:

Quoted Prices
Fair Value Measurements                

in Active Significant
Markets Other      Other    

for Identical Observable Subjective
Assets Inputs Inputs

Fair Value (Level 1) (Level 2) (Level 3)

December 31, 2009

Equities $ 783,596 $ 783,596
Investment in co-operative

certificates 3,061 $ 3,061

$ 786,657 $ 783,596 $ 3,061 $

December 31, 2008

Equities $ 623,479 $ 623,479
Investment in co-operative

certificates 3,061 $ 3,061

$ 626,540 $ 623,479 $ 3,061 $

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

REDACTED
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INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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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:

2009 2008
General support facilities $ 6,177,425 $ 6,204,128
Central office equipment 5,498,714 5,136,414
Cable and wire facilities 9,749,719 9,510,274
Intangible assets 8,609 8,609

$ 21,434,467 $ 20,859,425

Provisions have been made for depreciation of major classes of the telecommunications plant 
at straight-line rates as follows:

General support facilities
Buildings 2.50% - 4.00%
Furniture and office equipment 15.00% - 25.00%
Vehicles and other work equipment 12.50% - 16.00%

Central office equipment 9.00% - 11.19%
Cable and wire facilities 5.00% - 42.06%

NOTE 6 - LONG-TERM DEBT

Long-term debt consists of the following:
Current
Annual

Installments Principal Amount
of Principal 2009 2008

Rural Development Utilities Programs (“RDUP”) -
first and supplemental mortgage notes

2.00% - due May 2011 $ 25,100 $ 31,326 $ 55,916
2.00% - due May 2018 42,400 379,848 421,378
5.00% - due October 2014 26,300 212,821 237,883
6.91% - due April 2014 20,800 99,173 118,640
7.00% - due April 2014 73,200 349,311 417,716
6.26% - due April 2014 25,300 118,313 141,962
4.86% - due April 2014 35,000 161,328 194,748
5.71% - due April 2014 23,500 109,547

1,461,667 1,720,063
131,820

REDACTED

REDACTED
CONFIDENTIAL PER WAC 480-07-160



WASHINGTON 534 & 530
INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 6 - LONG-TERM DEBT (Continued)
Current
Annual

Installments Principal Amount
of Principal 2009

Rural Telephone Bank (“RTB”) -
2008

supplemental mortgage notes
5.54% - due December 2011 $ 26,400 $ 122,117 $ 147,041
8.00% - due December 2011 29,400 178,228 205,416
8.00% - due October 2014 20,800 122,712 141,948
5.49% - due December 2011 96,600 449,414 541,000
5.10% - due April 2014 148,700 688,332 829,830
5.13% - due April 2014 11,500 63,878

1,624,681 1,865,235

John Deere Credit - installment note secured
by equipment, monthly payments of $595
with no interest, paid July 2009 4,162

GMAC - installment note secured
by a vehicle, monthly payments of $642
with no interest, due March 2012 7,700 17,326

3,103,674 3,613,845
24,385

Less principal installments on long-term
debt due within one year 612,700 574,362

$ 2,490,974 $ 3,039,483

At December 31, 2009, maturities on long-term debt for the next five years and thereafter are 
as follows:

2010 $ 612,700
2011 624,000
2012 631,126
2013 664,500
2014 271,800
Thereafter 299,548

$ 3,103,674

REDACTED
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INLAND TELEPHONE COMPANY

(A Wholly-Owned Subsidiary of
Western Elite Incorporated Services)

NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008
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NOTE 6 - LONG-TERM DEBT (Continued)

Substantially all of the Company's telephone plant now owned and hereafter acquired is 
subject to first and supplemental mortgage agreements executed to the Rural Development 
Utilities Programs and the Rural Telephone Bank.  The terms of the mortgage agreements 
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 was not in compliance with the RDUP security agreement in regard to 
the Company’s advances to affiliates exceeding one third of their net worth without advanced
approval from the RDUP.  In 2009, the Company recorded a dividend to its parent, Western 
Elite Incorporated Services to offset the advances based upon the RDUP allowable dividend 
calculation. As of December 31, 2009, the Company is in compliance with the RDUP
security agreement.

The Company has available $208,606 for future borrowing from the RDUP for approved 
telephone plant expenditures.

NOTE 7 - FEDERAL AND STATE INCOME TAXES

The Company recognizes deferred 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 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 following:

� Depreciable assets' lives and methods of calculating depreciation for financial and 
income tax reporting.

� Accounting for investments in corporations at fair market value for financial reporting 
purposes and cost for income tax purposes.
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NOTE 7 - FEDERAL AND STATE INCOME TAXES (Continued)

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 $ 749,637 $ 676,394
Nonregulated assets (9,399) (8,587)
Investment in corporations 250,817 196,378

$ 991,055 $ 864,185

The provision for (benefits of) income taxes is allocated between operating and nonoperating 
income as follows: 

2009 2008

Operating federal and state income taxes
Currently payable $ 299,275 $ 287,106
Deferred income taxes 73,243 148,669
Amortization of investment tax credits (710) (1,126)

371,808 434,649

Nonoperating federal and state income tax benefits
Currently refundable (88,951) (77,741)
Deferred income tax benefits (812) (4,430)

(89,763) (82,171)

Total Federal and State Income Taxes $ 282,045 $ 352,478

Components of the provisions for income taxes are as follows:

2009 2008

Currently payable $ 210,324 $ 209,365
Deferred income taxes 72,431 144,239
Amortization of investment tax credits (710) (1,126)

$ 282,045 $ 352,478

REDACTED
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NOTE 8 - LEASES

Future lease commitments are not material; total rental and lease expense for the years ended 
December 31, 2009 and 2008 are less than one percent of revenues.

NOTE 9 - EMPLOYEE BENEFIT PLANS

The Company participates in a 401(k) profit sharing plan and an integrated pension plan for 
the benefit of all full-time employees.  In compliance with the integration formula which 
coordinates the pension plan with Social Security, the Company contributes 6% (2009 and 
2008) of eligible employees' first $85,440 (2008 - $82,000) of regular compensation and 
11.4% (2009 and 2008) of their regular compensation in excess of $85,440 (2008 - $82,000) 
to the plan, but not to exceed $49,000 (2008 - $46,000) per employee.  Company 
contributions charged to operations in connection with this plan were $200,877 and $198,082
in 2009 and 2008, respectively.

NOTE 10 - RELATED-PARTY TRANSACTIONS

The Company's parent, Western Elite Incorporated Services, also owns Inland Long Distance 
Company and R&R Cable Company.  Inland Telephone Company conducts certain business 
transactions with Inland Long Distance Company, R&R Cable Company and Washington 
RSA No. 8 Limited Partnership and Eastern Sub-RSA Limited Partnership in which Inland 
Cellular Telephone Company, an affiliated company through common ownership, is the 
General Partner.

During the years ended December 31, the Company had the following related party 
transactions:

2009 2008

R&R Cable Company
Rental of vehicles used for cable burial charged

to the Company $ 12,960 $ 18,611

Shop rental charged to the Company $ 22,800 $ 22,800

REDACTED
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NOTE 10 - RELATED-PARTY TRANSACTIONS (Continued)

2009 2008

Washington RSA No. 8 Limited Partnership
Rental of switch space from the Company $ 12,000 $ 12,000

Interest charged to the Partnership on advances $   1,221 $ 2,086

Interest paid to the Partnership on advances $   1,271 $   7,857

Eastern Sub-RSA Limited Partnership
Interest charged to the Partnership on advances $ 40,357 $ 56,192

Inland Long Distance Company
Amounts charged for telecommunication services $ 89,124 $ 92,333

Inland Cellular Telephone Company
Interest paid on advances $ 54,738 $ 43,598

REDACTED

CONFIDENTIAL PER WAC 480-07-160


