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BEFORE THE WASHINGTON
UTILITIES AND TRANSPORTATION COMMISSION

IN RE
DOCKET NO.
PETITION OF HAT ISLAND TELEPHONE
COMPANY TO RECEIVE SUPPORT PETITION TO RECEIVE SUPPORT
FROM THE STATE UNIVERSAL
COMMUNICATIONS SERVICES
PROGRAM

COMES NOW Hat Island 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 Ultilities and Transportation Commission (the
"Commission") to receive support from the state Universal Communications Services Program

established by RCW 80.36.650 (the "Program") for the Program year 2015.

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

480-120-021 that serves less than forty thousand access lines within the state.
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2. WAC 480-123-100(1)(b): The Company is an incumbent local exchange carrier as defined
in 47 U.S.C. Sec. 251(h) or has been designated as an incumbent local exchange carrier by
the Federal Communications Commission.

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 based 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 Commission 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 areas for which the Company is seeking Program support.

II. 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: Hat Island Telephone Company

2. WAC 480-123-110(1)(b): 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.!

' Pursuant to agreement with the Commission Staff, Exhibit 1 is limited to those affiliates, if any,
having transactions with the Company that are to be identified in Exhibit 2.
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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 2.2

3. WAC 480-123-110(1)(c): A service area map for the Company can be found at Sheet No.
19 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
attached 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, 2013, and December 31,
2012, and copies of the Company's statements of income and retained earnings or margin for
the years ended December 31, 2013, and December 31, 2012.

6. WAC 480-123-110(1)(e)(i1): Copies of the Company's financial statements for the years
ended December 31, 2013, and December 31, 2012, reviewed by a certified public
accountant, are attached as Exhibit 5.

7. WAC 480-123-110(1)(e)(iii): Information demonstrating the Company'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 4.

? Exhibit 2 also includes transactions between the Company and Whidbey Telephone Company.
Pursuant to agreement with the Commission Staff, Exhibit 2 is limited to transactions other than
employment compensation and benefits pursuant to employee benefit plans.
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9. WAC 480-123-110(1)(e)(v): Information detailing all of the Company's revenues from the
statements of income and retained earnings or margin section of RUS Form 479 for the prior
two years is attached as Exhibit 6.

10. 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.

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

12. WAC 480-123-110(1)(e)(viii): A statement under penalty of perjury from a Company
officer with personal knowledge and responsibility certifying that the Company complies
with state and federal accounting, cost allocation, and cost adjustment rules pertaining to
incumbent local exchange companies is attached as Exhibit 8.

13. 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 current year has already been filed with the Commission. See the Company's filing in
Docket No. UT-143013 filed on or about July 1, 2014,

14. WAC 480-123-110(1)(g): The number of residential local exchange access lines served by
the Company as of December 31, 2013, was 54. The number of residential local exchange
access lines served by the Company as of December 31, 2012, was 55. The number of
business local exchange access lines served by the Company as of December 31, 2013, was

11. The number of business local exchange access lines served by the Company as of
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December 31, 2012, was 11. The monthly recurring rate charged by the Company for
residential local exchange access service on December 31, 2013, was $15.00. The monthly
recurring rate charged by the Company for residential local exchange access service on
December 31, 2012, was $15.00. The monthly recurring rate charged by the Company for
single line business local exchange access service on December 31, 2013, was $25.00. The
monthly recurring rate charged by the Company for single line business local exchange
access service on December 31, 2012, was $25.00.

15. WAC 480-123-110(1)(h): The requested statement is attached as Exhibit 9.

16. All exhibits attached hereto are incorporated into this Petition as though fully set forth.

Respectfully submitted this 1st day of August, 2014,

HAT ISLAND TELEPHONE COMPANY

B

Bruce Russell, Chief Operating Officer

CERTIFICATION

I, Bruce Russell, 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.

>

Bruce Russell

Chief Operating Officer
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EXHIBIT 2

DESCRIPTION OF TRANSACTIONS BETWEEN COMPANY AND AFFILIATES

The following are transactions between the Hat Island Telephone Company (“Company”) and the
Company affiliate that is shown in Exhibit 1, together with transactions between the Company and
Whidbey Telephone Company that are recorded on the books of the Company:

Ownership and the Company

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

The Company and Whidbey Telephone Company

e Whidbey Telephone Company provides switching and billing services to the Company. These
services are billed to the Company by Whidbey Telephone Company, and are treated by the
Company as Central Office Switching expense. They are priced at rates equal to the rates
specified in Whidbey Telephone Company Tariff WN U-5.
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EXHIBIT 3
DEMONSTRATION OF RISK OF RATE INSTABILITY OR SERVICE INTERRUPTION OR CESSATION

The operating environment in which the Hat Island Telephone Company (“Company”) finds
itself is one of great financial uncertainty. In large part, this financial uncertainty stems from
the Transformation Order issued by the Federal Communications Commission.> The
Transformation Order has built in an automatic decline in the Company's intrastate and
interstate access revenues. The intercarrier compensation portion of the Transformation Order
introduces a concept of a base line year for calculating 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 reduced iteratively by five
percent each year. The Company had been exploring ways of addressing access bypass to
increase access revenues. However, any increase in access revenues under the Transformation
Order would simply be a reduction in CAF support and no new net revenues would be
produced. The CAF support reduction began July 2012. Projecting through the calendar year
2015, including additional reductions that will occur July 1, 2015, the Company is seeing a
reduction in annual support from the base line revenue amount of approximately $ 570.

In addition, by order of this Commission, the traditional universal service access rate element
and related pooling fund have been terminated effective July 1, 2014. Using 2012 as a base
line, which is the latest year with final pool numbers, the Company is facing a loss of traditional
universal service fund revenues of approximately $2,100 per year.

In addition, the Company has seen some migration of customers "cutting the cord" to move to
wireless or other service as their sole method of telecommunications. A loss of customers
easily equates to a loss of revenue without a corresponding reduction in expenses.

In addition, during the 5-year period ended December 31, 2013, the Company has seen its
Federal high cost loop support vanish — declining from $1,680 in 2009 to $0 in 2013.

These factors have led to the risky financial condition of the Company, as reflected in the
financial reports that are part of the Petition.

Y In the Matter of Connect 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 Fund, WC Docket No. 10-90, GN Docket No. 09-51, WC Docket No. 07-135, 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, 2011)(USF/ICC Transformation Order
or Transformation Order).
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The combination of factors noted above creates a situation in which, without support from the
state universal service communications program, the Company may be faced with a choice of
increasing rates further, which may drive more customers away, or cutting service in order to
be able to match expenses to revenues. Neither choice presents a viable path for providing
good service to customers. The dilemma presented by these choices reflects the risk of rate
instability or service interruption or cessation to which the Company is subject.

PETITION OF HAT ISLAND TELEPHONE
COMPANY TO RECEIVE SUPPORT
FROM THE STATE UNIVERSAL
COMMUNICATIONS SERVICES

PROGRAM — EXHIBIT 3 -2



T- ¥ LIGIHX3 - WY¥20Yd

S3DINY3S SNOILVYDINNIWINGD TWSHIAINN 31VLS 3HL WOES
1¥0ddNS 3AI3238 OL ANVAINOD 3NOHJIT3L ANVSI LYH 40 NOILIL3d

‘SaxXe) pallajep
1o} Ajuo si g aul| 1o} Tpv 9 Led - (D)
sdujulea paulelal 0] 13540 9 Jed - (zg)

Juawisaaul 831UCU 01 185440 79 ed - (18)

‘paie|ndaiuou 0} paje|ndal wol
2seq 21el 03 sjuawisnipe 49 Jed - (g)
T8 WJo4 uc pajedal sy - (y)

0Z€'90¢€ 0 0ZE'90E (85+0S+9P+SE) ALINDI ANV SILLNIVIT TVLOL 65 0ZE'90E 0 0ZE'90€ (£Z+£1+0T) S13SSV IWLOL
DEE'Z0E = 0EE'T0E (£S5 nay3 15) Aunb3 esoy "8 LE6'TIT 0 LE6'T9T (2Z 53| TZ N4Yy3 8T) 2ue|d 33N "€T
0£E'86C 0 0£€°867 (z8) suigepy Jo sBuiute3 pauieiay L5 (¥80°992) (¥g0'997) ("42) uonezaidaq paienwnay "z
0 sypaJ) jeude] adeuodied '95 0 [iImpocD 73 jue|d douoN“Ipy Jueld “TT
0 |e3ideD JayY10 'sS 0 u0I3oNI3SUOD Japun Jueld ‘0T
0 s21e21y1113) “ded pue diysiaquiaiy ¢5 0 250 24nIn4 Joj p|aH Auadold 6T
o 30035 Ansea.] "€ 120'6TY 170'6TY 33IA18G-Ul-1Ue|d WOoda[3L ‘8T
a |ended-ul-pied [BUCIIPPY 7S ANIWAINDI ANY ALHIdOYHd “INV1d
000y 0007 paquosqns 1@ Bulpue3sing ¥035 “ded 1§
ALIND3 0 0 0 (9T n1y3 TT) 53955V JUaLInduou [BI0] /T
0 0 0 (6% nY3 £7) s1P31D 1430 7§ "qeI JBYI0 |BI0L 05 0 532UBJ3HIQ |eu psunr “9T
0 §92UaLajI] |BUCRIIPSUNT JAYI0 '6F 0 safleyd pasiajag ST
0 (2) s3pa1D paJlayaq Jayl0 "8 0 S13SSY JUBLINJUCN Jayl0 +T
o] s qen Wial-3uo Jayl0 Iy 0 0 (19) sauswnsaau| patendaluoN €T
$11034 "430 '8 "8VITHIHLO 0 uawdojana( jedniuoN q
0 0 (st niy1 9g) 192g wia)-8uo [e10) "o 0 juswdojansq |einy ‘e
0 192Q wial-8uo 310 ‘St SIUBWISIAU| J3YI0 ‘7T
0 saluedwo) pajeljiyy Wold "ApY b 0 juawdojaraq [e4nJUoN 'q
0 aseaq |eude) Japun suonedgo gy 0 juawdojansq |elny ‘e
0 1qaQ padinboeay "z saiuedwoD) pPaleljyy Ul JuawIsasd] "TT
0 1920 1/7 uo (aunodsig) wniwaig Ty S13SSV LNIYHNINON
0 ueo "do|aA3q |e4ny-19=Q pPapund Of
0 43410-192Q papund “6g £8E'EVT = EBE'EVT (6 NIYL 1) 53888 JUaLIND [E10L 0T
0 SS1ON g44-193d papund '8¢ o] $1355Y JUS4IND JAYI0 B
0 S9ION g14-19=Q papung “Lg 88 388 siuawhedald ‘g
0 S310N SNY-1G3Q Papuny ‘g 0 paie|ndaiuon-jeuaien £
1930 WY3L1-ONO1 0 paienday-jeuel g
066°€ 066'€ (€ NIy 57) sanjiqen ualnd [e1o] "ge 0 2|qeAI333Y SPUSPIAIQ pue 1salal| g
0 SaN|Iger 34D JAYIO bE 0 3|qeAI223Y SAJON D
(850'T) (850'T) PanJaoy saxe] Jayl0 €€ 0 2|qealaday s3UNO22Y JaYI0 "q
0 PanJooYy SaXe) swodau| ‘7§ 0 3|qeAIa2Y SIUNOIDY ‘WO23|3) "B
0 sa5e37 [e3IdRD - BN JUBLIND 'TE 1S31B|[14Y-UON ¥
4] A3 "INy 393Q 1/7 1B UBLIND "0E 4] 3|genlanay SIION 2
0 1920 1/7 38 3UBLIND "6T TL0'EE TL0'€E 3|qeAIaay SIUNoIIY JaYI0 °q
0 syusodaq Jawojsn) ‘87 8TP'T |IF'T 2|geAla22Y S1UNOIDY ‘Wod2j3] B
0 sjuawAed pue s8ul||ig 3aUBApY LT ISBIIYY €
0 3|qeAed sa10N ‘9 0 pun4 UoIIINISUSD SMY-YSED ‘T
80'S 8%0'S d|qehed s1Un02dY ‘ST 200'80T Z00'80T siuajeainby pue ysej 1
S3ILMGVIT LNIHEND S$13SSY LN3H4ND
TI0z (9) z10T (v) zT0T 7107 (d) zT0zT (v) zT0Z
4B3) jo pu3 gayuon 01 [py 4B3A Jolid ALIND3 ,SYIATOHNIOLS ANV S3LLITIAYIT 4e3 jo pu3 3ayuon o1 fpy 4B3) jo pu3 S13S5v
aouejeg ‘py 9 1ed aJuejeg ssuejeg ‘fpy 9 Hed aduejeg

¥3914yx3

Auedwo) suoyda|a) pue|s| 1eH
(mo|ag) :awepn Auedwon

1B3) JUBLIND) PUB J0L4
2NUINBY SINAIBS S53IIY NIOMIBN

(2) 0TT-€2T-08Y DY - Juawannbas Suy uonnad 45n 31e3s 102



€- ¥ LI8IHX3 - WvYD0Yd
S3DIAYIS SNOILYIINNININOD TYSHIAINN JLVLS 3HL INO¥S
1¥0ddNs 3AI303d OL ANVAINOD INOHJ3T3L ANVIS! LVH 40 NOILIL3d

'Saxel pallajep

o4 Ajuo s| gy aul| Jo} ‘[py #9 Hed - (2)
s3ululed paulelal 01 135440 $9 Med - (zg)
JU2UI15aAUI 821UOU 0] 135140 £9 1ed - (18)
‘paig|ndaiucu 03 pajendad wouy

aseq 3jed o3 syuawisnipe 9 Hed - (g)
T8% WJo4 uo pauodal sy - (y)

9E1'067 0 9£v'06Z (85+0S+9+SE) ALINDI ANV S3ILMISYI TYLOL 65 9EY'06T 0 9EV'06T (€2+£1+0T) S13SSV TV.LOL
SvL'98T - SyL'98T (£5 naya 15) Aunb3 je3o) "85 ELE6'THT 0 £L6'THT (zz $53] TZ NIY1 8T) Weld 19N €T
StL'T8t E S¢L'78T (z8) suiBieyy Jo s3ujule] pauielay "L (8vz'z8T) (8rz'z87) [9D) uonepaidag paienwnsy gz
0 sup=.D |eude) afeuolied "9 0 |limpooo g Jue|d douoN“[py wueld “TZ
0 |eaded 42430 'sS 0 Uol1aNASUED J3PUN JUBld 0T
0 5218041320 "dea pue diysiaquiaiy "5 a asn aimng o) pjaH Auadold 6T
Q }2035 Anseal) "€ 12T'vey 1Ty J|AJ3S-U[-JUe|d WodRjal ‘8T
0 |eided-ul-pied |BUOIIPPY ‘TS LNINGINDI ANV ALH3dOY¥d ‘INV1d
000t 000Y paquasgns g Sulpueising 32015 ‘de) ‘Tg
ALIND3 0 - 0 (9T naya TT) s3855Y 3UaLNdUCU [BIOL /T
0 0 0 (6% n4Y2 L) sHPaID 420 13 "qeIT 42430 |BI0L 05 0 $32UBIaHIQ |BUOIRIPSLINT 9T
0 S20UaJ3yIQ |BUOIDIPSUNT JAYI0 "6 0 sadJeyd paliajaqg ‘st
0 (D) supadd pasiagag 43410 ‘8t 0 §12ssy 1UJINDUON 2410 “tT
0 saiiger wial-8uol Jay10 “Ip 0 - (Tg) sauswisanu| paje|ndaluoN €T
S11a3¥2 430 3 "8VI1 Y3H10 0 Juawdojanaq |einiuoN 'q
o] 0 (st nuy1 95) 192Q wia-8uo |e10L "of 0 juawdojanag |elny e
0 1q2Q Wia-3uo JaYI0 ‘S SIUSWISIAU| J2YI0 T
0 sajuedwo) pajelyy Wold "ApY "t 0 JuswdojaAaa( |ednJuoN °q
0 asea |eyided Japun suonedqo "gv 0 juawdojanaq |eny ‘e
0 193q paJinbaeay “zf edwo) paiel|iyy Ul JUswisaau] "TT
0 1920 1/7 uo (aunoasig) wniwald ‘¢ 51355V LNIYYNINON
0 ueo "dojansQ [eINY-192Q PapuUny ‘Ot
0 4330-193Q papund 'ee £9¥'8rT = £9%'8PT (6 NYL T) 53855y 2Ua4INT [IOL 0T
0 S31ON 844-192Q Pepuny ‘¢ 0 51955y USLINT JYI0 6
0 S310N g.14-192Q papund /g 56 SE6 sjuawhedald g
0 $3JON SNY-192Q papunyd "9 0 paien8aluoN-jeLa1elA L
1930 WY3IL-DNO1 0 pale|nday-jeusielN g
169'¢ 169'€ (¥€ NIy 57) sanlIger uaLInD [BI0L ‘S 0 3|qeAIBO3Y SPUSPIAI PUE 353J33U] 5
0 QeI JUa4IND J2YI0 PE 0 2|qeAIaDaY SIION "2
T2L'T TZL'e paniaoy saxe| JayiQ "gg 0 3|qBAIS22Y 5IUN0JIY J2YI0 g
0 paniady soxe| sWwodu| "Zg 0 2|geAl223Y SIUNO2DY ‘WOoD3|3] "B
0 sases |eude) - “Je WBLNg CTE 1S21BIIYY-UON
0 ‘A3Q "INy 3920 1/ "B IURLIND 0 0 a|geAlanay S3IoN 2
0 193Q 1/ 1Bl Ju2n) "6 Tov'sT zov'st 3|qEAID9Y S1UN0DY JaYI0 °q
0 syisodag Jawolsny '8z 1/2'€ TLZ's 2|qeAlad3y SUN0ddY ‘Wod3|3) e
0 sjuaWAeq pue s8ulj|ig s3UBAPY LT SRNBY "€
0 a|qeAed saiON "9Z o BUN4 UOHPNAISUO) SNY-YsED T
06 06 ajgeded sunody 57 S58'STI S58'STT sius|jeninb3 pue ysed T
SAILIMEVYIT LNIYEND S13SSY LNIYHND
€107 (a) €10z (v) €102 €107 (g) eT0T (v) eT0Z
4e3j 40 pu3z Sayuon o1 fpy ded) Jold ALIND3 ,SHIATOHNDO0LS ANV S3LLIIEYIT 4e34 jo pu3z Sayuon o1 fpy Jeaj jo pu3 S1355V
S2ue|eg 6{ 9 Led mucm_mm adue|eg _.vﬁ. +#9 lled Ioueleg

Auedwo) suoydaja) pue|s| 1eH
(mo)ag) :awepn Auedwod

1B3 )\ JUALIN) PUE 1014
3NUIAJY SAIIAIBS SSIIY HIOMIAN
{3) 0TT-€21-08% D¥M - Judwaxnbai Suliy uonnad 45N aiels y10Z



£- 7 LIgIHX3 - Wv¥S0ud

S3DIAY3S SNOILYIINNININGD T¥SY3AINN 3LVLS 3HL WOYS
1¥0ddNS 3AI3034 OL ANVAIWOD INOHJIT3L ANYISI LYH 40 NOILIL3d

3|npayas aseq ajes ajeledas

uo saxe| paiiayaq spirold - (g)
sjuawisn(pe $9 1ed Jeak yuaiind Jaye
s@oue|eq sjuasaidal sasue|eg paisnipy

210N
9EY'06T OZE'90E (85+05+9¥+5€) ALINDA ANV S3ILNIFVITIVLOL 65 9EV'06T 0Z€'90€ (€2+LT+0T) S13SSV TVLOL
StL'982 0ge'z0g (£5 nuy3 1) Aunb3 |ejo) -gs €L6'THT LEG'TIT (zZ 553 TZ N4y3 8T) el 33N €T
SPL'T8T 0E£'867 suiBiepy Jo sBuluie3 pauleiay LS (8T'282) (¥80°992) (4D} uonedaudaq pajejnwnady 77
0 o] sypaJ) [eyde) aSeucsied '95 0 o] Mpoco 13 Jue|d douon”[py Jueld ‘T2
0 0 |_3dERD 12410 55 o} 0 UORINIISUOD Japun Jueld "0
0 0 $2180111430 "ded pue diysiaqual "5 0 0 a5 2J4nin4 4oy p|aH Axadolg 6T
0 0 Joals Asnseal) "gg 12Ty 120'67% 32IAIB5-UI-UE|d WOI3|3] 8T
o] o |eided-ul-pled [BUORIPPY TS 1N3INHINDI GNY ALYIdOYd ‘LNY1d
000% 0007 Paqldasqns og Suipueising 32015 "de) TS
ALIND3 0 0 (9T nuya TT) s3@ssy Jualinouou |e30] 2T
0 0 (6t nJu3 £§) suPaID 424 1B "qEIT JBY10 |BI0L 0§ 4] 0 S32UaJayig [euondIpsSUNf 9T
0 0 S32UaI24I] |BUOIIPSUNT J2YI0 “6F 0 0 sadieyn pauisisg ‘ST
0 0 (8) s31pa1D p34iasaq 434310 ‘81 0 0 513SSY JUBLNIUON Y0 'pT
0 0 sa13|1ger wia-8uon JaY10 L 0 0 s1UaWNsaAU| paie|ndaluon €T
S11334D '330 '8 "9VI1 Y3IHLO o} 0 1uawdo|aaaq |eanJucn 'q
4] 4] (5p-9€) 3gaq wla)-3uo] |e10] "of 0 0 juawdojanaq jedny ‘B
0 0 19ag wia)-3uo JBYi0 ‘S SJUBWIS3AU| JALIO ZT
0 0 s31uedWo) Palel|IYy Wold "APY “ti 0 1] juawdojanag |ednJuop ‘g
4] o] seaq |eyude) Japun suonedqo ‘£t 0 0 1uawdolanaq |edny ‘e
o] o] 1qag padinboeay ‘z¢ saluedwo) palel|iyy Ul JUSWISaAU| TT
0 0 392Q 1/7 uo (unoosig) wniwalg Ty S$13SSV LNIFHHNINON
0 0 ueo "dojanaq |einy-19a@ papund ‘of
0 0 13410-193Q papuny ‘6 €50'8¢1 EBE'EPT (6 nyL T) sy3essy Jusaing |e10) 0T
0 0 $3JON 844-393( papund ‘8¢ 0 bl 53855y 3UB4IND J3Y10 6
0 0 $310N g1Y-1930 Papund /€ SE6 788 sjuawAedald ‘g
0 0 $a10N $NY-193Q papuni ‘g 0 0 Pa1e|n3aJucN-[elIle L
1930 WY3L-9NOT 0 0 paie|nday-|euaiey ‘9
169'c 086'€ (¥€ - 5Z) $211JIqe1T Jua.in) [210L 'SE 0 0 puejsaiaiu] °g
0 0 S21|IqeI JU.4IND Y0 FE o] 0 3|qBAI3D3Y SIION 'O
TeL'e (850'T) paniooy saxe] JayiQ 'gg 0 0 3|qeAI323Y SIUNOY3Y J3UI0 'q
0 0 PanJdy saXe| Swodu| ‘ZE 0 0 3|qeniaday Ss3UNoDY ‘Wod3ja] ‘e
0 0 sases] |euded - "1 BN TE
0 o] ‘AR "Ny 399Q 1/7 1B UBIND "0 0 0 3|qEBAI323Y S3I0N 2
0 0 1930 L/1 18N 3UaLND '67 7078t TL0'SE 3|geAiza3Y SIUN0I3Y JAYI0 g
0 0 sjisodaq Jawelisnd 87 TLT'E eyl 3|qeAI203Y SIUNO2DY ‘WOod3|3) e
0 0 sjuawAed pue s3ul||ig 3dUBARY /T S2IRIINY €
0 0 3|qeAed saloN ‘gz 0 0 pung uonANIISUO) SMY-YseD ‘T
06 2¥0's a|qeAeg s3unoxy ‘ST S58'STT 700'801 S1uB|eAINb3 pue ysed 'T

S3LLNIEVIT LN3YEND

S13S5V LNIHEND

€107 aouejeg
1eaj Joug
paisnlpy

ZT0¢ @ouejeg
J1e3 Jold
paisnlpy

ALIND3 ,SYIATOHNDIOLS ANY S3LLNIEVI

€T0T adugleg
FLEYRUEIIY

paisnlpy

770T adueeg
Jeaj Jolid
paisnlpy

S13Ssv

Auedwon auoyda|a) puejs| 1eH
(mo)2g) :awen Auedwo)

1B3A UBLIND pUE JOLd
NUBABY SIIINIBS S53ITY HIOMIAN

(2) OTT-£21-08F J¥M - Juawauinbas Suljiy uonad 45N 31eIS HI0Z



- ¥ LIBIHX3 - WvY904d

S30IAY3S SNOLLYIINNININOD TYSYIAINN JLYLS 3HL INOHS

1¥OddNS IAI3D3Y OL ANVIINOD INOHJIT3L AONVIS| LVH 40 NOILIL3d

sjuawisnipe $9 Jeqd JeaA Jualina sapnjoul asuejeq paisnipy ‘7

*JIpaJa e sl uoileIzaldap pajejnuwinooe
PUB $3XEB] SWOUI paII3Jap JO 30Ue|eq [EWLION ‘T
1310N

SSP'ZST EL6'THT LEETIT aseg ajey paje|nday |el0L
0 (4D) sexe| awoou| paisayaqg
0 Q 0 9 sa1ddns g s|elia1ely pajejnday |e10
(991%LT) (8¥z'z8t) (r20'997) [44 (42) uoneaidag paie|nwnday paisnipy palenday 230
0 0 0 61 3sM 34ning Joj pjay Aladold [e10L
179'92¢ 1ze'ver 1z0'6Ty 8T 33IAJ3S-UI-JUR|d WODB|3L paisnpy paie|n3ay je3ol
:aseqg a1ey a8elany
aouejeg £T0T 10T ¥
1eaj jo pu3 lpy de3A jo puz JB3aj jo pu3 aun
s3eiany soue|eg ‘fpy soueleg ‘[py

Auedwo) auoydaja) puejs| ey
(mol2g) :awep Auedwo)

JB3A JUBNY pUE ol
3ANUAAIY SIIINIAS S53IIY HIOMIBN

(2) OTT-€2T-08% J¥M - Juawauinbas Suljiy uonAd 45N 318318 HT0T



2014 State USF Petition Filing requirement - WAC 480-123-110 (e)
Network Access Services Revenue
Prior and Current Year

Company Name: (Below)
Hat Island Telephone Company

Prior Year Current Year
Description End of Yr. End of Yr Difference %
Balance - 2012 | Balance - 2013 Change
Access Lines:
Residential 55 54 (1) -1.8%
Business 11 11 0 0.0%
Total 66 65 (1) -1.5%
End of Yr. End of Year Difference %
Balance - 2012 | Balance -2013 Change
Broadband Connections 45 46 1 2.2%
Prior Yr. Current Yr. Difference %
2012 2013 Change
Total Annual Amount:
Gross Capital Expenditures 6,893 [8] (6,893)| -100.0%

PETITION OF HAT ISLAND TELEPHONE COMPANY TO RECEIVE SUPPORT
FROM THE STATE UNIVERSAL COMMUNICATIONS SERVICES
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2014 State USF Petition Filing requirement - WAC 480-123-110 (e)
Network Access Services Revenue
Prior and Current Year

FCC Form 481
Part B Statement of Income and Retained Earnings Statement

Company Name: (Below)
Hat Island Telephone Company

Prior Year Part 64 Prior Year
Line # Iltem 2012 Adj. to NonReg Adjusted
(A) (B) 2012

1 |Local Network Services Revenues 19,177 19,177
2 |Network Access Services Revenues 23,972 23,972
3 |Long Distance Network Services Revenues 0]
4 |Carrier Billing and Collection Revenues 2,125 2,125
S |Miscellaneous Revenues 23,028 23,028
6 |Uncollectible Revenues (Normal Balance is debit or in brackets) 0
7 |Net Operating Revenues (1 thru 6) 68,302 0 68,302
8 |Plant Specific Operations Expense 13,846 13,846
9 Plant Nonspecific Operations Expense (excluding Depreciation & Amort.) 9,185 9,185
10 |Depreciation Expense 19,640 19,640
11 |Amortization Expense 0
12 |Customer Operations Expense 10,295 10,295
13 |Corporate Operations 7,951 7,951

13a |Less: Corporate Operations Adjustment (FCC 36.621) report in ( ) 0

13b |Adjusted Corporate Operations Expense (Line 13 minus Line 13a) 7,951 0 7,951
14 |Total Operations Expenses (8 thru 12 +13hb) 60,917 0 60,917
15 |Operating Income or Margins (7 less 14) 7,385 4] 7,385
16 |Other Operating Income and Expenses ( ) 0
17 |State and Local Taxes 0
18 |Federal Income Taxes (Al) 0
19 |Other Taxes 2,643 2,643
20 |Total Operating Taxes (17+18+19) 2,643 0 2,643
21 |Net Operating Income or Margins (15+16-20) 4,742 0 4,742
22 |Interest on Funded Debt 0
23 |Interest Expense - Capital Leases 0
24 |Other Interest Expense 0
25 |Allowance for Funds Used During Construction (CR) Q
26 |Total Fixed Charges (22+23+24-25) o] 0 o]
27 |Nonoperating Net Income 0
28 |Extraordinary Items 0
29 |lurisdictional Differences 0
30 |Nonregulated Net Income (B1) 0 o]
31 |Total Net Income or Margins (21+27+28+29+30-26) 4,742 0 4,742
32 |Total Taxes Based on Income 0
33 |Retained Earning or Margins Beginning-of-Year 318,588 318,588
34 |Miscellaneous Credits Year-to-Date 0
35 |Dividends Declared (Common) 25,000 25,000
36 |Dividends Declared (Preferred) 0
37 |Other Debits Year-to-Date 0
38 |Transfers to Patronage Capital 0
39 |Retained Earnings or Margins End-of-Period ((31+33+34)-(35+36+37+38) 298,330 0 298,330
40 |Patronage Capital Beginning-of-Year 0
41 |Transfers to Patronage Capital 0
42 |Patronage Capital Credits Retired 0
43 |Patronage Capital End-of-Year (40+41-42) 0 0 0
44 | Annual Debt Service Payments 0
45 |Cash Ratio ((14+20-10-11)/7) 0.6430 #DIvV/0! 0.6430
46 |Operating Accrual Ratio ({14+20+26)/7) 0.9306 #DIv/0! 0.9306
47 |TIER ({31+26)/26) #DIV/0! #DIV/0! #DIV/o!

48 |DSCR ((31+26+10+11)/44) #DIV/0! #DIV/0! #DIv/o!

Notes:
(A) Asreported on Form 481
(A1) S Corporations provide effective tax rate on Income Statement
Summary Schedule footnote, Page 8
(B) Part 64 adjustment from regulated to nonregulated
(B1) Part 64 offset to nonregulated income (No Impact to retained earnings)
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2014 State USF Petition Filing requirement - WAC 480-123-110 (e)
Network Access Services Revenue
Prior and Current Year

Company Name: (Below)
Hat Island Telephone Company

Prior Year Part 64 Prior Year
Line # Item 2013 Adj. to NonReg Adjusted
(A) (8) 2013
1 |Local Network Services Revenues 19,004 19,004
2 Network Access Services Revenues 25,012 25,012
3 Long Distance Network Services Revenues 0
4 Carrier Billing and Collection Revenues 2,225 2,225
5 |Miscellaneous Revenues 23,290 23,290
6 |Uncollectible Revenues (Normal Balance is debit or in brackets) 71 71
7 |Net Operating Revenues (1 thru 6) 69,602 0 69,602
8 |Plant Specific Operations Expense 19,245 19,245
g |Plant Nonspecific Operations Expense (excluding Depreciation & Amort.) 11,348 11,348
10 |Depreciation Expense 19,764 19,764
11 |Amertization Expense 0
12 |Customer Operations Expense 7,839 7,839
13 |Corporate Operations 17,504 17,504
13a |Less: Corporate Operations Adjustment (FCC 36.621) report in ( ) 0
13b |Adjusted Corporate Operations Expense (Line 13 minus Line 13a) 17,504 a 17,504
14 |Total Operations Expenses (8 thru 12 +13b) 75,700 0 75,700
15 |Operating Income or Margins (7 less 14) (6,098) 0 (6,098)
16 |Other Operating Income and Expenses ( ) 0
17 [State and Local Taxes 0
18 |Federal Income Taxes (A1) 0
19 |Other Taxes 6,432 6,432
20 |Total Operating Taxes (17+18+19) 6,432 o] 6,432
21 |Net Operating Income or Margins (15+16-20) (12,530) 0 (12,530)
22 |Interest on Funded Debt 0
23 |Interest Expense - Capital Leases 8]
24 |Other Interest Expense 0
25 |Allowance for Funds Used During Construction (CR) o]
26 |Total Fixed Charges (22+23+24-25) 0] 0 Q
27 |Nonoperating Net Income Q
28 |Extraordinary Items 0
29 [Jurisdictional Differences 0
30 |Nonregulated Net Income (B1) 0 0
31 |Total Net Income or Margins (21+27+28+29+30-26) (12,530) 0 (12,530)
32 |Total Taxes Based on Income 0
33 [Retained Earning or Margins Beginning-of-Year 298,330 298,330
34 [Miscellaneous Credits Year-to-Date 0
35 |Dividends Declared (Commeon) 0
36 |Dividends Declared (Preferred) 0
37 |Other Debits Year-to-Date 3,055 3,055
38 |Transfers to Patronage Capital o]
39 |Retained Earnings or Margins End-of-Period ({31+33+34)-(35+36+37+38) 282,745 0 282,745
40 |Patronage Capital Beginning-of-Year 0
41 |Transfers to Patronage Capital 0
42 |Patronage Capital Credits Retired 0
43  |Patronage Capital End-of-Year (40+41-42) 0 0 0
44 |Annual Debt Service Payments 0
45 |Cash Ratio ((14+20-10-11)/7) 0.8961 #DIV/0! 0.8961
46 |Operating Accrual Ratio ((14+20+26)/7) 1.1800 #o1v/jo! 1.1800
47 [TIER ((31+26)/26) #DIV/0! #oIV/0! #DIV/0!
48 |DSCR ((31+26+10+11)/44) #DIV/o! #DIv/0! #DIV/0!

Notes:
(A)  Asreported on Form 481
(A1) S Corporations provide effective tax rate on Income Statement
Summary Schedule footnote, Page 8
(B) Part 64 adjustment from regulated to nonregulated

(B1) Part 64 offset to nonregulated income (No Impact to retained earnings)
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2014 State USF Petition Filing requirement - WAC 480-123-110 (e)
Network Access Services Revenue
Prior and Current Year

Company Name:
Hat Island Telephone Company

Adjusted Adjusted
Line # Item Prior Year Current Year
2012 2013
1 Local Network Services Revenues 19,177 15,004
2 Network Access Services Revenues 23,972 25,012
3 Long Distance Network Services Revenues 0 0
4 |Carrier Billing and Collection Revenues 2,125 2,225
5 Miscellaneous Revenues 23,028 23,290
6 [Uncollectible Revenues (Normal Balance is debit or in brackets) 0 71
7 |Net Operating Revenues (1 thru 6) 68,302 69,602
8 |Plant Specific Operations Expense 13,846 19,245
9  |Plant Nonspecific Operations Expense (excluding Depreciation & Amort.) 9,185 11,348
10 |Depreciation Expense 19,640 19,764
11 |Amortization Expense 0 0
12 |Customer Operations Expense 10,295 7,839
13 |Corporate Operations 7,951 17,504
13a |Less: Corporate Operations Adjustment (FCC 36.621) reportin ( ) 0 0
13b |Adjusted Corporate Operations Expense (Line 13 minus Line 13a) 7,951 17,504
14 |Total Operations Expenses (8 thru 12 +13b) 60,917 75,700
15 |Operating Income or Margins (7 less 14) 7,385 (6,098)
16 |Other Operating Income and Expenses ( ) 0 0
17 [State and Local Taxes 0 0
18 |Federal Income Taxes 0 0
19 |Other Taxes 2,643 6,432
20 |Total Operating Taxes (17+18+19) 2,643 6,432
21 |Net Operating Income or Margins (15+16-20) 4,742 {12,530)
22 |Interest on Funded Debt 0 0
23 |Interest Expense - Capital Leases 0 0
24 |Other Interest Expense 0 0
25 |Allowance for Funds Used During Construction 0 0
26 |Total Fixed Charges (22+23+24-25) 0 0
27 |Nonoperating Net Income 0 4]
28 |Extraordinary Items 0 0
29 |Jurisdictional Differences 0 0
30 |Nonregulated Net Income 0 0
31 |Total Net Income or Margins (21+27+28+29+30-28) 4,742 {12,530)
32 |Total Taxes Based on Income 0 0
33 |Retained Earning or Margins Beginning-of-Year 318,588 298,330
34 |Miscellaneous Credits Year-to-Date 0
35 |Dividends Declared (Common) 25,000 0
36 |Dividends Declared (Preferred) 0
37 |Other Debits Year-to-Date 0 3,055
38 |Transfers to Patronage Capital 0 0
39 |Retained Earnings or Margins End-of-Period ((31+33+34)-(35+36+37+38) 298,330 282,745
40 |Patronage Capital Beginning-of-Year 0 4]
41 |Transfers to Patronage Capital 0 0
42 |Patronage Capital Credits Retired 0
43 |Patronage Capital End-of-Year (40+41-42) 0 0
44 |Annual Debt Service Payments 0 0
45 |Cash Ratio ((14+20-10-11)/7) 0.6430 0.8961
46 |Operating Accrual Ratio ((14+20+26)/7) 0.9306 1.1800
47 |TIER ((31+26)/26) #DIv/0! #DIV/0!
48 |DSCR ({31+26+10+11)/44) #DIv/o! #DIV/0!
Footnote (Al) 2012 2013
S Corporation Effective Tax Rate (2 decimal places): 10.00% 10.00%
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2014 State USF Petition Filing requirement - WAC 480-123-110 (e)
Network Access Services Revenue
Prior and Current Year

Company Name: (Below)
Hat Island Telephone Company

Description Part 32 2012 2013
Account

End User Revenue (SLC, ARC, etc.) 5081 5,678 6,714
Switched Access (excluding USF): 5082

Intrastate 9,134 3,033

Interstate (17,929) {9,596)
Special Access: 5083

Intrastate 12,866 13,692

Interstate 0 o]
Federal USF (ICLS/CAF/HCL/SN) Varies 14,223 11,169
Total (must equal line 2 of Income Stmt.) 23,972 25,012
Line 2 of Income Stmt. 23,972 25,012
Difference 0 0
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HAT ISLAND TELEPHONE COMPANY

Reviewed Financial Statements

December 31, 2013 and 2012
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HAT ISLAND TELEPHONE COMPANY
Reviewed Financial Statements

December 31, 2013 and 2012

INDEPENDENT ACCOUNTANT’S REVIEW REPORT .........ooovvviiiiiiieiecee e, 1

REVIEWED FINANCIAL STATEMENTS

Balanee BREELS: . s mmumresrssrasessssimeisnssssvs s eimsyssy s i i s s i 2
Statements OF OPEIatiONS .....covioiiieiiieieiiieteet ettt eae s sreeae et s srtseaeeas st seeeee e esae e 3
Statements of Stockholder’s EQUILY ...vviviriireeiereciseseeee ettt 4
Statements of Cash FIOWS .........ooiiii e 5

PETITION OF HAT ISLAND TELEPHONE COMPANY TO
RECEIVE SUPPORT FROM THE STATE UNIVERSAL
COMMUNICATIONS SERVICES PROGRAM -

EXHIBIT 5, PAGE - 2



JOHNSON
STONE &,

Fh A R N
E ALANORS,
Cerninies Pustic Accominars

1301 Regents Blvd,, Suite 100

Firerest, WA OB466-60064

Independent Accountant’s Review Report

Board of Directors
Hat Island Telephone Company
Langley, Washington

We have reviewed the accompanying balance sheets of Hat [sland Telephone Company (the
“Company”) as of December 31, 2013 and 2012, and the related statements of operations,
stockholder's equity and cash flows for the years then ended. A review includes primarily
applying analytical procedures to management’s financial data and making inquiries of
Company management. A review is substantially less in scope than an audit, the objective of
which is the expression of an opinion regarding the financial statements as a whole.
Accordingly, we do not express such an opinion.

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with accounting principles generally accepted in the United States of
America and for designing, implementing and maintaining internal control relevant to the
preparation and fair presentation of the financial statements.

Our responsibility is to conduct the reviews in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public
Accountants. Those standards require us to perform procedures to obtain limited assurance
that there are no material modifications that should be made to the financial statements. We
believe that the results of our procedures provide a reasonable basis for our report.

Based on our reviews, we are not aware of any material modifications that should be made to
the accompanying financial statements in order for them to be in conformity with accounting
principles generally accepted in the United States of America.

ﬂizm+%a,€s_

JOHNSON, STONE & PAGANO, P.S.
March 22, 2014
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REVIEWED FINANCIAL STATEMENTS
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HAT ISLAND TELEPHONE COMPANY
BALANCE SHEETS
December 31, 2013 and 2012

2013 2012
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 115,855 $ 108,002
Telecommunications accounts receivable 3,271 2,930
Due from affiliated company 28,402 25,010
Prepaid expenses 935 1,310
Total Current Assets 148,463 137,252
PROPERTY, PLANT AND EQUIPMENT
Telecommunications plant in service 424,221 429,021
Less allowances for depreciation 282,248 266,084
Total Telecommunications Plant 141,973 162,937
TOTAL ASSETS $ 290436 $ 300,189
LIABILITIES AND STOCKHOLDER’S EQUITY
CURRENT LIABILITIES
Accounts payable $ 970 3 914
Taxes, other than income taxes 2,721
Total Current Liabilities 3,691 914
STOCKHOLDER’S EQUITY
Capital stock, par value $10 per share;
Authorized - 2,500 shares
Issued and outstanding - 400 shares 4,000 4,000
Retained earnings 282,745 295,275
Total Stockholder’s Equity 286,745 299,275

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY  $ 290436 $ 300,189

See independent accountant’s review report and accompanying notes to financial statements.
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HAT ISLAND TELEPHONE COMPANY
STATEMENTS OF OPERATIONS

Years Ended December 31, 2013 and 2012

2013 2012
OPERATING REVENUES
Local network service revenues $ 19,004 $ 19,177
Network access service revenues 25,012 23,972
Miscellaneous revenues 4,743 5,124
Other operating revenues 20,843 20,028
Total Operating Revenues 69,602 68,301
OPERATING EXPENSES
Plant specific operations 19,245 13,208
Depreciation 19,764 19,640
Customer operations 7,839 10,295
Corporate operations 17,504 7,951
Other operating expenses 11,348 9,823
Taxes, other than income taxes 6,432 2,642
Total Operating Expenses 82,132 63,559
NET INCOME (LOSS) $ (12,530) $ 4742

See independent accountant’s review report and accompanying notes to financial statements.
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HAT ISLAND TELEPHONE COMPANY
STATEMENTS OF STOCKHOLDER’S EQUITY
Years Ended December 31, 2013 and 2012

Capital Retained
Stock Earnings Total

BALANCE AT DECEMBER 31, 2011 $ 4,000 $ 315,533 $ 319,533

Distributions to stockholder (25,000) (25,000)

Net income 4,742 4,742
BALANCE AT DECEMBER 31,2012 4,000 295275 299,275

Net loss (12,530) (12,530)
BALANCE AT DECEMBER 31, 2013 $ 4,000 $ 282,745 $ 286,745

See independent accountant’s review report and accompanying notes to financial statements.
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HAT ISLAND TELEPHONE COMPANY
STATEMENTS OF CASH FLOWS

Years Ended December 31, 2013 and 2012

2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES

Net income (loss) $ (12,530) § 4742
Adjustments to reconcile net income (loss) to net cash
provided by operating activities

Depreciation of telecommunications plant 19,764 19,640
Net change in operating assets and liabilities (581) 3,570
Net Cash Provided by Operating Activities 6,653 27,952

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to telecommunications plant (6,893)

Salvage on retired property, plant and equipment 1,200

Net Cash Provided (Used) by Investing Activities 1,200 (6,893)

CASH FLOWS FROM FINANCING ACTIVITIES
Distributions to stockholder (25,000)
Net Cash Used by Financing Activities (25,000)

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS 7,853 (3,941)

Cash and Cash Equivalents at Beginning
of Year 108,002 111,943

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 115855 $ 108,002
COMPONENTS OF NET CHANGE IN OPERATING

ASSETS AND LIABILITIES
(Increase) decrease in assets

Telecommunications accounts receivable $ (341) $ 1,144

Due from affiliated company (3,392) 2,610

Prepaid expenses 375 (964)
Increase in liabilities

Accounts payable 56 780

Taxes, other than income taxes 2,721

NET CHANGE IN OPERATING ASSETS AND
LIABILITIES $ (581) $ 3,570

See independent accountant’s review report and accompanying notes to financial statements.
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HAT ISLAND TELEPHONE COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2013 and 2012

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

Telephone Industry

Hat Island Telephone Company (the “Company”) is a local exchange telecommunications
company providing local exchange, other telecommunications services including digital
subscriber lines and internet access services to customers in Hat Island, Washington.

The Company is a small rate-of-return carrier. The recent Federal Communications Commission
(“FCC”) Report and Order and Further Notice of Proposed Rulemaking, (“FCC 11-161”) has
reformed the universal service and intercarrier compensation systems. These reforms have
modified the manner in which the Company recovers its telecommunications revenue
requirements.

Accounting Records

Accounting records are maintained in accordance with the Uniform System of Accounts
(*USOA™) prescribed by the FCC and, to the extent permitted by the USOA, accounting
principles generally accepted in the United States of America. The accounting methods observed
by the Company for book and recording purposes are subject to the concurrence of the
Washington Ultilities and Transportation Commission (“WUTC”).

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

Accounting for Long-lived Assets

The Company periodically reviews long-lived assets such as property, plant and equipment for
potential impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of assets to be held and used is
measured by a comparison of the carrying amount of an asset to estimated undiscounted future
cash flows expected to be generated by the asset. If the carrying amount of an asset exceeds its
estimated future cash flows, an impairment charge is recognized by the amount by which the
carrying amount of the asset exceeds the fair value of the asset. At December 31, 2013,
management has determined that there were no material impairment charges to be recorded as of
that date.

Regulated Telecommunications Plant, Maintenance and Depreciation

Regulated telecommunications plant is stated at original cost. The cost of additions to plant
includes contracted work, direct labor, materials and overhead. When units of property are
retired, the original cost plus removal costs, less salvage, is charged to accumulated depreciation
with no gain or loss recognized. The costs of normal maintenance and repairs are charged to
operating expense. Depreciation is computed using the straight-line method for financial
reporting and accelerated methods for income tax purposes.
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HAT ISLAND TELEPHONE COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2013 and 2012

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

Revenue Recognition, Major Customers and Services

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

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

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

The Company continues to review the reforms and modifications to the support that the
Company receives and understands that those reforms and modifications could have an adverse
effect on the Company’s revenues and cash flow. Revenue impacts are subject to change based
on the outcome of numerous petitions and legal challenges, as well as future data submissions
and further clarification from the FCC.

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. :

Federal Income Taxes

Taxable earnings and losses of the Company are included in the tax return of the Company,
amounts from which are then included in the tax return of the Company’s stockholder and taxed
at the applicable tax rate of the stockholder.
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HAT ISLAND TELEPHONE COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2013 and 2012

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

Federal Income Taxes (Continued)

The Company provides for the 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 of
the Internal Revenue Service. The Company’s federal income tax returns for the tax years
ending before December 31, 2010 are closed to examination.

Use of Estimates

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

Subsequent Events

The management of the Company evaluated for subsequent events and transactions for potential
recognition and disclosure through March 22, 2014 the date of completion of the accountant’s
review procedures. All identified material events or transactions have been recorded or
disclosed.

NOTE 2 - CONCENTRATION OF CREDIT RISK

The Company maintains cash balances at a financial institution in western Washington, insured
by the Federal Deposit Insurance Corporation (“FDIC”) up to $250,000. The Company
periodically maintains cash balances in excess of the federally insured limits. At December 31,
2013, the Company's cash balance did not exceed the insured amount.

In addition, at December 31, 2013, the Company has a total deposit of $2,601 in money market
funds with a broker-dealer. The funds are insured by the Securities Investor Protection
Corporation (“SIPC”) up to $500,000 for brokerage accounts with a limit of $250,000 for claims
of uninvested cash balances and additional brokerage insurance through the broker-dealer’s
underwriters as stated in the broker-dealer account agreement.

The Company’s accounts receivable are subject to potential credit risk as they are unsecured.
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HAT ISLAND TELEPHONE COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE 3 - TELECOMMUNICATIONS ACCOUNTS RECEIVABLE

The telecommunications accounts receivable balances consist of:

2013 2012
Due from customers and agents $1,524 $ 1,428
Due from exchange carriers and exchange carriers
association 1.747 1,502
$3271 $2.930

The Company extends credit to its business and residential customers based upon a written credit
policy. Service interruption is the primary vehicle for controlling losses. Telecommunications
accounts receivable are recorded when subscriber bills, carrier access bills and exchange carrier
associations settlement statements are rendered. Certain exchange carrier associations’
settlements are subject to out-of-period adjustments and are recorded during the year in which
they become determinable. Telecommunications accounts receivable are written off when they
are determined to be uncollectible. The Company believes no allowance for doubtful accounts is
necessary at December 31, 2013. As of December 31, 2013, approximately 7% of
telecommunications accounts receivable were outstanding ninety days or more after the date of
the invoice on which they were first billed.

NOTE 4 - PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION
Regulated Telecommunication Plant
As required by the USOA, telecommunications plant is stated at its original cost, when first

devoted to public service.

Major classes of the telecommunications plant assets in service as of December 31, 2013 and
2012 are:

2013 2012
General support facilities $ 190,487 $ 190,487
Central office equipment 58,529 63,329
Cable and wire facilities 175,205 175,205

$424221] $429,021
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HAT ISLAND TELEPHONE COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2013 and 2012

NOTE 4 - PROPERTY, PLANT AND EQUIPMENT AND DEPRECIATION (Continued)

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

General support facilities

Buildings 2.61%
Tools and other work equipment 16.00%
Central office equipment 7.20%
Cable and wire facilities 3.10%

Depreciation Expense
The provisions for depreciation on telecommunications plant in service were $19,964 and
$19,640 for years ending December 31, 2013 and 2012, respectively.

NOTE 5 - DUE FROM AFFILIATED COMPANY

Amounts due from affiliated company include amounts receivable from Whidbey Telephone
Company (“Whidbey™). The amounts receivable from Whidbey are generally the result of work
performed by Whidbey’s work crews on behalf of the Company, less payments made by the
Company. The amounts are unsecured, non-interest-bearing and are to be repaid in the ordinary
course of business. At December 31, 2013 and 2012, the Company had made/received payments
to/from Whidbey in excess of the amounts billed by Whidbey.

PETITION OF HAT ISLAND TELEPHONE COMPANY TO 10
-RECEIVE SUPPORT FROM THE STATE UNIVERSAL B

COMMUNICATIONS SERVICES PROGRAM -

EXHIBIT 5, PAGE - 13



Exhibit 6
RUS Form 479

(3005h) Operating Report for Privately-Held Rate of Return Carriers
Income Statement - Data Collection Form

FCCRorm4Bl
OMB Control No. 3060-0986

- OMB Control No. 3060-0819

July 2013

<010> Study Area Code 522417
<015> Study Area Name Hat Island Telephone
<020> Program Year 2015
<030> Contact Name - Person USAC shauld contact regarding this data Trish Mason
<035> Contact Telephone Number - Number of person identified in data line <030> 360-321-0013
<039> Contact Email Address - Email Address of person identified in data line <030> trish.mason@whidbeytel.com
PART B. STATEMENTS OF INCOME AND RETAINED EARINGS OR MARGINS
ITEM PRIOR YEAR THIS YEAR
1. Local Network Services Revenues 19177 19004
2. Network Access Services Ri 23972 25012/
3. Long Distance Network Services Revenues
4. Carrier Billing and Collection Revenues 2125 2225
5. Miscellaneous Revenues 23028 23290
6. Uncollectible Revenues 71
7 Net Operating Revenues (1 thru 5 less 6) 68302 69602
8. Plant Specific Operations Expense 13846 19245
9. Plant Nonspecific Operations Expense (Excluding Depreciation & Amortization) 9185 11348
10. Depreciation Expense 19640 19764
11. Amortization Expense
12 Customer Operations Expense 10295 7839
13. Corporate Operations Expense 7951 17504
14. Total Operating Expenses (8 thru 13) 60917 75700
15. Operating Income or Margins (7 less 14) 7385 -6098
16. Other O Income and Expenses
17. State and Local Taxes
18. Federal Income Taxes
19. Other Taxes 2643 6432
20. Total Operating Taxes (17+18+19) 2643 6432
21. Net Operating Income or Margins (15+16-20) 4742 -12530!
22, Interest on Funded Debt
23. Interest Expense - Capital Leases
24. Other Interest Expense
25. Allowance for Funds Used During Canstruction
26. Total Fixed Charges (22+23+24-25)
27. Nonoperating Net Income
28. Extraordinary tems
29.  Jurisdictional Differences
30. Nonregulated Net Income
31. Total Net Income or margins (21+27+28+29430-26) 4742 -12530
32, Total Taxes Based on Income
33. Retained Earnings or Margins Beginni f-Year 318588 298330
34. Miscellaneous Credits Year-to-Date
35. Dividends Declared (Common) 25000
36. Dividends Declared (Preferred)
37.  Other Debits Year-to-Date 3055
38. Transfers to Patronage Capital
39. Retained Earnings or Margins end-of-Period [(31+33+34)-(35+36+37+38)] 298330 282745
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)
44. Annual Debt Service Payments
45. Cash Ratio [(14+20-10-11)/7]
46.  Operating Accrual Ratio [(14+20+26)/7]
47.  TIER [(31+26)/26)
48. DSCR [(31+26+10+11)/44]
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EXHIBIT 7
CORPORATE OPERATIONS EXPENSE ADJUSTMENT CERTIFICATE
I, Bruce Russell, an officer of Hat Island Telephone 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 2013 and

2012.

Date this 1st day of August, 2014.

2 A

Bruce Russell
Chief Operating Officer
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EXHIBIT 8

FINANCIAL ACCOUNTING CERTIFICATE

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

Dated this 1st day of August, 2014.

e

Bruce Russell
Chief Operating Officer
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EXHIBIT 9
CONTINUED OPERATIONS CERTIFICATE

I, Bruce Russell, an officer of the 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 2015.
2—“ M/ﬂ
1

Bruce Russell
Chief Operating Officer

Dated this 1st day of August, 2014.
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