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Independent Auditor's Report 

 
 
Board of Directors 
St. John Telephone, Inc. and Subsidiaries 
St. John, Washington 
 
Report on Financial Statements 
 
We have audited the accompanying consolidated financial statements of St. John Telephone, 
Inc. and Subsidiaries (the "Company"), which comprise the consolidated balance sheets as of 
December 31, 2015 and 2014, and the consolidated statements of income, stockholders' 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 consolidated 
financial statements in accordance with accounting principles generally accepted in the United 
States of America; this includes the design, implementation and maintenance of internal 
control relevant to the preparation and fair presentation of consolidated financial statements 
that are free from material misstatement, whether due to fraud or error.  
 
Auditor's Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on 
our audits.  We conducted our audits in accordance with auditing standards generally accepted 
in the United States of America 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 consolidated financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated financial statements.  The procedures selected depend on the 
auditor's judgment, including the assessment of the risks of material misstatement of the 
consolidated financial statements, whether due to fraud or error.  In making those risk 
assessments, the auditor considers internal control relevant to the entity's preparation and fair 
presentation of the consolidated 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 consolidated financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 
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Board of Directors Page 2 
St. John Telephone, Inc. and Subsidiaries 
 
 
Opinion  
In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of St. John Telephone, Inc. and Subsidiaries as of 
December 31, 2015 and 2014 and the results of their operations and their 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 have also issued our report dated 
March 4, 2016 on our consideration of the Company's internal control over financial reporting 
and on our tests of its compliance with certain provisions of laws, regulations, contracts 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 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 the Company's internal control over financial reporting and compliance. 
 
 
 
JOHNSON, STONE & PAGANO, P.S. 
 
March 4, 2016 
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REDACTED 

Confidential per WAC 480-07-160 
WASHINGTON 533 ST. JOHN 
ST. JOHN TELEPHONE, INC. AND SUBSIDIARIES 
 
CONSOLIDATED BALANCE SHEETS 
 
December 31, 2015 and 2014 
 
 
 

ASSETS

CURRENT ASSETS
Cash and cash equivalents $ 4,383,721 $ 4,045,458
Accounts receivable, less allowances for
   doubtful accounts 281,720 267,173
Materials and supplies 24,533 26,481
Nonregulated materials inventory 14,378 15,484
Prepaid expenses 49,673 48,825
Federal income tax receivable 18,735

Total Current Assets 4,754,025 4,422,156

INVESTMENTS
Investments 57,654 57,700

PROPERTY, PLANT AND EQUIPMENT
Telecommunications plant in service 13,170,702 13,071,978
Less allowances for depreciation 5,531,485 5,005,179

Total Telecommunications Plant 7,639,217 8,066,799

Nonregulated plant 1,977,909 2,071,210
Less allowances for depreciation 1,325,053 1,390,379

652,856 680,831

Plant under construction 76,529 71,308

Total Nonregulated Plant 729,385 752,139

Total Property, Plant and Equipment 8,368,602 8,818,938

TOTAL ASSETS $ 13,180,281 $ 13,298,794

2015 2014
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WASHINGTON 533 ST. JOHN 
ST. JOHN TELEPHONE, INC. AND SUBSIDIARIES 
 
CONSOLIDATED BALANCE SHEETS (Continued) 
 
December 31, 2015 and 2014 
 
 
 

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts payable $ 161,341 $ 157,192
Customers' deposits 150 100
Taxes, other than income taxes 18,938 17,941
Other current liabilities 19,974 13,760
Deferred revenue 26,154 20,638
Federal income taxes payable 31,868
Installments on long-term debt due within one year 323,219 307,685

Total Current Liabilities 581,644 517,316

LONG-TERM DEBT, less portion classified as a
   current liability 5,254,376 5,688,608

OTHER LIABILITIES
Deferred income taxes 1,281,785 1,251,739

Total Liabilities 7,117,805 7,457,663

STOCKHOLDERS' EQUITY
Common stock, par value $20 per share;

Authorized - 2,500 shares
Issued and outstanding - (2015 - 1,840 shares;
   2014 - 1,846 shares) 36,800 36,920

Retained earnings 6,025,676 5,804,211

Total Stockholders' Equity 6,062,476 5,841,131

TOTAL LIABILITIES AND STOCKHOLDERS'
   EQUITY $ 13,180,281 $ 13,298,794

2015 2014
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WASHINGTON 533 ST. JOHN 
ST. JOHN TELEPHONE, INC. AND SUBSIDIARIES 
 
CONSOLIDATED STATEMENTS OF INCOME  
 
Years Ended December 31, 2015 and 2014 
 
 
 

OPERATING REVENUES
Local network service revenues $ 123,259 $ 117,802
Network access service revenues 2,184,372 2,161,310
Long distance network service revenues 54,613 56,474
Miscellaneous revenues 21,366 21,801
Cable television revenues and installations 1,066,315 1,021,825
Uncollectible revenues (deduction) (2,030) (10,141)

Total Operating Revenues 3,447,895 3,369,071

OPERATING EXPENSES
Plant specific operations 520,880 595,741
Plant nonspecific operations 110,786 86,565
Depreciation and amortization 559,425 503,816
Customer operations 158,270 168,558
Corporate operations 455,144 377,962
Taxes, other than income taxes 99,887 139,353
Other operating expenses 860,789 809,054

Total Operating Expenses 2,765,181 2,681,049

Net Operating Income 682,714 688,022

FIXED CHARGES 352,364 353,117

OTHER INCOME 
Interest and dividend income 66,671 64,285
Other income (expense) - net (6,312) 32,689

Total Other Income 60,359 96,974

INCOME TAXES
Currently payable 99,548 67,665
Deferred taxes 30,046 73,197

Total Income Taxes 129,594 140,862

NET INCOME $ 261,115 $ 291,017

2015 2014
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WASHINGTON 533 ST. JOHN 
ST. JOHN TELEPHONE, INC. AND SUBSIDIARIES 
 
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY  
 
Years Ended December 31, 2015 and 2014  
 
 
  

BALANCE AT DECEMBER 31, 2013 $ 36,760 $ 5,546,466 $ 5,583,226

Dividends declared - net (36,760) (36,760)

Redemption of stock (240) (5,232) (5,472)

Sale of stock 400 8,720 9,120

Net income for the year 291,017 291,017

BALANCE AT DECEMBER 31, 2014 36,920 5,804,211 5,841,131

Dividends declared - net (36,920) (36,920)

Redemption of stock (120) (2,730) (2,850)

Net income for the year 261,115 261,115

BALANCE AT DECEMBER 31, 2015 $ 36,800 $ 6,025,676 $ 6,062,476

Common
Stock

Retained
Earnings Total
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WASHINGTON 533 ST. JOHN 
ST. JOHN TELEPHONE, INC. AND SUBSIDIARIES 
    
CONSOLIDATED STATEMENTS OF CASH FLOWS 
 
Years Ended December 31, 2015 and 2014 
 
 
 

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 261,115 $ 291,017
Adjustments to reconcile net income to net cash
   provided by operating activities

Depreciation of telecommunications plant 526,903 474,013
Depreciation and amortization of nonregulated
   plant and other assets 84,149 65,945
Deferred income taxes 30,046 73,197
Net change in operating assets and liabilities 55,188 11,946

Net Cash Provided by Operating Activities 957,401 916,118

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to telecommunications plant (110,656) (45,452)
Additions to nonregulated plant (50,060) (123,756)
Salvage on retired telecommunications plant 1,500
Patronage dividend received 46

Net Cash Used by Investing Activities (160,670) (167,708)

CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid (36,920) (36,760)
Payments on long-term debt (418,698) (360,304)
Advance payments unapplied - net (41,284)
Redemption of stock (2,850) (5,472)
Sale of stock 9,120

Net Cash Used by Financing Activities (458,468) (434,700)

NET INCREASE IN CASH AND CASH
   EQUIVALENTS 338,263 313,710

Cash and Cash Equivalents at 
   Beginning of Year 4,045,458 3,731,748

CASH AND CASH EQUIVALENTS AT END
   OF YEAR $ 4,383,721 $ 4,045,458

2015 2014

 

PETITION OF ST. JOHN TELEPHONE, INC. TO  
RECEIVE SUPPORT FROM THE STATE UNIVERSAL 
COMMUNICATIONS SERVICES PROGRAM –  
EXHIBIT 5, PAGE - 10 



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

-8- 

REDACTED 

Confidential per WAC 480-07-160 
WASHINGTON 533 ST. JOHN 
ST. JOHN TELEPHONE, INC. AND SUBSIDIARIES 
    
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued) 
 
Years Ended December 31, 2015 and 2014 
 
 
 

COMPONENTS OF NET CHANGE IN OPERATING
   ASSETS AND LIABILITIES

(Increase) decrease in assets
Accounts receivable $ (14,547) $ 91,184
Materials and supplies 1,948 15,558
Nonregulated materials inventory 1,106 (5,243)
Prepaid expenses (848) (13,897)
Federal income taxes receivable 18,735 (18,735)

Increase (decrease) in liabilities
Accounts payable 4,149 17,764
Taxes, other than income taxes 997 (6,898)
Other current liabilities 6,264 (2,055)
Deferred revenue 5,516 20,638
Federal income taxes payable 31,868 (86,370)

Net Change in Operating Assets
   and Liabilities $ 55,188 $ 11,946

SUPPLEMENTAL DISCLOSURES OF CASH
   FLOW INFORMATION

Cash paid during the year for
Interest $ 352,364 $ 353,117

Federal income taxes $ 48,945 

20142015
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
                     ACCOUNTING POLICIES  
 
Principles of Consolidation and Operations 
The consolidated financial statements include the accounts of St. John Telephone, Inc. (the 
"Company") and its wholly-owned subsidiaries, St. John Cable Company, Colfax Highline 
Cable Company and Coin Telecom, Inc. (the "Subsidiaries").  All material intercompany 
accounts and transactions have been eliminated in consolidation.   
 
St. John Telephone, Inc. is a local exchange telecommunications company.  The Company, 
together with its subsidiary Coin Telecom, Inc., provides local exchange, network access, 
long distance access, other telecommunications services and broadband access services to 
customers in St. John and the surrounding vicinity in rural Whitman County in eastern 
Washington State.  St. John Cable Company provides cable television and broadband access 
services to customers in St. John and the surrounding vicinity.  Colfax Highline Cable 
Company provides cable television and broadband access services to customers in Colfax and 
the surrounding vicinity in eastern Washington State.  Effective August 1, 2014, Coin 
Telecom, Inc. was merged with and into the Company. 
 
The Company is a small rate-of-return carrier operating in eastern Washington State.  The 
Federal Communications Commission ("FCC") Report and Order and Further Notice of 
Proposed Rulemaking, ("FCC 11-161"), reformed the universal service and intercarrier 
compensation systems.  These reforms modified the manner in which the Company recovers 
its telecommunications revenue requirements. 
 
Regulation 
The Company is subject to the accounting and rate regulation policies of the Washington 
Utilities and Transportation Commission ("WUTC") and adheres to the FCC Uniform System 
of Accounts for Class B telephone companies as prescribed by the FCC under Part 32. 
 
Cash and Cash Equivalents 
For purposes of the statements of cash flows, the Company considers cash to be cash on hand, 
in checking accounts and in certificates of deposit with original maturities of three months or 
less.   
 
Materials and Supplies 
Materials and supplies are stated at the lower of cost (first-in, first-out) or market. 
 
Investments  
Investments in stocks are stated at cost which approximates fair value. 
 

PETITION OF ST. JOHN TELEPHONE, INC. TO  
RECEIVE SUPPORT FROM THE STATE UNIVERSAL 
COMMUNICATIONS SERVICES PROGRAM –  
EXHIBIT 5, PAGE - 12 



WASHINGTON 533 ST. JOHN 
ST. JOHN TELEPHONE, INC. AND SUBSIDIARIES 
 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 
December 31, 2015 and 2014 
 
 
 

 
 
 -10- 

REDACTED 

Confidential per WAC 480-07-160 

NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
                      ACCOUNTING POLICIES (Continued) 
 
Accounting for Long-Lived Assets 
The Company periodically reviews its long-lived assets such as property, plant and equipment 
for 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, 
2015 and 2014, management has determined that there were no material impairment charges 
to be recorded as of those dates. 
 
Property, Plant and Equipment 
Property, plant and equipment are stated at cost and are 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 are based on the estimated economic useful 
lives of all assets.  Likewise, lives used for calculating depreciation on all other property and 
equipment are based on the estimated economic useful lives of the assets. 
 
Telecommunications Plant Retirements 
When a telecommunications plant asset is retired or otherwise disposed of, the cost of the 
asset is removed from the asset account and charged to the related allowances 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. 
 
Advertising Costs 
Costs incurred for advertising are expensed as incurred.  Advertising expenses were $7,536 in 
2015 and $3,355 in 2014. 
 
Revenue Recognition, Major Customers and Services 
Services provided by the Company and Subsidiaries include local network, long distance 
network and network access services, digital subscriber lines, broadband and internet access 
services and video services.  In the normal course of the Company's business, 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 an end user of telecommunication services. 
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
                      ACCOUNTING POLICIES (Continued) 
 
Revenue Recognition, Major Customers and Services (Continued) 
Revenues for certain interstate access services are currently received through tariffed access 
charges filed by the National Exchange Carrier Association ("NECA") with the Federal 
Communication Commission ("FCC") on behalf of the NECA member companies.  These 
access charges currently 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 currently 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. 
 
The 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 set broadband service requirements.  Alongside 
the broadband service rules, reforms to establish a framework to limit reimbursements for 
excessive capital and operating expenses were implemented as of July 1, 2012 and phase outs 
of certain support payments 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.  
 
More recent universal service reform became effective July 2015.  The FCC froze the 
National Average Cost per Loop ("NACPL") that serves as the threshold for support 
calculations of the High Cost Loop Support ("HCLS") revenues.  The actual NACPL 
compared to the frozen NACPL is just one factor that impacts the Company's HCLS revenues 
in 2015.  This recent reform caused no significant impact on the Company's revenues for 
2015.  
 
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 upon future data collections and further clarification from the FCC. 
 
Revenues for intrastate access services are received through tariffed access charges filed by 
the Company at the WUTC.  Once filed, the tariffed access charges become effective if 
specifically approved by the WUTC or allowed to become effective by operation of law.  The 
intrastate switched access charges are billed by the Company to intrastate interexchange 
carriers.  Intrastate special access charges are also billed to intrastate interexchange carriers 
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
                      ACCOUNTING POLICIES (Continued) 
 
Revenue Recognition, Major Customers and Services (Continued) 
that order such services and, in some cases, to retail customers that order special access 
services.  Before July 1, 2014, the switched access charges associated with carrier common 
line and state universal service fund were pooled with all Washington Exchange Carrier 
Association ("WECA") member companies and the Company received a distribution of net 
revenues based upon the Company's proportionate share of WUTC approved revenue 
objectives of all participating WECA member companies.   
 
Effective July 1, 2014, the WUTC implemented a state universal communications service 
program ("State USF Program") that temporarily replaced the terminated universal service 
support pool ("Traditional USF") administered by WECA and also replaced the cumulative 
reduction in support the Company received from the federal Connect America Fund ("CAF").  
The State USF Program began January 2015 which resulted in a cash flow issue for some of 
the companies that met the WUTC criteria to be eligible for such support.  The WUTC 
granted a one-time partial distribution in 2014 of the State USF Program equal to the amount 
the Company received from the Traditional USF for 2012 in the amount of $4,575.  The 
remainder of the annual distribution, which was comprised of the cumulative reduction in 
CAF support of $36,701, was disbursed in January 2015.  Subsequent annual disbursements  
comprised of the Traditional USF and the disbursement of the cumulative CAF deficit support 
are scheduled to occur in January of the following State USF Program years, assuming the 
Company continues to be eligible under the program.  The State USF Program year runs from 
July 1 to June 30, therefore, the Company accrued $36,701 in 2014 as a receivable due from 
the State USF Program for the period July 1, 2014 to June 30, 2015, and deferred revenue of 
$20,638 in 2014 for the unearned portion.  In 2015, the Company received $52,308 from the 
State USF Program, for the period July 1, 2015 to June 30, 2016, and recorded deferred 
revenue of $26,154 for the unearned portion.  The State USF Program is scheduled to last for 
five program years. 
 
As of July 31, 2014, WECA terminated the pooling of originating carrier common line 
("CCL") minutes of use and the Company opted to keep its existing originating CCL rate, 
which was allowed by the WUTC to become effective as a matter of law.   
 
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. 
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NOTE 1 - NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT 
                      ACCOUNTING POLICIES (Continued) 
 
Federal Income Taxes 
The Company and Subsidiaries provide federal income taxes for the effects of transactions 
reported in the financial statements and consists of taxes currently due and deferred income 
taxes.  The Company and Subsidiaries file federal income taxes on a consolidated basis.  The 
consolidated tax liability of the affiliated group is based on each company's contributions to 
consolidated taxable income. 
 
The Company and Subsidiaries utilize the liability method of accounting for income taxes.  
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. 
 
The Company's federal income tax returns for the tax years ended previous to December 31, 
2012 are closed to examination.   
 
Use of Estimates 
The preparation of consolidated 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 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 consolidated financial 
statements.   
 
Subsequent Events 
The management of the Company and Subsidiaries evaluated for subsequent events and 
transactions for potential recognition and disclosure through March 4, 2016, the date the 
financial statements were available to be issued.  All identified material events or transactions 
have been recorded or disclosed. 
 
 
NOTE 2 - CONCENTRATION OF CREDIT RISK 
 
The Company and Subsidiaries maintain cash balances at various financial institutions.  
Accounts at each of the institutions are insured by the Federal Deposit Insurance Corporation 
or the Federal Savings and Loan Insurance Corporation up to $250,000.  The Company and 
Subsidiaries periodically maintain cash balances in excess of the federally insured limits.  At 
December 31, 2015, the Company's and Subsidiaries' cash balances exceeded the insured 
amount by $1,286,539. 
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NOTE 2 - CONCENTRATION OF CREDIT RISK (Continued) 
 
The Company and Subsidiaries accounts receivable are subject to potential credit risk as they 
are concentrated in and around St. John and Colfax, Washington, and are unsecured.  
 
 
NOTE 3 - ACCOUNTS AND NOTE RECEIVABLE 
 
The accounts receivable balance at December 31 consists of:  
        2015          2014      
     
 Due from customers $   96,435 $   83,233 
 Due from exchange carriers and exchange 
    carrier associations 186,531 185,906 
 Allowances for doubtful accounts (deduction)    (1,246)    (1,966) 
 
    $ 281,720 $ 267,173 
 
The Company and Subsidiaries extend credit to its business and residential customers based 
upon a written credit policy.  Service interruption is the primary vehicle for controlling losses.  
Accounts receivable are recorded when subscriber bills, carrier access bills and exchange 
carrier associations settlement statements are rendered and are presented in the balance sheets 
net of the allowances for doubtful accounts.  Certain exchange carrier associations' 
settlements are subject to out-of-period adjustments and are recorded during the year in which 
they become determinable.  The allowances for doubtful accounts are estimated based on the 
Company and Subsidiaries historical losses, the existing economic conditions in the 
telecommunications and cable television industry and the financial stability of its customers.  
There were no of accounts receivable outstanding ninety days or more after the date of the 
invoice on which they were first billed.  
 
 
NOTE 4 - INVESTMENTS 
 
Investments consist of the following: 
      2015       2014    
Investments in Stocks 
 
 St. John Telephone, Inc. 
  Grange Patronage Stock Dividend $   1,109 $   1,155 
  Pioneer Telephone Holding Company, Inc. 56,545 56,545 
 
   Total Investments in Stocks $ 57,654 $ 57,700 
 
Investments in stocks are carried at cost, the difference between fair value and cost at 
December 31, 2015 and 2014 is not considered material.   
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NOTE 5 - PROPERTY, PLANT AND EQUIPMENT 
 
Telecommunications Plant in Service 
Telecommunications plant in service is stated at cost.  Listed below are the major classes of 
the telecommunications plant as of December 31, 2015 and 2014: 
 
          2015             2014       
 
 General support facilities $   1,302,095 $   1,256,828 
 Central office equipment 1,918,288 1,852,899 
 Cable and wire facilities   9,950,319   9,962,251 
 
    $ 13,170,702 $ 13,071,978 
 
Provisions have been made for depreciation of major classes of the telecommunications plant 
at straight-line rates as follows: 
     
 General support facilities      
  Buildings 2.70% - 5.00% 
  Furniture and office equipment 6.00% 
  Vehicles and other work equipment 8.33% - 11.25% 
 Central office equipment 9.00% - 11.19% 
 Cable and wire facilities 3.80% - 5.00% 
 
Nonregulated Plant 
Nonregulated plant is recorded at original cost.  Listed below are the major classes of 
nonregulated plant as of December 31, 2015 and 2014:  
 
         2015           2014      
 St. John Telephone, Inc. 
  Land $      23,534 $      23,534 
  Nonregulated telecommunications equipment 764,654 752,722 
  Internet equipment 51,617 51,617 
  Paging equipment 38,317 38,317 
  Motel building 70,505 70,505 
  Mini storage building      36,158      36,158 
    984,785 972,853 
 St. John Cable Company 
  Cable television equipment 347,490 392,137 
 
 Colfax Highline Cable Company 
  General support assets 53,822 53,822 
  Cable television equipment    591,812    652,398 
       645,634    706,220 
 
   Total Nonregulated Plant $ 1,977,909 $ 2,071,210 
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NOTE 5 - PROPERTY, PLANT AND EQUIPMENT (Continued)  
 
Nonregulated Plant (Continued) 
Provisions have been made for depreciation of major classes of nonregulated plant at straight-
line rates as follows: 
 
 Nonregulated telecommunications equipment 9.00% 
 Internet equipment 9.00% 
 Paging equipment 9.00% 
 Motel and mini storage building 4.00% 
 Cable television equipment 10.00% - 12.50% 
 General support assets 12.50% - 14.29% 
 
Depreciation Expense 
The provision for depreciation on telecommunications plant and nonregulated plant in service 
is as follows:  
        2015         2014     
 
 Telecommunications plant $ 526,903 $ 474,013 
 Nonregulated plant   84,149   65,945 
 
  Total Depreciation Expense $ 611,052 $ 539,958 
 
 
NOTE 6 - LONG-TERM DEBT 
 
Long-term debt consists of the following: 
 
    Current      
    Annual      
    Installments  Principal Amount        
     of Principal       2015           2014      
 
 Rural Utilities Service ("RUS") - first 
    mortgage notes 
  5% - due September 2029 $ 383,799 $  6,766,714 $  7,127,769 
  Advance payments unapplied - net (60,580) (1,189,119) (1,131,476) 
     5,577,595 5,996,293 
 
 Less principal installments on long-term 
    debt due within one year     323,219     307,685 
 
  Total Long-term Debt  $ 5,254,376 $  5,688,608 
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NOTE 6 - LONG-TERM DEBT (Continued) 
 
At December 31, 2015, maturities on long-term debt for the next five years and thereafter are 
as follows: 
 
 2016 $    323,219 
 2017 339,769 
 2018 357,166 
 2019 375,454 
 2020 394,678 
 Thereafter 3,787,309 
   
  $ 5,577,595 
 
Substantially all of the Company's telecommunications plant now owned and hereafter 
acquired is subject to first and supplemental mortgage agreements executed to the Rural 
Utilities Service.  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.  The Company 
must also maintain certain interest coverage under the mortgage agreements. 
 
The Advance payment unapplied - net, represents voluntary unscheduled payments by the 
Company in excess of amounts due and payable under the Cushion of Credits Payments 
Program noted in the Rural Electrification Act.  The cushion of credit is intended to enable the 
Company to deposit funds and have those funds available to make scheduled debt payments 
or installments.  If the Company made less than or no payment when their debt payment was 
due, the cushion of credit would automatically add to or make the Company's debt payment 
systematically for the Company.  By law, cushion of credit accounts earn five percent interest 
annually, accrued daily and recorded quarterly.  In 2015, the Company added $57,643 to its 
cushion of credit, which included interest earned on the cushion of credit of $57,643.  In 
2014, the Company added $41,284 to its cushion of credit, which included interest earned on 
the cushion of credit of $55,044. 
 
 
NOTE 7 - FEDERAL INCOME TAXES 
 
The Company and Subsidiaries recognize 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. 
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NOTE 7 - FEDERAL INCOME TAXES (Continued) 
 
The tax effects of temporary differences that give rise to significant portions of deferred tax 
liabilities (assets) consist of the following: 
 
      2015          2014     
 
 Plant and equipment $ 1,281,785 $ 1,251,739 
 
Components of the provisions for income taxes are as follows: 
 
    2015       2014    
 
 Current $   99,548 $   67,665 
 Deferred   30,046   73,197 
 
    $ 129,594 $ 140,862 
 
 
NOTE 8 - LEASES 
 
In March 2014, the Company began leasing certain telecommunications facilities, bandwidth 
and transport services from a local telecommunications provider at $4,000 per month, which 
was then amended to $5,000 per month due to increased capacity as of March 2015 until 
March 2017.  The Company is leasing other facilities on a month-to-month basis at $3,451 per 
month.  In May 2015, the Company began leasing certain telecommunication services from 
another telecommunication provider at $3,102 per month until May 2018.  The Company was 
leasing certain telecommunications facilities on a month-to-month basis at $6,000 per month 
until March 2015.  Total lease expense was $139,126 in 2015 and $118,212 in 2014.  The 
Company subleases some of these facilities to another telecommunications provider and a 
customer outside of its local exchange boundary.  The current sublease agreements are month-
to-month with current monthly income of $9,913.   
 
The Company also leases certain telecommunications facilities from the Port of Whitman 
County.  The term of the lease consists of a twenty-year lease commencing August 31, 2004 
and expiring August 31, 2024, unless terminated earlier by either party pursuant to the lease 
agreement.  The Company pays monthly rents of $2,350 and monthly taxes of $302.  Expense 
for this agreement was $31,824 for 2015 and 2014.  The Company leases certain 
telecommunications facilities under a separate ten-year lease with the Port of Whitman 
County that expires November 2022 for $3,000 per year.  
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NOTE 8 - LEASES (Continued) 
 
The Company and Subsidiaries have various other land and building leases that run month-to-
month, year-to-year, or expire on or before July 2024.  The annual amounts paid under these 
leases were $10,817 in 2015 and $11,125 in 2014.  The Company has several sublease 
agreements that run month-to-month or expire on or before April 2026.  The amounts 
received under these subleases were $20,843 for 2015 and $19,100 for 2014.   
 
Future minimum payments for the next five years under the terms of the agreements referred 
to above in this Note 8, as determined by the current monthly or scheduled payments, are as 
follows:  
 
 2016 $ 184,433 
 2017 94,582 
 2018 52,334 
 2019 36,824 
 2020   36,824 
   
  $ 404,997  
 
 
NOTE 9 - PENSION PLAN 
 
The Company has a pension plan covering all of its eligible employees.  All employees over 
21 years of age and after one year of service with the Company are covered under the plan.  
Company contributions are 10% of the qualified employees' wages.  All accrued pension costs 
are funded through a trust.  The fund covers all vested benefits under the plan.  Pension 
expense for the years ended December 31, 2015 and 2014 were $37,799 and $28,485, 
respectively.   
 
 
NOTE 10 - COMMITMENTS AND CONTINGENCIES 
 
The FCC continues to pursue universal service reform as stated in Note 1 under Revenue 
Recognition, Major Customers and Services.  The FCC is proposing to migrate legacy 
Universal Service Fund ("USF") funding to a model based support called Alternative Connect 
America Cost Model ("A-CAM").  Preliminary calculations indicate a significant negative 
impact on revenues if the A-CAM model was adopted by the Company.  The A-CAM model 
would be a voluntary election for all independent rate-of-return telephone companies once it 
is effective.  However, the FCC will continue to develop some form of a new funding 
mechanism to transition all rate-of-return carriers away from the current legacy support 
mechanism of companies that do not elect the A-CAM model based support plan.   
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NOTE 10 - COMMITMENTS AND CONTINGENCIES (Continued) 
 
As noted in Note 1, the FCC froze the NACPL to satisfy the annual HCLS funding cap for 
2015.  In 2016, in order for the HCLS funding to meet the overall cap an estimated pro rata 
expense adjustment factor has been established to calculate the actual HCLS distribution to all 
of the independent telephone companies that receive HCLS funding.  This will cause a 
reduction of approximately $98,300 to the Company's calculated HCLS revenues beginning in 
2016.   
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