
, ., , ,  
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

NOTICE OF INTENT OF NORTH 1 
CENTRAL TELEPHONE 1 
COOPERATIVE CORPORATION 1 Case No. 2007-00162 
TO FILE RATE APPLICATION 1 

Applicant North Central Telephone Cooperative Corporation ("North Central"), by counsel, 

andpursuanttoKRS278.180,807KAR5:001 $ 5  8and10,aiid807I(ARS:011 $ 5  6aid9,applies 

for authority to adjust its rates and charges for basic local exchange service and gives notice of its 

intention to ilicrease the same rates and charges effective November 12, 2007. In support of its 

application, No& Central states as follows. 

I .  The full name and post office address of North Central is North Central Telephone 

Cooperative Corporation, P.O. Box 70,872 Highway 52 Bypass East, Lafayette, Tennessee 37083. 

Pursuant to IUtS 278.180, 807 ISAR S:O01 §§ 8 and 10, and 807 IWR 5:Oll $ 5  6 and 9, North 

Central applies for authority to adjust its rates and charges for basic local exchauge service effective 

November 12, 2007 

2. North Ceiitral is a rural incumbent local exchange carrier serving essentially all ofthe 

rural areas in Allen County, Kentucky. North Central has approximately 5,200 residential customers 

and 488 business customers in Kentucky. North Central also has approximately 13,652 residential 

customers and 2,327 business custoiners in Tennessee. 

3. North Central requires an adjustment in its rates and charges for hasic local exchange 

service because tlie company's expenses are growing at a faster pace than its revenues, and the 

company has not increased its basic rates since 1984. Competition froin wireless, cable TV 
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pressure on the company's traditional retail service revenues. As North Central's financial reports 

demonstrate, the company can no longer sustain itself at its current service rates. Its historic and 

projected financials clearly show that absent a rate increase it will lack the funds necessary to 

survive long term. 

4. North Central's annual reports, including the annual report for calendar year 2006, are 

on file with the Commission in accordance with 807 ICAR 5:006 § 3(1). 

5. A certified copy of North Central's articles of incorporation and all amendments 

thereto, as well as a certificate of authorization dated September 17,2007, were recently filed in In 

the matter of The Application. of North Central Telephone Cooperative Corporation for a 

Ceytzflcate ofpublic Convenience and Necessityfor the Construction of Fiber Optic Cable in Allen 

County, Kentucly, Case No. 2007-00432. 

7. North Central does not operate under an assumed name, and therefore no certificate 

of assumed name is required pursuant to ImS 365.015. 

6. North Central's proposed tariff, in a form complyingwith 807 IOVZ 5:011, is attached 

hereto as Exhibit I .  The proposed effective date is November 12,2007, thiity-two (32) days from 

the date this application is being filed 

7. North Central's proposed tariff changes are shown in the tariff attached hereto as 

Exhibit 1 by the followiiigmeans: (i) additions are indicated in bold; and (ii) deletions are indicated 

by strikethrough. 

8. Customer notice has been given in compliance with 807 I U R  5:OOl 5 lO(3)-(4). A 

copy of this notice is attached hereto as Exhibit 2. 

9. On April 24,2007, North Central filed with the Public Service Commission of the 

ommonwealth ofKentucky (the ten-.notice ofits intent to filethiaapphcatmn,. . . .  

............... ........... ................................................... ................................................................... .................. . . . .  
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(See First Amelided Advance Notice of Intent to File Rate Application attached as Exhibit 3.) North 

Central reiterated its intention to file this application by letter dated August 6,2007, a copy ofwhich 

is attached hereto as Exhibit 4. As indicated in both notices, North Central’s applicatioii is supported 

by a fully-forecasted test period. As further indicated therein, North Central provided the Attorney 

General for the Commonwealth of Kentucky, Utility Intervention and Rate Division, with a copy of 

both notices. 

10. Pursuant to 807 KAR 5:001, section lO(S)(a), charts containing financial data for the 

forecasted period presented as pro forma adjustments to the base period are attached as Exhibit 5. In 

accordance with 507 I(AR 5:001, section 10(8)(b), forecasted adjustments are limited to the twelve 

(I  2) months immediately following the suspension period. Additionally, capitalization and net 

investment rate base are based on a thirteen (1 3) month average for the forecastedperiodpursuant to 

807 I W i  5:001, section 10(8)(c). 

11. Pursuant to 807 KAR 5:001, section 10(9)(a), attached is prepared testimony 

supporting North Central’s application. The testimony of F. Thomas Rowland, President and CEO 

of North Central, is attached as Exhibit 6. Mr. Rowland’s testimony explains why North Central 

seeks a rate increase, and addresses North Central’s existing programs to achieve improvements in 

efficiency and productivity. 

12. In addition to Mr. Rowland’s testimony, North Central’s application is supported by 

the testimony of Gentry B. Underhill, Jr. (attached as Exhibit 7) and Thomas M. Strait (attached as 

Exhibit 8). Mr. Underhill and his firm, Totherow, Haile, and Welch, serve as North Celitral’s 

outside auditor. Mr. Underhill’s testimony addresses North Central’s present earnings levels and 

revenue requirement. Mr. Strait is a principal in the public utility consulting firm of Washington 
............................................................................... ....................... ......................................................................... 
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Utility Group, LLC. His testimony addresses Nortb Central’s financial condition as reflected by 

various fiilancial measures including Times Interest Earned Ratio (“TIER”). 

13. As more fully explained in North Central’s request for waiver of certain filing 

requiremelits filed coiiteinporaneously with this application, North Central seelcs a waiver of the 

requirement to file a capital construction budget containing a three-year forecast of construction 

expeliditures. North Central does not normally maintain a capital construction budget coiitaiiiiiig a 

three-year forecast. Attached hereto as Exhibit 9, however, is North Central’s capital construction 

budget for 2007. In addition, financial data regarding North Central’s pending capital construction 

project to deploy fiber optic cable in Allen County, Icentucky is appended to North Central’s 

application for a certificate of public convenience and necessity recently filed in Case No. 2007- 

00432. 

14. North Central prepared the financial data for the forecast period (attached as Exhibit 

5 )  using the company’s actual revenue and expenditures for calendar year 2006 and year-to-date 

2007 reflecting known or anticipated adjustments in revenues and expenses. The company then 

projected a $3.00 residential and $5.00 business rate increase applied across its average anticipated 

lines for the forecasted period. 

15. Inaccordance with 807KARS:001, section 10(9)(d), annual andmonthlybudgets for 

the twelve months preceding the filing of this application, base period and forecasted period are 

attached hereto. Annual and monthly budgets for the twelve months preceding the filing of this 

application and the base period are attached as Exhibit 10. The annual and monthly budget for the 

forecasted year is attached as Exhibit 5. 

16. In accordance with 807 ISAR 5:001, section l0(9)(e), an attestation signed by F. 
........................... . . . . . . . . . .  . . . . . . . . . . . .  .................................... . . . . . . . . . . . . . . . . . . . . . .  

land,President -and-CEO ofNorth entml, is- attached-as .&hibit ........ 
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17. As more fully explained in North Central’s request for waiver of certain filing 

requirements filed contemporaneously with this application, North Central seeks a waiver of the 

requirement found in 807 KAR 5:001, section 10(9)(f) to provide information regarding each llzajor 

construction project that constitutes five percent (5%)  or more of North Central’s amiual 

construction budget. The only construction project that falls within this category is North Central’s 

plan to deploy fiber optic cable in Allen County, Kentucky. Detailed infonnation regardilig the 

project, including estimated construction dates and costs, were provided by North Central to the 

Commission in In the mutter of: The Application of North Central Telephone Coopevative 

Coupomtion for a Certcficute of Public Convenience uncl Necessity for the Construction of Fiber 

Optic Cable in Allen County, Kentuclv, Case No. 2007-00432. 

18. As more fully explained in North Central’s request for waiver of certain filing 

requirements filed contemporaneously with this application, North Central seeks a waiver of the 

requirement found in 807 IGZR 5:001, section 10(9)(g) to provide information regarding all 

construction projects that constitute five percent (5%) or less ofNorth Central’s annual construction 

budget. All of the planned construction projects for Allen County, Kentucky relate to the fiber 

deployment described in paragraph 17 above, 

19. As explained in paragraph 13 above, and more fully explained in North Central’s 

request for waiver of certain filing requirements filed contemporaneously with this application, 

North Central seeks a waiver of the requirement to file a capital construction budget containing a 

three-year forecast of construction expenditures. North Central maintains an annual construction 

budget only. It does not normally maintain a capital construction budget containing a tluee-year 

forecast. Therefore, North Central also seeks a waiver oftlie requirement found in 807 KAR 5:001, 

section 10(9)(h) toprovide iiiiancial--forecasts--for-each-of the three-forecasted years included in.&.::::: ... 

.................... . . . . . . . . . . . . . . . . . .  .................................................... ................... . . . . . .  
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capital construction budget. Moreover, North Central states that detailed information regarding 

North Central’s pending deployment of fiber optic cable in Allen County has already been filed with 

the Commission in In the matter of: The Application of North Central Telephone Cooperative 

Corporation for a Certificate of Public Convenience and Necessity for the Construction of Fiber 

Optic Cable in Allen County, Kentucky, Case No. 2007-00432. In addition, detailed annual and 

monthly budgets for the base period and forecasted period are attached hereto as Exhibits 5 and 10. 

The requirement found in 807 I U R  5:001, Section 10(9)(i) that the applicant submit 

the most recent Federal Cominunications Commission (“FCC”) audit report is inapplicable to North 

Central. North Central has not been subject to an FCC audit and therefore does not have a FCC 

20. 

audit report to submit to the Commission. 

21. Therequirementfoundin807IOZR5:001, Section l0(9)(i) that tbeapplicantsubinit 

the prospectuses of the most recent stock or bobd offerings is inapplicable to North Central. North 

Central is a cooperative owned by its members. 

22. Pursuant to 807 KAR 5:001, Section 10(9)(k), applicants are required to submit the 

Automated Reporting Management Information System (“ARMIS’) Report and PSC Form T. North 

Central is not an ARMIS reporting company; therefore, the requirement to submit an ARMIS Report 

is inapplicable to North Central. North Central’s most recent PSC Form T, filed electronically with 

the Commission on March 30,2007, is attached hereto as Exhibit 12. 

23. In accordance with 807 IOZR 5:001, Section 10(9)(1), North Central’s most recent 

annual report to its members and statistical supplements for the most recent five years prior to the 

filing date of this application are attached hereto as Exhibit 13. 

24. In accordance with 807 KAR 5:001, Section 10(9)(i), North Central’s current chart 
...................................... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ........................ ..................... ...... . . . .  ..... ........ of accounts-is-attached-hereto-as -Exhib’ ........... 
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25. In accordance with 807 KAR 5:001, Section 10(9)(n), North Central’s most recent 

twelve months of monthly managerial reports providing financial results of operations in comparison 

to forecast are attached as Exhibit 15. 

26. In accordance with 807 I U R  S:001, Section 10(9)(o), complete monthly budget 

variance reports for the twelve months prior to base period and each month ofbase period to date are 

attached hereto as Exhibit 15. The monthly budget variance reports are presented to the Board of 

Directors at the monthly meetings and therefore serve as the monthly inanagerial reports as indicated 

in paragraph 25 above. Given the monthly budget variance reports are presented during the Board of 

Directors’ meetings, the reports do not contain narrative explanations as any necessary explanations 

are presented orally. 

27. The requirement found in 807 ICAR 5:001, Section 10(9)(p) that the applicant submit 

the Securities and Exchange Commission’s annual report for the most recent two years, Form 10-ISs 

and any Form 8-ICs issued during the prior two years, and any Forin 10-Qs issued during the past six 

quarters is inapplicable to North Central. North Central is a cooperative owned by its members. 

28. In accordance with 807 ISAR 5:001, Section 10(9)(q), North Central’s most recent 

independent auditor’s report is attached as Exhibit 16. 

29. As North Central is a cooperative, it does not have quarterly reports to stockholders to 

submit to the Commission. North Central’s annual reports for 2002 - 2006 are attached as Exhibit 

13, however. 

30. In accordance with 807 ISAR S:001, Section 10(9)(s), a suminaryofNoit1i Central’s 

most recent depreciation study, inclusive of depreciation rates for the current and base periods, is 

attached as Exhibit 17. 
................................................................ .............................................. 
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3 1. North Central used readily-available commercial computer software to develop 

schedules and work papers associated with this application. North Central and its consuitants state 

that they utilized Microsoft Offlee 2003 and Acrobat Writer 7.0 to prepare this application, the 

written notices of same to the Commission, and the witness testimony and exhibits. Accounting and 

billing data used to populate the exhibits is pulled from the company’s end user and CABS hilling 

slid accounting program “CommSoft Classic” run on North Central’s A/S  400. 

32. North Central did not have any amounts charged or allocated to it by an affiliate or 

gelieral or home office, nor did it pay any monies to an affiliate or general or home office during the 

base period or during the previous three calendar years. Therefore, the requirement found in 807 

KAR 5:001, Section 10(9)(u) is inapplicable. 

33. North Central has fewer than 50,000 access lines; therefore, in accordance with 807 

IWR 5:001, Section 10(9)(w) it is not required to file cost of service studies. 

34. As more fully explained in North Central’s request for waiver of certain filing 

requirements filed contemporaiieously with this application, North Central seeks a waiver of the 

requirements found in 807 KAR 5:001, Section lO(lO)(a) - (e), all of which concern filing 

jurisdictional summaries of financial data for the base and forecasted periods. North Central does 

not establish its access rates on a forecasted basis. North Central i s  a member of the National 

Exchange Carrier Association (“NECK’) which prepares forecasts. In addition, North Central states 

that comparable financial data is attached to this application in Exhibit 5 (financial data for the 

forecasted period), Exhibit 10 (annual and monthly budgets for the twelve months preceding filing 

date and for the base period), Exhibit 13 (annual reports), Exhibit 15 (complete monthly budget 

variance reports for the twelve months prior to base period and the base period), Exhibit 16 
........................... . . . . . . . . .  ................................... ............. ............................... ~~ ............................. ............... (independent--auditor’s-report) and-Exhibit 18 CC .Part 36 .study. for. 20.06). . .  .... 
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35. As more fully explained in North Central’s request for waiver of certain filing 

requirements filed contemporaneously with this application, North Central seeks a waiver of tlie 

requiremelit found in 807 1-33 5:001, Section lO(lO)(f) to submit summary schedules for both base 

and forecasted periods of “organization membership dues; initiation fees; expenditures at country 

clubs; charitable contributions; marketing, sales, and advertising expenditures; professional service 

expenses; civic and political activity expenses; expenditures for employee parties and outings; 

employee gift expenses; and rate case expenses.” North Central does not typically prepare forecasts 

of tliis nature in its normal course of busiiiess, nor does it typically track these expenses. North 

central states, however, that a summary of the expenditures listed above for the base period to date 

is attached as Exhibit 19. 

36. In accordance with 807 KAR 5:001, Section 10(1O)(g), North Central’s analysis of 

payroll costs including employee benefits, payroll taxes, straight time and overtime hours, and 

executive compensation by title for 2006 and 2007 to date is attached as Exhibit 20. Additionally, ai 

analysis o f  employee positions and functions may be found in the testimony of Gentry B. Underhill, 

Jr. attached as Exhibit 7. 

37. As more fully explained in Noith Central’s request for waiver of certain filing 

requirements filed contemporaneously with this application, North Central seeks a waiver of the 

requirement found in 807 KAR 5:001, Section 10(1O)(h) to provide the Commission with a 

computation of the gross revenue conversion factor for tlie forecastedperiod. North Central does not 

calculate or otherwise utilize a gross revenue factor in its normal course of business. Comparable 

information, however, is provided in the revenue requirenient testimony of Gentry B. Underhill, Jr. 

(attached as Exhibit 7) and the TIER testimony of Thomas M. Strait (attached as Exhibit 8). 
................. . . . . . . . . . . . . . . . . . . . .  ............................. ...................... ............................................................................. ......................... .... . . . .  ........ .......... ...... . . .  . . .  . .  . .  
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38. As more fully explained in North Central’s request for waiver of Certain filing 

requirements filed contemporaneously with this application, North Central seelcs a waiver of the 

requirement found in 807 I<AR 5:001, Section 10(1O)(i) to provide comparative income statements, 

revellue statistics and sales statistics for the five calendar years precedilig the date of filing of this 

application, the base period, the forecast period and two calendar years beyond the forecast period. 

North Central states that comparable information may be found elsewhere in this application. North 

Central’s audited financial statements for 1997 through 2005 are attached as Exhibit 21. Each 

statement provides comparative income statements and revenue statistics. The audited financial 

statement for 2006 is North Central’s most recent independent auditor report and is attached as 

Exhibit 16. Comparable financial data regarding income and revenue for the base period and 

forecast period may be found in Exhibit 5 (financial data for the forecast period) and Exhibit 10 

(annual and monthly budget for the base period). North Central states it would be unduly 

burdensome to prepare comparative income statements for two calendars years beyond the forecast 

period 

39. As more fully explained in North Central’s request for waiver of certain filing 

requirements filed conteniporaneously with this application, North Central seelcs a waiver of the 

requirement found in 807 I(AR 5:001, Section lO(lO)(j) to provide a cost of capital summary for 

both the base and forecasted period. North Central’s preparation of cost of capital summaries is 

limited to its audited financial statements that provide a borrowing summary reflecting cost of 

capital. The audited financial statements are attached as Exhibit 21. Furtlier explanation ofthe cost 

of capital is provided in Thomas M. Strait’s testimony attached as Exhibit 8. 

40. 
. . .. . . .. . . . .. ~.. .. . . . ... . . .. .... ... . . ~ .  . . .... ~ .... ~. .. . .~ . . . .,... ~. . .  ~- ~. .. ~ . - ~  ...- . . ~ ~ ~ . . ~ . .  .- 

In accordance with 807 KAR 5:001, Section 10(1O)(k), attached as Exhibit 21 are 
. .. .. ~ ..... ~. . . , . ... 

. . . . . .. . entral’s audited-financial.statements for--1997,through mparative financial .. . . 

10 



data and earnings measures. The audited financial statement for 2006, North Ceiitral’s most recent 

independent auditor report, is attached as Exhibit 16. Comparable financial data for the base period 

and forecast period may be found in Exhibit 5 (financial data for the forecast period) and Exhibit 10 

(annual and monthly budget for the base period). 

41, In accordance with 807 KAR 5:001, Section 10(10)(1), North Central states that it 

proposes to raise its basic rate for residential service from $1 1.90 to $14.90, and its basic rate for 

business service from $1 8.03 to $23.03. A detailed explanation for the rate increase is contained in 

the testimony of F. Thomas Rowland attached as Exhibit 6. 

42. In accordance with 807 KAR 5:001, Section lO(lO)(rn), North Central’s revenue 

summary for both base and forecasted periods including a billing analysis for all customer classes is 

attached as Exhibit 22. 

43. In accordance with 807 KAR 5:001, Section 10(1O)(n), North Ceiitral’s bill 

comparison under present and proposed rates for all customer classes is included in Exhibit 22. 

44. In accordance with 807 ICAR 5:001, Section 10(3)(a), North Central states that it 

seeks a $3.00 increase in its basic residential rates. This represents approximately a twenty-five 

percent (25%) increase in residential rates. North Central also seeks a $5.00 increase in its basic 

business rates. This represents approxiinately a twenty-eight percent (28%) increase in business 

rates. 

45. In accordance with 807 ICAR 5:001, Section 10(3)(b), North Central states that the 

present and proposed rates for each customer class to which the change would apply are reflected in 

the proposed tariff attached as Exhibit 1. 

........................................ . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ............................................ 
......................................... ................... ........... ........ . . . .  . . .  . . .  
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46. In accordance with 807 I U R  5:001, Section 10(3)(d), North Central states that 

typical residential and business access lines will experience a rate increase of 9.8% and 14.9%, 

respectively. 

47. In accordance with 807 ICAR 5:001, Section 10(4), and as stated in paragraph 8 

above, a copy of the notice provided to the public regarding the proposed rate increase is attached as 

Exhibit 2. 

1400 P 
500 West Jefferson Street 
Louisville, KY 40202 
Phone: (502) 540-2300 
Fax: (502) 585-2207 
Counsel to North Central Telephone 
Cooperative Corpomtion 

........................................ ....................................................................................................... ...................................... 
............ ............... ............. .......... .......... ......... ........... 
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NORTH CENTRAL TELEPHONE COOPERATIVE PSC KY TARIFF NO. 3 
INCORPORATED SECTION C 
LOCAL EXCHANGE TARIFF First Revised Sheet No. 5 

Replaces Original Sheet No. 5 

BASIC LOCAL EXCHANGE SERVICE (Coat’d) 

C.2 Local Calliiig Areas 

(2.2.1 General 

The rates in this Tariff entitle callers to receive local calling (Le., toll-free) to the 
local calling areas indicated in Section C.2.2, below. Calls to areas not listed in 
Section C.2.2 will be subject to applicable long distance charges by the long distance 
provider. 

C.2.2 List of Local Calling Exchanges 

Exchange (NPA is 61 5 unless otherwise noted) 
Hillsdale (633) 
Westmoreland (644) 
Green Grove (655) 
Lafayette (666,688) 
Pleasant Shade (677) 
Red Boiling Springs (699) 
Defeated (774) 
Bethpage (841) 
Oakgrove (888) 
Scottsville Rural (270-61 8,270-622) 

In addition to local calling to all North Central exchanges subscribers in these 
exchanges will receive local calling to any exchange within the subscriber’s county. 

C.3 Local Exchange Rates 

Rates do not include a charge for instrument or other customer premises equipment. Rates 
for additional services, including installation charges, are shown elsewhere in this Tariff. 

Monthly Rate 
1. Residential Service $11,98 $14.90 (1) 
2. Business Service $uMw $23.03 (1) 

lssue Date: October I I .  2007 Effective Date: November 12. 2007 



NORTH CENTRAL TELEPHONE COOPERATIVE PSC ICY TARIFF NO. 3 
INCORPORATED SECTION C 
LOCAL EXCHANGE TARIFF First Revised Sheet No. 14 

Replaces Original Sheet No. 14 

BASIC LOCAL EXCHANGE SERVICE (Cont’d) 

C.8 Exchange Trunk Service 

C.8.1 Description 

Exchange Truilk Service provides a Customer with a single, voice-grade, analog 
telephonic communications channel that can be used to place or receive one call at a 
time. Exchange Trunks are provided for connection of Customer-provided private 
branch; exchanges (PBX) to the public switched telecommunications network. Each 
Trunk is provided with touch-tone signaling. 

C.8.2 Tie Lines 

Tie Lines to connect two manual switchboards or the switching equipment of two 
dial systems, or to connect a maiiual board with a dial unit are furnished at the rates 
specified in Section K.3 of this Tariff for Off-Premise extension rates. 

C.8.3 Monthly Service Rates 

Rates do not include a charge for instrument or other customer premises equipment. 
Rates for additional services shown elsewhere in this Tariff. 

Per Trunk 

Monthly Rate 

&W33 $23.03 (I) 

Issue Date: October 1 1,2007 Effective Date: November 12,2007 



NORTH CENTRAL TELEPHONE COOPERATIVE PSC KY TARIFF NO. 3 
INCORPORATED SECTION G 
LOCAL EXCHANGE TARIFF First Revised Sheet No. 6 

Replaces Origiiial Shcct No. 6 

PUBLIC TELEPHONE SERVICE (Cont’d) 

Rates and Charges (a)(b)(c) 

1. Public Telephone Access Line, 
per Access Line 

Monthly Rate 
$rsef3 $23.03 (I) 

2. Coin Supervision Additive Service $ 0.50 

Service charges arc applied on the same basis as apply for individual business line 
service. 

The subscriber is responsible for Directory Assistance service charges equivalent to those 
billed on business individual line service. 

Charges for call screening andor toll restrictions shall be in concurrence with BellSouth 
General Subscriber Services Tariff. 

Issue Date: October 11, 2007 Effective Date: November 12, 2007 

. . ... .. .. ... .... ~~...~ ..... ~.Issued.,By: .. ..~.~~ ~ ~ . .~ .... ..... .. . . ~ ~  ~ ... ... ..~.. .... . . ~  ..... ~ .. .. . . .. .~ .... ..... .~.. .~.. ~ .... ~ .... ~..~... . .... ~ ~ . ~ . . ~  .... 
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A full version of all applications and do!Xmvmta will bs 
on file for review for a period of 14 days h the Office o 
the Communi+y Planner. hay comments should be di 
rected to the Office of the Community %%tuner, P.O. BOY 
756,201 W, Main Street, Scottsville, Xy. 42164 or call ( a 0  

EADLINE IS 
NOON I ' ' 

MONDAY 257.4180* 

E 

Alco 
pprtments 
Now accepting 

, 2  md 3 . b e d m  
KUD SUllsidizai 

Income Bused 
LO Moncreif Street 
ottsville, Ky. 42164 

appucations for: 

276) 237-3342 
D (901) 544- 1751 

- 

PUBLIC NOTICE OF RATE APPLICATION AND 
TARIFF REVISION FILfNG TO SUBSCRIBERS OF 
NORTH CENTRAL TELEPHONE COOPERATIVE 

CORPORATfON 
Notice i s  hereby given that 011 Oatober 1p, 2007, North 

:oubsal 'IBIephone Cooperative Corporatian wiIi fjle wilkh 
he  Publsc Service Commission of the Commonwealth of 
Ientucky (the uCommission"), for apprwd, a rate ap- 
ilicatioe proposing $0 revise it5 local aewice tariff, Ken- 
ucky PSC T&ff No. 3. Pnrsuant to thim mtice its rate 
ipplkation and proposed t d r a t e  d s #  
ral Telephone Cooperative Corporation 
ncrease i ts  basic residential subscriber 
nonth, from $ll.BO per moneh to $14.80 2 CF month (an 
ncrease of 25.%1, m d  it5 basic business --+w~ibt.rrate 
ry #.a0 per month, from $18.03 per man^ Lo $2%Q8 gss 
nonth (an increase af 27.7%). 
If approved by the Commission, the prvwised revision 

Rill have the effect of hcreashg basic T*--idexhtfsl mb- 
redbet bUls by $3.00 per month end ha& k&ness sub- 
Icriher bills by $6.00 per month. The sate6 con tded  in 
his notice are the  rates proposed by North Central %le- 
phone Cooperative Corporation. 
However, the Pnbiic Service Commission may order 

rates to be charged that differ from these proposed rates. 
Such action may result 5n rates for custom~rs other than 
the ratea inehded in this notice. Any corpratfon, SB%O- 
ciation, body politic or pemon may reqm&$. leave im in- 
tervene by motion within thirty (90) days a t e r  notice ai 
tbe proposed rate chaages are given. TPie motian shall 
be submitted tothePmhlic SenticecOwmiSEion,2ll Soww 
Boulevard, P.O. BQX 61s. Frankfort, Kemtuqky 40802, a n a  
it shall aet forth the grounds for the reqassl; incladins 
the status and interesr, of the party. Zntervmktiiou may be 
granted beyond. the thirty (901 day period for good cawc 
shown. Any person who has been granted interventtom 
by the Commi&on may 4bMn copies of the rate appLi 
catiop and other filings made by North Central Rlephont 
Cooperative Corporation by cootacting it at 16SO Bowl 
ing Green Road, ScoWviile, Kentucky 42164 (270-622 
7500).Any person may also examhe the rate applicaNon 
related testimony, and any other fillings made by NortX 
Central 'Mephone Cooperative Corporation duringnor 
mal bueiness hours at the main office of Worth Centra 

on, I372 Highway 51 
1083 (618.666-2161) t 

at the office of the Commission, ZU Sower Boulevard 
Frankfort, Kentucky 40801 (602-564-3840). (403tc) 





~insmorerxShohlLLp 
A T T O R N E Y S  

John E. Selent 
502-540-23 IS 

jolin.selent@dinslaw.com 

April 24,2007 

VIA U S .  MAIL 

Hon. Beth O'Donnell 
Executive Director 
Public Service Commission 
of the Commonwealth of Kentucky 
21 1 Sower Blvd. 
P. 0. Box 615 
Frankfort, KY 40601 

APR 2 5 2007 
PUBLIC SERVICE 

COMMISS~ON 

Re: North Central Telephone Cooperative Corporation, Inc.; 
First Amended Advance Notice of Intent to File Rate Application 
Pursuant to 807KAR 5:001,#10(2) and 807KAR 5:011.68(1) 

Dear Ms. O'Donnell: 

We are legal counsel to North Central Telephone Cooperative Corporation, Inc. ("North 
Central"). 

In that capacity, we have been requested to advise you, pursuant to 807 KAR 5:OOl 5 
lO(2) and 807 KAR 5:Oll 8(1), that not sooner than four weeks after today's date, North 
Central will file a rate application with the Public Service Commission of the Commonwealth of 
Kentucky with respect to its business and residential rates. The rate application will be 
supported by a fully forecasted test period. 

We are presently in the process of preparing that application and otherwise reviewing the 
administrative regulations and statutes applicable to such an application. Once this application is 
completed, we will file it with the Public Service Commission of the Commonwealth of 
Kentucky not sooner than the date allowed by the above-referenced regulation. 

A copy of this notice is being served simultaneously herewith upon the Attorney General 
of the Commonwealth of Kentucky, Utility Intervention and Rate Division. 

1400 PNC Plaza, 500 West ieiferron Street Louirville, KY 40202 
502.540.2300 502.585.2207 fax w.dinrlaw.com 

mailto:jolin.selent@dinslaw.com
http://w.dinrlaw.com


Kentucky Public Service Commission 
April 24,2007 
Page 2 

Thank you, and if yon have any questions, please call me 

Very tiuly youus, 

DINSMORE.& SHOHL LLP 

JES/bmt 
Enclosure 

cc: Attorney General of the Commonwealth of Kentucky, 
Utility Intervention and Rate Division 

David S. Samford, Esq. 
Amy E. Dougherty, Esq. 

DinsmorehShohl 





DinsrnoresTShoM,,, 
A T T O R N E Y S  

John E. Selent 
502-540-2315 

john.selent@dinslaw.coni 

BUG 0 6 2007 
PUBLIC SERVICE 

COMMISSION 

August 6,2007 

VIA HAND DELIVERY 
Hon. Beth O’Donnell 
Executive Director 
Public Service Commission 
21 1 Sower Blvd. 
Frankfort, KY 40601 

Re: Rate Application of North Central Telephone Cooperative Corporation 
Pursuant to 807KAR5:011, @(I); Case No. 2007-00162 

Dear Ms. O’Donnell: 

Pursuant to the July 27,2007 order ofthe Public Service Commission ofthe Commonwealth 
of Kentucky (the “Commission”) in the above-referenced matter, Norlb Central Telephone 
Cooperative Corporation (‘Borth Central”) hereby notifies the Commission that it wishes to retract 
its prior withdrawal of the First Amended Advanced Notice of Intent to File Rate Application. 

That is, North Central wishes its prior notice to file a rate application with respect to its 
business and residential rates (utilizing a fully-forecasted test period) to be pending before the 
Commission. 

Thank you, and if you have any questions, please call us. 

Sincerely, 

RE & SE-IORL LLP 

........................ ..................................................................................................... 
.................................... .... : ................................................... i .... ................................ ... 

1400 PNC Plaza, 500 Wertlefferron Street Louisville, KY 40202 
S02.540.2300 502.585.2207 fax w.dinrlaw.com 

http://w.dinrlaw.com


Hon. Beth O’Doimell 
August 6,2007 
Page 2 of 2 

cc: Attorney General of the Commonwealth of ICentucky, 

David S. Sanford, Esq. 
Amy E. Dougherty, Esq. 
Edward T. Depp, Esq. 
Holly C. Wallace, Esq. 

Utility Intervention and Rate Division 

j 





NORTH CENTRAL ‘TELEPHONE COOP., INC. 
PROJECTIOP 

PERIOD 
__ 
5001 

5001 
5002 
5003 
5003.1 
5100 
5122 
5230 
5261 
5264 
5270 

liE8.08 
$403,324 
$69.250 

$170,424 
$206,400 
$53,770 
$75.994 

$251,439 
$1 1.01 7 
$31.642 

$161.686 

JAN - 08 
$403,324 

$69,250 
$170,424 
$206,400 

$53.770 
$74,503 

$251.439 
$11,017 
$31,642 

$161,606 
$7,704 
$2,095 
$7.394 

($2.500) 

MAR - 08 
$403.324 

APR.  08 
$403.324 

MAY - 08 
$403.324 

J U N - 0 8  
$403.324 
$69.250 

$170.424 
$206.400 

$53.770 
$02.258 

$251,439 
$11.017 
$31,642 

$161,606 
$7.704 
$2.095 
$7.394 

($2.5001 
................... 

$1.456.713 

$20 515 

JUL - 08 
$403.324 

AUC - 08 
$403.324 

SEP - 08 
$403.324 

OCT - 08 
$403.324 

NOV - 08 
$403.324 

DEC - 08 
5403.324 

JAN - 09 FEB - 09 
$403.324 $403.324 

MAR - 09 
$403,324 

$69,250 
$170,424 
$206,400 

$53,770 

APR - 09 
$403.324 

$69,250 
$170.924 
$206,400 

$53,770 

TOTALS 
$6,056,514 
$1 .I 77.250 
$2,897,216 
$3.500.001 

$914.229 

MAY - 09 
$403.324 

$69.250 
$170.424 
$206.400 

$53,770 

SUB. STA. REVENUE 
PROJECTED LOCAL SVC RATE INCRE 
END USER ACCESS 
ACCESS REV-SWITCHED 
ACCESS REV-IIS SPEC 
DSL -TRANSPORT FROM NCC 
ACCESS REV-TOLLS 
ACCESS REV-IXC CARR 
DIRECTORY REV. 
MISC. REVENUE 
LATE PAYMENT FEES 
lNTERSTATEB&CREV 
lNTRASTATEB&CREV 
UNCOLECT. REV. 

$69,250 
$1 70,424 
$206,400 

$53,770 
$77.513 

$251.439 
$11.017 
$31,642 

$161.606 
$7.704 

$69.250 
$170.424 
$206,400 
$53.770 
$79.064 

$251.439 
$I 1.81 7 
$31.642 

$161.686 

$69.250 
$170,424 
$206.400 

$53.778 
$00.645 

$251.439 
$11.017 
$31.642 

$161.606 
$7.704 
$2,095 
$7.394 

($2.500) 

$1,455,100 

$20,515 
$1,294 
$2.260 

$100,950 
$100 
$204 

$1,517 
$297 

$7 773 

.................. 

$69.250 
$170.424 
$206,400 

$53.770 
$03.903 

$251.439 

$69,250 
$170,424 
$206,400 

$53,770 
$05,501 

$251,439 
$1 1.81 7 
$31,642 

$161,606 
$7.704 
$2,095 
$7,394 

($2,500) 
. 

$1,460,036 

$69.250 
$170,424 
$206.400 

$53.770 
$07.293 

$251.439 
$11.017 
$31,642 

$161.606 
$7.704 
$2.095 
$7.394 

($2.500) 
.................. 
$1,461,740 

569,250 
$170,424 
$206,400 

$53,770 
$09,039 

$69,250 
$170.424 
$206.400 
$53,770 
$90.819 

$251.439 
$11.817 
$31.642 

$69.250 
$170.4211 
$206.400 
$53.778 
$92.636 

$69,250 $69,250 
$170,424 $170.424 
$206.400 $206.400 

$53.778 $53.770 
$94,408 $96,370 $90.306 

$251.439 
$11.017 
$31,642 

$161.686 
$7,704 
$2.095 
$7,394 

($2,500) 

$100.272 
$251.439 

$11.817 
$31.642 

$161,606 
$7.704 
$2,095 
$7.394 

($2.500) 

$102.277 
$251,439 

$1 1.817 

$1,490,969 
$4.274.465 

$200,090 
$31,642 $537,920 

$161.606 $2,740,659 
$7.704 $130.974 
$2.095 $35,610 
$7.394 $125,702 

($42,500) 

$251,439 
$1 1.017 
$31,642 

$161,606 
$7,704 
$2.095 
$7,394 

($2.500) 

$1.463.494 
.._........I.... 

$251.439 
$11,017 
$31.642 

$161,606 
$7,704 
$2,095 
$7,394 

($2,500) 

$251,439 $251.439 
$11,017 $11.017 
$31,642 $31.642 

$161,606 $161,606 
$7,704 $7.704 
$2.095 $2,095 
$7,394 $7,394 

($2.500) ($2.500) 

$1.460.944 $1,470,033 

$1 1.017 
$31.642 

$161.606 
$7.704 
$2.095 
$7.394 

($2.500) 

$1,450,350 

$161.606 
$7.704 
$2.095 
$7,394 

($2.500) 

$7.704 
$2.095 
$7.394 

($2.500) 

$7.704 
$2.095 
$7.394 

($2,500) 

. .  
$2.095 
$7.394 

($2.500) 
52701 
5301 ($2,500) 

~ 

$1.453.519 

$20.515 
$1,294 
$2,260 

$100.958 
$100 
$204 

$1.517 
$297 

$7,773 
$50.525 
$20,220 
$12.550 
$23,190 

$114 
$31,913 

$999 
$159 

$10.062 
$3,360 

$29.074 
$21,302 
$4,964 

$62,179 
$42.273 

TDTALREGULATEDREVENUE 

LAND AND BLDG. EXP 
OFFICE EOUIP EXP 

$1,448,959 

$20,515 
$1,294 
$2.268 

$100.958 
$100 
$204 

$1,517 
$297 

$7.773 

$1.465.275 $1,467,091 $1,472,761 $1.474.727 $1.476.732 $24,056,707 $1,450,449 

$20.515 

$1,451,969 

$20,515 
$1.294 
$2,268 

$100,950 
$100 
$284 

$1,517 
$297 

$7.773 

6121 
6123 
0124 

$20,515 
$1,294 
$2.260 

$100,950 

$20,515 
$1,294 
$2,200 

$100.950 

$20,515 
$1,294 
$2,268 

$100.958 

$20.515 
$1.294 
$2.260 

$100,950 

$20.515 
$1,294 
$2,260 

$100,950 

$20.515 
$1.294 
$2,260 

$100,950 

$20.515 
$1,294 
$2.268 

$100,958 

$20.515 
$1,294 
$2,260 

$100.950 

$20,515 
$1,294 
$2.260 

$100,950 

$340,756 
$21,995 
$30,561 

$1,716,293 

$1.294 
$2.260 

$100.958 

$1,294 
$2.268 

$100,950 6212 
62151 
62152 
62153 

$100 
$284 

$1.517 
$297 

$7.773 

$100 
$204 

$1,517 
$297 

$7.773 

$100 
$284 

$1,517 
$297 

$7~773 

$100 
$204 

$1,517 
$297 

$7,773 
$50.525 
$20,220 
$12,550 
$23,190 

$114 
531.913 

$999 
$159 

$10.862 
$3.360 

$29.074 
$21.382 

$4,964 $4,964 
$62.179 $62.179 
$42,273 $42.273 

$517,726 $517.726 
$2.665 $2,665 
$2.623 $2,623 

$329 $329 
$8.629 $00,629 

$163.332 $163,332 
$20.695 $20,695 

$30.400 
$15.913 
$30,315 
$19.039 
$12.062 

$0,090 
$6.109 
$9,072 

$100 
$284 

$1.517 
$297 

$100 
$284 

$1,517 
$297 

$100 
$204 

$1,517 
$297 

$100 $100 
$204 $204 

$1,517 $1.517 
$297 $297 

$7.773 $7,773 
$50.525 $50.525 
$20,220 $20,220 
$12,510 $12,550 
$23.190 $23,190 

$114 $114 $114 
$31,913 $31.913 $31,913 

$999 $999 $999 
$159 $159 $159 

$18,862 $10,062 $10,062 
$3,360 $3.360 $3.360 

$29.074 $29,074 $29.874 
$21.302 $21,382 $21.302 
$4.964 $4,964 $4.964 

$62.179 $62,179 $62.179 
$42,273 $42,273 

$517,726 $526,063 
$2.665 $2,665 
$2.623 $2.623 

$329 $329 
$0,629 $0,629 

$163.332 $163,332 
$20.695 $20.695 
$30,400 $30,400 
$15.913 $15,913 
$30,315 $38,315 
$19,039 $19,039 
$12,062 $12.062 
$0,890 $0,090 
$6,109 $6.189 
$9,072 $9,072 

$100 
$284 

$1.517 
$297 

$100 
$284 

$1,517 
f287 

$100 
$204 

$1.517 

$100 
$204 

$1.517 
$?87 

$1,696 
$4,035 

$25,796 
$5,053 

$1 32.1 42 
$058,917 
$343,732 
$213,346 
$394,235 

$1.942 
$542.525 
$16,990 
$2,711 

$320,647 
$57.1 19 

$507.855 
$363.406 
$04.300 

6231 
6232 
641 1 

REPAIR OF MOBILE PHONE 
BROADBANDEXPENSE 
POLE EXPENSE 

$297 
$7.773 

$50,525 
$20.220 
$12,550 

$7.773 
$50.525 
$20,220 
$12.550 
$23,190 

$7,773 
$50,525 
$20.220 
$12.550 
$23.190 

$7,773 
$50,525 
$20,220 
$12,550 
$23.190 

$7,773 
$50,525 
$20,220 
$12,550 
$23,190 

. .  
$7,773 

$50.525 
$20,220 
$12.550 
$23,190 

. ~ .  
$7,773 

$50.525 
$20.220 
$12.550 

$50,525 
$20,220 
$12.550 
$23,190 

$50.525 
$20.220 
$12.550 
$23.190 

$50.525 
$20,220 
$12,550 
$23.190 

$50,525 
$20,220 
$12.550 
$23,190 

$50,525 
$20,220 
$12,550 
$23,190 

. .  ~ 

$50.525 
$20,220 
$12,550 
$23,190 

6421 
64211 
64212 
64213 
6423 

IRCI’AIR AERlAl. CAl3.E 
RLC DISC DROP 
IiLI’AIR DROP FROTELTlR 
RCI’AIri~F BER OPT C 
REl’Alri B..REDLAC,lE 

$23.190 
$114 

$31,913 
$999 
$159 

$10,862 
$3.360 

$29.074 
$21,302 

$4.964 
$62,179 
$42,273 

$526,063 
$2,665 
$2.623 

$329 
$0,629 

$163,332 
$20,695 
$30.400 
$15,913 
$30,315 
$19,039 
$12.062 
$0.890 
$6,109 
$9.072 

$23,190 
$114 

$31,913 
$999 
$159 

$10,062 
$3,360 

$29,074 
$21,302 

$4,964 
$62.179 
$42.273 

$526.063 
$2.665 
$2.623 

$329 
$0.629 

$163.332 
$20.695 
$30,400 
$15.913 
$38,315 
$19.039 
$12,062 

50.090 
$6.109 
$9,072 

$114 
$31.913 

$999 
$159 

$114 
$31.913 

$999 
$159 

$114 
$31,913 

$999 
$159 

$114 
$31,913 

$999 
$159 

$114 
$31,913 

$999 
$159 

$10,862 
$3,360 

$29.074 
$21.382 
$4.964 

$62.179 
$42.273 

$517.726 $517.726 
$2.665 $2,665 
$2,623 $2,623 

$329 
$0,629 

$163.332 
$20,695 
$30,408 $30.400 
$15.913 $15,913 
$30,315 $30,315 
$19,039 $19,039 
$12,062 $12.062 
$16,019 

$6,109 
$9.872 

$1 14 
$31,913 

$999 
$159 

$114 
$31,913 

$999 
$158 

$1 14 
$31,913 

$999 
$159 

$10,862 
$3,360 

$29,074 
$21.302 
$4.964 

$62,179 
$42.273 $42.273 $42.273 

$517.726 $517.726 $517.726 
$2.665 $2,665 $2.665 
$2.623 $2,623 $2,623 

$329 $329 
$0,629 $0,629 

$163,332 $163.332 
$20.695 $20,695 
$30,400 $30,400 
$15,913 $15.913 
$30,315 $30.315 
$19,039 $19,039 
$12,062 $12.062 
$0.890 $0,090 
$6,109 $6,109 
$9.872 $9,072 

$114 
$31.913 

$999 
$159 

$10.062 
$3.360 

$29.074 
$21.382 
$4.964 

$62.179 

$114 
$31,913 

$999 
$159 

$18,062 
$3,360 

$29,874 
$21.362 
$4.964 

$62.179 
$42,273 

$526.063 
$2,665 
$2,623 

$329 
$0,629 

$163,332 
$20,695 
$30.408 
$15.913 
$38,315 
$19.039 
$12,062 

$8,090 
$6,109 
$9.872 

6431 
6512 
6531 
6532 
6533 
65331 
65332 
0535 
6540 
6561 
6610 
0613 
6621 
6622 
6623 
6722 
671 1 
67111 

REPAIR AERIAL WIRE 
SUPPLYEXPENSE 

$10.062 
$3,360 

$29.874 
$21.302 

$10.062 
$3,360 

$29,874 
$21.382 

$10,062 
$3,360 

$29,074 
$21,382 

$10,062 
$3,360 

$29,074 
$21,302 

. ~~ 

$18.862 
$3,360 

$29.074 
$21,382 

. ~~ 

$10.062 
$3,360 

$29.074 
$21,302 

$4,964 
$62.179 
$42.273 

$504,031 
$2,665 
$2,623 

$329 
$0,629 

$163.332 
$20.695 
$30.408 

$4.964 
$62,179 
$42.273 

$504,031 
$2.665 
$2,623 

$329 
$8,629 

$163.332 
$20,695 
$30.408 
$15,913 
$38.315 
$19,039 
$12,062 
$16.019 
$6,109 
$9,072 

$4,964 
$62.179 
$42.273 

$4,964 
$62,179 
$42.273 

$4,964 
$62,179 
$42.273 

$1,057,050 
$718.630 

38,796,005 
$45.302 

INTEREXCHANGE ACCESS 
DEPRECIATION EXPENSE $504,031 

$2,665 
$2,623 

$329 
$0,629 

$517,726 
$2,665 
$2,623 

$329 
$0,629 

$517,726 
$2,665 
$2.623 

$329 
$8.629 

MARKETING EXPENSE 
ADVERTISING 
OTHERTRAFFIC EXP 
DIRECTORY EXPENSE 
COMMERCIAL DEPARTMENT 

$44,594 
$5.586 

$206.687 
$2,776,639 

$351.819 
$516,940 
$270.527 
$651.352 
$323.660 
$205,056 
$193,906 
$105,210 
$167,020 

$329 
$0,629 

$163.332 
$20.695 

$329 
$0,629 

$163.332 
$20,695 
$30,400 
$15,913 
$38.315 
$19.039 
$12.062 
$8,890 
$6.109 
$9,872 

$163,332 
$20.695 
$30,400 
$15,913 
$38,315 
$19,039 
$12,062 
$16.019 

$6,109 
$9.072 

$163.332 
$20,695 
$30.400 

$163.332 
$20.695 
S30.400 

EXTERNAL RELATIONS 
EXECUTIVE DEPARTMEN1 
DIRECTOR FEEITRAVEL 

$30.408 
$15.913 
$30,315 
$19,039 
$12,062 

$15,913 
$38.315 
$19.039 
$12,062 
$16,019 

$15.913 
$38.315 
$19.039 
$12.062 
$16.019 

$15.913 
$30.315 
$19,039 
$12,062 

6721 
6723 
6724 
6725 

ACCO JNT.NC FINiNZI’ 
h -1.IAh RIS0UIICI:S 

L FCAl FXPl NSI 
PROCUIII~MI.II1 I nl’l.hSI. 

CCMPJTFRINFO M G ~  
$16,019 

$6,109 
$9,072 

$0,090 
$6,109 
$9.072 

$0,090 
$6,109 
$9,072 

6726 
672018 

$6,109 
$9.872 

$6.189 
$9.072 

1010/20074:10 PM 



67280 OTHER EXPENSE $41,743 $41.743 $41.743 $41,743 $41,743 $41.743 $41,743 $41.743 $41,743 $41.743 $41.743 $41,743 $41.743 $41,743 $41.743 $41,743 $41,743 $709.624 
67281 ACCIDENT AND DAMAGE $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $95 $1,617 
67282 CO-OP DUES $6,052 $6,052 $6,052 $6.052 $6,052 $6.052 $6.052 $6,052 $5,052 $6,052 $6,052 $6,052 $6.052 $6,052 $6,052 $6.052 $6,052 $102.885 
67283 ANNUAL MEETING EXP $623 $623 $623 $623 $623 $623 $623 $623 $623 $623 $45,623 $15.623 $623 $623 $623 $623 $623 $70,599 
67284 CONVENTIONIMTG EXP $4.332 $4,332 $4.332 $4.332 $4,332 $4.332 $4.332 $4.332 $4.332 $4,332 $4,332 $4.332 $4.332 $4,332 $4.332 $4.332 $4,332 $73,647 
7230 PROPERTY TAX $40,943 $40,943 $40,943 $40,943 $40,943 $40.943 $40,943 $40.943 $40,943 $40,943 $40,943 $40.943 $40.943 $40.943 $40.943 $40.943 $40,943 $696,023 

7510 INT. LONG TER. DEBT $97.940 $104.190 $111,931 $111.931 $115,056 $122,797 $122,797 $125.922 $133,663 $133,663 $141,404 $141,404 $141.404 $147.654 $155.395 $155.395 $155,395 $2,217.945 
7540 INT. ON DEPOSITS $2,176 $2,176 $2,176 $2.176 $2.176 $2,176 $2,176 $2.176 $2,176 $2,176 $2,176 $2,176 $2.176 $2,176 $2,176 $2,176 $2.176 $36.999 

TOTALREGULATEDEXPENSE $1,505,556 $1.511.806 $1.519.547 $1.532. 1,543,309 $1.536.179 $1,539,304 $1,607,045 $1,547.045 $1.599.786 $1,569,766 $1,554,786 $1.569.374 $1,577,115 $1,577,115 $1,577,115 $26.402.880 

NET REGULATED INCOME ($56,598) ($61.358) ($67.579) ($78.924) ($80,468) ($86.596) ($77.821) ($79,268) ($145,297) ($83.552) ($134.512) ($102,695) ($85.843) ($98.540) ($104,354) ($102.388) ($100,382) ($1,546,173) 

72401 KY GROSS RECEIPTS TAX $3,161 $3,161 $3,151 $3,161 $3,161 $3,161 $3,161 $3,161 $3,161 $3,161 $3,161 $3.161 $3.161 $3,161 $3,161 $3.161 $3,161 $53,737 

. ............................................................................. ............... - ................................ ...... . - .................. .............................................. - 

- ....................................................... ._ ~ .............................................................................. ~ .................... 

TOTAL NONREGULATED REV $60.341 $60,341 $60.341 $60.341 $60.341 $60,341 $60.341 $60,341 $60,341 $60,341 $60.341 $60.341 $60.%1 $60.341 $60,341 $60,341 $60,341 $1,025,795 
TOTAL NONREGULATED EX $90,260 $90.260 $90.260 $90.260 $90,260 $90.260 $90.260 $90,260 $90,260 $90.260 $90.260 $90,260 $90,260 $90.260 $90.260 $90,260 $90,260 $1,534,423 

NET NONREG OPERATING INC ($29.919) ($29,919) ($29.919) ($29.919) ($29,919) ($29,919) ($29.919) ($29,919) ($ 19) ($29,919) ($29.919) ($29.919) ($29,919) ($29,919) ($508,628) 
................... ............................................. . ~ .................... 

.- ..................................... __ .............. ~. .x . _ ............................ 

NONPERATING INCOME (EXP) $1,727 $1,727 $1.727 $1.727 $1.727 $1.727 $1,727 $1,727 $1.727 $1.727 $1,727 $1.727 $1.727 $1.727 $1.727 $1.727 $1,727 $29.359 
INTERESTIDlVlOENDiAFUDC INC $22,647 $22,647 $22.647 $22.647 $22.647 $22,647 $22.647 $22.647 $22,647 $22.647 $22.647 $22,6117 $22,647 $22.647 $22,647 $22.647 $22,647 $385.006 
NONREGUIATED INCOME (EXP) $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 

........... .................................... ... .... .................... 
TOTAL OTHER INCOME ,374 $24,374 $24,374 $24,374 $24,374 $24.374 $24.374 $24.374 $24.374 $24.374 $24,374 $24.374 $24.374 $24.374 $24.374 $414.365 
........................................................ .................................... ....................................................... ............. .......... ......................... 

PROJECTED NET MARGIN ($62.142) ($66.902) ($73.124) ($84,469) ($86,012) ($92,141) ($83,366) ($84,813) ($150.842) ($89.096) ($140,057) ($108.240) ($91,388) ($104,085) ($109,899) ($107,933) ($105,927) ($1,640,436) 
................... I__._...._.. ....... x..- .......................................... _ ............. ._ .................... 
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Q.1. 

A.l. 

Q.2. 

A.2. 

Q.3. 

A.3. 

Q.4. 

A.4. 

PREFILED DIRECT TESTIMONY OF F. THOMAS ROWLAND 

I. INTRODUCTION 

PLEASE STATE YOUR FULL NAME, PLACE OF EMPLOYMENT AND 

BUSINESS ADDRESS. 

My name is F. Thomas Rowland and I am the President and CEO of North 

Central Telephone Cooperative Corporation (“North Central”), P.O. Box 70, 872 

Highway 52 Bypass East, Lafayette TN 37083. 

HOW LONG HAVE YOU BEEN THE PRESIDENT AND CEO OF 

NORTH CENTRAL? 

I have been the President and CEO of North Central for the past twenty-three 

years. 

WHAT ARE YOUR DUTIES AND RESPONSIBILITIES AS PRESIDENT 

AND CEO? 

I am responsible for working with the Board of Directors lo develop and 

implement the strategic and operational objectives of the cooperative. In that 

capacity I have direct responsibility for the day-to-day operations of North 

Central. 

HOW LONG WAVE YOU WORKED IN THE RURAL TELEPHONE 

INDUSTRY? 

I have approximately 38 years of experience in the rural telephone industry. Prior 

to serving as the President and CEO of North Central for twenty-three years, 1 

served for five years as the General Manager of another rural telephone company. 
.................................................................................................................................................................................................. 

.- ................... 
rious boards and c 

organizations including serving for two years as Chairman of the Board of the 



Q.S. 

A.5. 

Q.6. 

A.6. 

Q.7. 

A.7. 

Q.S. 

A.8. 

National Rural Telecommunications Cooperative. I am a past president and 

member of the Board of Directors of the Rural Telephone Finance Cooperative, 

and presently 1 am serving as President of the Board of Directors of the National 

Telecommunications Cooperative Association. 

WHAT AREA IN SOUTH-CENTRAL KENTUCKY DOES NORTH 

CENTRAL SERVE? 

North Central serves all of the rural exchanges in Allen County. 

HOW MANY SUBSCRIBERS DOES NORTH CENTRAL HAVE? 

It has approximately 5,200 residential customers and 488 business customers in 

Kentucky. North Central also has approximately 13,652 residential customers 

and 2,327 business customers in Tennessee. 

IS NORTH CENTRAL A COOPERATIVE AND WHAT DOES THAT 

MEAN? 

Yes, North Central is a cooperative. This means that North Central’s rate-paying 

customers are also its owners with the voting power to control the election of the 

Board of Directors who make the operational and business decisions of the 

company. 1 answer to this Board of Directors. Thus, the business decisions of the 

company are in effect the decisions of the member-owners. 

WHAT TELECOMMUNICATION SERVICES DOES NORTH CENTRAL 

PROVIDE TO ITS SUBSCRIBERS? 

It provides local cxcliange carrier telephone and broadband services to its retail 

customers. 

3 



11. THE RATE APPLICATION 

Q.9. IN THIS CASE, NORTH CENTRAL IS SEEKING AN INCREASE IN ITS 

BASIC RATES, CORRECT? 

A.9. Correct. 

Q.10. HOW MUCH OF A RATE INCREASE IS NORTH CENTRAL SEEKING? 

Q.10. North Central is seeking to increase existing residential rates by $3.00/Iine and 

existing business rates by $5.00/1ine. 

Q.ll .  WHEN DID NORTH CENTRAL LAST INCREASE ITS RESIDENTIAL 

AND BUSINESS RATES? 

A.11. North Central has not increased its basic rates since 1984. 

Q.12 IS NORTH CENTRAL SEEKING THIS SAME RATE INCREASE IN 

TENNESSEE? 

North Central is not regulated by the Tennessee Regulatory Authority ("TRA"); 

therefore, the TRA does not establish North Central's rates. The State of 

Tennessee considers cooperatives, such as North Central, to be regulated by their 

mernber/owners. North Central's menibers elect the Boai-d of Directors which i s  

A.12 

responsible for determining the range of services North Central will provide, as 

well as the rates for those services. Therefore, by virtue of their voting power, the 

memberiowners indirectly establish the rates that they will pay for North Central's 

services. Nonetheless, it is North Central's policy to maintain uniform rates in 

Kentucky and Tennessee; thus, the rates approved by this Commission will he 

implemented in both Kentucky and Tennessee. 
. ..... . . ..- - .... - ............. ~~ . . ... ...... ..~ ...... ~..  . .~.. ...,....,. ..... ...... ~ ..... ..... . ... ... ......... .... ~ ...... ...... .... . ... ,.. ..... 

.. ........ ... .. ... . . ...... . . ....... .. ....... Q,13. Is T - ~ - ~ ~  ..A...R.ATE.I.NcrCEAsE? 
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A.13. Quite simply, the company’s expenses are growing at a faster pace than its 

revenues. Competition from wireless, cable TV providers and the Internet itself 

are drawing demand away from the public switched network. Our own advanced 

data services cannibalize our traditional voice services as customers migrate to 

broadband to realize increasingly greater levels of bandwidth. These losses put 

pressure not only on our traditional retail service revenues but on our carrier 

access revenues as well. 

I have an obligation to our members to take the steps necessary to insure the 

company remains a viable service provider for the foreseeable future. Doing so, 

however, has a cost. As North Central’s financial reports will show, the company 

can no longer sustain itself at its current service rates. Its historic and projected 

financials clearly show that absent a rate increase it will lack the funds necessary 

to survive long tenn. 

Q.14. PLEASE DESCRIBE THE COMPETETIVE CONTEXT IN WHICH 

NORTH CENTRAL SEEKS A RATE INCREASE. 

A.14. North Central, like many cooperative telephone companies, is facing 

unprecedented assault from alternative providers of the company’s core business, 

telecommunications. These companies, including video and wireless providers, 

are meeting growing customer demand for advanced services with state-of-the-art 

network deployments. To our competitors, traditional voice communications 

becomes a simple value-added product to a full complement of “super pipe” 

services. In this environment, a telephone company that (i) limits itself to only 

ces 
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highest level of customer service, almost certainly guarantees its own 

obsolescence. North Central is not unique in this regard, and the industry is 

roiled by the dramatic shift in the traditional service market. 

Q.15. HOW IS NORTH CENTRAL ADDRESSING THIS SHIFT IN THE 

TRADITIONAL SERVICE MARKET? 

A.15. In recognition of the changing environment in  which we operate, North Central is 

continuing to press its employees to distinguish themselves with the highest level 

of customer service. In addition, in September 2003 North Central received 

funding from the Rural Utility Service (“RUS”) in the amount of $22,307,000.00 

and the Rural Telephone Bank (“RTB) in the amount of $12,985,350.00 to 

replace North Central’s copper plant in Tennessee and Kentucky with fiber optic 

cable. Approximately $1 4,740,000 will be used to deploy fiber in Allen 

County, Kentucky. Initially filed under the agency’s broadband loan program, 

this funding will permit North Central to deploy a hybrid copper-fiber network 

which, upon completion, will allow us to provide all of our members with 

broadband capability at bandwidths that meet their seemingly insatiable demand 

for such services. 

Q.16. WHAT CRITERIA DID RUS USE IN PROCESSING THE LOAN 

APPLICATION? 

A.16. Prior to making its RUS loan application, North Central conducted extensive 

customer surveys to evaluate the demand for broadband services. Customers 

were asked not only whether they wanted broadband services but also whether 
..... ........................................................................................................................................................................................................ 

.................................................... .................................................. 
rket capable of  ad 
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demand. Lastly, they were asked how such service would influence their buying 

decisions. 

Q.17. WHAT CONCLUSION DID NORTH CENTRAL DRAW FROM THIS 

MARKET RESEARCH? 

A.17. The market research revealed that North Central has a large untapped 

It was clear that there was a significant demand for such broadband market. 

services. More importantly, the survey respondents overwhelmingly cited North 

Central as their preferred provider for broadband services. The survey results 

reflected our proven history of better service quality as well as our long- 

standing commitment to the local community. When asked about how broadband 

services would influence their spending habits, respondents who expressed a 

desire to purchase broadband services reported a bigher average revenue per user 

(ARPU) than those who showed little or no interest in broadband. 

Based on projected demand, forecasted ARPU, and the loyalty of our subscribers 

to North Central, we concluded that the deployment of the hybrid copper-fiber 

network was simply good business sense. 

Q.18. AREN’T YOU ALREADY MEETING BROADBAND DEMAND? 

A.18. In the past 20 years, acceptable market demand for data speeds has gone fiom a 

9600 baud dial-up connection in 1984 to today where it is not uncommon for 

companies to routinely offer broadband capability at speeds in excess of 3Meg. 

Even at these speeds, the consumer demand for even greater speeds continues to 

grow; current speeds will be as ineffective at meeting future broadband demand as 
.......................................................... -..-.. ................................................................................................................................................................................................ 

................................................. ............................................. 

. Very soon, broadba 



well beyond the level the company will be capable of meeting with its existing 

infrastructure. Meeting current broadband requirements today is neither a 

responsible nor effective long-term business plan. Meeting consumer needs for 

the next 10,20, or 50 year planning horizon is, however. 

Q.W. IN THE PAST, COPPER HAS BEEN FULLY CAPABLE OF PROVIDING 

YOUR CUSTOMERS WITH ENOUGH BANDWIDTH. WHAT IS 

DIFFERENT TODAY? 

A.19. Our network is trying to serve an unquenchable thirst for information. Simply 

put, today's networks are asking for more than copper can provide. Many copper- 

based networks, including our own, are reaching the limits of their bandwidth 

capacity. These limitations translate to slower speeds or, in many cases, no 

broadband capability at all. Fiber, by comparison, can meet the demand for 

increased bandwidth at higher speeds without requiring expensive and time- 

consuming installations of new cable. 

Q.20. SHOULDN'T THOSE BROADBAND SERVICES PAY FOR 

THEMSELVES? 

A.20. Ultimately, the services the company provides over its hybrid copper-fiber 

network will pay for the network. Realistically, however, waiting until demand 

has filly materialized before we deploy our network means losing the customer - 

our customer - to alternative providers who are or will be able and willing to 

satisfy the demand as soon as it arrives. 

............................ ..21 ..... waAT ...... IMP.0RTAN.C E. DOES BROADBAND SERVE TO THE ..................................................................................................................................... 
.................. ....................... .................... ........................ 

COMMUNITY? 
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A.21. Broadband is critical to the economic and social development of our communities. 

The Scottsville Rural exchange, which we serve, is rural and economically 

depressed. Household incomes are a third lower in ScottsvilleiAllen County than 

in the rest of the Commonwealth. Moreover, employment decreased 19% 

between 2000 and 2005. 

Nonetheless, there are signs of development. With the expansion of U S .  Route 

231 between Scottsville and Bowling Green, there is an opportunity for economic 

development in Allen County. Realistically, however, new businesses will not 

develop in the county without access to broadband. As Governor Fletcher 

recognized when he introduced his Prescription ,for Innovation plan in 2004, 

broadband is critical to economic development. Prescription ,for Innovation is a 

comprehensive plan to accelerate technology growth particularly in the areas of 

broadband service and technology adoption. Implemented in part through 

partnership with ConnectKentucky, the Commonwealth has strived to support 

communities and enhance economic development through the deployment of 

advanced technologies such as fiber networks. 

Q.22. OTHER THAN BROADBAND, HOW DOES A FIBER DEPLOYMENT 

BENEFIT YOUR VOICE CUSTOMERS? 

A.22. There are both operational advantages, including improvements in efficiency and 

productivity, and network security advantages to deploying a hybrid copper-fiber 

network. 

. 
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Q.23. PLEASE EXPLAIN THE OPERATIONAL ADVANTAGES, 

PARTICULARLY WITH REGARD TO IMPROVEMENTS IN 

EFFICIENCY AND PRODUCTIVITY. 

A 2 3  Responsiveness to subscribers and maintenance costs improve through the 

deployment of fiber. Unlike copper networks that are highly sensitive to distance 

limitations, hybrid copper-fiber networks are able to transmit larger speeds of data 

over much longer distances. By doing so, our equipment needs decrease with 

fiber. Since equipment failure is a significant maintenance cost, maintenance 

expenses decrease with fiber technology. The testing and restoration of service 

also improves with fiber. In a copper environment, technicians must trouble shoot 

a variety of possible issues including interference from other devices to isolate 

and resolve service reports. This increases the time required to restore service and 

increases the margin of error in correctly identifying and resolving such problems. 

Compared to copper, fiber testing is more efficient and customer issues can be 

more quickly and accurately resolved. 

While Verizon’s scale of service is certainly much bigger than that of North 

Central, The Washington Post recently reported that Verizon expects to save 

about $1 billion a year by 2010 by moving more of its business to a fiber-optic 

network specifically because fiber is cheaper to maintain than copper. 

Q.24. WHAT ARE THE NETWORK SECURITY ADVANTAGES? 

A.24. In today’s environment, security has become a growing concern for our 

customers. Our business customers, in particular, deal with confidential data and 

rely heavily on North Central to ensure the integrity of our voice and data 

................................................................................................................................................................................................ ................................................ 
.................................. ................................................... .......................................... 
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network. Fiber transmits light rather than electricity, and I understand that this 

makes a fiber network harder to illegally tap as compared to a copper network. 

Q.25. LET’S TURN BACK TO THE SIZE OF THE RATE INCREASE NORTH 

CENTRAL SEEKS. IS THE RATE INCREASE YOU ARE REQUESTING 

EXCESSIVE? 

A.25. No. Our basic rates have been unchanged since 1984. Even with the increase we 

seek, typical residential and business access lines will experience a rate increase 

of 9.8% and 14.9%, respectively. Moreover, our financial performance warrants 

such an increase. Our experts will testify that in their professional opinions our 

ability to remain a viable provider of services to our ineinbers is coinpromised 

without the proposed rate increase. In addition, eveii with this rate increase, our 

proposed service rates will remain within levels charged by other providers 

including companies with larger and more urban customer bases. 

Q.26. HAVE YOU TRIED TO CUT OTHER COSTS TO AVOID A RATE 

INCREASE? 

A.26. Yes. However, the two largest costs incurred by the company are network 

infrastructure deployment and labor. Both of these costs are vital to the 

company’s ability to provide state-of-the-art quality service to our customers. 

While we have reallocated resources to meet changing business needs and 

constantly strive to contain costs, the company cannot mathematically reduce 

expenses enough to avoid a rate increase and continue to be a viable service 

provider in the market. 

Q.27. HAVE YOU CONSIDERED OTHER REVENUE SOURCES? 

................................................................. .................................................................................................................................................. 
.......................................... ............... ................ .................... .- 
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A.27. Yes. North Central does not undertake this rate request lightly. Before filing this 

application, we took a number of steps to improve our overall financial situation. 

In 2005, we introduced service bundling to encourage subscribers to purchase 

additional services and features. In 2006, we returned to the NECA pool for DSL 

services to capitalize on modest advantages in the pooling support flows due to a 

change in Part 69 rules. In January, 2007 we raised rates for non-basic services, 

including custom-calling and directory listing services. Despite these changes, 

North Central still finds it lacks the additional revenue it requires and has no 

choice but to raise its basic service rates. 

Q. 28. DOES THIS CONCLUDE YOUR TESTIMONY? 

A. 28. Yes. 

Respectfully submitted, 

Ed ardT. epp 
DI@ & SHOHL LLP 
500 Wes efferson Street 
1400 PNC Plaza 
Louisville, Kentucky 40202 
(502) 540-2300 (tel.) 
(502) 585-2207 (fax) 

COUNSEL TO NORTH CENTRAL 
TELEPHONE COOPERATIVE 
CORPORATION 
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PREFILED DIRECT TESTIMONY OF GENTRY B. UNDERHILL, JR. 

I. INTRODUCTION 

PLEASE STATE YOUR FULL NAME, PLACE OF EMPLOYMENT AND 

BUSINESS ADDRESS. 

My name is Gentry B. Underhill, Jr. 1 am a partner with the accounting firm of 

Totherow Haile & Welch, CPAs, PLLC, 2355 South Chancery Street 

McMinnville, Tennessee 371 10. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

PROFESSIONAL EXPERIENCE. 

1 graduated from Middle Tennessee State University with a Bachelor’s degree in 

business administration with an emphasis in accounting in 1979. 1 joined 

Totherow, Haile, and Welch in January 1984, and for the past twenty-one years I 

have worked primarily with utility companies including telephone and electric 

cooperatives, cellular telephone companies, and long distance resale companies. 1 

am currently the partner responsible for Totherow, Haile & Welch’s utility 

clients. As mentioned above, 1 began my career with Totherow, Haile & Welch, 

PLLC in 1984. Initially, my role with the firm’s utility clients was that of a junior 

accountant. As my experience increased, so did my responsibilities. The various 

areas in which 1 have assisted our utility client’s includes but is not limited to 

audits of financial statements, federal and state income tax issues, depreciation 

studies, cost separations, inventory controls, investment analysis, and the 

conversion from Part 31 to Part 32. 

Q.l. 

A.1. 

Q.2. 

A.2. 
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Q.3 

A.3. 

Q.4. 

A.4. 

Q.5. 

A S .  

WHAT IS YOUR ASSOCIATION WITH NORTH CENTRAL 

TELEPHONE COOPERATIVE CORPORATION (“NORTH CENTRAL” 

OR THE “COOPERATIVE”)? 

Since 1982, our firm has served as North Central’s outside auditor. I have worked 

with North Central since 1986. I am currently the partner responsible for audit of 

North Central’s financial statements. The Cooperative completes an audit of its 

financial statements on an annual basis in accordance with generally accepted 

auditing standards and the standards applicable to financial audits contained in 

Government Auditing Standards issued by the Comptroller General of  the United 

States. In addition to the company’s audit, I am responsible for the preparation of 

their federal and state income tax filings. Most recently, on January 26, 2007 our 

firm completed the audit of North Central’s financial records for calendar year 

2006. 

NORTH CENTRAL PROVIDES SERVICE IN TENNESSEE AND 

KENTUCKY, IS THAT CORRECT? 

Yes. 

DO YOU PREPARE SEPARATE STATEMENTS FOR THE COMPANY’S 

OPERATIONS IN TENNESSEE AND KENTUCKY? 

No. North Central maintains its general ledger in accordance with Part 32. Part 

32 does not require any separation between the exchanges of the Cooperative. 

The accumulation of the accounting data is recorded for both Tennessee and 

Kentucky in the same general ledger accounts. Therefore, I audit the company’s 



As I understand it, the cost studies North Central files with the National Exchange 

Carrier Association ("NECA") are similarly combined. 

11. THE RATE APPLICATION 

Q.6. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

The purpose of my testimony is to address North Central's present earnings levels 

and revenue requirement. 

GENERALLY SPEAKING, WHAT IS NORTH CENTRAL'S PRESENT 

EARNINGS LEVEL? 

The audit I performed for calendar year 2006 reveals that North Central's 

regulated services had an operating loss of $303,286. 

A.6. 

Q.7. 

A.7. 

Q.8. IS THIS AN ANOMALY? 

A.8. Unfortunately, no. North Central has had a declining income from its regulated 

operations for the past several years. Based on year to date 2007 and budgeted 

2008 and 2009 financials, the company is trending toward continuous operating 

losses. 

Q.9. WHAT IS THE REASON FOR NORTH CENTRAL'S NEGATIVE 

OPERATING INCOME? 

In short, North Central's expenses are growing at a steady pace, while its 

revenues, which showed tremendous growth in the 1990's due primarily to access 

line growth from the Internet, have been level or declining since 2001 

A.9. 

Q.10. ARE THERE SPECIFIC SOURCES OF REVENUE THAT ARE IN 
~ ...- .- - . - ... . .. . .. . .... ..... . . . . .... ... ....,. . . , ...,. . .., . . . . ... .... ,,, ., .... .. ........ ., ,,, . . . . .. , -. ,. .- ..,--, ..- -. 

DECLINE? 
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A. 10. While revenue reductions have occurred across the board, the single largest loss is 

in access revenues, which are monies paid to North Cenfral by other 

communications companies, including interexchange and wireless carriers, for 

access to North Central’s facilities and end users. This decline is due to loss in 

demand as customers migrate to cellular and Internet services for completion of 

calls previously carried as access on the North Central network as well as from 

reductions in compensation paid to North Central by those same providers. These 

two go hand in hand in my opinion. 

Q.11. WHAT DOES THIS SUGGEST TO YOU? 

A. 1 1,  This suggests that North Central’s business-the provision of regulated telephone 

access line service-has shrunk over the past five years. The territory North 

Central serves is actually experiencing a small population growth. Yet despite 

this growth, the company is experiencing a decline in local access lines. The 

decline in local access lines results in revenue declines in both regulated and non- 

regulated income sources. I believe this decline is the result of North Central’s 

customers having additional options for telecommunications services. Because 

North Central’s customers have these choices, North Central’s growth opportunity 

as it currently stands is severely limited. 

Q.12. IF THE COMPANY’S ACCESS LINES ARE DECLING SHOULDN’T ITS 

EXPENSES SHOW A COMMENSURATE REDUCTION? 

No, not in this type of business. While there may be some correlation between 

demand and expenses, the cost of providing telephone service is not directly 

correlated to volume of services. 

A.12. 

............. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ............................ ............. 
................... 

~ .~. .~ . ~~.~ ~~ . ~ . ~~ .......... 
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The vast majority of North Central’s investments are in the outside plant and 

central office equipment which are necessary for North Central to provide its 

members with telecommunications services. The majority of expenses incurred in 

maintaining this network are fixed. When a customer disconnects a service or 

leaves the network altogether the company experiences little or no incremental 

cost savings. 

111. NORTH CENTRAL’S REVENUE REQUIREMENT 

Q.13. IN ADDITION TO ADDRESSING NORTH CENTRAL’S EARNINGS 

LEVELS, YOU STATED THAT YOU WILL ADDRESS THE 

COMPANY’S REVENUE REQUIREMENT. WHAT IS THE DEFINITION 

OF REVENUE REQUIREMENT AS USED IN YOUR TESTIMONY 

TODAY? 

A.13. As I use the term “revenue requirement,” it means the amount of income required 

by North Central to cover its operational expenses, including depreciation, as well 

as fixed expenses associated with interest on debt. 

Q.14. IS THIS A STANDARD DEFINITION OF REVENUE REQUIREMENT? 

A.14. Yes, 1 believe so. In non-regulated business, revenue requirement also includes a 

component of profit. For regulated telephone companies, however, profit is 

generally expressed as rate of return on investment. 

Q.15. WHAT IS NORTH CENTRAL’S REVENUE REQUIREMENT? 

A.15. North Central’s revenue requirement will vary based on the period for which it is 

calculated. Based on its 2006 audited results, to simply cover its expenses -with 

Central’s revenue requirement IS 

. .... - ......... ....... .- ........................................................... ........... . ..... 
................................. ....................... . ~. ~~. ~. . ~ ~ ~ ~ .  ..................................... 
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$17,430,213. This is the minimum required for the Cooperative to continue to 

provide the services that its customers expect and to continue to keep its plant 

facilities updated and maintained. This consists of operational expenses, fixed 

expenses associated with interest, depreciation and taxes. Again, however, this 

calculation includes no provision for rate of return. 

Q.16. PLEASE IDENTIFY THE OPERATIONAL EXPENSES INCLUDED IN 

NORTH CENTRAL’S REVENUE REQUIREMENT. 

A.16. North Central’s operating expenses as of December 31, 2006 totaled $11,214,614. 

This amount consists of expenses associated with specific and non-specific plant 

operations, customer operations, corporate operations, and operating taxes. 

Q.17. COULD YOU PLEASE PROVIDE SOME EXAMPLES OF 

OPERATIONAL EXPENSES? 

A.17. Yes. Pait 32 states that expenses recorded in the “plant specific operations” 

expense accounts are to reflect the cost associated with the plant accounts. An 

example of this would be maintenance on an existing utility pole. The pole is 

recorded in account 241 1 and the expense related to the maintenance of that pole 

is recorded in  account 6411. Expenses recorded in  the “plant nonspecific 

operations” accounts consist of expenses related to general operations of the plant. 

An example of this would the cost of electric power to operate the plant network. 

Expenses to be recorded in the “customer operations” and “corporate operations” 

accounts reflect the costs of, or associated with, functions performed by people, 

for people. Customer operations expenses relate to expenses incurred for the 

ral’s customer orate 

... ...................................................................... ................ . __ ............. 

............. ........... .~_ ~.: : .... ii .... 1: .................. ~ . ~ ~ . ~  .~ .............. 
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operations expenses include general and administrative expense and other 

corporate expenses. 

Q.18. WHAT IS THE PRIMARY DRIVER BEHIND THESE EXPENSES? 

A.18. North Central is a service business. As such, its single largest operating expense 

is labor. Of its $1 1,214,614 operating expense, the ovenvhelining majority, 

$9,941,864, is regulated labor and benefits and associated payroll-related taxes. 

Q.19. HOW MANY EMPLOYEES DOES THE COMPANY HAVE? 

A.19. As of September 15, 2007 North Central had 106 employees. Of these, eighty- 

three are craft workers who are members of the Communications Workers of 

America, and all but five work full-time. The remaining twenty-three are non- 

union employees involved primarily in supervisory and management roles. 

Q.20. WHAT FUNCTIONS DO THE EMPLOYEES PERFORM? 

A.20. All but eight of the union employees are employed in some aspect of customer 

service and network maintenance and construction. Twenty-seven employees are 

cable, line, or central office technicians. Fourteen are customer service 

representatives, five are dispatch clerks, and six provide engineering support 

services. The eight craft workers not employed in network maintenance or 

customer service provide billing support or perform cashier functions for the 

company. 
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Q.21. WHAT ROLES DO NORTH CENTRAL’S MANAGEMENT EMPLOYEES 

PERFORM? 

A.21. Approximately half of management provides direct supervision of union workers. 

The remainder is involved in accounting and data processing, human resources, or 

management. 

Q.22. BASED ON YOUR EXPERIENCE, DOES THE COMPANY APPEAR TO 

HAVE AN APPROPRIATE NUMBER OF EMPLOYEES? 

A.22. As I understand it, North Central relies on two sources to bench line its 

employment levels, the National Telecommunications Cooperative Association 

and the U S .  Telephone Association. Based on its size and rural location, North 

Central appears to maintain an appropriate staffing level. 

Q.23. IN ADDITION TO OPERATING EXPENSES, WHAT OTHER EXPENSES 

ASSOCIATED WITH THE REVENUE REQUIREMENT DOES THE 

COMPANY HAVE? 

A.23. In addition to its operating expenses, North Central incurs costs in deploying its 

network. Those costs are reflected through the depreciation of the asset and, if the 

company requires financing, in interest paid to the Rural Utility Service (“RUS”) 

and the Rural Telephone Bank (“RTB”). 

Q.24. IS INTEREST AN APPROPRIATE COMPONENT OF THE REVENUE 

REQUIREMENT? 

A.24. Absolutely. Companies borrow money as part of their normal business practices. 

The cost of borrowing - interest expense - is a normal business expense and the 

company’s revenue must r 

.............................. .... ................. ....................................... 
........ ................ ....... ................... ~. . 
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Q.25. WHAT IS THE COMPANY’S INTEREST EXPENSE FOR 2006? 

A. The Company incurred interest expense in the amount of $976,478 for the year 

ending December 31, 2006. Of this amount, $120,300 was capitalized to the 

telecommunications plant in service as required by the FCC. 

Q.26. IS THIS INCLUDED IN THE OPERATING INCOME YOU PREVIOUSLY 

DISCUSSED? 

A.26. No, the $303,286 operating loss in 2006 that I referred to in question 7 is based on 

operating income and does not include the additional fixed expenses associated 

with interest. 

Q.27. DO YOU BELIEVE THE COMPANY’S INTEREST LEVEL IS 

APPROPRIATE? 

A.27. Yes. Due to the fact that North Central serves the rural areas of Tennessee and 

Kentucky, it is able to borrow from Rural Utility Services (RUS) and Rural 

Telephone Bank (RTB) at very attractive interest rates. RUS obtains funds 

through the U S .  Department of Agriculture. These funds generally have interest 

rates that are well below the prime lending rate offered by other financial 

institutions. This has enabled the Cooperative to manage its interest expense. 

Q.28. YOU MENTIONED DEPRECIATION. HOW MUCH DEPRECIATION IS 

INCLUDED IN THE COMPANY’S REVENUE REQUIREMENT? 

A.28. For the year ending December 31, 2006, depreciation expense amounted to 

$5,339,421. 
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Q.29. DEPRECIATION IS A NON-CASH ITEM, WHY IS IT APPROPRIATE 

TO INCLUDE DEPRECIATION IN ESTABLISHING A REVENUE 

REQUIREMENT? 

A.29. The company has spent money - either its own internal finds or borrowed funds - 

to place plant and equipment into service. Payment for those assets must be 

recovered over the life of the asset. Depreciation expense, while not a cash 

expense, is a systematic method of recovering the cost of an asset through a 

charge against future earnings. It is also a method to recognize the decline in 

value of an assct through expected wear and tear generated by normal usage. 

Q.30. YOU HAVE STATED THAT NORTH CENTRAL'S REVENUE 

IS NORTH CENTRAL'S REVENUE REQUIREMENT IS $17,430,213. 

SUFFICIENT TO SATISFY ITS REVENUE REQUIREMENT? 

A.30. No, there is a shortfall of $1,179,464 between North Central's revenue and its 

revenue requirement. 

HOW MUCH OF A RATE INCREASE WOULD NORTH CENTRAL 

REQUIRE TO MEET ITS REVENUE REQUIREMENT? 

A.31. Based on simple arithmetic, North Central's residential and business rates would 

need to increase by 35% to satisfy its revenue requirement. 

Q.31 

Q.32 WHY ISN'T NORTH CENTRAL REQUESTING A 35% RATE 

INCREASE? 

A.32 North Central is a cooperative membership operating in a competitive 

telecommunications environment. The cooperative's board and management are 

well aware that its rates must align with the market for the services it provides. 

. ...................................... .............................. .............................................. 
............ ....... .~.i .... iL ............... _ii ..... 

~~ . . . . . . .  
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Q.33 

A.33 

WHAT RATE INCREASE IS THE COMPANY PROPOSING? 

North Central has concluded that it can raise rates approximately 25% and remain 

comparably priced to other providers in the markets it serves. Accordingly, they 

have proposed a residential and business rate increase of $3 and $5, respectively. 

Q.34. COULD NORTH CENTRAL RAISE OTHER REVENUES TO RECOVER 

THE SHORTFALL? 

A.34. No. The vast majority of North Central's revenues originate from the provision of 

local services to retail end user custorners and access services to the inter- 

exchange market. Interstate access rates are set at an FCC authorized rate of 

return. The company quite simply cannot turn to that jurisdiction to seek 

additional funds to off-set its state / local revenue shortfalls 

Q.35. WHY NOT MODIFY STATE ACCESS RATES? 

A.35. Kentucky access rates, inclusive of the non-traffic sensitive rate element, are 

already substantially higher than rates for similar interstate services. While state 

access rates are generally higher than interstate rates, even compared to othei 

states, Kentucky rates are higher. As I understand it, North Central is under 

tremendous pressure from the carrier market to reduce rates. Raising state access 

rates to offset losses driven by the retail service market does not make economic 

sense. 

Q.36. ARE YOU AWARE THAT THE COMPANY HAS REQUESTED A 

CERTIFICATE OF PUBLlC CONVENIENCE AND NECESSITY 

("CPCN") TO PERFORM A FIBER TO THE HOME CONSTRUCTION 
. ........... -. ........................................ ......................... .- ......... ........ _. ........ 

............ i. .... .: ........ :_ ~i . . . . . . . . . . . . . .  ........................ 

PROJECT? 
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A.36. Yes. 

Q.37. HOW MUCH DOES THAT PROJECT IMPACT THE COMPANY’S 

REVENUE REQUIREMENT? 

A.37. Overall, by the end of calendar year 2008, I anticipate that the additional 

depreciation and interest expense associated with the fiber project will add 

approximately $60K per month to depreciation and expenses. 

DOES THE COMPANY ANTICIPATE THIS ENTIRE AMOUNT TO 

COME FROM ITS RETAIL RESIDENTIAL AND BUSINESS RATE 

PAYERS? 

Not entirely, A portion of this fiber construction will be allocated to the interstate 

jurisdiction and the company will receive higher settlements from NECA as the 

project goes into service. By year end 2008, we anticipate an increase of annual 

settled revenues of approximately $394K. Universal Service support to the 

company, which unfortunately won’t be recognized until 2010, also increases by 

some $3251< per year. 

We do, however, anticipate that some of the network will be funded by the 

addition of broadband services as discussed in the CPCN application. As we 

increase the services provided and the charges associated with those services, the 

network will eventually reach a point where it proves itself economically. 

Additionally, tlie company anticipates that some of its maintenance expenditures 

will iinprove with the completion of the project. Since revenue requirement is 

related to expenses, as North Central is able to reduce its expenses, the reduction 

Q.38 

A.38 

.......... . ........................... ........... ............................... ....................... ........ ............................ ..... ........ ...... . . . . .  . . . . . .  ...... .~ . .  
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takes pressure off the company’s revenue requirement that would be funded 

through rate increases. 

Q.39. IF THE COMMISSION DENIED THE CPCN AND REFUSED TO 

ALLOW THE COMPANY TO CONSTRUCT THE FIBER-TO-THE- 

HOME PROJECT, WOULD THAT NEGATE THE NEED FOR A RATE 

INCREASE? 

A.39. No, it would not. As I have already discussed, based on its current known and 

historical revenues and expenses, the company requires a rate increase regardless 

of this project. 

Q.40. WOULD DENYING THE REQUEST AT LEAST REDUCE THE SIZE OF 

THE REQUESTED RATE INCREASE? 

A.40. No. Currently North Central is not meeting the required revenue requirement. It 

is my understanding that this rate increase will only satisfy the current revenue 

deficiency and the future budgeted amounts. 

Q.41. GIVEN THE SIZE OF THIS RATE INCREASE AND THE COMPANY’S 

OVERALL FINANCIAL OUTLOOK, WOULDN’T THE COMPANY BE 

MORE PRUDENT TO AVOID SPENDING THE AMOUNT OF MONEY 

CONTEMPLATED IN THE CPCN? 

A.41. I can only speak to the accounting of the company’s revenues and expenses and 

their projected impact on earnings. I can, however, point out that in the 

telecommunications industry technologies change continuously. If a company 

does not continue to invest in its plant and its employees, it will not survive in 

future years. As I have already mentioned, the company’s revenues are declining 

-’ ... -. .- ... .- - . ... . ......... . ~ .. ... .. ..... . .. . . .. 
~ . .  .......... . .. . . ... . . 1 i_ 

.... ... .. .~~ .... ... ... ..i 
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at a steady rate. Given the environment all telecommunication companies are 

operating in, prolonging this expansion of North Central’s plant in service will not 

strengthen the company’s ability to provide telecommunication services in rural 

areas. 

Q. 42. DOES THIS CONCLUDE YOUR TESTIMONY? 

A. 42. Yes.  

Respectfully submitted, 
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Q.1. 

Al.  

Q2. 

A2. 

Q3. 

A3. 

. ... 

PREFILED DIRECT TESTIMONY OF THOMAS M. STRAIT 

1. INTRODUCTION 

PLEASE STATE YOUR FULL NAME, PLACE OF EMPLOYMENT AND 

BUSINESS ADDRESS. 

My name is Thomas M. Strait. My business address is 21 54 Wisconsin Avenue, 

N.W., Washington, D.C. 20007. 

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR 

RELATIONSHIP TO NCTC? 

I am a principal in the Washington Utility Group, LLC which is a public utility 

consulting firm. North Central Telephone Cooperative (“NCTC” or the 

“Cooperative”) has retained me to discuss general cooperative operating 

principles applicable to telephone cooperatives, the manner in which such entities 

are generally financed, and NCTC’s specific need for tariff increases to ensure 

compliance with its mortgage covenants and preserve financial integrity. 

PLEASE PROVIDE YOUR PROFESSIONAL AND EDUCATIONAL 

QUALIFICATIONS. 

In 1973 1 received a B.S. from the United States Naval Academy at Annapolis, 

Maryland where my education specialized in naval engineering and analytical 

management. Following service as an officer in the US. Marine Corps, I 

completed a M.B.A. in 1981 with a concentration in finance and accounting from 

the American University in Washington, D.C. 

-. ~~ .. ... .. _ _ _ _  ~ 

compIeted~-the :x rxertification . as ia-.p  accountant^ ..... 

in 1982 and began my career as a tax accountant in the Washington, D.C. office 
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of Deloitte, Haskins & Sells. Following several years of corporate tax practice 

with that finn, I joined the Emst & Whinney Utility Consulting Group (later Emst 

& Young) also located in Washington, D.C. There, I focused on income tax, 

finance and accounting issues for both investor-owned and cooperatively-operated 

electric and telephone companies. In 1993, I eo-founded the Washington Utility 

Group, a firm providing accounting, economic, finance and taxation advice to 

investor-owned, cooperative and municipal utilities. 

Over the past 20 years, the large majority of my services has been provided to 

rural telephone and electric cooperatives providing technical tax services, in 

general, and advice to bankrupt and financially-troubled cooperatives. Further, I 

have supported a variety of telephone and elcctric cooperatives in  strategic 

financial planning for their capital credit allocation, redemption, and discounting 

policies. Finally, I have in the past testified before federal courts and a variety of 

public service commissions regarding cooperative operations, finance and income 

taxation matters. 

My curriculum vitae are attached as Exhibit A 

Q4. PLEASE SUMMARIZE THE SUBSTANCE OF THE TESTIMONY YOU 

ARE PRESENTING. 

A.4. The intent of my testimony here is to generally describe the unique framework in 

which cooperative telephone companies operate as that relates to determining 

their revenue requirement. I will show how non-profit, “operation at cost” 
~ 

~ .- .. . ~- .~ ~ ~ ~ . . ~ -  ~ .. -. .~”., .. .. .~ ~~ ~. ~. .~. 

..... ~~~~. .... ~~~ . Te~-.-an,d~ how ose-principles-- impact ~~,~.. 

member-customers, Further, I will explain why compliance with interest 
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coverage requirements to the NCTC’s principal lender is crucial. I will conclude 

that to meet its financial obligations NCTC requires the rate increase requested by 

Mr. Rowland on behalf of the Board of Directors. 

HOW IS NORTH CENTRAL INCORPORATED? 

NCTC is organized as a cooperative pursuant to Tennessee statutes. It is also 

subject to KRS 279.500. Both Tennessee and Kentucky statutes require NCTC to 

operate as a telephone cooperative following non-profit principles. 

HOW ARE TELEPHONE COOPERATIVES DIFFERENT FROM OTHER 

CORPORATIONS? 

Historically, telephone cooperatives were formed in rural areas which were not 

served by large investor-owned telephone companies. The investor-owned 

companies did not want to serve customers in rural areas because they could not 

make money. Confronted with these circumstances, individual leaders in  rural 

communities began organizing mutual self-help cooperatives. In the early days, 

farmers and other citizens invested their own money, bought poles and wire, 

planted those poles, and bought the “central office” equipment necessary to 

activate the network. Eventually, there were state statutes providing for the 

organization and operation of telephone cooperatives. 

With that as a background, telephone cooperatives compliant with Tennessee and 

Kentucky statutes must operate as non-profit business with respect to their 

members. NCTC’s members are the actual telephone customers of the regulated 

telephone ...~..~ business. ~ ~ As opposed ~ to ~ other for-profit ~ __  telephone companies that the 

Q.5. 

A.5. 

Q.6. 

A.6. 

~ 

~ .~ ~~~.~~~ ... . ..... ... . ~ ~~~~~ ..... 
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Q.7. 

A.I. 

Q.8. 

A.8. 

Q.9. 

A.9. 

Kentucky Public Service Commission regulates, NCTC has no profit motive with 

regard to its members-customers. 

HOW DOES ONE BECOME A MEMBER OF NCTC? 

In accordance with Article I, Section 1 of NCTC Bylaws, any customer, upon 

receipt of telecommunications and communications service, instantaneously 

becomes a member of the Cooperative. 

DOES THIS RULE APPLY TO CUSTOMERS OF NCTC’S NON- 

REGULATED AFFILIATE? 

No, it does not. The rule only applies to the Cooperative’s active 

telecommunications and communication ratepayers. 

WHAT ARE THE RJGHTS AND PRIVILEGES OF BEING A NCTC 

MEMBER? 

Each member has a contractual right to receive service at cost, to have any 

amount collected in excess of cost allocated hack to them, to have one vote in all 

matters taken before NCTC general meetings, to have one vote in the board of 

director elections, and to receive a pro rata distribution of any remaining amounts 

in the event of liquidation of NCTC. 

Q.10. DOES EACH CUSTOMER SUBJECT TO THE PROPOSED RATE 

INCREASE HAVE A VOTE IN THE AFFAJRS OF NCTC? 

A.lO. Yes, and a vote for the Board of Directors. 

Q.ll. IF NCTC MUST ADHERE TO OPERATION AT COST WITH RESPECT 

TO ITS MEMBERS, WHY DOES IT HAVE TO COLLECT ANY MARGIN ~... ~.~ ~ ~ .,. 
~~~ . . .... . . . ~~ ~~. ~ ... . ~. ~~~ ~~~~ ~~~~ . . ........ .... .. . ... ..... ... .... .. 

ABOVE ITS COST? 



Q.11, The “cost principle” does not mean that telephone cooperatives should or can 

operate without earnings. A telephone cooperative must earn sufficient margins 

to satisfy lending institutions’ financial performance covenants and to maintain a 

reasonable equity level. Lenders have minimum Times Interest Earned Ratios 

(“TIER’) written into the teiins of applicable loan documents. The TlER is 

calculated by adding operating income, long-term debt interest and federal 

income taxes and dividing that sum by long-term debt interest. It is the 

responsibility of a cooperative’s management and board of directors to ensure that 

the loan covenants are maintained and the financial integrity of the organization is 

assured. 

Q.12. WHAT DOES THE TIER CALCULATION TELL LENDERS ABOUT 

THE FINANCIAL CONDITION OF THE COOPERATIVE? 

A.12. The TIER calculation tells lenders how the cooperative’s operating margin 

compares to its long-term interest obligation. A TIER of 1 .OO indicates that the 

borrower is j us t  meeting its long-term debt and federal income tax expense. A 

TlER below 1 .OO indicates that the borrower is not recovering even its debt costs. 

In sum, TlER is a measure of financial health. 

WHAT ARE THE OPERATING REQUIREMENTS MANDATED BY 

NCTC’S BYLAWS? 

A.13. Article VI1 of NCTC’s Bylaws generally dictates non-profit operation. Section 

7.1 of that Article states that NCTC shall at all times be operated on a cooperative 

non-profit cost basis for the mutual benefit of its patrons. Further, it prohibits 

Q.13. 

_ _ _  ~. ~, _ _  ,.. 

~~ . . .. . . .. . ~ ~.~~ .. . . ....... ........ ........ . 

ing paid o 
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Q.14. WHEN THE BYLAWS SPEAK OF “PATRONS” TO WHOM DOES IT 

REFER? 

A. 14. “Patrons” of cooperative organizations are any customers entitled to receive 

capital credits. The Bylaws’ use of the term “patrons” refers only lo the members 

of the Cooperative. 

Q.15. HOW DOES NCTC ACHIEVE “COST” OPERATIONS? 

A.15. Pursuant to Section 7.2 of its Bylaws, NCTC must account for all amounts 

collected in excess of cost from its member-patrons and allocate those margins as 

capital credits to those members based on their participation in the Cooperative. 

By doing so NCTC achieves cost operation. 

Q.16. DOES NCTC ACTUALLY PAY THE CAPITAL CREDITS IN THE YEAR 

THAT IT RECEIVES THE AMOUNTS? 

A.16. No. The Cooperative allocates the operating margins to patrons but does not 

immediately pay those amounts back. 

Q.17. ARE CAPITAL CREDITS TREATED AS DEBT OR EQUITY? 

A.17. Capital credits are equity and form the equity foundation for NCTC. 

Q.18. WHY DOES NCTC RETAIN CAPITAL CREDITS? 

A.18. The Cooperative has to operate in this manner because no outsider would want to 

invest in equity instruments that pay no interest or dividends and have no 

potential for capital appreciation. 

Q.19. DOES THE COOPERATIVE EVER RETURN THESE CAPITAL 
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A.19. In accordance with Section 7.2 of the Bylaws, NCTC’s Board of Directors is 

authorized to redeem such credits on such method and timing as the Board may 

decide so long as the redemption will not impair the financial integrity of the 

organization. 

Q.20. WHAT IS THE CURRENT REDEMPTION CYCLE OF NCTC? 

A.20. NCTC has redeemed a portion of 1988 capital credit allocations and all 

allocations before that date. This puts them near a 20-year redemption cycle. As 

I understand it, the Cooperative is considering whether it can declare any capital 

credits this year due to financial constraints. 

Q.21. IN YOUR EXPERIENCE IS NORTH CENTRAL’S REDEMPTION 

CYCLE SLOWER THAN AVERAGE? 

A.21. Yes it is. The average redemption cycle nationwide is approximately 13.5 years. 

Q.22. WHY DO YOU THINK NCTC’S REDEMPTION CYCLE IS SLOWER 

THAN THE NATIONAL AVERAGE FOR ALL TELEPHONE 

COOPERATIVES? 

A.22. I think the Cooperative’s slower redemption cycle is attributable to a combination 

of a major infrastructure improvement and suh-par regulatory earnings. 

Q.23. WHO IS ULTIMATELY RESPONSIBLE FOR APPROVING BUDGETS 

AND LOAN APPLICA.TIONS OF NCTC? 

A.23. Based on the recommendation of management, NCTC’s democratically-elected 

Board of Directors is responsible for approving all budgets and all loan 

applications of the Cooperative. 
~ ~ ~ ~,.~,.~ ~.~~~ ~ ~ 

...:..i :. .... i..; .i ..~=._i ..:..i:.._i 
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Q.24. HOW DO MANAGEMENT AND THE BOARD DECIDE THE AMOUNT 

OF CAPITAL THAT THE COOPERATIVE REQUIRES? 

A.24. After approval of the budget, management and the Board determine the amount of 

new capital that will be required to fund the agreed upon projects. 

Q.25. WHERE DOES NCTC OBTAIN THE NEEDED CAPITAL? 

A.25. To finance new capital projects NCTC uses a combination of internally-generated 

funds contributed by its members via capital credits and debt principally obtained 

from the Rural Utility Service (“RUS”). 

Q.26. DOES RUS IMPOSE ANY MINIMUM FINANCIAL MEASURES AS A 

CONDITION OF ITS LOAN? 

A.26. RUS imposes financial integrity covenants in any loan that it makes. One of the 

most familiar measures is the TIER. In a letter of September 26, 2003 RUS 

directed NCTC to maintain a minimum TIER of 1.0 though December 31, 2007 

and a minimum TIER of at least 1.42 thereafter. 

Q.27. DOES RUS IMPOSE ANY OTHER FINANCIAL MEASURES AS A 

CONDITION OF THE LOAN? 

A.27. RUS requires borrowers’ total equity to exceed 35 percent before capital credit 

redemptions may occur. At equity levels below that figure a cooperative’s ability 

to redeem capital credits will be extremely limited. 

Q.28. WHY DOES RUS CARE ABOUT THE AMOUNT OF EQUITY THAT 

NCTC MAINTAINS? 

A.28. Greater amounts of borrower equity reduce the financial risk to RUS of borrower 
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Q.29. HAS RUS EVER HAD TO WRITE-OFF SOME OR ALL OF A 

TELEPHONE LOAN? 

A.29. Yes. The federal government wrote-off substantial amounts of debt of a 

Tennessee telephone cooperative in 2006. 

Q.30. IS THERE ANY RULE OF THUMB FOR EQUITY LEVEL IN THE 

TELECOMMUNICATIONS INDUSTRY? 

A.30. Generally, equity of 40 to 60 percent is regarded as the optimum range to 

minimize the overall cost of capital. 

Q.31. WHAT IS THE EQUITY NORM FOR TELEPHONE COOPERATIVES 

ACROSS THE COUNTRY? 

A.3 I .  On average, telephone cooperatives across the country had approximately 65 

percent equity for 2005. 

Q.32. WHAT WAS NCTC's EQUITY LEVEL IN 2006? 

A.32. It was 50 percent. 

Q.33. HAVE YOU REVIEWED THE QUARTERLY FILINGS OF NCTC MADE 

TO THE KENTUCKY PUBLIC SERVICE COMMISSION REGARDING 

ITS TIER CALCULATIONS FOR THE PAST THREE YEARS? 

A.33. Yes I have. 

Q.34. WHAT WERE YOUR FINDINGS? 

A.34. I found that NCTC's regulated margins have been deteriorating in recent years 

due to the costs associated with critically required plant investments as well as 

escalating labor rates. In its 4'" quarter 2004 PSC filing the Cooperative reported .--- .~ ..~ ~ ..___ 

' Statistical data obtained from the National Telecominunications Cooperative Association 2007 Regional 
Director's Conference. 
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operating income of $1,028,127 and TIER of 2.02. In 4'h quarter 2005, operating 

income declined to $925,552 and TIER was reported as 2.00. I n  its December 

2006 filing, NCTC reported an operating loss of $262,788 and TIER of 0.74. 

These results are consistent with annual audited statements prepared by the 

Cooperative's auditing firm for the same periods. 

Q.35. WHAT IS THE IMPLICATION OF NCTC HAVING A TIER OF LESS 

THAN 1.00 ON ITS OPERATING INCOME? 

A.35. As I indicated earlier, with a TIER of 0.74 NCTC is not recovering long-term 

interest costs on the regulated plant at current levels of revenue. 

Q.36. HAVE YOU HAD THE OPPORTUNITY TO CONSIDER ANY OF THE 

NCTC INFORMATION FILED WITH THE PSC FOR THE CURRENT 

YEAR? 

A.36. Yes. I reviewed the information NCTC filed with the Kentucky PSC for the first 

and second quarters of 2007. 

Q.37. WHAT HAVE BEEN THE RESULTS SO FAR IN THIS CURRENT 

YEAR? 

A.37. The first quarter filing with the Commission considers the first three months of 

2007 and the last nine months of 2006 and the second quarter filing reflects the 

twelve-month historical period ending June 2007. Basically, the results are 

unchanged. The TIER computation for first quarter 2007 and second quarter 

2007 resulted in  TIERS of 0.77 and 0.72, respectively. The regulated business is 

still paying more in interest expense than it collects in revenue. 

Q.38. IF THESE RATES ARE NOT CHANGED WHO WILL SUFFER? 

-- .... -. .. 
.~~~ . .. .. ~ . ~ ~ ~ .  ~ . ~ . ~ ~ ~  .. ... . . .. . . . ~~.~...~....~~. .~ ... 
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A.38. If this trend persists, the financial integrity of NCTC will be adversely affected by 

its regulated operations. The consequence of any financial degradation will be to 

its owners - the member-patrons. If the Cooperative were to violate the TIER 

covenant of‘ its RUS mortgage, the government would likely refuse to allow 

redemption of the members’ previously allocated capital credits until the overall 

TIER was restored to at least 1.42. 

Q.39. WHAT IS YOUR UNDERSTANDING OF HOW OPERATING RESULTS 

WILL CHANGE IF THE RATES REQUESTED ARE APPROVED? 

A.39. 1 understand that the total revenue increase proposed is $856,692 with $215,688 

of that increase froin NCTC’s Kentucky membership. The increase will result in 

the Cooperative earning a TIER on the rate regulated plant in 2007 of 1.60. 

However, based on projections for 2008 the TIER based on regulated income will 

very likely be below 1.40. 

Q.40. HAVE YOU CONSIDERED HOW NCTC REGULATED OPERATING 

INCOME TIER FOR 2006 COMPARES TO PUBLICLY TRADED 

COMPANIES? 

A.40. Yes I have. I began with 2006 operating income and TIER data for 24 publicly 

traded telecommunications companies listed on the various national stock 

exchanges. Next, I excluded the top six companies that had over one billion 

dollars in operating income. From that remaining pool of companies, I compared 

those results to that of NCTC reported to the Kentucky PSC. The details of that 

analysis are attached as Exhibit B. 
-- ~ ~. 

. ~~ ~ . ~~ ~ .. ~~ . ~. ~ ~. ..~ ~ . . ...... ............ .. .. ... ~ ~ ~~~ ~ ~ ............. _.~~. 

Q.41. WHICH COMPANIES DID YOU EXCLUDE FROM THE ANALYSIS? 



A.41. I excluded Windstream, TDS, Embarq, Qwest, Verizon and AT&T. 

Q.42. WHY DID YOU EXCLUDE THOSE LARGE COMPANIES FROM THE 

ANALYSIS? 

A.42. It was my opinion that the results of the largest telecommunications companies in 

the country - which bear little resemblance to North Central Telephone 

Cooperative - would skew the findings. 

Q.43. WHAT WERE THE RESULTS OF YOUR ANALYSIS? 

A.43. As can be seen from that chart on Exhibit B-2, the TIER results vary substantially 

among the companies. The range of TIER statistics is 17.79 to -5.52. The mean 

among this group is 2.96 and the median is 1.78. 

Q.44. WHAT INFERENCES CAN YOU DRAW COMPARING THE SMALLER 

PUBLICLY-TRADED TELECOMMUNICATIONS COMPANIES TO 

NCTC? 

A.44. First, comparing NCTC to the remaining 18 publicly-traded companies, the 

Cooperative would have the second lowest TIER of the group of 19. Second, 

even with the requested rate increase NCTC would be ranked in the bottom half 

ofselect companies. 

Q.45. WHAT WOULD BE THE IMPLICATION FROM A FINANCIAL 

PERSPECTIVE OF NCTC NOT RECEIVING RATE INCREASES AT 

THE LEVELS REQUESTED BY MR. ROWLAND? 

A.45. I t  is my view that any “half-measure” rate increase would be inappropriate. The 

Cooperative has not had a rate increase in over 20 years. It is not recovering its 

‘Note: “Mean” refers to the statistical average of the data; ”median” refers to the middle number in a series 
of numbers. 
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interest costs on its regulated business. Having reviewed their expense trends and 

labor levels, I believe that the Management and Board of Directors have taken 

every reasonable action to contain costs. If NCTC does not get necessary rate 

increases the Cooperative's access to capital could become extremely limited. It 

has to be remembered that the ratepayers are also the member-owners; the Board 

of Directors elected by those ratepayers has approved this proposed increase. 

Q.46. HOW DO YOU THINK THIS INCREASE SHOULD BE VIEWED 

COMPARED TO THE ACHIEVED TIER RESULTS FOR SMALLER 

PUBLICLY-TRADED TELECOMMUNICATIONS COMPANIES? 

A.46. It is my opinion the rate increase requested by the Cooperative is modest and 

compares very favorably to other companies in the industry. 

Q. 47. DOES THIS CONCLUDE YOUR TESTIMONY? 

A.47. Yes it does. 

Respectfully submitted, 

DINS E & SHOHL LLP 
500 West Jefferson Street 
1400 PNC Plaza 
Louisville, Kentucky 40202 
(502) 540-2300 (tel.) 
(502) 585-2207 (fax) 

COUNSEL TO NORTH CENTRAL 
.. .... ~. . .................... .... TELEPHO~E-CO.OPERATIY_E_.___ __ ___."_I____ ._ 

.................... . . . . . .  ~. . . . . . .  . . . . . . . . . . . . . .  .. ~ . ~ .  ~~. ~~ . ~~~ . ~ .  ~ 
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EXHIBIT A 

THOMAS M. STRAIT 

Thomas M. Strait, one of the founders of the Washington Utility Group, specializes in the 
areas of utility taxation and finance. 

In 1973 he received a B.S. from the United States Naval Academy at Annapolis, 
Maryland where his education specialized in naval engineering and analytical 
management. Following service as an officer in the U S .  Marine Corps, Mr. Strait 
completed a M.R.A. in 1981 with a concentration in finance and accounting from the 
American University in Washington, D.C. 

Mr. Strait successfully completed the examinations for certification as a public 
accountant in 1982 and began my career as a tax accountant in the Washington, D.C. 
office of Deloitte, Haskins & Sells. Following several years of corporate tax practice 
with that firm, he joined the Ernst & Whinney Utility Consulting Group (later Emst & 
Young) also located in Washington, D.C. There, Mr. Strait focused on income tax and 
finance issues for both investor-owned and cooperatively operated electric and telephone 
companies. In 1993, he eo-founded the Washington Utility Group, a firm providing 
accounting, economic, finance ahd taxation advice to investor-owned, cooperative and 
municipal utilities. 

Through the course of his career he has represented utilities of all types before the 
Internal Revenue Service (”IRS”). However, over the past 24 years a large majority of 
his services have been provided to rural electric and telephone cooperatives. He has 
provided cooperatives fundamental tax planning, representation in tax audits, preparation 
of technical advice and letter ruling requests for submission to the IRS National Office, 
and advice to bankrupt and financially troubled cooperatives. Further, Mr. Strait has 
supported a variety of electric and telephone cooperatives in strategic financial planning 
for their capital credit allocation, redemption, and discounting policies. 

He has provided service to the National Rural Electric Cooperative Association 
(“NRECA”) and the National Telephone Cooperative Association (“NTCA”), and 
remains engaged by both at the present time. For each of those trade associations he has 
provided representation before the Staff of the Joint Committee on Taxation of the U.S. 
Congress. 

For NRECA he has appeared before the Chairman of the Small Business Subcommittee 
for the House of Representatives to testify regarding taxation of propane companies 
operated by cooperatives, regular corporations, and Master Limited Partnerships. 
Further, he has prepared numerous income tax studies and evaluation of electric 
cooperative issues. 

For NTCA Mr. Strait has represented the telephone cooperative industry before the 
taxation staff of the U S .  Treasury Department, addressing ongoing income tax issues and 
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participating in the “scoring” of proposed tax law changes in the Internal Revenue Code 
affecting telephone cooperatives. “Scoring” is the estimation of the revenue impact of a 
particular tax law change to the U.S. Treasury. 

Mr. Strait has also drafted proposed tax legislation or reviewed drafts prepared by the 
trade associations in the 1992, 1996, 1998 and 2004 Tax Acts. 

In 2006 he presented cooperative income taxation courses for both NTCA and NRECA, 
and periodically is the instructor of the Introductory and the Advanced Cooperative 
Taxation Courses offered by the accounting firm of Moss A d a m  LLP. Further, he 
presented in 2006 cooperative income tax courses for the National Rural Utilities 
Cooperative Finance Corporation (CFC), state-wide cooperative associations and private 
clients. 

Mr. Strait has been published in the quarterly journal of the National Society of 
Accountants for Cooperatives several times, and in the past has won the annual award for 
best cooperative taxation article. 

Finally, Mr. Strait was one of two outside tax advisors to the Capital Credits Task Force 
sponsored by NRECA and CFC which was chartered to study capital credit policies used 
by electric cooperative across the country and make recommendations to the industry. 
The Task Force Report was published in January 2005. 

Testimony Presented 

Mr. Strait has presented expert testimony in the following jurisdictions: 

Federal District Court for Southern Illinois - GenMar Inc. v. Clay Electric 
Cooperative, 1988, income tax testimony. 

Pennsylvania Public Service Commission - Toll Brothers Construction 
Company v. United Water Company, 1993, income tax testimony. 

New York Public Service Commission - St. Lawrence Gas Company, 1997, 
cost of service and accounting testimony before the PSC. 

Maryland Public Service Commission - Choptank Electric Cooperative, 1998, 
code of conduct accounting testimony before the PSC Case No. 8747 

Maryland Public Service Commission - Choptank Eleclric Cooperative and 
Southern Maryland Electric Cooperative, 2002, testified as to why the respective 
cooperatives conduct did not violate the PSC rules Case No. 8899 

~ . . ~  ~ ~ ~ . .  ~ . . . . . . . 

Re: TA 226-8, Case U-01-108. 
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Regulatory Commission of Alaska - Matanuska Telephone v. GCI, 2005, 
testimony on cooperative tax principles. Re: TA U-05-046. 
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EXHIBIT B 

COMPILATION OF TIER STATISTICS FOR SELECT 

PUBLICLY TRADED TELECOMMUNICATIONS COMPANIES 
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BUDGET FOR 
NORTH CENTRAL TELEPHONE COOP., INC. 

OCTOBER 2006 THROUGH SEPTEMBER 2007 

cEB2007 MAR 2007 2NDQTR SIX MONTH APR 2007 

21645 21666 21960 
............... ................. ~ ................... __....__.._.______ 

............... .................. ................... .................. 
$359,352 $359,697 $i.o78.878 $2.154.998 $361,572 

$70,367 $70,367 $140,774 $140.774 $70,367 
$167 115 8167 276 $SO4 178 $PW.780 R16R 148 

OCT 2006 NOV 2006 DEC 2006 1ST OTR JAN 2007 
.................. .................. ......._..._...____ ___.__________.__ 

21970 21960 21669 21674 
.................. .................. .................. .._ 

........................... ~ ........ ~ 

ACCESS LINES (41 

... 

... 
5001 

5061 

SUB. STA. REVENUE 
PROJECTED RATE INCREASES (7) 
END USER ACCESS 

$359,203 
0 

$162,575 
$268.466 
$43.260 

$165.966 
$309.332 

$0 
$16,038 
$17,576 

$140.602 
$6,611 
$2,636 
$6,766 

($2.656: 

$359,039 $357.876 $1,076,120 $359.629 
0 0 $0 $0 

$162,501 $161.976 $467,052 $167,337 
$266.346 $267.478 $604.292 $201,985 
$43.260 $43,121 $129.661 $50.092 

$172,663 $179.361 $517,989 $66,006 
$309.191 $306.191 $926,714 $307.613 

5062 ACCESS REV-SWITCHED 
5083 ACCESS REV-IIS SPEC 
5063 1 OSL -TRANSPORT FROM NCC 
5100 ACCESS REV-TOLLS 

ACCESS REV-WATS LINES 
ACCESS REV-IXC CARR 
DIRECTORY REV 

.~~ , ~~ .. . . . .  . .  
$201,718 5201,911 $605.515 $1.409.907 $202.964 

$50,025 $50.073 $150.190 $279.851 $50.334 
990.168 $92.177 $270,371 $766,360 $94,067 

$307.236 $307.510 $922.361 $1.849.075 $308.983 
5111 
5122 
5230 
5261 
5264 
5270 
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5301 

6121 
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6232 
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6531 
6532 
6533 
65331 
65332 
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5728 

$0 $0 $0 $0 
$16.030 $15,979 $48,047 $13,562 
$17.566 $17.511 $52.655 $19.030 

. .  
$0 $0 $0 $0 $0 
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. .  . .  
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$6,063 $6.090 $24,266 $50,593 $8,133 

($2,621 I 192.6241 1$7,6701 W6.4271 1$2.636l UNCOLECT. REV. 

TOTALREGULATEOREVENUE 
........... ~.. 
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$ ? . 4 9 8 , 6 ~  
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$6.631 
$6,928 

$11,895 
$32.603 

$0 
$5,297 

$0 
$5.314 

$39.760 
$2,399 

$94,951 
$1.617 

LAND AND BLDG. EXP. 
OFFICE EQUIP EXP 
GEN PURP COMPUTER EXP 

$23,642 $71.688 
$643 $2.536 

56,099 $24.353 
$80.600 $242,356 

$217 $652 
$1,059 $3,176 
$7,952 $22.749 
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$5.699 $17,097 
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INSURANCE BLDG.IE0 

67260 OTHER EXPENSE 
67261 ACClDENi AN0 DAMAGE 
67262 CO-OP DUES 
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................................. ~ 

61.409.345 $1.521.266 $4,337,866 $8,837,502 TOTALREGULATEDEXPENSE 

NET REGULATED INCOME 

$1,490,336 

58.262 

$1,490.81 0 $4.499.61 6 

($13,763) $16.261 $10,600 (%32,9221 $35,906 ($72.617) l$69,633) ($59,032) $40,567 .... ~ ........... .................. ~.~ ............... ...._________ ..____ ___ .................. 
' $59.149 959,149 $59.149 $177,446 $368.097 $59,109 

$66.038 $66.036 $66.038 $198.1 13 $384.980 $86.036 
$63.550 
$62,289 

$63.550 $63,550 $190.649 
$62.289 $62,289 $186.667 

TOTALNONREGULATEDREV 
TOTALNONREGULATEDEX 

NONPERATING INCOME (EXPI $2.040 $2.040 $2,040 $6,120 $1.702 $1.702 $1.702 $5.107 $11,227 $1.702 
lNTERESTlDlVlDENOiAFUDC INC 827.706 $27.706 $27.706 $83.117 823.462 923.462 $23,462 $70.366 $153.504 523,462 
NONREGULATED INCOME (EXPI $0 $0 $0 $0 $44 $44 $44 $131 $131 $44 
.................................................... ................... ........._.....___ __.____________ .................. .................. .................. .......___________ 
TOTAL OTHER INCOME $29,746 $29.746 $29,745 $69.237 $25.206 $25,206 $25.208 $75.625 $164.662 $25.208 ................... ............................ ...I....... ~ ...... .............. ~... .................. .................. .................. 

NET MARGIN $39.266 517,243 $47.267 S103.619 l$14,6021 $54,227 ($54,4971 ($14,672) $66.946 $56,667 
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.. 

. .  

.. 

MAY 2007 JUN 2007 3RDQTR JULY 2007 AUG 2007 SEPT 2007 4111 OTR YEAR 
............................................................................................................ ................... 

21980 21960 21980 21980 21980 
................. .......................................................................................... 

$361.572 $361,243 $1,084,387 $360.306 5359,714 $356.628 ~ 

$70.387 $70.387 $211.161 $114.261 $114.261 $114.261 

ACCESS LINES 141 . .  .. ............................. 
5001 SUB. STA. REVENUE 

PROJECTED RATE INCREASES (7) 
ENDUSERACCESS 
ACCESS REV.SWITCtIED 
ACCESS REV-IIS SPEC 
DSL -TRANSPORT FROM NCC 

%1.078.648 54,318,033 
$342.783 $694.719 
$501,620 $1.994.691 
$605,485 62,624,099 
$150.158 $580.966 
$309.638 $1,387,148 
$922,181 $3.697.946 

$0 $0 
$40.655 $170.236 

5081 
5082 
5083 
5083.1 
5100 
5111 
5122 
5230 
5261 
52611 
5270 
52701 
5301 

6121 
6123 
6124 
6212 
62151 
62152 
6231 
6232 
6411 
6421 
6421 1 
64212 
64213 
6423 
6431 
6512 
6531 
6532 
6533 
65331 
65332 
6535 
6540 
6561 
6610 
6613 
6621 
6622 
6623 
6722 
6711 
67111 
6721 
6723 
6724 
6725 
6726 

5168.148 $1671995 $504:291 5167;559 $167.283 $166.778 
$202.964 $202.779 $608.708 $202.253 $201,920 $201.311 
9150 334 550.289 5150 957 $50.158 $50.076 $49.924 . .  . .  . ~ ~ , ~ ~  . ~ ~ ,  ~~ 

$96,445 598,638 $289.150 9100,633 $103.316 $105.689 
$308.983 $308.724 $926,690 $307.988 $307,523 5306.670 

$0 $0 $0 50 $0 50 
$13.628 $13.615 $40.871 513.580 $13.558 $13.517 
519.123 519.105 $57,351 $19.056 $19.024 $18,967 

$152,981 $152.842 $456,804 $152.445 $152.195 5151,736 
57034 917027 $21 095 57.009 $6.997 $6.976 

$57.047 $224,111 
$456.376 11,793,469 
$20 982 $63 467 . ,~~ . ,~~ . .  . .  

$2.198 $2.196 $6.592 $2,190 $2:187 $2:180 $6.557 $27.606 
$24.261 $99.245 
($7,8681 ($32,2061 

INTRASTATE 8 a c REV 
UNCOLECT REV 

$8.133 $8.125 $24,391 $8,104 $8,091 $8,066 
(S2.6361 152,6351 ($7.9111 ($2.628) ($2.624) ($2.616) 

.... 

............. 
61,502,087 

525.910 
51,051 
56,540 

583.603 
$0 

$843 
$208 

$5.699 
$56,092 
522,777 
$11.546 
$23.786 

52.123 
$26.165 

$2,537 
$419 

519.185 
$3.924 

$29,656 
$19.969 
$4,175 

$56,937 
$34.446 

$452.1 86 
$9.597 
$2.787 

$229 
$14.174 

5157.314 
$23.746 
528,942 
$18,450 
$34.476 
516,829 
$11,120 
$8.631 
$6.928 

$11.895 
$32.803 

$0 
$5.297 

$0 
$5.314 

$39,750 
$2,399 

$1 12,451 
$1.617 

$1,436,525 
............... 

................................... 
$4,508.523 $11,663,530 

$79.931 $291.850 
53,371 $12,459 

TOTALREGULATEDREVENUE 51,459,293 $1,460.330 $4376.537 $1,502,915 51,503,522 

.... 

$23.102 
$1,060 
$6.594 

$84.292 
$0 

$843 
$209 

$5.699 
$57.092 
$22.777 
$11.546 
$23,786 
$2,141 

$26.390 
$2.559 

5423 
519.342 
$3,956 

$29,910 
920,141 

$4.211 
559.446 
$34,729 

$452,186 
$1.263 
$2.787 

$229 
514.174 

5157,314 
$23,746 
$28.942 
$18.450 
$34,478 
$1 6.629 
$11,120 

$8.631 
$6.928 

511.895 
$32.803 

$0 
$5.297 

$0 
$5.314 

$39.750 
$2.399 

$102.451 
$1.617 

523,080 
51.059 
$6,588 

584,215 
$0 

$843 
$208 

55.699 
$57.092 
522.777 
$11,546 
523.786 
$2,139 

$26,365 
$2,556 

$423 
$19,325 
$3.953 

$29,882 
$20,121 

$4.207 
559.389 
$34.697 

$452.186 
$1.263 
52.787 

$229 
$14,174 

$157.314 
$23.746 
$28.942 
$18,450 
$34,476 
$16.829 
$11,120 

$9.631 
$6.928 

$11.895 
$32.803 

$0 
$6,297 

$0 
$5,314 

$39.750 
$2.399 

$104.951 
$1.617 

569.285 
$3.190 

$19.776 
$252,799 

50 
$2.530 

$624 
$17.097 

$171,275 
$68,330 
$34.638 
$71,368 
$6.420 

$79.146 
$7,575 
$1.268 

$58,009 
$11,865 
$89.701 
$60.402 
$12,630 

5178,280 
$104,155 

11,356,557 
53.790 
$8,360 

$686 
542.523 

$471.942 
$71,236 
$66,826 
$55.351 

$103,427 
$60,481 
$33,361 
$25.893 
520,783 
$35.684 
$98.410 

$0 
$15.890 

$0 
$15.942 

$119,250 
$7.197 

$307,354 
$4,852 

$26,019 
$1,056 
$6,571 

$83.998 
$0 

$843 
$208 

55.699 
$56.092 
$22.777 
511,546 
523.786 
$2,133 

$26,293 
$2,549 

$421 
519,275 

$3,943 
$29,801 
$20.067 

$4.196 
$59,227 
$34.607 

5452,186 
$9.597 
$2.787 

$229 
$14.174 

$157.314 
$23,746 
528,942 
$18.450 
$34.476 
$16,829 
$11.120 

58,631 
$6,928 

$11.895 
$32,803 

$0 
$5.297 

$0 
$5,314 

$39.750 
$2.399 

$107.451 
Sl.Gi7 

$28.001 
$1.264 
$6.560 

$95.341 
50 

$1,027 
5208 

55.699 
$59,399 
$28,101 
$13,910 
$28,406 

$2.474 
$32,468 

$2.927 
$494 

$19.243 
$3.936 

$35,836 
$24,780 
$5.099 

$73.923 
$34,550 

$452,186 
$9.877 
$2.787 

$229 
$14,946 

$186,066 
$25.338 
$36.043 
$18,450 
$40,884 
521.062 
$12,433 
58,631 
$8.468 

$11.895 
$33.584 

$0 
$5.297 

$0 
$5.579 

$39,75C 
$2,398 

$109,951 
$1.617 

$1.551.111 
.............. 

M N D  AND BLDG. EXP. 
OFFICE EOUIP EXP 
GENPURPCOMPUTEREXP 
REPAIR DIGITAL 
REPAIR TOLL.EAS 
REPAIR SUB CARRIER 

REPAIR AERIAL CABLE $73,654 $254.800 
$37.002 $185.092 
$75,978 $225.256 
55.729 $106,170 

$84,927 $250.854 
$9,014 $24.305 
$1.334 $51.984 

POWER-UTILITIES 
TRAFFlC1OPERATOR EXP 
TFST DFSK ~. ~~. 
TESTDESKCOE 

DEPRECIATION EXPENSE 
MARKETING EXPENSE (61 
ADVERTISING 
OTHER TRAFFIC EXP 

HUMAN RESOURCES 
COMPUTER INFO MGT 
LEGAL EXPENSE 
PROCUREMENT EXPENSE 

554,720 $197,242 
$34,673 $116.329 
525,893 $96.722 
$22,324 $105,947 
$35,684 $224,432 
$99.190 $296,009 

$0 $11.728 
515.890 5127.669 

$0 $25,335 
$16.207 $48.356 

$119.250 $466,118 
$7,197 $21,590 

$329.854 $1,228,810 
$4.852 $21,809 

$0,420,679 $17,514,428 
................................... 

6728 INSURANCE BLDG.IEO 
67280 OTHER EXPENSE 
67281 ACCIDENT AND DAMAGE 
67282 CO-OPDUES 
67283 ANNUAL MEETING EXP 
67284 CONVENTIONIMTG EXP 
7230 PROPERTY TAX 
72401 KY GROSS RECEIPTS TAX 
7510 INT. LONG TER. DEBT 
7540 INT. ON DEPOSITS 

TOTALREGULATEDEXPENSE 
.................................... 

11,418,848 51.421.051 
... 

... 

.... 

NET REGULATED INCOME 
.................................................. 

SiiO.445 $39.280 
.... 

559.149 559.149 
$198.113 566,038 $66.039 $66.038 

..................................................................... 

($47.594) $65.562 ................................. $87,844 $149.103 $120,292 $69,876 
................ 

TOTALNONREGULATEDREV 
TOTALNONREGULATEDEX 

NET NONREG OPERATING INC 
.................................................. 

$59.109 $59.149 
$68.038 $66,038 

5177,448 $59.149 $177.449 $722,994 
$198.113 $781.205 

.................................... ... 
4 6 8  20 864 58212 

55,107 $1.702 51.702 $1.702 $5.107 $21.442 
$70.386 $23.462 $23.462 $23.462 $70,386 5294.276 

$131 544 544 $44 $131 $393 

975.625 $25.208 $25,208 $25,208 $75.625 $316.111 
............................................................................................................ 

................ ........................................................ 

$6.888) $6.888 

INTERESTIDIVIDENDI~FUDC INC $23.462 $23.462 
NONREGUIATED INCOME IEXP) $04 944 

.................................... 
TOTAL OTHER INCOME $25.208 $25.208 

............................................. 

.. ... 

.- 

NET MARGIN $58,765 $57,600 $175,252 $88.196 ($29.274) 583,883 $142,804 $407.003 
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NOTES TO 2007 NORTH CENTRAL TELEPHONE BUDGET 

(1) MEDICAL EXPENSE ESTIMATED TO DECREASE APPROX 14.1% AND DENTAL 
EXPENSE INCREASE ESTIMATED AT 11 2 %  FOR 2007. 

(2) GENERAL INCREASE IN EXPENSE WAS PROJECTED USING AN ANNUAL 
RATE OF 3.0%. 

(3) WAGE INCREASE OF APPROXIMATELY $.73 PER HOUR WAS USED. 
(AVERAGE RATE OF $23.50 X 3.0% +/-) 

(4) ACCESS LINE COUNT ESTIMATED TO DECLINE SLIGHTLY WITH A -0.5% DECREASE FOR 2007. 

(5) SPECIAL ACCESS REVENUES INCLUDES TRANSPORT FEES FROM NCC. THE REVENUES 
ARE ELIMINATED ON A CONSOLIDATED BASIS. 

(6) MARKETING EXf'ENSE INCLUDES SALARY AND OVERHEAD FOR A MARKETING MANAGER 
STARTING JULY 2007. 

(7) CALLING FEATURE RATE INCREASES PROJECTED TO BECOME EFFECTIVE FEBRUARY 2007. 
LOCAL SERVICE RATE INCREASES PROJECTED TO BE EFFECTIVE JULY 2007. 

6/5/20073:38 PM 



BuffiETpm 
mxIM CEHTRAL TELWlONE COOP.., WC. 

MAY JUNE 2NDQlR SIXMWRf JULY 

21980 21960 21903 

JANUARY FEBRUARY M A R C H  1sroTR APRIL 

Amss ONES (4) 

5081 ENDuswAocEss 
5082 ACC€SS REVSWVWED 
5083 ACCESSREV-YSSPEC 
5083.1 aSL -TRbNSPiXT FROM Ncc 
5100 ACC€SS RN-TOUS 
5122 ACCESS REV-IXC GARR 
5230 DIRECTORY REX 
5261 M I S C . R F P E "  
5264 LNEPAYMENrFEES 
5270 
52701 
5371 UNrmECf.REV. 

INERSTATE B 8 C REV 
IMRASTATE 8 8 C REV 

21874 

$359.829 
$0 

$167.337 
8201,985 
$50.092 
w3.W 

$307,613 
$13,562 

$152.244 

$2.187 

$19.03(1 

$7.W 

$8.093 
W.2.6m) 

21845 

$359,352 
$70.387 

$167,115 
~201.718 
850.025 
$90,186 

$307,238 
$13.544 
519,M5 

$152,042 
s.sw 
$2.185 
$8.083 
182.621) 

21866 21980 

AUWST 

21867 21801 

3RD QTR m o m  YEAR 

TOTAL -TED RNEHUE 

6121 UV\IDANDSLDG EXP 
6123 OFFICEEOUIPEXF 
6124 GEN PURP COMPVTER EXF 
6212 REPAIR DIGVAL 
62151 REPAIRTCU-EAS 
62152 REPAIR SUBCARRIER 
6 n i  REPAIR M MOBILE PHONE 
6232 ~ROADBANDEXENSE 
6411 WLEEXPENSE 
6421 REPAIR AERIAL CABLE 
64211 REUDISCDROP 
64212 REPAIR DROPPROTECTOR 
64213 REPAIRSIBER OPTIC 
6423 REPAIR WRIED CABLE 
8431 REPAIR AERIAL WIRE 
6512 SUPPLY EXPENSE 
6531 POWERUnLlnES 
6532 TRAFFIUDPERATOR EXP 
8533 ESTDESK 
65331 TESTDESKCOE 
65332 TEST DESK CABLE 
6535 ENGINEERING EXPENSE 
6540 INIEREXWANGE ACCESS 
6561 DEPRECIATICN EXPENSE 
6610 MARKmNGEXPENSE (61 
6613 ADVERTSING 
6621 OTHER TRAFFIC EXP 
8622 DIRECTCSY EXPENSE 

6722 EXIEWAL RELAnONS 
6711 EXECUTIVE DEPARTMENT 
67111 DIRECTOR F E W V E L  
6721 ACCOUNRNGSINANCE 
6723 HUMAN RESOURCES 
6724 COMWTER INFO MGT 
6725 LEGALEXPENSE 
6726 PROCUREMENT EXPENSE 

8623 COMMERGIALDEPAWUEM 

6728 INSURANCE B L D G E ~  

$1,374,353 

$22,988 
$1,055 
$6,562 
$83,884 

$0 
$843 
$208 

$5,699 
$57.092 
$22.777 
$11,546 
$23,786 
$2.130 

$2,546 
$26,257 

5421 
819.249 

529,760 
$20.039 

53,937 

$4,190 
$59,145 
$34,561 

$1,263 
$2,787 

$452.186 

$229 
$14,174 

5157,314 
$23,746 
$28.942 
$18,450 
$34,478 
$16,829 
$11,120 
58.631 
$6.928 

611.895 

$1,445,251 

$22.957 

$6.554 
$1.053 

$83,772 
sa 

$843 
$208 

55,699 
557,092 
522,777 
$11,546 
523,786 
52.128 

526.220 
$2,542 

$19,224 
$3,932 

$29,719 
$20,011 
$4,184 

$59.062 
$34,515 

$452,186 
$1,263 
$2.787 

$2L9 
$14,174 

$157.314 
$23,746 
$28,942 
$18,450 
834,476 
$18,829 
511,120 
$8.631 
$6,928 

$11.895 

$4m 

w9,687 
$70,387 

$167,276 
$mi ,9 i i  
850,073 
W?,177 

$307,510 
$13,557 
$19,023 

$152,186 
$6.997 
$2,187 
$8.090 
w2.624) 

$1,448,450 

525,DW 
$1.264 
$6,m 

$95.337 
$0 

51.027 
$208 

$5,699 
$60.399 
$28,101 

$28,406 
$13,910 

52,474 
$26,247 
52.927 

$494 
$19.242 

$3,936 
535.834 
$24.779 
$5,098 

$34,5qs 
$452.186 

$1.544 
52,787 

$229 
514,946 

$186,066 
525,338 
$36,043 
$18,450 
$40,864 
$21,062 
$12.433 
$8.631 
88,468 

$11.895 

$73,920 

$1,078,878 
$140,774 
S5lM.728 
WU5.615 
$150.190 
$270,371 
$922.361 

84(1,= 
$57,058 

a . 4 7 4  
820,987 
w,s.sss 

$24,266 
W.i3701 

$4,268.m 

$70,946 
$3,372 

$19,676 

IM 
$262.993 

.. 
$2,714 

$624 
$17,097 

$174,583 
$73.654 
$37,W2 
575.978 
$6.731 

$78.725 
$8,016 
$1,335 

$57,715 
511,805 
$95,312 
$64,828 
$13,473 

8192,126 
$103,824 

51,356,557 
$4,070 
$8.360 

16686 
$43,294 

$72,830 $23.746 

$55,351 $18,450 

$54,720 $ 1 6 . 8 ~  
$34,673 $ii,tm 

$500,694 $1571314 

$93,927 $28,942 

$109.836 $34,476 

525.893 $8,631 
$22,324 36,928 
$35.684 $11,895 

$361,572 
570,387 

$168.1* 
$rnz,w 
850,334 
$94,067 

$308,983 
$13,628 
$19,123 

$152.981 
57,034 
$2,198 
$8.133 
W.638) 

$1,456,915 

$23,102 
$1,060 
86,594 

$84,292 
$0 

$843 
$208 

$5.699 
557.092 
$22,777 
$1 1,546 
$23,786 
$2,141 

$26,390 
$2.559 

$423 
319,342 

$3.956 
$29,910 
$20,141 
$4,211 
$59.446 
$34,729 

$1,263 
$2.787 

$452.186 

$229 
$14~174 

$362.572 
$70,387 

$186.148 
5m2.964 
850.334 
$96,445 

$308,983 
$13,628 
$19.123 

$152,981 
87,034 
$2.198 
$8,133 

($2,6381 

$1,459,293 

523,102 
$1.060 
$6.594 

w . 2 9 2  
$0 

pslb7 _ _  .- 
$ma 

55,699 
$57,092 
522,777 
$11,546 
$23,786 
$2,141 

$28,390 
52,559 

$423 
519,342 
$3,956 

$29.910 
$20.141 
$4,211 
$59,446 
$34,729 

$452,186 
$1,263 
52.787 

5229 
514.174 

$157,314 
$23.746 
$28,942 
$18,450 
$34,478 
516,829 
511.120 
$8,631 
$6,928 

$11,895 

$361.243 
$70,387 

$167,995 
%mz,no 
850.289 
$98,638 

5308,724 
$13.615 
$19,105 

$152.842 
$7.027 
w 1 9 6  
$8,125 
($2.6351 

%1.460,330 

$23,080 
$lp59 
$6,588 

$84.215 
m .. 

$843 
$208 

$5,699 
$57,092 
522,777 
$11,546 
$23.786 
$2,139 

$28,365 
$2,556 

$423 
$19,325 
$3.953 

529,882 

$4,207 
$59,389 
$34,697 

$452,186 
$1,263 
82,787 

$229 
514.174 

$157,314 

$28,942 

$34.476 
$16.829 

$8,631 
$6,928 

$11.895 

520,121 

$23,746 

$18.450 

$11,120 

$1,084,367 
$211,161 
$504,291 
$sns,708 
8150.m 
$289.150 
$926,690 
$40,871 
$57,351 
$458,804 
521.095 
$6,592 

$24.391 
($7.911) 

$4,376,537 

m.285 
$3,180 

819,776 
5252799 

m .. 
$2,530 

$624 
$17,097 

$171.275 
1668,330 
$34.638 
$71,358 
$8,420 

579,146 
$7.675 
51,268 

$11,865 
$89,701 
$60,402 
512.630 

$178.260 
$1M,155 

$1,358,557 
$3,790 
$6.w 

8686 
$47.323 

$471.942 
$71,238 
psG.626 
$55,351 

$103,427 
$50,467 
$33,361 
$25.893 
$20.783 
$35,684 

$58,W9 

$2,163,265 
$351,936 

$l,Ws.Ol9 
s1.214.321 

$1,843,051 

W . 1 4 7  
$559,521 

$81,534 
$114.409 
$915,278 

$13,151 

($15.781) 

$42,082 

$48,657 

-~ 
$0,644,591 

$140.231 
86,552 

$39,452 
$515.792 

$0 
%5,244 
$1,248 

$34,194 
$345,858 
5141,984 
571,640 

$147.336 
513,151 

5157.871 
515,691 
$2,603 

5115,724 
523,670 

5185,013 
5125,230 
526,103 

$370.406 

$2,713,115 
$7,880 

516.719 
51,372 

$85.817 
5972,636 
$144,069 
3180,753 
$110,703 
5213,263 
$105,206 
$68,034 
$51,786 
$43,107 
$71,367 

5207.779 

m.306 

$202,253 
$50,158 

$100,633 
w37.988 
$13.580 
$19.056 

$152,445 
3 7 . m  
$2,190 

$114,261 
$167.559 

$8.104 
($2.628) 

8359,714 

$167,263 

$50,076 
$103,316 
8307.523 
U 3 . m  
$19,024 

$152,195 
$6,997 
$2.187 
$8,091 
($2,624) 

$ii4.mi 

$201,920 

8358.628 

$186,778 
$ m i , 3 i i  
$49,924 

1105,689 

$114,261 

$306,670 
$13.517 
$18,987 

$151,736 
$6,976 
$2,180 
$8.066 

($2,616) 

$1,078,6@ 
§342,783 
m,m 
WU5.485 
$150,158 
8309,638 
5922,181 
$40,655 
$57,047 

$456,376 
8m.982 
86,557 

$24.261 
($7,868) 

21773 

8358,167 
- 

8 i i4 .mi  
$186,564 
s m 1 . m  
$49.860 

$107,689 
8306.308 
$13.499 
$18,943 

$151,541 
$6.567 
$2,177 
$8,056 

($2613) 

21707 - 
$357,082 

8168,W 
$200,444 
$49.709 

$109,689 
5Su5.456 
$13.458 
518,865 

$151.061 
w.946 
$2.171 
%,032 
~82,6051 

$114.261 

21715 

$357.213 
8 i i4 ,mi  
$166,120 

$49.728 
$111,689 
$305,559 

$18.892 

86,949 

$6.035 
($2,606) 

$200,517 

$13,463 

$151,137 

$2,172 

$1,072,462 $4.314.375 
$342,783 51.037.502 

$602,M4 $2.421.821 

$329,067 $1,198,216 
S17.323 $3,688,555 

$498.743 $2,a)6.382 

$149,297 m . 6 0 2  

$40,4m 8162,609 
$56,7m $ m , i 7 6  

$m,w 883,926 
86,520 $m,m 

$453.759 S11,825,413 

$24,123 $97,041 
($7,824) ($31,473) 

$1,502,915 

$26,019 
91,056 
$6,571 

$63.996 
$0 

8843 
5208 

S5,699 
$56,092 
$22.777 
$11.546 
523,786 
52.133 

$26.293 
52,549 

$421 
$19,275 
$3,943 

$29,801 
$20.067 
$4,196 

$59,227 
$34,607 

$452,186 
$9,597 
$2.787 
5229 

514,174 
$157,314 
$23.746 
$28,942 
$18.450 
$34,476 
$16.829 
$11,120 
$8.631 
56.918 

$11,895 

$1,503,572 

$28,001 
$1,264 
86.560 

$95,341 
$0 

$1.027 
$208 

$5,699 
559.399 
$28,101 
$13,910 
$28,406 
$2,474 

$32,468 
52,927 

$494 
$19,243 
53,936 

$35,836 
$24,780 
$5,099 

573,923 
$34.550 

5452,186 
$9,877 
82,787 

$229 
$14,946 

8186,066 
$25,338 
$36,043 
$18,450 

$21,052 

$8.631 
$8,468 

$11.895 

$40,884 

512,433 

$1,502,067 

$25,910 
$1,051 
56.540 

W.603 
$0 

$&u 

5208 
$8,699 
$56,w2 
$22.777 
511,546 
$23,786 
$2.123 

$26.165 
$2,537 

5419 
$19,185 
$3.924 

$29,656 
$19.969 
$4.175 

858.937 
$34,446 

$452,186 
$9,597 
$2,787 

$229 
$14,174 

$157.314 
$23,746 
528,942 
$18,450 
$34,476 
$16,829 
s i 1 , i m  
$8.631 
$6.928 

$11,895 

$4,508,523 

$79,931 
$3.371 

$19.671 
$262,940 

$0 
$2,714 

$624 
$17.097 

$171.583 
$73,654 
m 7 . m  
$75,978 
56,729 

$84,927 
58,014 
$1,334 

557,703 
$11,803 
$95,292 
$64,815 
513,471 

$192,086 
$103,603 

$1,356,557 
$29,070 
$8.m 
m36 

$43,294 
$500.694 
$72,830 
$93,927 
$55.351 

$109.836 

$34,673 
525.893 
$22.324 
535.664 

554,720 

51,502,472 

525.880 
51 0% 

$0 
$843 
8208 

$5,6W 
$55,092 
$21,777 
$11.546 
$23,786 
52,120 

$26,129 
$2,534 52:526 

$419 $417 
$19,160 $19,102 
53.919 $3,907 

$29,616 529,523 
$19,942 519,879 
$4,170 

$58.858 
$34,401 

$452,186 
$9,597 
$2,787 

$229 
$14,174 

$157,314 
$23,746 
$28,942 
$18.450 
$34,476 
$16,829 
$11,120 
$8.631 
$8.928 

$11.895 

31,500,668 

$25,810 
81.M7 
$6,512 

$83.241 
sa 

8843 
$208 

55,699 
%56.092 
$22,777 
$11.646 
$23.786 
$2,114 

$26 046 

$4,157 
$58,670 
$34,297 

$452.186 
$9.597 
52,787 
$229 

$14,174 
$157.314 
823.746 
$28,942 
$18.450 
$34,476 
$16,829 
511,120 
$8,631 
$6,928 

$11,895 

$1,503,129 

$25,818 
$1,M7 
86,515 

W.272  
$0 

8843 
$208 

$5.699 
$56,092 
$22,777 
511,546 
$23,786 
$2.115 

$26,056 
$2,527 

$418 
519,109 
$3.909 

829,534 
$19,886 

558,693 
$34,310 

$452.186 
59,597 
$2,787 

$229 
514,174 

$157.314 
$23,746 
$28.942 
$18.450 
534,476 
$16,829 
511,120 
$8.631 
86,928 

$11.895 

$4,158 

$4,506,269 117,559,383 

877.509 %297,671 
$3.145 $13,068 

$19.559 $78,682 
%zsO,M[( $1,028.790 

$0 $0 
$2,530 $10,488 

$624 $2,499 
$17,097 W.388 

$168,275 %685,716 
$68,330 5283,968 
534,638 $143,260 
$71,358 $294.672 
86,348 $26,228 

$78,232 $321.030 
$7,588 $31,293 
$1,253 $5,190 

$57,371 5230,790 
511,735 547,208 
$88,672 $368.977 
559,706 5249.751 
$12,486 $52,060 

0176.220 $738.712 
$103.008 $414,390 

$1,356,557 $5.426230 
$28,790 m , 7 m  
88,360 $33,438 

8686 $2,745 
$42.523 $171,634 

$471,942 $1,945,272 
$71.238 $288,137 
$86.826 $361,507 
$55,351 $221,405 

$103,427 $426,526 
$50,487 $210,412 
$33,361 8136,069 
$25,893 5103,572 
520,783 $86,213 
$35,684 5142,735 

615120073:37 PM 



67280 ,Olf;lER EBENSE 

67282 CoOpWES 
67283 W A L M E m N G D ( P  
67204 CONMWKWJ?ATGD(P 
7230 PRCRERTYTAX 
72401 KYGROSSRECElPrSTAX 
7510 IW L O N G E R  DEBT 

6izbi r(;CtDuJTmm~~)u~w 
832.803 

$0 
$5,297 

on _. 
$5.314 
$39.750 
$2.399 
$92,451 

832.m 
Bo 

85.297 
Sn _- 

$5,314 
$39.750 
$2,359 
534.951 

$32.803 
$0 

$5.297 
$0 

$5,579 
S3g.750 
$2,399 
$97,451 

$98.410 
$0 

$15.890 
on _ _  

$16,207 
$119,250 
57.197 

5284.854 

$32,803 
Bo 

$5.297 
sn 

$5,314 
$39,750 
82359 

$99.951 

832,803 
M .~ 

85,297 
80 

$5.314 
$39,750 
$2,359 

0102451 

$32,803 
on .. 

$5.297 
$0 

$5,314 
$39,750 
$2.399 

$104,951 

598,410 
on 

$196,819 
Bo 

$31,779 
_. 

$15.890 
$0 $0 

$15,942 $32,149 
$119,250 $2w.50(1 
$7,197 $14.393 

W7.354 $592.209 $107.451 

$ 3 Z W  
Bo 

$5.297 
$0 

$5,314 
839.750 
52399 

$33.584 
on -. 

$5,297 
$0 

$5,579 
839.750 
n.399 

8109.951 

$32,603 
$0 

$5,297 
$0 

55.314 
$39,750 
52,399 

$112451 

$99.190 
$0 

$15.890 
Sn 

$16.207 
8119.250 
$7.197 

$329.854 

$32.803 
Bo 

$5.297 
820,000 
$5,314 
$39.750 
$2,m 

5114.951 

$32,803 
Bo 

$5,297 
845.m 
85,314 
$39.750 
82,399 

$117.451 

$32,803 
Bo 

$5,297 
515.000 
$5.314 
$39.750 
$2.399 

9119.951 

898.410 
$0 

$15.890 
sBo.020 
$15,942 
$119.250 
$7,197 

$352.354 

$394,419 

M77,020 
$28.787 

$1.274.417 . .  
7540 lW.ONDEPOSrrS $1,617 $1,617 $1.617 $4,852 51,617 $1,617 51,617 $4,852 53;7(n $11617 $1;617 $1;617 %:a52 $1:617 $1;617 $1;617 $4;852 $19.406 

NET REOULATED INCUME ~2.9221 835,906 ~2.8171 w.8331 ~3.567 ~3,445 $39.~80 $im.m ~5o.m 869.876 ($47,5941 w.562 887,044 W,BZ $15.535 $45978 $104,774 ~243,077 

mTiu RECIULATED EX- S1,@7,276 $1,909,415 $1,521,265 $4,337,886 $1,416,348 $1,418,648 $1.421.051 $4,256,246 88,594,132 $1.433.039 51,561,116 161,436,525 $4,420,679 $1,458,610 11,485,133 $1,457,752 %4,401,495 917,416,305 

-~ 
TOTAL NOHREGULAW REV 859.149 859,149 859,149 $177.448 $59.149 859,149 $59.149 8177,448 $354897 859,149 $59.149 859,149 $177.448 $59,149 $59.149 859.149 $177.448 $709.794 
TOTAL NONREGULATED E X  566,038 866.038 $66.038 P198.113 566,038 %ss,o3s W.038 $198,113 8396,225 566,038 566.038 W.038 $198,113 $66,038 566,W 566,038 $198,113 $792,450 ~- 
NET "REG OpERATlts INC W.888) ($6.886) (86.8861 w 0 . W )  w48881 (w.888) ($6.8881 ($20.@w ($41.328) ~ ~ 8 8 8 )  ($6,888) ~ , m i  m u , ~ )  ~ ~ 8 8 8 )  w.888) (88.888) ($rn.wi (m.csq 

- 

NoNpEwcnffi INCOME (EXPI $1.702 $1.702 $1,702 $5,107 $1.702 $1,702 $1,702 $5,107 $10.215 $1.702 $1,7(12 $1,702 $5,107 $1,702 $1,702 $1.702 $5,107 820,429 
INERESTJDIVIC€ND/AFUK INC $23,462 823,462 $23,462 870,386 $n,m $ 2 3 . 4 ~ ~  $23,462 $70.386 ~140,772 $ 2 3 . 4 ~ ~  ~ 3 , 4 6 2  523.462 $70,386 $ 2 3 . 4 ~ ~  m..m m,m 870,386 ~ 8 1 , ~  
NONREGULATED INCOME $44 $44 $44 $131 $44 $44 $44 $131 $262 $44 $44 $131 $44 $44 $44 $131 $525 

TOTAL OTHER INCOME $25,208 525.208 $25,208 575,625 $25.208 $25,208 $25.208 $75,625 %i5?.za gzma $n.m $%,m $75.625 $ ~ ; m a  sn.208 825.~8 575,625 wqm 
~- 

-~ -- -~ -~ 

NET MARGIN F$14,EQ2) $54,227 ($54,4971 ($14,6721 858,887 858,765 1657.M $175.252 $160,380 880,196 ($29,274) $83.883 $142.804 $62,182 %33,855 863,698 $159,735 W.919 

GROSS WISH ROW W7.584 $506,412 $397,689 $1.341.685 8511,073 $510,951 -,786 $1,531.809 $2,873,495 $540.382 $422,912 S5WB3 $1,499,362 $514.368 8486.041 $515.8&2 $1,516,292 $5,889,149 

PRlN. LONG TER. MBT $394,000 $198,000 5202,000 8794,000 W.000 $206.000 $210,000 $820.000 $1,614,020 $414,020 $26214,000 V218,WO W6.020 $424,000 $222,000 $226,.WO $872,000 $3,332,000 

NET CASH FLOW 843,584 $300,412 $195,689 $547,885 $107.073 $304,951 $299,786 1711.8W $1,259,495 $1%,382 $208,912 $318,068 $653.362 $90,3C4 $264.041 5289,884 §B44,292 $2,557,149 

$85,000 5308,000 CAPITAL REPLACEMENTS $121,000 $89,000 $210,000 $13.000 
$695,500 83,978,412 CAPTAL ADDITIONS $1,221,600 $951,500 $2,173,100 $909,812 

RUS FUNOED $2,721,329 $3.791.250 $8,512,569 $3,957.584 $4,112,053 $14,582,206 

$3,775,845 $12,852,943 CASH AVAILABLE OTHER PURR $1,926,434 $3,462,559 $5,388,963 93,688,134 

INVEST. FUND AVAILABLE %1,300,000 $0 $0 01,300,000 $120,000 $100.000 5200.000 $420,000 $1,720,000 $0 $0 $0 $0 $lflO,OOO 5250,000 $300,000 $650,000 82,370,000 

-~ -- 
CAPITAL CREDIT REFUND Bo $0 $0 $0 $0 $0 $0 $0 $0 $0 

___- _ _ _ ~  

___- -~ ~- - 

MlSC FUNDS AVAILABLE $0 $0 $0 $0 $0 $0 

INVEST. FUNDS AFPLIED 50 Bo $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 Bo $0 $0 $0 $0 50 

NET INVEST. FUNDS AVAILABCE $1,3w,000 $0 $0 51,300.020 512fl,000 %loL).oM, $2oo,wO $420,000 $1.720.000 $0 $0 $0 $0 $100,000 $250,020 $3oo,wO $650,000 $2,370.020 

NET CASH $3,226,404 83,882,559 $7,108,963 $3,668,134 $4,425,845 $15,272,943 

TOTAL 1WESTMENTS $2,370,000 

__ 

~- 
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COMMONWEALTI-I OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

NOTICE OF INTENT OF NORTH CENTRAL ) 
TELEPHONE COOPERATIVE CORPORATION ) CASE NO. 2007-00162 
TO FILE RATE APPLICATION 1 

** ** ** ** 

ATTESTATION OF F. THOMAS ROWLAND 

I, F. Thomas Rowland, after being duly cautioned and sworn, hereby state that I 

am coinpetent to testify as to the following matters and that the following is true and 

correct to the best of my personal knowledge and belief. 

1. I am the President and Chief Executive Officer of' North Central 

Telephone Cooperative Corporation ("North Central"), P.O. Box 70, 872 Highway 52 

Bypass East, Lafayette, TN 37083. I have served in this capacity with North Central for 

the last 23 years and am North Central's chief officer in charge of its Kentucky 

operations. 

2. Pursuant to the requirements set forth in Section 10(9)(e) of 807 KAR 

5:001, I hereby attest that, with respect to the forecast provided in satisfaction of Section 

10(9)(d) o f  807 Io\R 5:001: 

a. 

b. 

the forecast is reasonable, reliable, and made in good faith; 

all of the basic assumptions used in the forecast have been 

identified and justified; 



c. the forecast contains the same assumptions and methodologies 

used in the forecast prepared for use by manageinent; and 

d. productivity and efficiency gains are included in the forecast. 

FURTHER THE AFFIANT SAYETH NOT. 

- 
F. THOMAS ROWLAND 

1 
1 
1 

P Subscribed and sworn to before me by F. Thomas Rowland, on this day of 
October, 2007. 

2 
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North Cenlrul Telephone Coopt 

March 30.2007 

Commonwealth of Kentucky 
Environmental and pliblic Protection Cabinet 
Public Service Commission 
2 1 1 Sower Blvd. 
P 0 Box 615 
Frankfort KY 10602 

Dear Sirs: 

Enclosed please find the  AM^ Report Form T for No& Central Telephone Cooperative, Inc. and a copy 
of our yearend audited financial statements for the year ending December 31,2006. During 1998, North 
Centrat formed a subsidiary called North Central Communications. The audited financial statements are 
shown on a consolidated basis. The balance sheet and income statement for the parent company only was 
used for the Form T information. Please refer to pages 22-25 of the audited statements for the pareni. 
company only information. The Form T for 2006 was filed electronicaUy with the Public Service 
Commission on Marc11 30,2007. 

If you have any questions, please contact me at (615) 666-2151 or by e-mail at kmarsh@.nctc.com 

Sincerely, 

Kim Marsh 
Acconntant 

Enclosures 

NORTH CENTRAL TELEPHONE COOPERATIVE 
HEADQUARTERS: P.O. Box 70 Lwauem. TN 37083-0070 - 615.666.2151 

P.O. Box 96 * Sconsvioi, KY 42164 * 270.622.7500 
?.O. Box 276 - WESIMORFMND. i N  37186 615.644.6282 

flWW.NCTC.COM 

mailto:kmarsh@.nctc.com
http://flWW.NCTC.COM


Rev. 7/20/2004 
KENTUCKY PUBLIC SERVICE COMM3SS1ON 

REPORT OF GROSS OPERATING REVENUES D E m D  FROM INTRA-IUCNTUCKY 
BUSINESS FOR TElE YEAR ENDWG DECEMBER 3 1 , 2 0 2  

LOCAL EXCBANGE CAMBERS snd COMPETITIVE LOCAL EXIWNGE CARRIERS 

Name of UtJltty Repomg -&e Cnwerativ e ,  Inc.  

FEIN # (Federal Employer Identification Nmher) 
j 6  1 2  1 - 1 0  1 5 1 1  1 6 1 4  13 1 9 1  

Addressofutility P 0 BOX 70 872 Hwy. 52 By-Pass E 

city Lafayet te  State 

Telephone Numberofutility (615) 666-2151 

FaxNumberofUtility (ifapplicahle) (615) 666-6118 

OEficer/Contact Perron K i m  Marsh 

Zip Code 37083 

Accountant 
O\rame) (Title) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  

ASSESSABLE REVENUES O F T E L ~ H O ~ U T I L I T Y  ................. $ ~ 5 , 6 8 9  
(to agree with assessable revenues figure on the back of this page) 

* * C * * $ * * * * * * * * * * * * * * f r t + * * * *  

Tennessee State of ............................... ...) 
) ss. 

County of ..... Macon. ......... _ _ _ _ _ _ _ )  

F. Thomas Rowland being duly sworn, states that he/she 
(Officer) 

is President  & CEO ofthe North Cent ra l  Telephone Cooperative,  Inc. 
(oascial ‘We) (Ufility Repolting) 

that the above report of gross revenues is in exact accordance with 

North Central Telephone Cooperative such books accurately show the 
GJtW Reporting) 

of: North Cent ra l  Telephone Coop. Inc  - derived from h m - K e m  

_--- (Utility Reporting) 

business for the calendar year ending December 3 

This the 3 0 %  day of /3’?/ard , 2 0 4 7  

............................ 
.~ ............................ 

NOTE. ANY D m R E N C E  BETWEEN TEIE AMOUNT OF TJ3E GROSS 
REVENUES SHOWN IN THE ANNU& REPORT AND TBE AMOUNT 

APPEARING ON THIS STATEMENT MUST BE RECONCILED ON THE 
REVERSE OF “JEJ IUCPORT 



Rev. 7/20/2004 

LOCAL EXCEkNGE CARRIERS and COMPETITIVE LOCAL EXCEANGE CAKRERS 

TELECOMMUNICATIONS UTILITIES RECONCILIATION FORM 

Total Operating Revenues (Schedule VI, page 1 of 5) $ 4 062 I 687 

Additions: 

Innastate Uncollectibles (Account 5300) $ 

Total Additions $- 

Deductions: 

Non-Regulated Revenue (Account 5280) $ 1,103 

Intemte BilhglCoUection Revenues (Acct 5200) $ 

End User Revenue (Account 5081) $ 541,287 

lntentate Switched Access Revenue (Acct 5082) $ L 235 ,13  4 

-0- 

Interstate Special Access Revenue (Acct 5083) $ 79 , a74 

Any Miscellaneons Interstate Revenues . $  
(Explain Below) 

Total Deductions. ._ . . . . . . . . . . . . . . . .. . . . .$- 998 

RECONCUED ASSESSABLE REVEWUES $ 2,205,689 

ExplanalionslComments: 

Do Not Write Below This Line 



Commonwealth of Kentucky 
Public Service Commission 

INFORMATION FORM FOR TELEPHONE UTILITIES OPERATING 
PURSUANT TO KRS 278.541 throuoh 278.544 

ZL' 
Complete Name 
of Telephone Utility: ip 

Name and Title of .?-' 
Person Responsible for J p h  O f l ~  ,h\L c[4fl&.&1..i d 
Answering Consumer 
Complaints: dp F,r),/\Lt a- A-€i'k. .scfLJiiaJ- 

Telephone Number of 
Person Responsible for 
Answering Consumer 
Complaints: ( o j 5 - - 6 L L  - z i g 1  

In accordance with KRS 278.542 (2), which requires telephone utilities operating 

pursuant to 2006 KRS 278.541 through KRS 278.544 to file with the Cornmission certain 

information, I, Jpbmq r ; - i  & C h Y b  , on behalf of &dh $/&&% &.;+ 
Y f 

do hereby certify that the foregoing information is true and correct to the best of my 
knowledge, as of this 9 d -  day of dhfL-I\ , 2 0 a  

STATE OF ~noC.JSS L t  
COUNTY OF _yMa Con 

............ .................................................. 
............. ................ ;i . .  

102706 
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OATH 

1 
) ss: 

County of Macon ) 

State 
Tennessee 

1, F. Thomas Rowland , having appeared before 

the undersigned officer duly authorized to administer oaths and being duly 

of 

North Cent ra l  Telephone Cooperative, Inc.  (“Respondent”); that I 

have supervision over the books of account and other financial records of the 

Respondent and have control over the manner in which they are kept; that such 

books and records have, during the period covered by the foregoing report, been 

maintained in good faith in accordance with the accounting and other orders of 

the Public Service Commission of Kentucky; that I have carefully examined the 

foregoing report and to the best of my knowledge and belief the information 

contained in this report is, so far as it relates to matters of accounts, in 

accordance with the said books of account; that al l  other statements of fact 

contained in the foregoing report are true; and that the foregoing report is a 

correct and complete statement of the business and affairs of the Respondent in 

every respect and manner during the period of time from and including 

sworn, state under oath that 1 am Pres ident  & CEO 

January 1 , 2 0 0 6 ,  to and including December@ 

Subscribed and sworn to before me, a / y ’ O ~ m  & bd?. , in 
I 

and for the State and County named in the above this 

,u31a/d ,20 07 

My Commission Expir 

[Persons making willful false statements in this report may be punished by fine or 
imprisonment under KRS 523.040 and 523.100.1 
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SUPPLEMENT TO 

ANNUAL REPORT 

KENTUCKY OPERATIONS ONLY 

OF 

North Central Telephone Cooperative, Inc. 
E x a c t  Legal Name of R e p o r t i n g  u t i l i t y  

P 0 Box 70 872 Hwy. 52 By-Pass E 

Lafayette, TN 37083 
( A d d r e s s  of U t i  1 i t y )  

PUBLIC 

T O  T H E  

SERVICE COMMISSION 

OF T H E  

COMMONWEALTH OF KENTUCKY 

.. ~~~~ 

FOR T H E  CALENDAR YEAR ENDED DECEMBER 3 1 ,  20 0 6  
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Annual Report o f  
Year Ended 

N o r t h  Central Telephone Cooperative, Inc. December 31, 2006 __ 

SIGNATURE PAGE 

I c e r t i f y  t h a t  I am t h e  responsible account ing o f f i c e r  o f  t h e  

North Central Telephone Cooperative, Inc. ; t h a t  I have 

examined t h e  fo rego ing  r e p o r t ;  t h a t  t o  t h e  bes t  of my knowledge, 

in fo rmat ion ,  and b e l i e f ,  a l l  statements o f  f a c t  conta ined i n  t h e  s a i d  

r e p o r t  a r e  t r u e  and t h e  s a i d  r e p o r t  i s  a c o r r e c t  statement o f  the  

business and a f f a i r s  of t h e  above-named respondent i n  respec t  t o  each 

and every mat te r  s e t  f o r t h  t h e r e i n  dur ing  t h e  p e r i o d  f rom January 1, 

2 0 3 ,  t o  December 31, 2 0 2 ,  i n c l u s i v e .  

President 6 CEO 
( T i t l e )  

(Persons maki ng w i  11 f u l  fa1 se statements i n t h i  s report 
form c.an be punished by f ine  or imprisonment unde r  t h e  
provisions o f  the U.S. code, T i t l e  18, Sec t ion  1001) 
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: 01 l V 6 r t h  C e n t r a l  T e l e p h o n e  M a y r x  07 Genl L e d g e ' r  C h a r t  o f  A c c t s  - B u d g e t s  C * X b 0 2 B  

General 
L e d g e r  h e y .  . 

I I3O.  1 
i13u. tn 
1130. 110 
1130. I 2  
1130. 1.3 
1130.2 
1130.3 
1130. 31 
f 130. 4 
i f  30. 5 
1130. b 
1130. 7 
1130.5 
1130.9 
1150 
5180 
t 1 B i  
i 182 
1 1 8 3  
1170 1 
I190 2 
f170.3 
1190. 40 
if91 
1220. 1 
1220. 3 

1~1.0. 1 
131.0. 2 

1~400: ...I 

140,&11 
1402.12 

f I,Z?O:. 4.3 

1 4 0 C l  

1402. 10 

I40b.l 
1406. 1 1  
1496.. 12 
140.b. 12R. 
i.4Qb. 2 
$496.4 
1.406. 4.R 

f49h: 7 
2q03 

21.1 1 

211.5 1 

. .  .212!.. . 
,. . 2122.. , 

?1?3.. f 

1406. 6 %  

.. 14Z)b. 7R 

2003.1 

...... I 21 12. 2 
,..~ 

21 2.6 

2123.2 

Dr T U PI Accourc t -  
Cr p s x I l e s c r i p t i o n  

D A R PI C I T I Z E N S  I3Al'bl,--GEI')ERAI. FUND 
tl A H N C1TI.ZENS BANK--PIUNEY MKT FUND 
D &. D PI CITIZEP4.S BANII.--EMP SAVINGS ACC 
D h H N FARMERS NATI UNAI.---PIM1'4-CCIUP 
D 4 R PI. MACOtd BAI;III.-CAPITAL CREDIT ACCS 
U rl R ,?*I ..MtiC.UN .,B.AI?IFt--$ENERAL . FL!MD 
U . . A  R . . N  ..GSKT.IFAG47E. .OF .... UEPUS.TTS 
D A D N RTFC lNVESTMENT 
U A R t.1 ~CUMTiE~LAND I3ANK-SAVIM69 ACCT 
D A R bl , . MACUM B&iP.)i?.-Pl.Oj$EY HARKET FUN? 
D A R N MkC.UN 13AE?F..-R.E~..TRUSTEE AGCT 
D A R N i'tAC,UrJ BP+NK-C:EN PW(R0LL FUND 
D A R N MCT-TRkFISFEli. OF FUP1,DS 

......... . . . . . . . . . . . . . . . . . . . . . . .  ...... i_.~__ 



. . . . .  . . . .  ..... .,j ,<: ........ >,. 

. . . . .  . . . .  , .  . 
01 North Centra :  Teiephone l l a y r x  07 G e n i  Ledyer C h a r t -  o f  Acct.; - Budyet.; CC;L2l32E/.,] ,. 

@, . . ': 

G e n e r a l  Dr T U M Account -  
Lesger k e y . .  Cr p .; x Description 

. .  2 i z p  
2124. i 
72x2 . 
2212.2 
2231.. 1 
2232 
2232. 1 
2232.2 

2232. 4 

241 1 

2232.. 3 

2s3'2. 41 

2421. 

2421.1 
2421. 1x  

g)421,2s 

2422.2): 
2323.1 

. .  2411. X 

2421. OX 

2421.2 

2422. 1 
2422.2 

252.3. i X  
. . .  24233.~ 2 

2431. 
2441 
2 6 y 0  

2431,. X 

3100.1 
3100.2 
3100.3 

4010 
4C.iO. 1 
4010. 1 0  

4010. 1 2  
402.q.. 13 
4010. i 4  
4010. 15 
4010. 16 
4010. 17 
4010.2 
'1010. 3 

31O.O. 4 

.... 4c)jO: 11 

.............. 4D~iDG~%*&..,*. 

4010. 7 
4010. E 
413lC.. 9 
40i0. 91 
4010. 92 

C. L .R N accT$ . E ~ . Y B . L E . - ~ ~ ~ ~ . ' . Q ~ ~ . A L .  PARTY SU . .  
C L E N +CC,TS FAY-ABLE-NTCA SASINGS MIT 
(3 ,L R N ACcTS,  FAY+,pLE-NTCA RETR-EE CON 
C L 8,. t;d ACCTS PAYA.BLE-lr;Y L I F E L I N E  SIJPP 
C L R N ACCTS PAl'ABLE-UPJCLAIMED CAPITA 
c L. R N ncc is  PAYABLE-KY SALE.% TAXES 

. .  ~. . . . . . . . . . . .  

. .  

. . . . . . . . . . . . . . . . . . . . . .  ~. . 
, . ~ . ~  

C L R M ACCTs PAYABLE-OTHER VENDORS 
C L R N ACCTS PAYABLE-UNION DIJES,lJITHH 
C L R t d  kCCTS PAYABLE-FEPERAL INCOME T 
C L R N A C C T S  FA~f~BLE-ESl I - - -ALLEN CO 
C L U ,  I< ACC.TS., F&f,AELE-E,?$ I---CLAY C,OUN . . . . . . . . .  

i , ' , 

I 

. .  . . ,  . . ~  . . .  . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
i 
i 
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. .  , 01 N o r t h  Central T e l e p h o r r e  Mayar 07 6en l  L e d g e r  Chart o f  A c c t s  - B u d g e t s  CCL20233 

:' G e n e r a l  
L e d g e r  k e y .  

401q. 93 
4 0 1 0 . 9 4  

-! 4010. 95 
4010. 96 
4030 

Dr T tr 1'1 
C r p 5 7  

C L R N  
C L R b I  
C L R N 

C L R N  
i L A r,i 

c L R N 4040. 
?PSO.. 1. c ..L. .E .N. 

. .  4090.2 c.  .L N 
4080. 3 C L R N 

r?UST,ClPl.ER~ DJj?.O?I TS 

fiCCRlJED T&XES-STATE U~lEP?PLOWE 
ACCRUED TAXES-U S UNEMPLOYMENT 

. .  ACCRUEP ....... . . . . .  TAXES-PROPERTY ...... . 

4100. 0 C: L H N DVERH CLEARING ACiDiJNT 
4100.. 1 p L .r: I ' l ~  fiF,UJ:C AR.Ii..I$ @XT. . . .  
4100.2 D L P ?:I.- csupv &R INi?,, ACCT-NCTC ,. . 
4119. 9 c L 5, PI, IlEEEPR INCOME ?+XES PAYABLE 
4129 C L , R,~..PI kCC,?JJEg Ab?!4,lJkl.. & SIC! LEAVE .~ . ~. 
4120. 0 c,"i 5 rj ~ ~ C C R ~ E J  P&URUI& 
4120: 1 0  C L R N ACCRUED AUDIT EXPENSES . .  

, .  41?0:..1.1.- .................... c L R N ~ ' A c C  uR:&igE-ENFILgmER pqR . . . . . . . . . . . .  . . . . . .  
4.120. 12 C L R N ACC EREST DEFERRED--REA 

4120. 8 C L R N ACCRUED' INTEREST--YUS 
41'20. 9 C ~L.-g- ....... N " ~~,CR~E~::I-NT€-~EST-,-UUSTbP?ER PEp , . 

4270. 2 

4120. 7 c: L , E r:t A , G ~ ~ ~ \ J E P  'RENTS 

4270 c L R N LONG TERM DERT UNDER NUTE--RUS 

427 1, 

4310 
451?..,. 
4550. 2 . ~. 
5Cl0 1 
508 I 

5091. 2 
SOsi:3 
5q32 
5083 
5,383. i 
5083'. 2 
SG84 

'5ioo. i 
5iOK 2 
si i~ i  

4271. 2 

5981. 1 

5100 

5122 
5230 

52b4 
5270 

. . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  



. . . .  . . . . . .  . . . .  . .  . .~ . . . . . . . . . . . . . . . . . . .  .............. . .  .. . .  
. '  .I' b l L h l o r t h  C e n t r a l  Telephone t q a y x r  07 G e n l  L e d g e r  C h a r t  aF A c r t s  - B u d g e t s  G k 2 1 j 2  

Gcnerai D r  T U ri A c c u u n t  
L e d g e r  k e y . .  C i -  p s x Description 

,~ 

5280. 22 
5280. 23 

52813. 25 
5260. 30 
5260. 31 
5280. 32 
5281. 10 
5281. 1 2  

5281. 14 
5281. 16 

5281.201 
5281.21 

saaio. 24 

5281. 13 

5281. 20 

528.1. 22 
5281 ..30 
5281.31 
530 1 
6112. 001 
61 12. OW2 
ej112.004 
61 15.001 

D E D N  
I) E 0 N 
C' E 5 N 
I) E I) N 
C R E' iii 
I) E D N 
D E  D , N  

D E D N  
D E D N  
D E U N  
D E D N  

C R O N  

c R D t.r 
C R D~ fd 
D E E*. IJ 
c. E -5 
c K P  t... 
D E O N  

E R. .ti 
-1 D E R, 'j' 
-2 I? E 8 V ,  
- 4 D E R Y  

LEASED-KEY SVSTEh REPAIRS 
LEASECFFBT REPAIRS 
LEASED-G I, A EXPENSES 
LEASED-+!NCOLLEC T I BLES 
FAY S'I'ATIIJN REVEIJUE 
FAY STATION-REPAIR AND M A I N T  
FA': STATiON-G. %LA EXPENSES 
TELEFHUt<,E-CONTRAC T MA INTENArrlC E 
TEL.EFHONE- INSTALLAT ION COSTS 
TELEFHUNE Ne% INT-UNCOLLECTI BLES 
TELEF.HKJ$E MA INT-REFAIR SERVICE 
TELEPHONE II4IhlT-G ?+ A EXPENSES 
...... I N S I O E  ,WIRE-.R.EVENUE 
1NS.S 5E,  I+IR,E-D I.SCpUPdT 
INS IOE (4 IRE-COSTS, 
if$SLDE .J+I.fiE:G 6. A EXPENSES 
T.ELESH.UNE-.RE~~.ENdUE .... 
TELEPHnNE-COST OF SAL.ES 
I3NC.QLLEC :r I.@LE OFERAT I N G  ~ REYENU 
t4UTOR VEId,iCLE ,E,XP-S&LAR I E S  

MLJTUR VEHICLE ESF-t3THEEI, 
M ~ T U R  VEHICLE. EXF-BENEFITS 

-1 D E R Y GARC~GE LJOW EQUIP EXF-SALARIES 
6115.002 -2 0 ,  E ,  R. GAR& i - W U  EQUIF. EXF-BEt<E.FITS 

. . . . . . . . . . . . . . . . . . . .  . 

61 1.6. 004 -4 P ..E ... R. U ..OI.HE?f..!+.Oii&. E W I F  . .EXP-.C.Tfl.EP . .~. 

. .  
............... 

.......... 

.................. ........ 
i_:.~~_ .......... 
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. ; . !  '01 V n r t h  C e n t r a l  T e l e p h o n e  t?ayxx 67 G e n l  i i b q e r  C h a r t .  o f  Acct .5  - Budgets CGL202B 

, .  

G e n e  T d  I Dr T U fl Accounk 
L e d g e r  key.. Cr p .s x D e s c r i p t i o n  

. .  
6~?21. 001 -1 i! E R Y 
&?ai. OU? -2 D.. E .fi .U 
6421.004 -4 5 E E Y 
6 4 2 1 .  101 -1 0 E R Y 
6421. 102 -2 D E R Y 
6421. 104 -4 D E R Y, 
6421.201 -1 D E R Y 
6421.202 -2 D E R *t' 
6421.204 -4 D E R. y 
6421.301 -1 0 E R Y 
6421. 302 -2 5 E R Y 

6422.2 -1 D E R Y 
6423.001 -1  0 E R Y 
6423.002 -2 [I E R '9'' 

6423.004 -4 D E R Y 
6 4 2 3 . 2 0 1  -I D E R Y 

64?.1,..304 -.4 D.. E..R...U 

POLES EXPENSE-OTHER 
AERIAL CABLE REPAIR-SALARIES 

...I_ AERIAL ......................... CABLE E.~PEt$SE-~ENEFI JS 
AERIAL CABLE REPAIR-OTHER 
DROP WIRE EXFENSE-SALARIES 
DROP M I  RE EXPENSE-CENEF I TS 

DfiOPiPROTECTOp , EXP-SALAR IkS 
DROP /'FROTECTOR , EXP-BEMEF I T S  
?lrioF.*f ?ROTKCTOR. EE,F.-OTHEfi. 
A,ER~I.AL FI.BER R.EPAIR-FI.SC 
k E R I k L  fI.3ER., REPAIR-SALARIES 

. . .  AERIAL ........... FIBER ................ REFAIR-QTH.ER . . . .  
FIBER UNDERCRPUND-REPA I R  
GURIED CABLE,REFAIR-SALARIES 
BURIEU CABLE REFAIR-BENEFITS 
BURIE? +%3LE REFAIR-OTHER 
BUR I EO FIBER REFA IR-SALAR I E S  

DROP. .wIRE .E.l(?.ENSE-OTHE.R.. 

...........................I ........... ~ . . . . . . . . . . . . . . . . . . . . . . .  

I c 

. . . .  
... 

. . .  . .  
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1 

. 

................. .. 
_=_i ...... ........ 



. :* 

0i Morth Central Telephune 

G e n e r a l  Dr T t i  M A c c n u n t .  ;! 

$ 

M i y x x  07 Genl Ledger &art c& A c c t s  - Budgets CGL2ij2t$ 1 . ~: ; 

a L e d g e r  k e g . .  Zr p E- x D e s c r i p t i o n  

6621 Gi84 -4 D E R 
6622 001 -1 D E R Y 
6622.002 -2 D E R Y' 
6622 004 -4 D E R Y 
6623. 001 -1 D E R Y 
6b23 002 -2 D E R Y 
&23: 004 -4 D E . R  *<. 
6623. 093 -1 D E R Y 
bh23. 092 -2 D E R Y 

671i.001 -1 D E R '7' 
6711.002 -2 D E R ,Y 
6711.004 -4 ? , E  R, Y. 
6711.09 -1 D E R Y 
6711. 102 -2 D ,E R . Y  

6721. 0 0 1  -i D E R Y 
6721.002 -2 U E R 7 
6721.904 -4 D E R , Y  

6721. 092 -2 U E R,, Y 

6623.094 -4 D E R. Y 

6711.104 -4 p E R Y 

6721. 091 -1 D ~E R Y 

d721.hY4 -4 D E :< 
6722. d0i -1 El. E F). Y 
k722.902 . . .  
6723.0p4, -4 D g: Y 
67.2? 09 .-1 j? ,E .p Y 

6723.004 -4 n E R y 

-2 D E R Y 

6723. 601 -1 D E ........ R Y ,  
6723. 002 --2 D E R Y, 

6724. 004 -4 , t i  E, R 'i 
6724. 091 -I D E A Y 
6724.092 -2 D E R Y 
6724. 094 -4 D E R 'i 
6725. 004 - 4 , D  E R 7 
6725.094 -4 D E R Y 
6726. 0Of. -1 D E R Y 

. . . .  . . .  
TRBFFI!;: E.YPEPISE-DTHE.R . .  
C!3 R.E-&TDR? ..EXPEI\?S.E-SA.LAR.I.ES 
.DZRECTfJR?. EXP.E.N.SE-8.ENE.FI TS 
D I R E C l  U R Y  EXPENSE-OTHER 

COMMERCIAL DEPT-BEPIET I T S  
CoririERCIAL DEPT-S&LARI ES 
........... 
c?rlPlEecl.f!r . PE.PT.-.OTHER 
CDPtPERC.1 &.L . DEPT-R.E*?-SALAF! I E S  
COP!i?ERC I6.L . DEFT-REG-DENEF I.TS 
CDMPiERCIAL DEPT-REG-OTHER 

6726 002 -2 D E R Y 
6726.004 -4 D E R Y 
6728. odi -1 D E R Y 

6728. 00.1 -4 0 E R Y 

67%. i s 4  -4 D E R Y ~ ~ L D G S / E N J I P  . . . . . . . . . . . . . . . . . . . . . . . . . . .  INS EXP-OTHER 

672%. 002 -2 D E R Y 
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6728. 104 -4 D E R Y 

6728. 204 -4 D E R Y CO-OP DIIES-OTHER 

A'cCIi)EF*i?g ANI2 ................. DAMAGES-OTHER 

6728 301 -1 t i  E R Y ANMUAL MTG I =XP--SAI CR 7 FS 

. . . . .  
6728. 404 -4 D E R Y CON',~ENTI?~JS/MTG . . . . . . .  EXP-OTHER 
7 1 5 0  C R U N G A I N  FROM D I S P O S I T I O N  OF LAMI 
! d30 
7240 D E R bl OTHER OPER>+TIbK2 TAXES 

D E R N CIPERATlNG TAXES-PROPERTY -- 

. . . . .  

. . . . . . . . . . .  
. . . . . . . . . .  
. . . . . . . . . . . . .  
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32 

... ! 
1 1 :  
E J 

5 

39 

i 
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OGT-06-2007 0 4 : O Q  AM NORTHCENTRAL 6 1 5 6 6 6 6 1 1 8  P ,  02 /13  



OCT-06-2007 0 4 : 0 9  AM NORTHCENTRAL 

Sm 07*OGUll* P . !JN/~- I0 /05 /07  TIME-11x49 O Y - W  PffiE-01 

mP,L ASSETS 

6 1 5 6 6 6 6 1 1 8  P, 03 /13  

3,738,472.27 
354.261.81 

2,050 ,am. 00 
1,083,704.72 

48,881.16 
17.594.76 
61; 1.52.23 
348,650.90 

7,702,717.85 

21,409,045.99 
1,563,880.64 

22,972,926.63 

85,132,378.47 
10,560,474.04 

149+224,942.381 

46.467.910.13 

77,143,554.61 



OCT-06-2007 0 4 : 0 9  AM NORTHCENTRAL 

. I  

##Ol North Central Talephone cmp. 

NcTr-WJAKCE St%E%' AT SEPIWWR 30, 2007 

SEP 07*C5211* RUN/DA%E-10/05/07 TDE-11.:49 BY-WXM P'43E-02 

lVl'aL LIABILITm 

6 1 5 6 6 6 6 1 1 8  P ,  0 4 / 1 3  

(486,714.71) 

(1,627,257.66) 
(3,038,646.63) 

(120,242.19) 

(5,701,424.07) 

( w , 5 7 z . a e )  

j29,705,584.19) 

j2Pr705,584.191 

(36,794,260.26) 

. 00 

308,098.54 
(40,657,392.89) 

j40,349.294.35) 

(77,143,554.61) 



OCT-06-2007 0 4 : 0 9  A M  NORTHCENTRAL P, 0 5 / 1 3  



OCT-06-2007  0 4 : 1 0  AM NORTHCENTRAL 

... 

##01 North Central Telephone Cmp. 

KJLC-BkLUEE St(pET W A m  31, 2007 

TOTRL - ' ASSETS 

6 1 5 6 6 6 6 1 1 8  P ,  0 6 / 1 3  

m 

3,361,423.49 
354.261.83 

2,050;000.00 
1,016,747.36 

203,050.23 
18,056 I 35 
113,911.89 
313,186.57 

7,430,637.70 

21,409,045.99 
1,588.038.79 

46,698,723.20 

77,126,445.68 



4 

OCT-06-2007 04:lO AM NORTHCENTRAL 

... .. 

#ti01 North Central Telephone cmp. 

NCTT-BAIdWX S m  AT AajusT 31, 2007 

r 

Auo 07*CDW11* RUN/DATE- 9/10/07 TIME-12:44 BY-WIW PEliE-02 

6 1 5 6 6 6 6 1 1 8  P ,  0 7 / 1 3  

1511.437.091 
i439;247.EEi 

(1,622.226.99) 
p,m, 322.44 1 
(120,242.19L 

(5,561,476.59) 

(29,924,018.08) 

J29.924.0lB.08~ 

(36,792,736.67) 

.oo 
(40,657,392.89) 

323,683.88 

140,333,709.011 

(77,126,445.69) 



OCT-06-2007 0 4 : 1 0  A M  NORTHCENTRAL 6156666118 P .  0 8 / 1 3  



OCT-06-2007 04:lO A M  NORTHCENTRAL 

.- 

6156666118 P .  09/13 

3,392,624.80 
11,424.97 

ZrO50,600. 00 
1,005,427.14 

38,175.15 
18,514.12 
180,439.48 
322, M7 I 90 

7,018,633.66 

22,409,045.99 
l, 609,608.25 

23,03.8,654.24 

83.zoa,859.i~ 
12,155,994.25 

d d ,  732,%2.351 

46,627.901.49 

76,665,189.29 



OCT-06-2007 0 4 : 1 0  A M  N O R T H C E N T R A L  

'.-- 

Mol North Central Telephone cmp. 
N C T C - W  I S W  AT JULY 31, 2007 

6156666118 P ,  1 0 / 1 3  

..- 

Jut 07*GU.11* RUN/DPLPE- 8/17/07 TW-13:10 BY-WhM PPCI-02 

(474,904.35) 

(1,534,323.701 
(2,723,393.37) 

(120,242. La 
~ 2 , 4 4 7 . a a i  

(5,295,311.501 

j29,647,736.921 

(29,647,736.921 

(36,220,290.42) 

. 00 
(40,657,592.891 

212,494.02 

(40,444,898.871 

(76,665,189.29) 



OCT-06-2007 04:11 A M  NORTHCENTRAL 6156666118 

. 

P ,  11/13 



OCT-06-2007 0 4 : 1 1  AM N O R T H C E N T R A L  6156666118 P ,  12/13 

1.068, W.61 

(21,739.41) 
18,968.1-i 

irn,m.ai 
292,410.92 

7,270.m.42 

21,409,045.99 
lr628,Z04.18 

V,Oa?.# 068.01 



OGT-06-2007 0 4 : 1 1  AM N O R T H C E N T R A L  6156666118 P ,  13/13 





Mol North Central Telephone tocp. 

RZK-EAUNCE SKEET AT MXf 31. 2007 

m Y  07‘W11f RW/Iy\TE- 6/11/07 TIME-12:12 BY-WXM PAW-Oi 

TXRL PROP,PWVT & EWIP 

2,835,501.12 
218,376.66 

2,050,000.00 
1,020,923.64 

69,142.74 
19 I 418.35 

173.520.32 
313,026.38 

6,699,909.21 

21,401,550.99 
1,564,909.U 

22,966,560.12 

82,576,434.76 
11.857.901.87 

147,817,055.43) 

46,617,355.14 

76,203,034.47 



##Ol. N o a h  Central Telephone Gxp.  

NCTC-BALPNCE SHE3I AT MAY 3 i .  2007 

loJxL L0t;G-TGRM LIABILITIES 

- 
W 07*OZZ11* RW/D%T& 6/11/07 TIME-12:12 BY-WXM P B - 0 2  

(547,829.12 
(456,672.88) 

l1,153,671.05) 
(2,571,144.441 

(DO, 242 .l9) 

(4,849,559.68) 

(1,267,242 .OO) 

(1,267,242.00) 

(29,627,589.28) 

(29,627,589.281 

(35,744,390.961 

.00 
(40,657,392.89) 

33.7.349.38 

(40,539,443.51) 

(76,283,834.47) 





Mol North mtral Telephone foap. 

hIXC-EAIANC2 SHBT AT APRIL 30, 2007 

APR 07'GGZ11* RUN/IXTE- 5/07/07 TIME-U:03 BY-WKM PA03-01 

3,552,674.50 
296,192.54 

2,049,932.93 
989,201.91 

76,048.86 
19,864.86 

233,472.08 
316,435.24 

7,53?,822.92 

21,401,650.99 
1,576,380.28 

22,978,031.27 

82,184.616.92 
11,405,446.82 
(47,441,848.05) 

46,148,215.69 

76,660,069.88 



APR 07*01iL2ll* RUN/-- 5/07/07 TIME-12:03 BY-WM P m - 0 2  

(492,269.66) 
(452,022.88) 

(1,403,E9.02) 
(2,433,157.59) 
(120,242.19) 

(4,900,851.34) 

(1,'237,242.00) 

(1,237,242.00) 

(29,828,027.U) 

(29,828,027 .= I  

(35,966.120.47) 

. 00 
(40,657,392.89) 

(36,556.52) 

(40,693,949 -41) 

(76,660.069.88) 





##01 N o r t h  central Telephone 0 2 ~ ~ .  

E K - € " i X  S- AT MARM 31, 2007 

MAR 07*cGLz11' RUNIDATE- 4/10/07 TIME- 8:20 BY-WXM PACE-01 

ASSETS 

3,423,160.74 
375,484.41 

2,170,000.00 
1,004,334 .07 

79,768.49 
20,307.68 

107,061.52 
303,376 2 9  

7,483,493.20 

21,401,962.29 
1,599,671.24 

23,001,633.53 

81,795,373.35 
11,302,726.25 
(47,001,065.83) 

46,097,033.71 

76,582.160.44 



W01 North C e t l t F d  TelePhcme Coap. 

IJcTc-BAlAiCE sHET;p Kt' 31, 2007 

TOTAL CTRREm! LIABILITIES 

rn LIABILITIES 

(515, uao .SI 
(462,322 .aa) 

(1,251,043.831 
(2,567,085.46) 

(120.242.19) 

(4,315.780.55) 

(1,257,242.00) 

(1,257,242 .OO) 

(23,763,524.421 

(23,763,524.421 

(35,936,546.971 

-00 

11,773.42 
~ ~ , 6 5 7 . 3 3 2  .a91 

(40,645,613.47) 

(76,582,160 -441 





W 0 1  N o r t h  Cwtral Telephme coop. 

NCTC-ENANCZ SWECT PIT EE%RWY 28, 2007 

EE% 07*@3211* R L N / m -  3/09/07 TIME-10:40 By-m PAc33-01 

TmAL ASSETS 

3,711,995.29 
1,446,883.31 
2,170,000.00 
1,016,187.14 

123,956.62 
20,746.84 
171,605.55 
294,979.51 

8,956,354.26 

21,398,222.44 
1,503,568.38 

22,901,790 .E2 

81,321,352.05 
11,281,326.38 
(47,000,117.14) 

45,602,561.29 

77,460,706.37 



#01 N o r t h  Central Telephrme cots? 

NCIC-BAUINCE SHEFP AT FEBRUWY 28, 2007 

TUmL aJRREm L I A B I L I m  

LLN-TERM LIABILITIES 
FASl06 P O S P R E T I ~  BENEFIT 

Mlliz. Lckff7-TERM LIABILITIES 

TUmL LIABILITIES 

FEB 07*O;L21li RIW/DFLTE- 3/09/07 TIME-10:40 W - m  PAGI-0: 

(512,712.39) 
(457,247.88) 

(1,459,043 .oai 
(2,a50,057.76) 
(120,242.19) 

(5,399,303.30) 

(1,277,242 .OO) 

(1,277,242 .OO) 

(29,957,159.17) 

(29,957, 159.171 

(36,633,704.47) 

. 00 
(40,657,392.89) 

(169,609.01) 

(40,827,001.90) 

(77,460,706.37) 

, 





. ... 

JAN 0 7 * ~ 1 1 *  RIW/DATE- 3/05/07 TIH3-15:26 W-WKM PAG-01 

PROPERTY, ?= & WPMFXI 

XmL ASSETS 

3,342,303.98 
886,620.12 

2,573,559.67 
330,620.27 

87,786.23 
21,182.38 
222,664.56 
283,849.83 

8,348,587.04 

21,398,222.44 
1,514,296.17 

22,912,528.61 

79,889,783.94 
12,660,138.54 
(47,106,233.48) 

45,443,689 .OO 

76,704,794.65 



##01 N o r t h  Cwtral. TelephcEI€ m. 
NcpC-EAGWE SHE3 W 3ANLRlffl 31, 2007 

Lr33s-m LIABILITIES 
E’RSl06 m E T T  

lWmL m-m LIABILITIES 

JAN 07*03Y?ll” RIN/QDLTE- 3/05/07 TINi-15:26 W-WKM PAGE-02 

(508,024.89) 
(449,752.911 

(1,406,343.28) 
(3,066,576.72) 

(120,242.19) 

(5,550,939.99) 

(1,247,242 -00) 

(3,247,242.00) 

(29,087,611.63) 

(29,087,611.63) 

(35,885,793.62) 

. 00 
(40,657,392.89) 

(161,608.14) 

(40,819,001.03) 

(76,704,794.651 





3,849,653.12 
1,205,492.66 
2,512,678.86 
1,031,351.39 

84,m.m 
21, FL4.32 
1l3i719.44 
267,8Ji.03 

9,147,124.09 

21,306,767 -45 
1,531,258.12 

79,856,576.48 
13,372,093.47 
(46,660,8ll.821 

46,567,858.13 

78,633, WI .79 



[2,161.491.711 
(447,802.91) 

(1,256,957.651 
(3,283,940.40) 
(Im, 242.191 

(7,270,440.86) 

(1,217,242.00) 

(3,217,242.001- 

(29,487,932.041 

(29,487,932.041 

137,975,614.901 

. 00 
(40,205,6!28.50) 

(451,764.39) 

(40,657,392.89) 

(78,633, w7.79) 





3,795,977.83 
768,205.15 

2, Sn, 803.92 
1,1n,a .44 

71,179.84 
(1,269,034.691 

W,dJL.24 
339,163.44 

7,589,O70.17 

19,746, W .17 
1,552,063.27. 

21,299,027.44 

79,807,923.18 
11,323,436.25 
(46,218,493.641 

44,912,865.79 

73,803,963.40 



(452, rn.91) 
(3,0%172.421 
(121,496.04) 

14,415,953.35) 

(693,391.00) 

(693,391.00) 

(28,816,568.203 

(28,816,568.201 

.GO 
(40,205,628.50) 

330, m . 6 5  

(39,875,050.85) 

(73,800,963.40) 





3,845,111.82 
1,496,947.42 

1,096,512.93 
2,5n,2~3.26 

40,770: 30 
(999,6441.591 
180,111.20 
354,857.22 

8,535,952.56 

19,746,9ff14.17 
1,345.877.10 

21,092,841.27 

I9,773,2M) .IO 
10,3%,538.44 
(45,778,071.18) 

44,345,727.96 

74,024,521.79 

........ . .. 



(SZ'TEE 'EOO'Ob) 

VZ' 162 'ZOZ 
(ffi-8Z9 'SOZ'Ob) 
00' 

(ES'OGI 'TZO'M) 





##01 North central Telephone coup. 

EYJIC-BALANCE SHEE2 AT SE- 30, 2006 

TOTAZ, "CURRWT ASSETS 

SEP 06*CQ211* RUN/DATE-10/10/06 TIME-12:21 BY-WKM PAGE-01 

3,552,332.39 
1,167,004.01 

1,253,108.34 
2 , 7 7 0 , m . u  

98,938.76 
391.367.91 

8,421,562.21 

19,746,964.17 
1.342.a56.01 

7 9 , 6 2 a , ~ 5 9 . 3 9  
9,448,645.29 

(45,329,243 ;4u 

43.748.061.07 

73,259,443.46 



,. . ' 

##a1 North central Telephone Coop. 

hCT-2ALAWZ SHEFf AT SEE"MBF,R 30, 2006 

LJABILITIES & MEMW8.5' MylTY 

CURRENP LIABILITIES 
A C G J W  PAYABLE 
c71SD3ITB DEPOSITS 

TWXL LJABILITIES 

SEP 06'"CGLz11* RUN/DATZ-10/10/06 T1ME-I2:21 BY-WFX P m - 0 2  

(759,212.07) 
(450,402.51) 

(2,889,674.72) 
(ly ,496.04L 

(4,220,785.74) 

(743.391.0OL 

I743.391.00l 

fi8.206.668.75L 

128.206.668.751 

(33,170,845.49) 

. 00 

117,030.53 
(40,205,628.50) 

(73,255,443.46) 





##Ol North C e n t r a l  Telepbne COOP. 

KZC-E?LANCB S€iF,ET AT AUWST 31, 2006 

RUG 06*CGU11* BDN/DAm- 9/12/06 TDE-16:08 BY-W PAGE-01 

3,889,026.68 
I, 426,013.74 
2,770,000.00 
1,222,567.52 

190,260.01 
(1,343.588.77) 

154,601.83 
410.5L9.26 

8,719,400.27 

19,746,964.17 

21,099,851.63 

79.380.152.19 . .  
9,207,605.42 

L$4.912,789.4& 

43.674.968.19 

73,494,220.09 



##01 Noaii central Telephone Coop. 

X 3 ' C - m  SIE!iT AT AUWSP 31, 2006 

WJAL LIABILITIES 

AUG 06*CQ211* KJN/DA'J!E- 9/11/06 TIME-13:42 BY-V8M PIIGE-02 

(794,736.96) 
(461,702.91) 

(2,784,694.97) 
__UZL$96.04L 

(4,162,630.88) 

(743,391.00) 

(743.391.001 

(28.379.397.791 

a&m.&&E?l. 

(33,285,419.67) 

. 00 
(40,205.628.50) 

(3-1 

(40.208.800.421 

(73,494,220.09) 





W O 1  North central TelqhRX? Cmp. 

"CE SEEI  AT JULY 31, 2006 

JUL 0 6 * ~ 1 1 *  RuN/CXlE- 8/07/06 TlMFi 8:47 BY-WM Pm-01 

3,678,042.20 
826,526.49 

2,670,000 .oo 
1, U5,511.65 

276,101.43 
(1,323,275.15) 

425,266.67 
226,174. a4 

7,914,348.13 

19,746,964.17 
1,151,008.94 

20,897,973.11 

79,043,652.70 
8,666,227.00 

(44,541,313.45) 

43,168,566.25 



w1 Nolth central l!elE@xa cmp. 

EI‘-EXL&WX3 SIiEEC AT JULY 31, 2006 

mi, 0 6 * W l l *  RllN/Wll-  8/07/06 TDE- 8:47 BY-WM P?G3-02 

lG3xIml- 
2006 NEX IKCM3 

(776,068.74) 
(466,202.91) 

(2,66/, 970.80) 
(121,496.04) 

(4,031,738.49) 

(793,391.00) 

(793,391.00) 

(27,040,463.69) 

(27,040,463.69) 

(31,865,593.18) 

.oo 
(40,205,628.50) 

90,334.19 

(40,115,294.31) 

(71,980,887.49) 





JUN 06*CU211* RDN/DXPE- 7/32/06 TDB- 9:26 BY-WW pAGE-01 

4,357,no.go 
831,626.02 

1,670,000.00 
1,073,815.44 

243,091.47 
(1,213,003.59) 

65,257.82 
435,759.96 

7,464,318.02 

19,746,964.17 
1,006,397.18 

20,753,361.35 

78,956,186.08 
7,517,371.68 

(44,108,570.24) 

42,364,987.52 

70,582,666.89 

... . ,... 



JDN 0 6 W l l *  FLlN/iX!i!E- 7/12/06 TDE- 9:26 BY-VZM Pz!GE-o2 

(798,790.76) 
(463,302.91) 

(121,496.04) 

(4,031,357.66) 

(2, &17,767.95) 

(793,391.00) 

(793,391.00) 

(25,542,897.71) 

(25,542,897.71) 

(30,367,646.37) 

.OD 
(40,205,628.50) 

(9,392.02) 

(40,215,020.52) 

(70,582,666.89) 



: '. ; .: 



##01 NoIlth Cizmtml Tel- COCP. 

";T, SHEZI AT MAY 31, 2006 

EIRY 06*a;L211* IQN/IyLTE- 6/U/06 TIME-10:34 BY-m PXZ-01 

3,737,661.83 
2,189,648.48 
1,610,000.00 
1,305,307.42 

222,481.04 
(1,125,779.21) 

156,659.99 
320,696.10 

8,476,675.65 

19,746,964.17 
984,375.12 

20,731,339.29 

78,432,486.98 
6,901.746.75 

(43,817,983.13) 

41,516,250.60 

70,724,265.54 



Mw 06W3211* RlN/IX!lE- 6/13/06 TIME-10:34 BY-WiU4 PXz-02 

(826,868.35) 
(462,227.91) 

(2,521,920.86) 
(321,496.04) 

(3,932,533.16) 

(798,391.00) 

(798,391.00) 

(25,690,183.22) 

(25,690,183.22) 

(30,421,107.38) 

. 00 
(40,205,628.50) 

(97,529.66) 

(40,303,158.16) 

(70,724,265.54) 



, 



##01 North Central TelephME coop. 

m - m  . WE3 AT ApRa 30, 2006 

WR Ofi*Cl3211* RJN/DA!!X- 5/08/06 TIME-14:44 PA-” PAGE-01 

TwmL Kcxcmmm ASSETS 

3,883,884.46 
636,413.44 

1,386,915.97 
1,610,000.00 

129,333.50 
(848.768.54) . .  
248,062.18 
293,763.87 

7,450,104.88 

19,747,964.17 
187,281.25 

19,935,245.42 

75,826,535.46 
9,267,690.51 

(43,626,153.76) 

41,468,122.21 

68,853,472.51 



APR 06*GLZ11* RUN/- 5/08/06 T1EB-14:44 BY- PAGz-02 

(888,783.15) 
(465,352.91) 

(2,384,050.08) 
(121,496.04) 

(3,859,682.18) 

(803,391.00) 

(803,391.00) 

(23,876,129.31) 

(23,876,129.31) 

(28,539,202.49) 

. 00 
(40,205,628.50) 

(108,641.52) 

(40,314,270.02) 

(68,853,472.51) 





MAR 06*CGI211* lUJN/DATE- 4/11/06 TIME- 8:09 B Y - m  ERx-01 

4,786,251.34 
686,413.44 

1,670,000.00 
1,273,809.45 

89.4n.05 
(667;088.18) 
78,508.72 
314,769.75 

8,232,141.57 

19,740,569.17 
193,756.11 

19,934,325.28 

76,530,198.95 . .  
8,911,074.56 

(43,944,648.95) 

41,496,624.56 

69,663,091.41 



TOTAL- 

M&R 0 6 * W 1 1 *  m/oATE- 4/ll/06 TIME- 8:09 BY-WM P3GWJZ 

(1,441,099.36) 
(463,577.91) 

(2,343,619.20) 
(121,496.04) 

(4,369,792.51) 

(758,391.00) 

(758,391.00) 

(24,223,789.99) 

(24,223,789.99) 

(29,351,973.50) 

.00 
(40,205,628.50) 

(105,489.41) 

(40,311,117.91) 

(69,663,091.41) 





EEZ 06*cQy?11* RUN/rX!E- 3/10/06 TIM-15:57 BY-m PAGE-01 

m r n P , P m m  & m 

m AssEls 

4,579,351.33 
284,442.68 

1,670,000.00 
1,298,366.71 

75,743.99 
(564,330.47) 
V4,721.86 
350,989.53 

7,819,285.63 

19,736,829.32 
187,392.08 

19,924,Zl. 40 

76.254,054.55 
E, 480,310.35 

(43,714,921.07) 

41,019,443.83 

68,762,950.86 



##01 N o r m  Teleplmm C c q .  

liClC-BAI.ANZ SHEFP AIP FEBRWRY 28, 2006 

E E  06*CGC231* RUN/oATE- 3/10/06 T3ME-l5:57 BY- PAa-02 

(1,288.969.41) 

(4,084,760.58) 

(713,391.00) 

(7U,391.00) 

(23,556,795.24) 

(23,556,795.24) 

(28,354,946.82) 

. 00 
(40,205,628.50) 

(202,375.54) 

(40,408,004.04) 

(68,762,950.86) 
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INDEPENDENT AUDITORS' REPORT 

Board of Directors 
North Central Telephone 

Lafayettc, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and Subsidiary as of December 3 1,2006 and 2005, and the related consolidated 
statements of income and patronage capital and cash flows for the years then ended. These consolidated 
financial statements are the responsibility of the Cooperative's management. 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 
perfonn the audit to obtain reasonable assurance about whether the consolidated financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the consolidated financial statements. An audit also includes assessing the accounting 
principles used and the significant estimates made by management, as well as evaluating the overall 
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion. 

In our opinion. the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and Subsidiary as of 
December 3 1,2006 and 2005, and the results of their operations and cash flows for the years then ended in 
conformity with accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated January 26. 
2007. on our consideration of North Central Telephone Cooperative Corporation's internal control over 
financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts, and 
grant agreements and other matters. 'The purpose of that report is to describe the scope of our testing of 
internal control over financial reporting and compliance and the results of that testing, and not to provide an 
opinion on internal control over financial reporting or on complicance.. That report is an integral part of an 
audit performed in accordance with Government Auditing Standards and should be read in conjunction with 
this report in considering the results of our audits 

------------ll_ I k2TL3d-&-Ld&-,i.CL. ____.ll._-l__~____l_I 
. ... 

. . _ i . . _ _ _ _ - _ x _ ~ ~ . ~ . ~ 1 _ _ _ ~ = ~ . ~ . ~ ~ ~ ~ _ _  ...... .... .. ... ..__ ...... __ .- .... T.-*.-.w.-,-,___-.7__ 

Certified Public Accountants 
McMinnville, Tennessee 1 Innuary 16,1007 
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II 

NORTH CENTRAL TELEPHONE COOPERATIVE il 

II 

CONSOLIDATED 

December 3 1,2006 

2006 2005 R 
ASSETS 

CURRENT ASSETS 
Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications accounts receivable, less 

allowances of $91,814 in 2006 and 
$71,4 I8 in 2005 

Notes receivable 
Other accounts receivable 
Matcrials and supplies 
Other current assets 

$ 4,466,228 
1,205,493 
5,370,000 

$ 6,705,672 

3,894,963 
1,320,073 i 

1,300,348 
11,700 

106,392 
333,632 

20,144 

1,462,169 
20,856 
49,7 1 8 

436,497 
372,309 1 

I 

i TOTAL CURRENT ASSETS $12,813,937 $14,262,257 

NONCURRENT ASSETS 
Investments 
Notes receivable - net of current portion 
Nonregulated investments 
Goodwill, less accumulated amortization of 

$S7,494 in 2006 and 2005 

$16,089,169 $15,297,649 i 
5,087 14,520 I 

1,531,258 167,298 

81 3,143 572,983 

TOTAL NONCURRENT ASSETS $18,438,657 $16,052,450 

PROPERTY. PLANT AND EQUIPMENT 
Tclecommunications plant in service 
Telecommunications plant under construction 

Less accumulated depreciation 

$85,333,408 .% 82,028,478 
13,409,749 7,430,249 

$98,743,157 $89,458,727 
44,668,965 48,6 10,544 

TOTAL PROPERTY, PLANT AND EQUIPMENT $50,132,613 $44,789,762 

4 
See the notes to financial statements. 



BALANCE SHEETS 

CORPORATION AND SUBSIDIARY 

and 2005 

- 

2006 2005 

LIABILITIES AND MEMBERS' EQUITY 

Accounts payable $ 1,967,004 $ 1,427,881 
Advance biiiings and payments 169,682 163,662 

Current maturities on long-term debt 3,095,000 2,365,248 
Accrued taxes 549,374 365,384 

ClJRRENT LIABILITIES 

Customer deposits 447,803 444,353 

Accrued interest 
Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

104,540 140,527 
476,996 462,884 
212,086 21 7,496 

2,028,305 1,965,59 1 
387,611 512,873 

TOTAL CURRENT LIABILITIES $ 9,438,401 $ 8,065,899 

LONG-TERM DEBT 
Rural Utilities Service 
Other long-term debt 

OTHER LIABILITIES 
Postretirement benefits other than pcnsion 
Deferred taxes 

MEMBERS' EQUITY 
Patronage capital 

26,673,460 21,958,211 
2,001,842 2,686,886 

1,217,242 623,391 
1,396,871 997,543 

TOTAL LIABILITIES $40,727,816 $34,331,930 

40,657,391 40,772,539 

TOTAL MEMBERS' EQUITY $40,657,391 $40,772,539 



, .  . 
CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 31,2006 and 2005 

2006 2005 

Operating revenues: 
Local network services revenue 
Network access services revenue 
Long distance network services revenue 
Miscellaneous revenue 
Less: Uncollectible revenue 

TOTAL OPERATING REVENUES 
Operating expenses: 

Plant specific operations expense 
Plant nonspecific operations expense 
Provision for depreciation and amortization 
Customer operations expense 
Corporate operations expense 

$ 4,883,848 
6,502,918 
3,550,205 
8,523,803 
(1 10,567) 

$23,350,207 

$ 4,129,031 
2,236,698 
5,882,685 
5,323,187 
5,870,661 

$ 4,822,329 
6,774,162 
3,748,148 
8,585,567 

(32,926) 
$23,897,280 

$ 3,976,780 
2,038,798 
5,673,892 

5,526,293 
5,575,559 

Operating taxes 529,272 447,537 
TOTAL OPERATlNG EXPENSES $23,971,534 $23,238,859 

OPERATING INCOME (LOSS) $ (621,327) $ 658,421 . .  

Other income (loss): 
Income from investments $ 2,235,927 $ 1,317,701 
Interest and dividends 374,65 1 348,444 
Nonregulatcd loss (1 60,135) (1 9,456) 
Gain on sale of investment 94 1,860 16,577 

TOTAL OTHER INCOME $ 3,212,267 $ 1,773,780 

Merest expense $ 1,181,669 $ 1,135,783 
Interest charged to construction .- credit (1 20,300) (202,559) 

TOTAL FIXED CHARGES $ 1,061,369 $ 933,224 

INCOME BEFORE TAXES ON INCOME $ 1,529,571 $ 1,498,977 
Taxes on income 1,077,805 422,536 

NETINCOME $ 451,766 $ 1,076,441 
Patronage capital at beginning of year 40,772,539 40,282,559 

Excise tax refundable on capital credits 0 I 1,403 

Gain (Loss) on sale of equipment (1 80,036) 110,514 

Fixed charges: 

____I ~ ~ i t ~ ~ . . c r e d j t s ~ p a i d - ~ n d . ~ p ~  ed l_l_ll____________._I__ --(566;1).1.4-) (.597-8643--- 
: ~ . ~  ~ ~ ~ ~ . ~ ~ ~ ,  . . . ~ ~ - ~ . - - ~ . - . ~ ~ ~ ~ .  . _-i_ .. . ..... ..... . . ... . .. . ... ~ - . ~ ~ ~ ~ ~ . ~ ~ .  .. . . . . . . .... ~ .... ... . . . ~ ~ . ~ . ~ ~ . ~ ~ ~ . ~ - -  

PATRONAGE CAPITAL AT END OF YEAR $40,657,391 $40,772,539 

See the notes to financial statements. 
6 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 31,2006 and 2005 

2006 2005 

..----_l____l___ 
-..-.-,a=.--... .%,- ..... .i__i___ .. .... . . . ~. ,. .. .. . ..., ~ .... .. . . . ~ ~ _ _ _ - ~ ' , ~ , ~ . - ~ , ~ . ~ . ~ _ ~ ~ . .  . .. ... .. . . .. . ~ ~ .  .. ... . .... .. . . ~ .  . . - ~ ~  .. . 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
lnterest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows from investing activities: 
Construction and acquisition of plant 
Proceeds from sale of property and equipment 
Proceeds from sale of investment 
Plant removal costs 

Salvage 
Cash distribution from investments 
Investment in nonregulated CPE 
Goodwill purchased 
Increase in notes receivable 
Collection on notes receivable 

Decrease (Increase) in: 
Materials and supplies 
Temporary investments 
Other investments 

Nonregulated income 

NET CASH USED BY INVESTING ACTlVlTlES 

$ 23,455,354 
(1 6,269,365) 

321,214 
(1,097,356) 
( 1,405,3 16) 

$ 5,004,531 

$ (1  1,601,693) 
41 6,064 

1,693,246 
(276,328) 

0 
772,236 

(1,363,960) 
(240,160) 

(7.51 5 )  
26,104 

102,865 
(1,475,037) 

(34,587) 
(1 60,135) 

$ (1 2,148,900) 

$24,154,199 
(1 6,033,144) 

266,96 I 
(95 1,841) 

( I  ,012,133) 

$ 6,424,042 

$ (7,051,873) 
13 1,789 
16,577 

(305,459) 

24,114 
943,867 
60,805 

(40,000) 
(22,473) 
36,031 

54,005 
597,384 
(35,794) 
(1 9,456) 

$ (5,610,483) 



, .  

. I .  

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 I ,  2006 and 2005 

2006 2005 

Cash flows from financing activities: 
Debt proceeds 
Payments on long-tenn borrowings 
Decrease in memberships 
Excise credit applied to capital 
Capitnl credits paid and applied 
Postretirement benefits other than pension 
(Decrease) Increase in customer deposits 

$ 8,127,715 $ 5,144,588 
(3,367,757) (2,25 1,872) 

0 (6,580) 
0 1 1,403 

(566,914) (597,864) 
593,851 228,23 I 

3,450 (34,148) 

$ 2,493,758 NET CASH PROVIDED BY FINANCING ACTIVITIES $ 4,790,345 

NET INCREASE (DECREASE) IN CASH $(2,354,024) $ 3,307,317 

CASH AT BEGINNING OF YEAR 8,025,745 4.71 8,428 

CASH AT END OF YEAR $ 5,671,721 $ 8,025,745 



CONSOLIDATED STATEMENTS OF CASH FLOWS iCONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSJDIARY 

For the years ended December 3 I ,  2006 and 2005 

_ _ ~  

2006 2005 

Net income $ 451,766 S 1,076,44 1 
Nonregulated loss 160,135 19,456 
Income from investments (2,235,927) (1,317,701) 

Net loss from regulated operations $(1,624,026) $ (221,804) 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss (Gain) on sale of equipment 
Gain on sale of investment 
Deferred taxes on income 
Noncash patronage dividend 

Decrease (Increase) in: 
Custo~ner and accounts receivable 
Current and accrued assets - other 

Increase (Decrease) in: 
Accounts payable 
Advance billings and payments 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

$ 5,947,878 $5,740,144 
180,036 ( I  10,514) 

(941,860) (1 6,577) 
399,328 450,776 
(53,437) (81,483) 

105,147 256,919 
352,165 168,798 

539,123 525,409 
6,020 13,282 

183,990 (211,279) 
(3 5,987) (18,6l 7) 
14,112 108,363 
57,304 14,506 

(1 25,262) ( 1  93,881) 

TOTAL ADJUSTMENTS $6,628,557 $6,645,846 

$6,424,042 NET CASH PROVIDED BY OPERATING ACTIVITIES $ 5,00453 1 

See the notes to financial statements. 
’> 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Decembcr 3 1,2006 and 2005 

Note A - North Central Telephone Cooperative Corporation and Subsidiary provides retail tele- 
communications services to Macon County, Tennessee and surrounding counties including a 
portion of southern Kentucky. North Central Telephone Cooperative Corporation and 
Subsidiary has adopted the following accounting policies: 

( I )  Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 100% of the 

outstanding common stock of North Central Communications, Inc. and Subsidiaries 
(Subsidiary). North Central Communications, Inc. and Subsidiaries were formed for 
the purpose of providing long distance and other telephone services, computer sales 
and services and security systems. The consolidated financial statements include the 
accounts of North Central Communications, Inc. and Subsidiaries. All significant 
intercompany accounts and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1 .  The Subsidiary 
operates on a fiscal year ending September 30. The consolidated financial 
statements reflect the results of operations from January 1 through December 31 for 
the Cooperative and from October 1,2005 through September 30,2006 for the 
Subsidiary. 

(2) The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

(3) For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investinents with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less. Certificates of deposit 
and other securities with original maturities over 90 days are classified as temporary 
investments. 

(4) Accounts receivable are stated at the amount management expects to collect &om 
outstanding balances. Management provides for probable uncollectible amounts 
through a charge to earnings and a credit to the allowance for doubtful accounts based 
on its assessment of the current status of individual accounts. Balances that are still 
outstanding after management has used reasonable collection efforts are written off 
t ~ i o ~ ~ R ~ ~ - ~ l i ~ ~ g ~ ~ ~ - t l ~ e - ~ l l ~ w ~ n - c ~ - f o r d o u b t ~ i - a ~ ~ o u n t s - a n d - ~ - c r ~ d ~  t-t o-accoun ts--------- -.+.~-.-.....-~.--.--~-.- b- ...... ~. . . ~ ~ - ~ = . ~  . x_ . . . _ ~ ~ ~ ~ . ~ ~ - ~ ~ ~ ~ ~ . ~ _ , _ _ I . _ _ ~ ~ , . ~ . . .  

receivable. No interest is charged on accounts receivable balances that are past due. 
Past due accounts receivable are based upon contractual terms as defined on customer 
invoices. 

__.l-__l__-._._.-___I- 



NOTES TO CONSOLIDATED FlNANClAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 I ,  2006 and 2005 

Note A - (Cont'd): 
The allowance for doubtful accounts is based upon a credit review of the accounts 

receivable, past bad debt experience, current economic conditions and other pertinent 
factors which form a basis for determining the adequacy of the allowance. T h e  
allowance represents an estimate based upon these and other factors and, it is at least 
reasonably possible that a change in the estimate will occur in the near term. 

Telecommunication services are provided to the customers on a credit basis in the 
ordinary course of business. Generally, the accounts receivable generated by the sale 
of these services are unsecured. 

(5) Material and supplies are valued at average cost accumulated in perpetual inventory 
records, which are periodically adjusted to physical counts. 

(6 )  Employee vacation and sick leave benefits are accrued as the benefits are earned 
according to an established policy. 

(7) The Cooperative's expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments are capitalized. Original costs of properties retired 
from service are eliminated from property accounts and removal costs are charged to 
the allowance for depreciation. Salvage value of retired property is credited to the 
allowance for depreciation, The Subsidiary provides for depreciation on a shaight- 
line basis at annual rates, which will amortize the depreciable property over its 
estimated useful life. 

(8) Advertising costs are charged to expense as incurred. These costs amounted to $ 1  34,254 
in 1006 and $149.050 in 1005. 

('I) Various amounts have been reclassified for comparative purposes 

Note B - Substantially all assets of the Cooperative are pledged as security for the long-term debt to RUS. 

Note C - The Cooperative and Subsidiary maintain their cash and temporary investments in several 
commercial banks located within their trade area. The Federal Deposit Insurance Corporation 
(FDIC) insures accounts and temporary investments up to $100,000. A summary of the total 
insured and uninsured cash balances follows: 

.-_l_-.-ll-_..__.~__l.l 'T-otal-cash-find.-~em~~~a~y-i.~ivestmen t ~ - . - - - - - ~ - l - i . ~ . ~ . ~ ~ . . . ~ ~ S - ~  .__I_. ~ I --..l__l_____._l_.._lx 

...... . ... _.~.. ............ . .. . .. ~ . . . ~  .~---...-... ..... . .. ...... ....... " . ~ .. -. ... . - . ~ ~ ~ - " ~ - - -  Portion insured by FDIC .... ~.~ ... .... ............. _____ 
- 

Uninsured cash balances .%0.332.X01 

Restricted cash consists ofari eniployee savings account in which $71. I I I has been deposited 
I 1  



. .  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATlVE CORPORATlON AND SUBSIDIARY 

December 3 1.2006 and 2005 

Note D - Notes receivable balances are the result of computer equipment sales to customers. The average 
term of the notes is three years with an average interest rate of 15%, due in monthly installments 
with interest computed by the simple interest method. The following is a schedule of estimated 
maturities of the note principal amounts for the next three years: 

Year ending 
September 30, 

2006 
2007 
2008 

Amount 

$1 1.700 
4,460 

627 

TOTAL $16.787 

Note E - Investments: 

2005 

Rural Telephone Bank ’k’’ stock - at cost $ 0 $ 1,000 
NECA Services, Inc. stock - at cost 10,000 10,000 
Cash value of life insurance 555,376 519.581 
Investment in Tennessee RSA #3 cellular partnership 0 1 , I  20.380 

16.67%) 
Investment in Kentucky RSA #3 cellular partnership 1 I .960,284 9,799.430 

(25%) 

Investment in Bluegrass Network, LLC (20%) 2,084, I06 2,402.050 
Investment in Bluegrass Telecorn, LLC (20%) 342.042 347,970 

Tennessee 220 MHZ Radio 156,372 156,372 
Qualified patronage capital certificates - NRTC 369.689 332.303 

Tennessee Indepcndent Telecorn Group (IRIS 61 1,160 499.599 

Deposits I 40 355 

Networks) ( 1  0%) 
NRTC Wildblue project 0 108.609 

$16,089.169 $15.297,63 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2006 and 2005 

Note E - (Cont’d) 

The following is a summary as of September 30, 2006 of selected financial information from the 
financial statements of the investments in which North Central Communications, Inc. owns a 
significant percentage: 

Kentucky 
RSA #3 Tennessee 
cellular Bluegrass Bluegrass Independent 

partnership Network, LLC Telecom, LLC Telecom Group 

Total assets $44,018,000 $1 1,235,260 $3,443,000 $1 6,341,601 

Total liabilities $ 4,190,000 $ 812,722 $1,733,000 $1 0,229,999 

Total equity $39,828,000 $10,420,537 $1,710,000 $ 6,111,602 

Net income $ 3,780,088 $ 990,288 $1,835,904 $ 851,598 

Nonregulated investments: 

2006 

Nonregulated customer premises equipment - leased $1.845,579 $61 7.463 
Less accumulated provisions for depreciation 314,321 450,165 

$1.53 1.258 %167.248 

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis at an annual rate of depreciation, which will amortize the 
cost of the equipment over its estimated useful life. 

Note F - In June 2001, the Financial Accounting Standards Board issued SFAS No. 142 “Goodwill and 
Other Intangible Assets.” Under SFAS No. 142, goodwill and other indefinite lived intangible 
assets are no longer amortized but reviewed annually, or sooner ifdeemed necessary, for 
impairment. Goodwill represents the excess cost over fair value of net assets acquired through 
acquisitions. During 1,006, there was no recorded impairment of goodwill. 

13 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2006 and 2005 

i 

Note G -Telephone plant in service and under construction is stated at cost. Listed below are the majoi 
classes of the telephone plant as of December 3 1 : 

Franchises 
Land 
Buildings 
Central of ice  equipment 
Poles, cables and wire 
Furniture and office equipment 
Vehicles and other work equipment 

w 2005 

$ 236 $ 236 
735.097 735,097 

5,3 55,983 5,217,281 
23391,744 21,585,401 
44,684,623 43,398,454 

2.284,109 2,023,460 
2.904.784 2,873,625 

TOTAL PLANT IN SERVICE $79,856,576 &Z5&13a! 
The Cooperative provides for depreciation on a straight-line basis of annual rates, which will 

amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 6.94 percent for 2006 and 6.92 percent 
for 2005. The provision for 2006 was $5,129,979 and the provision for 2005 was $5,196,226. 

lndividual plant depreciation rates are as follows: 

Percent 

Buildings 
Central office equipment 
Public telephone equipment 
Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 
DBS and internet equipment 

2.6 

15.1 
6.1 - 21 .O 

I .7 - 8.8 
6.1 - 16.4 
6.4 - 10.8 

18.8 

14 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 I ,  2006 and 2005 

I 
I 
I 
I Note G - (Cont'd) 

lnvestment in property and equipment included in the Subsidiary: 

7-006 
1 
I 
I 
1 

Land $ 35,000 
Building 207,148 
CATV equipment 4,809,860 

Equipment 289.057 
Vehicles 114,187 

TOTAL $5.476.832 

Office furniture and fixtures 21,580 

I 

2005 

$ 67.937 
808,972 

4,582,721 
98,143 

405,007 
232,144 

=.--- $6 194 929 
i 

The Subsidiary provides for depreciation on a straight-line basis at annual rates, which will 
amortize the depreciable property over its useful life. Depreciation charged to expense on the 
Subsidiary's records amounted to $543,266 in 2006 and $543,915 in 2005. 

Note H - A description of notes payable follows: 

Long-term debt is represented by mortgage notes payable to the United States of America and 
other lenders. Following is a summary of outstanding long-term debt: 

__ 2006 2005 

2% Rural Utilities Service notes $ I , I  26.246 $ 152.276 
4.1 YO to 5% Rural Utilities Service notes 28,361.686 23,888.392 
6.5% Steve Cothran, matures January 6,201 8 0 433.161 
5.0% Farmers National Bank, matures October 

22.20 13 2,282,370 2.536.5 I6 

Less current maturities 
$3 1,770,302 $27.010.345 

3.095,000 2.365.248 

$28&&302 __ ___ $24.648.097 



I 
NOTES TO CONSOLIDATED FlNANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATWE CORPORATION AND SUBSIDIARY 

December 3 1,2006 and 2005 

I Notc tl - (Cont’d) 

I Long-term debt matures as follows: 

Year ending 
December 3 1, 

2007 
2008 
2009 
2010 
201 1 
Beyond five years 

Amount 

$ 3,095,000 
3.243,249 
3,406,223 
3,577,107 
3.756.565 

14.692,158 

TOTAL 2 3 1,770.302 

Note 1- The Cooperative has adopted the retirement and security program of the National Telephone 
I Cooperative Association as a pension plan covering all employees meeting certain age and 

length of service requirements for which it pays approximately 80% o f  the cost. The 
Cooperative funds the pension plan by making monthly contributions into the program based on 
salaries. The Cooperative’s cost was $670.3 14 for 2006 and $656,591 for 2005. 

Note J - Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109): Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions ofthe enacted tax law; the effects of 
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

7006 - 200s 

Current income tax expense (,benefit) 678,477 $ (28,240) 

Deferred income tax expense 399,,378 450,776 



I 
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. .  . 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2006 and 2005 

Note J - (Cont’d) 

The deferred tax liability is primalily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

2006 2005 

Deferred tax liability at beginning of year $ 991,543 $ 546,767 
Current period increase for deferred 

taxes on income 439,638 695.1 99 

$1,437,18 1 $1,24 1,966 
40.3 10 244.423 

s; 997.543 

Deferred tax liability at end of year 
Less deferred tax benefit at end of year 

Net deferred tax liability $1.396.871 

The deferred tax asset is primarily the result of net operating losses that are carried forward for state 
income tax reporting purposes from North Central Communication’s investment in its wholly 
owned subsidiaries. 

The Subsidiary has a net operating loss carryforward of approximately $3,508,589, which is 
available to offset future state taxable income. This carryforward will expire in 
13 to 20 years. 

Note K -The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. I06 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

Substantially all of the Cooperative’s einployees are covered under postretirement health and life 
insurance plans. The determination of postretirement benefit cost for postretirement health 
benefit plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. 
The postretirement life insurance benefit formula used in the determination of postretirement 
benefit cost is primarily based on 25% of the preretirement life insurance benefit. 

17 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 I ,  2006 and 2005 

Note K - (Cont’d): 

The following table sets forth the plan’s funded status and the amount recognized in the 
Cooperative’s Balance Sheet as of December 31: 

2006 2005 
Accumulated postretirement obligation 

attributable to: 
Retirees $ (.3.692.597) $(3,176,592) 
Fully eligible plan participants (1.463.92 I )  (1.676.439) 
Other active plan participants (6,618.9731 (2,98421 3) 

Total accumulated postretirement 
benefit obligation $(I 1,775,491) $(7,837,244) 

Fair value of plan assets 5,380,999 4284,633 

Accumulated postretirement benefit 
obligation in excess of plan assets $ (6,394,492) $(3,552,611) 

Unrecognized net gains 4,674,723 2,326,l 90 
Unamortized initial obligation 502,527 603,030 

Accrued postretirement benefit 
obligation $ (1.217.2422 $ (623:3%J 

Postretirement benefit cost is composed ofthe following for the year ended December 31: 

m 2005 

Benefits earned during the year $ 425,165 $ 352,493 
Interest on accumulated postretirement benefit 

obligation 599.387 528.798 
Actual return on plan assets (427.509) (382.019) 
Net amortization oftransition obligation over 

20 years 100.506 100.5 06 
Net amortization and deferral 201. I50 166.743 

I 8  



I .  . 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2006 and 2005 

I 
I 
I 
1 Notc K - (Cont’d): 

I 
I 

The assumed discount rate used to measure the accumulated postretirement benefit obligation was 
5.75% at December 3 I ,  2005 and 5.50% at January 1,2006. The assumed rate of future increases 
in compensation levels was 6.00% at December 3 1,2006. The medical cost trend rate in 2006 
was approximately 9.00% grading down to an ultimate rate in 201 7 of 5.00%. A one percentage 
point increase in the assumed health care cost trend rates for each future year would have 
increased the aggegate of the service and interest cost components of 2006 net periodic 
postretircment benefit cost by $-370,429 and would have increased the accumulated 
postretirement benefit obligation as of December 31,2006 by $2.1 85.985. 

I Note L - Labor Force 

Approximately 80% of the Cooperative’s labor force is subject to a collective bargaining 
agreement. A five-year agreement was negotiated and approved for the period January 1,2006 
to December 3 1,201 0 between the Cooperative and the Communications Workers of America. 

I 
Note M - Commitments and Contingencies 

The Cooperative i s  a guarantor for loans in the amount of $1,100,000. These loans are the 
obligation ofTN independent Telecommunications Group d/b/a Iris Networks, a related party. 

The Cooperative accrues pole rental based on contracts it has with other utility companies. These 
contracts establish the rate per pole the Cooperative pays to attach to these entities. Currently 
one electric cooperative has invoiced the Cooperative for attachment rates that are significantly 
higher than the contract amounts. Management is currently trying to resolve this matter and 
believes i t  will be successful. At December 3 I ,  2006 the accrued pole rent has been accrued at 
the contact rate not the invoiced rate. 



CONSOLIDATING INFORMATlON 



Tel. 1931)668-1272 
Fax (93 I) 668-2752 
www.thwcpa.com 

INDEPENDENT AUDITORS’ REPORT ON CONSOLIDATING INFORMATION 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

Our rcport on our audits of the consolidated financial statements of North Central Telephone 
Cooperative Corporation and Subsidiary for 7006 and 2005 appears on page 3. Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. The consolidating information contained on pages 22 through 25 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations of the individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and, in our opinion. is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

Certified Public Accountants 

McMinnville. Tennessee 
January 26.2007 

http://www.thwcpa.com


CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 I 

North Central North Cenlral 
?elephone Communications. Inc. 

Cooperative, Corp and Subsidiaries Eliminations Total 

ASSETS 
C:URRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications 

accounts receivable 
Notes receivable - current 
Other accounts receivable 
Advance lo related company 
Materials and supplies 
Ollier currenl assets 

$ 4,051,332 $ 413.896 
1.205.493 0 
2,370,000 3,000,000 

1,031,351 268,997 
0 1 1,700 

106,392 0 
0 834,387 

267,837 65,795 
113,719 328.996 

0 
0 
0 

s, 

0 
0 
0 

(834.387) 
0 

(422,571) 

$ 4.466.228 
1.205.493 
5,370,000 

1,300,348 
1 1,700 

106,392 
0 

333,632 
20,144 

TOTAL CURRENT ASSETS $ 9,147,124 $ 4.923.771 $ (1,256,958) $ 12,813,937 

NONCURRENT ASSETS 
investment in subsidiary S 20,821,391 $ 0 $ (20,821,391) $ 0 
Investments 565,376 15523.793 0 16,089.169 
Nonregulated investments 1.53 I .258 0 0 1,531,258 
Notes receivable 0 5.087 0 5.087 
Goodwill - ne! 0 813.143 0 813,143 

TOTAL NONCURRENT ASSETS $ 22,918.025 .% 16,342.023 $ (20.821.391) $ 18,438,657 

PROPERTY. PLANT AND EQUIPMENT 
Telccominunications plant in service $ 79.856.576 5.476.832 $ 0 $ 85,333.408 
Telecommunications plant 

under construction 13,372.093 37.656 0 13,409,749 

$ 93.228.669 $ 5.514.488 $ 0 $ 98,743,157 
LCSS accumulated depreciation 46.660.812 1,949.132 0 48,610.544 

TOTAL PROPERTY, PLANT 

$ 78.633.006 $ 24.830.550 $ (22,078.349) $ 81,385,207 

22 
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. .  , 

BALANCE SHEETS 

1 COOPERATlVE CORPORATION AND SUBSIDIARY 

2006 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Cow. and Subsidiaries Eliminations Total 

LIABILITIES 
CURRENT LlABlLlTIES 

Accounts payable 
Advance billings and payments 
Advance to related company 
Customer deposits 
Current maturities on long-term 

Accrued taxes 
Accrued interest 
Accrued rent 
Accrued salaries and wages 
Accrued vacation and sick 

debt 

leave benefits 

$ I.X28,903 $ 

120.242 
1,256,958 

447.803 

138,101 
49.440 

0 
0 

280,528 
75,754 

0 
1 1.869 
5.509 

0 

$ 0 
0 

$ (1,256,958) 
0 

$ 1,967,004 
169,682 

0 
447.803 

2.814.472 
473,620 
104,540 
465.127 
206.577 

3.09 5,000 
549,374 
104,540 
476,996 
212.086 

Z1028,305 0 
0 

2.028.305 
38761 I Other current liabilities 338.366 49.245 

$ 610.446 $ (1,256,958) $ 9,438,401 TOTAL CURRENT LIABILITIES $ IO.084,913 
LONG-TERM DEBT 

Rural Utilities Service 26,673,460 
Other long-term debt 0 

OTHER LIABILITIES 
Postretirenient benefits other than pension 1,217,242 
Defcrred taxes - net 0 

0 
2.00 1.842 

0 
0 

26,673,460 
2,001.842 

0 
1,396,871 

I ,217,242 
1,396,871 

0 
0 

TOTAL LIABIL.ITIFS R 37,975,615 $ 4,009,159 S (1,256,958) $ 40,727.816 

MEMBERS' EOUITY 
Capital stock 
Patronage capital 
Retaincd earnings 

9; 0 
40,657,391 

0 

9; 0 
40.657.391 

0 

R 8,100,000 
0 

12,721,391 

9; (8,100,000) 
0 

(12.72 1.39 I) 

R 1R.b33.006 $ 24.830.550 $ 122.078.349) $ 81.3X5.107 



CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL IELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 I .  2006 

~ ~~ 

North Central North Central 
Telephone Communications, Inc. 

Cooperative. Corp. and Subsidiaries Eliminations Total 

Operating revenues: 
Local network services revenue $ 4.346.782 $ 537,066 $ 0 $ 4,883,848 
Network access service revenue 6,165, I99 337,719 0 6,502,9 18 
Long disiance network services 

revenue 3,550,205 0 0 3,550,205 
Miscellaneous revenue 2,299.130 6,224,613 0 8,523,803 
Less: Uncollectible revenue ( I  10,567) 0 0 ( 1 10,567) 

I 
I TOTAL OPERATING REVENUES $ 16,250,749 .$ 7,099,458 s 0 $ 23.350.207 

I 
I 
I 

Operating expenses: 
Plant specific operations expense $ 3,592,504 R 536,527 $ 0 $ 4,129,031 
Plant nonspecific operations 

expense 2236,698 0 0 2,236,698 
Provision for depreciation 5,339.42 1 543,266 0 5,882,685 
Customer operations expense 2,263.832 3,059.355 0 5,323,187 
Corporate operations expense 2,718,172 3,151,889 0 5,870,661 
Operating taxes 402,808 126,464 0 529,272 

I 
I 

TOTAL OPERATING EXPENSES $ 16,554,035 $ 7.417.501 $ 0 $ 23,971,534 

I OPERATING INCOME (LOSS) $ (303,286) $ (318,043) $ 0 $ (621.327) 

Other income (loss): 
Income from subsidiaries $ 1.629.803 $ 0 $ (1.629.803) $ 0 
Income from invcstments 0 ?.235,927 0 2,235.921 
Interest and dividend income 166.898 707.753 0 314.651 
Nonregulated loss (lh0.135) 0 0 ( l60,135) 
Gain oil sale of investment 0 94 1,860 n 94 1.860 I Loss on sale ofequipment 0 ( I  80.036) 0 (180,036) 

I 
I 

I _ _...._.._____̂ __ll._l TO~~,4.T--4;tO~H.E.R-t.NC-HM.~-~~-l-~~6~~6--"~~--~~.0~~~~--~1",-l-6~.9~O3.) . .  $ i72.I-2&_- , ,  .- . 
.~.- ~ . . ~ ~ . ~ , ~ ~ .  . . ~ ~ ~ . ~ ~ . ~ , .  . .. ... .... ... I .. . . . . - . . - ~ ~ . ~ _ _  ............... . . . ~  . . . ~ _ - - _ - ~ ? _  
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL (CONTD) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 1.2006 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Fixed charges: 
Interest expense 
Interest charged to construction 

credit 

TOTAL FIXED CHARGES 

INCOME BEFORE 
TAXES ON INCOME 

Taxes on income 

NET INCOME 
Patronage capital at beginning of year 
Capital credits paid and applied 

PATRONAGE CAPITAL AT 
END OF YEAR 

R 996,478 

(120.300) 

$ 876,178 

$ 457,102 
5.336 

$ 451,766 
40,772,539 

(566,914) 

$ 40,657,391 

R 185,191 R 0 R 3,181.669 

0 0 (120,300) 

$ 185.191 $ 0 $ 1,061.369 

$ 2,702,270 $ (1,629,801) $ 1,529,571 
1,072,469 0 1,077,805 

$ 1,629,801 $ (1,629,801) S 451,766 
11,091,590 ( 1  1.091,590) 40,772,539 

0 0 (566,914) 

$ 12,721,391 $ (12,721,391) $ 40,657,391 





NORTH CENTRAL TELEPHONE COOPERATIVE INC 
DEPRECIATION SCHEDULE 2007 

Account 

Number Percent 

2112.2 

2115 

2116 

2121 

2122 

2123.1 

2123.2 

2 124 

2124.1 

2212 

2212.2 

2231.1 

2232 

2232.1 

2232.2 

2232.3 

2232.4 

10.1% 

7.5% 

7.5% 

2.7% 

8.7% 

7.5% 

15.0% 

15.8% 

15.8% 

7.5% 

7.5% 

9.1% 

10.0% 

10.0% 

11.9% 

10.0% 

10.0% 

10/8/2007 457 PM 

Costa 

AEgQ 

1,925,075.32 

195,204.53 

866,668.37 

5,422,288.44 

239,166.47 

354,964.67 

265,944.93 

1,087,037.83 

493,591.65 

10,387,57 1.60 

334,703.37 

49,152.67 

4,883,217.84 

4,2 4 4.6 5 

4,996,609.5 1 

3,728,601.92 

1,966,592.79 

b 
15,705.06 

1,199.56 

5,293.16 

12,050.96 

1,733.96 

2,218.53 

3,101.60 

12,586.33 

66,670.14 

2,091.90 

39,256.15 

1,500.00 

46,291.24 

26,813.31 

2,000.52 

__ Fe b 

15,705.06 

1,199.56 

5,293.16 

12,050.96 

1,733.96 

2,218.53 

3,324.31 

12,586.33 

66,670.14 

2,091.90 

39,256.15 

1,500.00 

46,474.77 

26,922.15 

2,000.52 

&r 

15,705.06 

1,199.56 

5,406.47 

12,050.96 

1,733.96 

2,218.53 

3,324.31 

12,787.21 

63,450.02 

2,091.90 

39,264.06 

1,500.00 

46,599.54 

26,993.46 

13,388.99 

1 

a r  

15,705.06 

1,220.03 

5,406.47 

12,032.76 

1,733.96 

2,218.53 

3,324.31 

12.787.21 

64,915.44 

2,091.90 

40,176.81 

1,500.00 

46,599.54 

27,755.15 

16,297.71 

@Kt 

15,705.06 

1,220.03 

5,406.47 

12,002.24 

1,733.96 

2,218.53 

3,324.3 1 

12.789.34 

64,917.21 

2,09 1.90 

40,176.81 

1,500.00 

46,899.77 

27,953.04 

16,388.27 

'La 

15,705.06 

1,220.03 

5,416.68 

12,045.36 

1,733.96 

2,218.53 

3,324.31 

12.815.06 

64,917.98 

2,09 1.90 

40,414.44 

1,500.00 

47,934.16 

27,996.93 

16,388.27 

Jd 

16,202.72 

1,220.03 

5,416.68 

12,084.73 

1,733.96 

2,218.53 

3,324.3 1 

14,2 9 7.4 7 

64,920.96 

2,091.90 

40,516.40 

1,500.00 

48,368.02 

28,055.05 

16,388.27 

A% 
16,202.72 

1,220.03 

5,416.68 

12,084.73 

1,733.96 

2,218.53 

3,324.31 

14,304.05 

64,921.20 

2,09 1.90 

40,587.15 

1,500.00 

48,368.02 

30,976.68 

16,388.27 

k 
16,202.72 

1,220.03 

5,416.68 

12,200.15 

1,733.96 

2,218.53 

3,324.3 1 

14.312.66 

64,922.32 

2,09 1.90 

40,693.48 

1,500.00 

49,549.71 

31,071.68 

16,388.27 



NORTH CENTRAL TELEPHONE Cl 

DEPRECIATION SCHEDULE 2007 

Account 
Number b a t  

2112.2 

2115 

2116 

2121 

2122 

2123.1 

2123.2 

2124 

2124.1 

2212 

2212.2 

2231.1 

2232 

2232.1 

2232.2 

2232.3 

2232.4 

10.1% 

7.5% 

7.5% 

2.7% 

8.7% 

7.5% 

15.0% 

15.8% 

15.8% 

7.5% 

7.5% 

9.1% 

10.0% 

10.0% 

11.9% 

10.0% 

10.0% 

Costa 

&a Oct &V 

1,925,075.32 

195,204.53 

866,668.37 

5,422,288.44 

239,166.47 

354,964.67 

265,944.93 

1,087,037.83 

493,59 1.65 

10,387,571.60 

334,703.37 

49,152.67 

4,883,217.84 

4,244.65 

4,996,609.5 1 

3,728,601.92 

1,966,592.79 

142,838.52 

10,918.86 

48,472.45 

108,602.85 

15,605.64 

19,966.77 

29,696.08 

119,265.66 

586,305.41 

18,827.10 

360,341.45 

13,500.00 

427,084.77 

254,537.45 

115,629.09 
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NORTH CENTRAL TELEPHONE COOPERATIVE INC 
DEPRECIATION SCHEDULE 2007 

Account 
Number m t  

2411 

2421.0 

2421.1 

2421.2 

2422.1 

2422.2 

2423.1 

2423.2 

2431 

2441 

1406.6R 

1406.12 

5.6% 

6.6% 

6.6% 

5.1% 

5.0% 

5.0% 

5.5% 

5.1% 

9.4% 

2.2% 

33% 

20% 

Cost@ 

&!&&z 
4,9 13,620.06 

3,360,153.91 

17,716,374.52 

2,555,088.41 

417,165.45 

44,362.10 

14,775,599.82 

2,035,447.44 

979,377.65 

207,871.94 

258,238.55 

h 
22,984.33 

17,202.11 

94,787.46 

9,766.23 

1,738.19 

97.27 

62,785.58 

7,597.10 

7,560.15 

381.10 

1.504.446.67 20.571.82 

Feb 

22,992.78 

17,103.17 

94,787.46 

9,766.23 

1,738.19 

97.27 

62,785.58 

7,597.10 

7,560.15 

381.10 

21.091.11 

___ Mar 

23,005.39 

19,132.61 

94,874.01 

9,766.23 

1,738.19 

97.27 

63,319.13 

7,597.10 

7,723.52 

381.10 

2 1.503.28 

&r 

22,469.92 

19,040.75 

93,884.93 

9,766.23 

1,738.19 

97.27 

63,334.52 

7,599.57 

7,677.01 

381.10 

24.323.09 

m 
22,535.33 

18,946.05 

94,710.92 

10,065.47 

1,738.19 

145.08 

63,635.63 

7,776.98 

7,686.25 

381.10 

25.074.11 

k n  

22,596.32 

18,817.12 

95,405.34 

10,065.47 

1,738.19 

145.08 

64,160.68 

7,776.98 

7,689.47 

381.10 

25.074.1 1 

b! 
22,631.87 

18,712.27 

95,494.88 

10,065.47 

1,738.19 

145.08 

64,221.83 

7,777.17 

7,688.11 

381.10 

25.074.1 1 

& 
22,671.64 

18,6 11.8 1 

95,525.11 

10,065.47 

1,738.19 

145.08 

64,232.58 

7,777.17 

7,688.11 

381.10 

25.074.1 1 

sep_ 

2 2,9 3 0.2 3 

18,480.85 

97,440.06 

10,859.13 

1,738.19 

184.84 

67,721.50 

8,650.65 

7,671.79 

381.10 

25.074.11 

Total 85,968,383.08 483,983.76 484,927.64 496,851.86 504,077.46 507,022.05 509,572.53 5 12,269.1 1 515,248.60 523,978.85 

10/8/2007 4:57 PM 3 



NORTH CENTRAL TELEPHONE Cl 

DEPRECIATION SCHEDULE 2007 

Account 

Number 

2411 

2421.0 

2421.1 

242 1.2 

2422.1 

2422.2 

2423.1 

2423.2 

2431 

2441 

1406.6R 

1406.12 

5.6% 

6.6% 

6.6% 

5.1% 

5.0% 

5.0% 

5.5% 

5.1% 

9.4% 

2.2% 

3 3 % 

Cost@ 

4,913,620.06 

3,360,153.91 

17,716,374.52 

2,555,088.41 

417,165.45 

44,362.10 

14,775,599.82 

2,035,447.44 

979,377.65 

207,871.94 

258,238.55 

204,s 17.8 1 

166,046.74 

856,910.17 

90,185.93 

15,643.71 

1,154.24 

576,197.03 

70,149.82 

68,944.56 

3,429.90 

1,504,446.67 212,859.85 

To& 85,968,383.08 4,537,93 1.86 
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NORTH CENTRAL TELEPHONE COOPERATIVE, INC. 
DEPRECIATION ANALYSIS 
JANUARY - AUGUST 2007 

Account 
Number 

21 12.2 

2115 

21 16 

2121 

21 22 

2123.1 

2123.2 

2124 

2124.1 

221 2 

2212.2 

2231 .I 

2232 

2232.1 

2232.2 

2232.3 

2232.4 

241 1 

2421 .O 

2421 .I 

Beginning 
Balance 
1/1/2007 

1,461,727.18 

135,257.98 

668,980.05 

1,848,235.28 

197,162.54 

171,023.75 

208,238.38 

816,273.59 

16,832.12 

5,085,748.97 

301,211.60 

49,152.67 

2,399.31 6.66 

2,091.27 

4,128,610.60 

697,397.12 

22,730.45 

2,027,948.88 

1,788,159.22 

12,793,066.62 

Depreciation 
Ex D e n s e 

126,635.80 

9,698.83 

43,055.77 

96,402.70 

13,871.68 

17,748.24 

26,371.77 

104,953.00 

521,383.09 

16,735.20 

- 

319,647.97 

12,000.00 

377,535.06 

223,465.77 

99,240.82 

181,887.58 

147,565.89 

759,470.11 

Removal 
Retirements Costs 

35,003.00 6,451.92 

516,969.21 

287,654.22 31,441.13 

191,753.54 

361,033.04 90,130.81 

Salvage 
Value Adiustments 

Ending 
Balance Account 

8/31/2007 Description 

1,588,362.98 Transportation Equipment 

144,956.81 Other Work Equip. (Garage) 

71 2,035.82 Other Work Equipment 

1,903,183.06 Buildings 

21 1,034.22 Furniture 

188,771.99 Office Support Equipment 

234,610.15 Company Comm. Equipment 

921,226.59 Data Processing 

16,832.12 Computer Graphics Eng. 

5,090,162.85 Digital Electronic Switch 

317,946.80 Emergency Generators 

49,152.67 Radio Systems -Other 

2,718,964.63 COE -Truck Carrier - Toll 

14,091.27 Subscriber Carrier System 

4,506,145.66 DSU-Concentrators 

920,862.89 DSL Equipment 

121,971.27 Broadband Equip - BDT 

1,890,741 . I  I Pole Lines 

1,743,971.57 Station Connections - Drop 

13,101,372.88 Aerial Cable - Metallic 
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NORTH CENTRAL TELEPHONE COOPERATIVE. INC. 
DEPRECIATION ANALYSIS 
JANUARY - AUGUST 2007 

Account 
Number 

2421.2 

2422.1 

2422.2 

2423.1 

2423.2 

2431 

2441 

Total 

Beginning 
Balance 
1/1/2007 

917,004.32 

275.384.96 

12,668.62 

9,195,285.1 7 

678,103.47 

698,569.04 

Depreciation 
Expense 

79,326.80 

13,905.52 

969.40 

508,475.53 

61,499.1 7 

61,272.77 

Retirements 

32,615.55 

59.707.36 

14,387.78 

64,631.31 3,048.80 

Removal 
Costs 

3,820.00 

18,079.72 

54,943.60 

Salvage 
Ending 
Balance Account 

Adiustments 8/31/2007 Description 

959,895.57 Aerial Cable - Fiber Optic 

289,290.48 Underground Cable - Metallic 

13,638.02 Underground Cable - Fiber Optic 

- 9,625,973.62 Buried Cable - metallic 

739,602.64 Buried Cable - Fiber Optic 

. 690,510.43 Aerial Wire 

67,680.1 1 Underground Conduit 

46,660,811.82 3,826,167.27 1,499,123.70 204,867.18 - 48,782,988.21 

3,826,167.27 

Difference 

YTD Accumulated Depreciation Analysis 

Ending GL 
Balance Balance Difference 

3100.1 5,921,013.74 5,921,013.74 
3100.2 13,739,298.04 13,739,298.04 
3100.3 - 
3100.4 29,122,676.43 29,122,676.43 

48.782.988.21 48.782.988.21 

101812007 4:59 PM 2 
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North Central Telephone Coop., Inc. FCC PART 36 

version 51ii 2006 Annual Toil Cost Study. Revised 
inputs 

DCprIRmon Depr/l)mod 
Description ,""es,m*"f Reserve - 3100 E x ~ e n r e  - 6561 

Tola1 Genera, Si ippn Fac!llller 8,632,780 4,741,446 312.038 
Billing computeis l.iP6.124 

Central ofice Equiment 
2210 s w i w ~ i ~ g  ~q~ipmennt 10,963,991 4,926,259 809,650 
2220 operaiorsyrtemr 
2230 T ian~mi i~ ion  Equipment i2.260.463 6,363,893 1.2iS.703 
TOTALCBntral OKice EQuipmenf 23.246.444 11,292,332 2,029,405 

informaiion Oriq.irerm. ~puio.  
IOT Cat 1 Oliier infomalion 
IOT Cat 2 Customer Piernire Equipment 

TOTAL lnfoimaiion 0tig.iierm. Eoulp. 

TOTAL Crble 8 Wire Fncllities 44,083,090 27,225,669 2.612.132 

Equal Acccss lnverimenl 
Tang. AssseCr - tear0 impiove., GSF 
Tang. Assets - Capital LeaieCOE 
Tang. A S W S  -Capital LeaiRC 8 WF 

2680 
2680 
2680 
2890 IlangibieArreli 236 

TOTAL Teiecommunlcrilonr Plant in Service 77,138,682 43,239,287 5,153,575 

Material 8 Seopl'piier 
8nv. Non-Mi. Cos. - RTB Stock 
Other Non~ucceni ASS*& (AilowaWe Ponion) 
Olhcr Jvrisdictional RS5e!S 
Piopefly Held lor Fu(vrC Us@ 
Piant Under Caniliuction - S,T. 
Pian, Under Consliuction . L.T. 
Teiephone Plan, Adpslrnem 
Properm iield for Future Use 
Accum. AmoNialion -Tangible 
R C C U ~ .  Amoriiialion - Intangible 
RCuirn. iimmia,im - Other 
Curlomer Deposits 
Net Current Deferred Income Taxcr 
Other Long Term Liellities [/lilowabic Palionl 
Net Nos-Currenl Deferred Income Tax 
Othcr Jv%diclonai iiabil4ies 
Pafionage capitat 
Depi Em. Prop Held for FUlule Urc 
iirnorl Expense - 'Tangible 
Amon Expenre. inlangibie 

7,511,372 

1220 
1402 
1410 

2002 

2004 
2005 
3200 

3500 
3600 
(1040 
4300 

is00 

2003 

3400 

4310 
4340 

(1550 
6562 
6553 
63641 
65GS Amon Expense. O M r  

4310 

CcnUal ome Equipment 
COECat. i Opeialoi Systems 
COE Cat, 2 Tandem Switching 
COE Cat. 3Lacal Swllching 10,983,991 10,885,991 
COECat, 4.l!  WBExchangetineCCTiOSi 
COEC1.4,12 ExcliangeTwnkCCT 58.256 36,236 
COECat.dI3Exch. LlneCCT-Excl.WB 5,764,071 3,764.07i 
COECa1.4.21 IXCCT.Exd WBiSaf. 
COE cat. 4.22 ix c n  . WwSa,ellile 
COE Cat. 4.23 Ail Olher IX CCT 1,343,213 1,343,273 
COECal. 6.3 MOsVRemofe Msg. CCT 1,533,198 1.533.196 
TOTAL Centra) Office Equipment 

3,561,651 1,276,634 26.780 2258.043 

23.256,4dQ 19,664,707 1,276,634 26.780 2,258,043 

Cable8 WireFacililier 
C 8 WF Cat. 1 Exchange l ine 41,969,191 61.969.W 
C 8  WFCal.2ExchangeTrunk 1,320,333 97.398 565.151 15.838 549,326 
c 8 WF cat. 3 lnleiexcnsnge 236,461 235.461 
C 8 WF Cat. 4 HoiVRemoie 509,113 508.113 
TOTAL Cabla 8 Wire FBCililier d4.063.096 42,032,163 563.731 15.858 669.326 
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North Central Telephone Coop., Inc 
2006 Annual Toll Cost Study. Revised 
Inputs 

FCC PART 35 

Version 51a 

DWct ArBienmenlS 
MerrsqeTelePhoncSewice I private Line 

JOiNT State stm I"1LDIDm stam state lnleietafe 
TOTAL USE ,ntra,aia lnferlata tntrairta lnlcrlsla 

Plant specl5flc opera1i?,ns Expenre 
6110 Total Newoh Suppon 
6120 Tolal General Su~Pon 367.177 361.177 

CenVal Mfice Maintenance Exoen~e 
6210 T o u  CenValOffice Switching 1.061.045 1,061.045 
6220 
6230 TOM Ceniral OfflCcTranB. 78501 78.503 

Total CcnUal Office Oper. Sys. 

m TOTAI. Central Office Mainlanaore Expense 

6310 T ~ I ~ I  info. orig.neim. EWP. 
6#10 Tolal Cabic 8 Wire FBCilitiei 2,065,616 2,065,616 

TOTAL Plant SpecBcOpw'alionB EXpBnlB 3,572,389 3,572,399 

Plant Non.SlieciOc Operalions Expense 

6530 Tolsi Newoh Operations 1,617,633 1,811,633 
GMO Tola, ACCeSS 472.599 231.427 235,172 

wio TOWI otnei prop. m t a  E W  EXP. 5.751 5,151 

T O ~ ~ I  D W ~ C .  a l i m m i ~ ~ o m  page $1 5.153.51s 5,163,675 
TOTAL Pian! N ~ n - S p e ~ i f l ~  OPerBUonl Expenre 7.n416.956 6.976.359 237.427 235,172 

Curfomer Oparationr Expense 

6610 Total Mafieling Expense 105.006 106.806 

6620 Sewices 

Telephone Opeia,ai-Call Completian 
Teicphone Operator - Number Semiices 

Directov AIIiefanCe 46,045 2.459 26.248 17.338 
Sub-lofal - Tclephonc Operator Sewices 116,041 2.459 26.248 17.338 

Published Dliectoiy 
Oiiecloiy Publishing -Alpha 65.966 65.966 

DlieCioiy PubilShlm~ Foielgn 6.91, 5.911 
SubLoial- PUbiiShed Direclw sewlccs 11.675 71.875 

AI! OLer Customor Sew8cBs 

cacegory 1 . /.oca1 Businerr ofrice 

Dlrenory Publishag .ciarsilied 

1.233.326 

1 Me~SageieicphoncFsctor4 I Private Line Factors I 
R * S k  state state lnte'rfale Stale Stale Interlalc 

c ~ M ~ ~ ~  i . ~ o ~ a i  ~ ~ ~ i n e s s  office FX~OG Factor Intralata lnlcrlafa lntralrta lnterlaa Olher 
E. U. Service Order Processing 0.292596 0.007437 0.002706 0.127109 0,862069 
E. ". Paymcnl8 Collection 0.522446 0.2?3a66 0.078835 0,316931 0.001658 0.388809 
E. U. Billing inwiry 0.1621111 0.070322 0.027414 0.902265 

IXC ~ a p e o r a  coiieciion 0.689699 0.256639 0.025815 0.011787 
IXC servjce Order Procerring 0.022M2 c.owooo 
IXC Billing inguiiy 1.w0000 
Coin Coiicclion 8 Adminilration l.000000 
Total 1.000000 

D i m ,  assignmentr 
MerrageTelephone Scwice I Private Line 

3OlNT State state interstate Stale state Interstale 
CalMov2 - ReYenue Accaunling TOTAL USE lntraiulil Interlafa lntrrlau int.?rIau 
Message Pracei~ing. TMI 8 local 182,006 182.006 
Reserved 
OllieiBilling 8 Collecting 401,436 401,436 
CARS Biliinu 8 Collecting 8.8M 8,854 
SubtoU. Revenve ilcc~unling 6 9 2 m  592,296 

ca,egory 3 - A l l  OW'  9.526 9,628 

6620 TOTAL SeNiCeS Expense 1.963.070 1.699.9S6 26.248 17.336 9.528 

TOTAL Customci Operations Expense 2,058816 2,005,162 26.248 17,338 9,528 
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North Central Telephone Coop., Inc 
2006 Annual Toll Cost Study - Revised 
I"p"1S 

FCC PART 36 

version ma 

Cormrate Oo~ration$ Expense 
6710 lots1 ExfCutive 8 Planning 613.563 613.563 
6120 TolaIGcncraI 8 Rdrnin. 2203.409 2,240,136 43.273 
TOTAL Corporate Owraiionr Expense 2,096,912 2,853,699 43.213 

TOTAL Operating Expenses 15.977205 15,408,219 

ITC. operating 
Eqiiai IIcccss Expenre 
Ab Valorem l a x  
Gram Receipts Tar 
PtlC FCc* 

390.637 390.637 

Oihcr OperaUng Taxes 
lniema D"""Q CO"S""Cll0" 120.300 i20.3W 

977,799 

10.679 10.679 

7210 

7240 
7240 
,240 
,240 
7340 

7510 
7510 
7520 
7540 
7910 inc. Eff.Juti8. Ralem'ko Olffs. 
TOTAL Other Exyeme8 and Taxes i119.003 009.316 
(Excluder 7210, 7340. 75iO. 7520) 

7310 

Mi~cel laneo~~ Revenues 
5240 Rent Rev.. GSF 
5240 Rent Rev. - COE 
5240 RentRev:C&Wf 
5240 Ron, Rev. - DIIBCLASSl9nmenl 
5250 Coiporate O ~ e W o n i  Revenues 
5260 Misceiianeour Revenues 
TOTAL Misceiianeous Revenuer 

TOTAL Ex~cn5er Less Mirc. Revenuer 15,497,088 

state StSie 
iniraiata lnteiiata Interatate Other Total 

Frozen SubSiribel Pian\ Factor - SPF 0.M6527 0.075105 0.269031 0.536257 l.OOWO0 
Pha~eDown Subsnibei Pit Fact - SPF 0.096521 0.076785 0.250000 0.577206 1.000000 
Subrciibci line Usa9e. SLU 0.006953 0.052043 0.131105 0,749099 WOO000 
Convcrralion Minute Miles. CMM 0,27576" 0.107346 0492076 0,0440i4 i.000000 
Conversalion Minuter - CM 0,260509 0.206526 0.512396 0.020567 i.000000 
COECa,. 1 .C~mp~siieFactor-WSW 
COECal Z-M,nulerOIUle-MOU 
COE Cat. 3 Composite Alioea~oi - OEM 0.130460 0.105654 0.220523 0.531363 l.060000 
Host-Remote Factor. HR MOU-M 0.090483 0015714 O.TG4259 0.650044 1.000000 
Wldsband M I S  MhYLes Of Use - WB-MOU 
Pevvalc Line oirecrnrsignrnem . WB 
Equal AccaBr Factor- EQAC 0.207271 0.712729 1.000000 

6i2912007 10:40 AM 



North Central Telephone Coop., Inc. 
2006 Annual Toll Cost Study. Revised 
Inputs 

Join,Ure PlL-stOtc PlL-Stc?f* PI1 
Loops I Ciicuit Miles I Terminations MTS Intralata Interbfa lnlemiate Other Total 

LOOPS 
Message Telephone 22,260 22.260 
Private Line 87 45 133 
TOTAL Loops 22.393 

0.99.105~ 0.003555 0.00205d 1.000000 
0.551135 0 345865 1.000000 

TermioaGonr 
McI~agc islephone 1,034 1,054 
P"W0 Line 190 23 213 
TOTAL Tominations 1.297 

0535775 0.1116482 0.011733 1.000000 
0.892010 0.$07951 i.OO0WO 

Circuit Miles 
Message Teiephaoe 35.461.52 36,45?.52 
P""m Line 3280.88 1.431.08 4.711.93 
TOTAL Ciicult Miies 41,11316 

Tolsl Disi6bDulion 0.885559 0.079651 0.034757 
PtiYaie tine aSliibuso" 0.6QGZS5 0.303714 

Local & Slate Stale 
Other lnpvtr Directory Intralata 1nter1atn lntClBiafC TOTAL 

MaiXelihl Revenucr 
TolllNeWork Acccrs . 318,119 191.1113 100.778 191,974 805,074 

TOTAL MBiXelng Revenues 527.639 
P.L.ISpecia1 ACCeSS. 11.713 8,052 19.755 

TOW Disidbulion 
Private Line Mstribution 

0.38438 0.235142 0.121735 0.231898 0.976121 
0.014,49 0.009727 0.023676 

i.000000 

Mesage$. Toil 8 Local 259.652 511.7a8 92.351 402.151 
Tot$, DiSliib"ti0" O.MdMS 0,1259911 0229356 i.000000 
Siaic Distribution 0.536508 0.163a92 1.000000 

Curtomii Opcrationi CAT. 3 O.B.C. Users &mount Distribulion 
%Slate Toil 33 0.333333 
%Exchange 33 0.333333 

interntale Toil 33 0.333333 
Resewed 
Resewed 
Rare w c d 
TOTAL 99 0.959999 

OBC MlSiMS Message %) 0.333333 0,278836 0.054497 0.333333 0.908908 
Re Sewed 

0.999999 

U 
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North Central Telephone Coop., Inc. 
2006 Annual Toll Cost Study - Revised 
Separation Sectlon 

FCC PART 36 
YerrionSIa 

I Messaae Telephone I Private Liner I 
SfOIP state interstate state state I"fei*liifc 

Other Totel Intralata In,ciiafa lntrslata Interlala 

Central Olfice Equipment 
COP C l t  1 "n~raior svrtemr ....... .~ .... .,... . 

CCE Cat. 2 Tandem SwZlchin9 
COE C B . 3  Local Swllching 1 0 . 9 ~ ~ 9 1  tm,m i.mm 2 . 5 m 5 2  5,637,649 
COECai.4.Ii WB ExchangeLineCCTIOSL 
COECal.l(.l2 ExchangeTrunhCCT 58,256 58,256 
COFC., A l R F X C h  i i"aCci.Exd.WB 11.754.071 593.084 436.628 1.432.m1 22.393 11.639 3,307,167 

3.561.657 1,276,834 26.780 2,258.043 

................ 
COE Cat. 4.21 IX CCT - Ex@. WBISaI. 
COE Cat. 4 22 IX CCT - WBlSalellife 

COE Cai. 4.3 H05URemol~ M m  CCT 1.533.$06 i 3 8 . 7 2 ~  I W ~ G  262.~05 936.E45 
23.820 23,090 C O E C ~ , . ~ . ~ ~ A ~ ~ O V ~ ~ ~ ~ X C C T  ~ 3 , z n  292,(67 231.861 875.286 ~ 8 . 7 7 8  

TOTAL CenUai Ofice Eoulpmcnf 23,2116,444 2,461,455 1,944,421 4,800,773 ?.496.006 26.780 2,293,702 10,223,301 

cam 8 wre ~ a ~ i l i i i e s  
C 8 WF Cat 1 Exchange tine 4 ~ 9 ~ 9 . 1 9 1  ~.02e,oi9 3,179,948 ?0.436.966 183,128 86.246 21,095,696 
C &  WFCaiZExchangeTNnk 1,328,333 565.751 15,858 M9.326 97.398 
C 8 WF Cat 3 lnielexchan9e 236.661 51,745 39,230 103.208 18.642 6.219 9,217 
C & WF Cat 4 MarORemole 509.ti3 46,068 38.282 93.809 3M.946 
TOTAL Cable 8 Wire FaciIi8ier 4a.083.098 4,132,630 3,251,470 10.631.971 141.721 15.656 783.791 24,533,457 

Other 
Total General Sumon Faciiities 8,632,760 645,753 667,167 1.979.32Q 287,785 5,465 369,571 4.457.735 
Biiling Compulci6 1,496,124 i i i . l G 4  92,440 274.247 39.672 751 53.977 617.681 
EqUBI Access Inves(ment 
2680 Tang A s s ~ ~ s .  Lease. Impr.. GSF 
2680 Tang A s e l l .  Capilal LcaSPCCE 
2660 Tang Ass@% - Capilal Lee6bC8WF 
2690 Infanqiblc Arret$ 236 23 18 54 8 ,i 122 
TOTAL Other 9.829.m 962,960 m 6 2 6  2,253,625 327,645 6.222 ~ 3 . 5 5 9  5.075.504 

p 77,138 682 7,557,2115 5,961,515 37,666,369 2,571,312 48.860 3,461,052 39,832,268 

435.160 40.671 32,215 lO5.l4d 7,395 151 7.356 242.622 1220 ~a ic r i e i  8 suppiier 
1402 in" in NonaKll Co . RTB Stack 
1410 OthW Noncunenl A s s m  
1500 Other Jutirdiflionel AS5elS 
2002 Prooes%y Held for FuiUie Use 
2003 Plan, UndeiConilNCiion -S.T. 
2000 Piant Under Conrtiuction -l.T. 
2005 ielephane Plant Adpilmenl 

Accounl3100-Acsum. DeDrec. .TPIS 
Gencial Suppon FaCiIilieS 11.74.4116 4M.519 366,433 i.057.119 158.051 3,001 213.967 2,446,356 
COE - Switching Equipmen1 4,926,259 862.654 620.690 4,126,221 2,618,6911 
COE . cpwaloi systcmr 
COE . Transrnirrian EqtiiPmeol 5,363,893 510,890 406.790 1 . ~ ~ , 7 5 9  776.sm i38nn 1.~0.566 2,278,465 
IOT - OLhei info. 0ilg.ITem. Equip. 
IOT - C ~ s t m e r  Piemire Equipment 
C&WF-CabieBWiierad, l icr  27,225,609 2.553.591 2,012,724 6,969,278 162.002 9.795 459.573 35,156,723 
Equal Access Inve$Menl 
TOTAL Ocpreciation Reserve 43,259,287 4.191.652 3,306,637 9,971,317 1,395,568 26.699 1,864,106 22,502.238 

I\c~o~n14100-NefCurrrntDdIncTaxes 
General Svpporl FaciIiIicI 
CCE- Switching Equipment 
COE - Opeiator System8 
COE . iiansmis5ion Eaulpmenl 
IOT . oinei info. on9,neim. w p .  
iOT . Cvstomci Promise Equ,Pmenl 
C 8 WF .Cable 8 Wira FaoliVes 
Eguai Access /nveSlrnenl 
iang. &~ets -  ieare Impiove.. GSF 
Tang. Assets. Capilal leaic-CCE 
Tang, &SOIS - Capllal LeaseS 8 WF 
lntangiblc Assell 
TOTAL Net Curran, Dcf 1°C Taxee 

~ . ~ 1 7 . 3 x  1 3 6 . ~ 7  580,965 1,723,583 250.684 d.758 339,236 3,887,769 



North Central Telephone Coop., Inc. 
2006 Annual Toll Cost Study - Revised 

FCC PART 36 
YCrJio" 51s 

Separation Section 
I Message Teleohone I m v a m  Lines I 

Stale state l",ei*lat* state state hterstatc 
Total lnfralala l n f w l ~ f ~  intralata 1ntei1ota Othci 

AccaunI6340-NefNancurrDefIncTuxer 
General Suppon Facllllier 
COE . Switching Equlpmenl 
COE - Operator SWems 
COE -Tiansmirrion EQUiprnenI 
10, - Olner mlo. 0ng.mem. Equip 
IO,. Cu~iomei Premise Equipment 
c 8 WF -Cable 8 Wire Facililicr 
€quai ACCCII lnveslmenl 
iang. ALMS. Lease Improve.. GSF 
Tang. Assets. Capital Lease-COE 

intangible AiBeIS 
TOTAL NCI NonCunrOL Def 1°C Taxes 

iaW. capitat  tease^ a WF 

Ofhcr RISWVB A C C O U ~ I S  
3200 
3400 Accum Amon-Tanpible 

Accom Uepi - Pit Hid lor Ful Use 

3500 Accum Amon- intangible 
3600 iicwm Amon. Olher 
406" customer oewriis 
4370 om, tang Term tiamlei 
4370 OiheiJuds tiab 8 Ocf Creedill 

463.303 106,226 20.907 336,770 
1,993,391 260,021 155.205 1180.956 40.322 903 66.306 1,001,595 

1550 Pafronagc Capilal 

S"rnmsw0tPla": 
2110 General Suppon FatiIiUeS 9,028,904 962.837 159,607 2,253,511 327,637 6,222 d03.540 5,076,302 
2210 Ccnlral Omce Equipment 23,248,444 2,461,455 1.964.421 Q.GW.773 1.<06.006 26.700 2,293,702 10,223,301 
2310 informmalion Oilglierm EWiD 
2410 Cable 8 wire FaCiiitieS 44.063,090 4,l32.030 3,257,670 10,631,974 141.721 15.058 743.791 24,533,467 

2680 Tangible ABseCr 
2690 iniangibieAsretS 
TOTAL TelCphOne Plant In Service 77,138,882 7,557 2115 5,961,5<6 17,686,369 2,571,372 46,860 3,481,052 39,832,268 

435.160 40.071 32.215 305,Wl 7.396 151 7.356 242.622 1220 Maiciial 8 Supplies 
ill02 lnvin NonamlCo-RlB Stock 
l a l o  Other NoncuircniAsIeL9 
1500 O(heiJudrdictionai Assets 
2002 
2003 Piant Under CoosVuclon - S.T. 7,517,372 136.477 580.965 1,123,563 250.581 4.758 339.235 3.861.769 
2004 
2005 Teiephhone Plant AdjuSbnent 
TOTAL Telepllone Plant 05,091.s14 6,334,593 6,5111,696 19,615,096 2,029,351 53.775 3.027.GU 63,996,659 

Less 3100 RCCUm Depiec -iris 43,259,207 4,191,662 3,306,637 9,971,371 ~,396.568 26.698 1,864,106 22.502.238 
Lcrr 3200 Accum Depl- Pit Wld Ful Use 
Less 3400 &cum Amon- TangWe 
Less 3500 Accum Amoit- intangible 
Leas 3600 ACCum Amor!. Oll3ci 20.907 330,170 
LBPS 4000 CUiiDmCi oepositr 463.303 106.226 

903 66,306 W O i i 9 5  
Le is  4100 Ne, Cvnenl Oef IncorneTaxes 
Lei~6310 Ofhai tang Term Llabiiilier 1.993.391 200.024 155.205 460,956 40,322 
iess 4340 ~ c c u m  UelIncomeTaxes 
Less 4370 Olh Jviis. Liab. 8 DeICred & 39 375,833 3 8 8 2 , 9 0 7 , 0 7 6 , 6 3 7  1,304.46$ 26.173 1,076,245 20,116.656 

Equal Accerr Investment 

236 23 10 54 0 $ 1  122 

Piwe- Heid for Future Use 

Piant Under conr,rvction - L.1. 

128,334 113.505 14.029 Cash woilung Capital. inteirlale 

NET TcisphDne Plant 8 InIerSlate CWC 39.50#.167 3,082,907 3,412,054 9.090.042 1,304461 26,173 1,891,074 20,31G,G5G 

NET Tel Plant less InterstrtSrOnly ItCmS 
JExcivder 4040 &CWC) 29,839,136 3,882,907 3,=,854 9,082,763 1,364,461 26,173 1,087,152 20,452,826 

4550 Pafmnaac Capital 

812912007 10:M AM 



North Central Telephone Coop., Inc. 

Separation Section 

FCC PART 36 
"0,5iO" 618 2006 Annual Toii Cost Study - Revised 

r Message Telephone I private uncr I 
Sf& state IhtPrsBtC state sfate I"tF,stat* 

Tofa, lntralsta Inferlala Intralata interiata Other 

m n t  specific  operation^ E X P ~ ~ S ~  

6110 Total Nehaik Suppon Expense 
6120 Toti" General Supm# Expense 361.171 35.972 28.377 Gd.i08 12.239 232 16,570 189.801 

Cen"a1ORce MaintenanCe Expense 
8210 TolsICOESMChing Expense 1,081,045 112.349 88,750 219.t23 58.283 1.222 108.892 1166.626 
8220 
6230 iota! COE Tranrmirfian Ewenee 78.50l 8,312 6.566 18.212 5.052 60 1.746 34.523 
TOTAL Ceniiai 0 6 C e  Maintenance Expenrc 1,139,508 120.661 95,316 235.335 73,335 1,312 112,438 501,149 

5310 Total inioimalon Oti9Reim Equip EXD 743 34,869 1,150,126 
Mi0  Toea1 Cabie 8 Wire Fnc Exp 2,065,578 193,747 152,710 498.426 35.083 

TOTAL Pian! Speo6c Opeialions ExPcnie 3,572,399 350.380 276,403 8i7,MMi 120.627 2,287 183,877 1,840,878 

Tolai COE Operalor SyB Expense 

Plant Non-specinc Operations w e n s e  

o m  P ~ ~ ~ E ~ ~  ~ i a n i a  ~ ~ s i p m e n i  
GEIO m a r  oiner pmp ~ i a n i  a EOW EW 5,151 505 398 1 , l R i  112 3 232 2.660 
6530 Tola! Neiwoh OpeiallOni ExP 1,617,833 178.014 ("0.472 416,747 80,589 1,151 62.024 938.576 
8540 Total Access ExpanSes 472.599 237,427 235.172 

Deprecialan Expense - Piant In SeMce 
512,030 50.181 39.572 117.400 17,088 324 23,107 2M.403 General Sumon FaCiliWS 

COE . Swllcl>ing Eguipmenl 809,650 108,886 85.543 185.024 430,211 

COE - Ops~aloi Sysfemr 
COE - iiensmli5lon EQulPmcni 1,219,155 97S23 77,989 227,547 148.833 2,854 228,193 435,328 
IOT Cat 3 Othei Inlo OWlierm Equip 
101 Cat 2 c ~ i l o m e r  Premise EWD 

2,612,332 245.001 m.100 630,28? nd.328 940 44093 1454.383 C8WF.CableaWireFaciiitiei 
Eqvai Access insrtmcni 
8581 -TOTAL OeprKiaBon Expense 5,353,575 501,954 396.192 1,160,552 210.227 3.928 295,393 2.585.329 

6562 
6563 Amon Expense- Tangiblc 
8564 Amon Expense - lntsngible 
8585 Amwl Expense -Other 
8660 iota, Depreciation 8 ArnofliraUon Expense 5,153,675 501.954 396,192 1,160,552 210,227 3.928 295,393 2,585,320 

TOTAL Plant Non-Specific ODeralions Expense 7,4118,958 817,960 531.082 1,813,852 270.986 5.082 377,549 3,528,585 

Customer Opciafions Expense 

6610 Total Markelinn Expense 105,806 25.i97 12,800 24,538 i.497 1,029 40,867 

6820. SERVICES 

Door Dlp - Prop Held far FYt Ure 

Telephone Ope'alor senices 
Call Complelao" 
Dj,OClV'y ASIiilanCe 46,045 28,248 (7.338 2,459 
Subioia, - Telephone operator swicer 48.045 26.245 17.338 2,459 

Dir Pubiiihing. Alph@ 85.960 4,416 3.488 8.648 49.4111 

Subtoti - PubiiShed Directow SCN~CCB 11.875 10.327 3.458 8,MG 49.414 

PubiisDed Directow Sewices 

01 Pubifshins . Ciais#fificd 
oii Pvbil~ning. FoieDn 5.911 5.911 

All Olhci Scw1CBS - Categow > ' 
E. U. Senicc Order Pmieising 317.436 2.664 976 2.684 311.092 

E. u. ~ayment  a coiieciian 644,349 137.559 80,797 204,2(4 i.197 250,582 
E. U. Giiiing inquiry 199.939 14,060 5.481 180,398 
IXC Sewice Oidei Processing 28.172 28.172 

E. U. Senice Order PmCelBin9 . Pierub. 43.431 43,431 

IXC ~ a y m c e a  coiienion 
IXC Billin9 I W r y  
Coin Coli~l ion 8 Admin 
Sub-totel - Ail Other Senices - Cat, 1 1,233,327 140.203 19.945 284,389 1.t97 5 . w  742,072 
' Ober Column includes local 8 Oiienaiy m End User 
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North Central Telephone Coop., Inc. 

Seuaration Section 

FCC PART 36 
"erriansla 2006 Annual Toll Cost Study. Revised 

I Mcrsago Telephone I PN'Vdm Liner I 
state state I"fer5fac Slate state InterEtate 

Totrl lnlrillats lnlerlaa lnllalata Inferlafa Other 

All Other Sewices - Calesw 2 

E.U,C,L. Biiiing B Coilanin9 

CABS 8i im a coneci in~ 8.854 4.427 4,427 

Message Piocesslng - Toll 8 Local 182,006 111.330 22.932 61.745 i t )  

Oihcr Billing 8 Collecting OOl.436 111,835 21.877 133.612 133,812 

Subioial . Ail Ofher Service8 - Cat. 2 592.296 229.265 09,236 179,SM 133.81~ 

Ail Olhei Sewices - Caiwory 3 9,526 9,526 

6620 T O i A i  SeMcer Expense t.953.071 408,083 160,005 452,549 1,197 

TOTAL Cwtomci OPBiatimS Expense 2,068,677 b31.280 162.685 1187.085 2.696 

Corporate Operations Expense 

613.563 80.035 41,772 i w 8 z  ~ 7 3  276 20,433 306.290 6710 
6720 io8ai General 8 Adrnin Exp 2,283,409 292.210 l74.4i7 661.287 56,303 1.015 74.603 1.125.574 

TOTAL Corwiale OpeWons Expense 2,898,972 372.245 222,169 703.169 69,176 1.293 95,036 1,433,864 

6.461 927,756 

6,510 968.423 

Tolai Execulvc 8 Planning EXP 

OiheiOpei. Exp.. Tax. i l C  8 Fixed Charooer 
6301 UncoilectlMes 110.587 170.567 
7270 ITC - Ooeiailno 

Equal Amcrs 5xPen.w 
390.837 38.271 30.180 89.565 13.021 247 17,628 ZOl.7lS 1240 Ad Valorcm Tax 

m n  G ~ O S ~  ROWCLI i a x  
79"" 0, I* ,,.." . "" , ""_ 
7240 Olher Operaling Taxes 
7340 lnlere~i Du6ng Conit iumn 
7370 Special Charges 
7510 anleres Exoense - Funded Deb 

120,300 li.786 9,297 27,582 4,OIO 76 &a29 62.120 

. 
7520 
,540 I",. on customer DepOIili ICWC) 18.679 1,842 1,477 4,256 657 12 690 9.543 
7910 he. E W u i i s .  WCemakw Die 

519.683 40.113 31.667 93,823 13.678 259 18,518 321.625 TOTAL Othei Expenses and Taxes 

iniwest Expensc - CaPilBl Lea% 

[Exciudes 12,O. 7340.7SiO. 7ii%O) 

MYcelianwui RevenucI 
5260 Rent Rev. GSF 
5240 Rent Rev. COE 
5260 
5240 Ron! Rev- Direct Assignment 
5260 Corporate O~eialona Revenue8 
5260 Misceiianeous Revenues 
TOTAL M s ~ e l l a n ~ ~ v S  Revenues 

Summary Of Operethq EzL""SC5 & Taxes 
6110 Tolai Netwoh SupPoit Expense 
6120 iota! General Suppoe Expense 

Ron, Rev - C 8 WF 

361.177 36,912 26.377 84,166 12,239 232 16.570 189,601 
6210 iolai CenVal Oece Sw EXP t.osi.na5 IV,M 88,750 219,123 86,263 1.222 i04.692 66.626 
6220 

8.312 6.568 18.212 5,052 90 7.148 34.523 
6310 

143 34.869 1.150.128 M10 Total C 8 WF Exp 2,085,676 (93.747 $52.710 498.425 35,053 
TOTAL Piant Spcdfie Opeialbns ExDenre 3,572.399 350.380 276.403 617,947 120.627 2.287 163.877 1,840,678 

Tole! Cenval Olfice Opfri Sys 

Total inb O W e i m  Equip EXP 
6230 ~ ~ t ~ i  c e n m  omce nanr EXP 78.~01 

6510 TolalOl~PiopPianl8 EqUiPEXP 5 , w  505 398 1,161 172 3 232 2.860 
6530 Total Network Opeialionr Exp 1,817,633 i78.074 140,472 416.747 60.589 I.451 82.024 938.576 
6940 Total AcFell  Expenses 472.599 237,427 235,172 
6660 io<m OepieCialon 8 Aoiad Exp 5,153,575 501.9S 396,192 $.l50,5S% 210,227 I S 2 B  295,393 7.6R'IWP 
TOTAL Plant Non.SPeci#c Operalions Expanse 7,648,958 957,980 537.062 1,613,852 270,968 5,082 377.649 3526.565 

105,808 25,191 12.860 24.536 1,497 1.029 110,667 

6.510 868.423 

6810 Total Marketing ExPeme 
6620 ioiai Sewices Expense 1,953,071 406.063 150.005 462.549 1.197 
TOTAL Customer Operrlmr Expense 2,056,877 031,260 162.005 487,065 2.694 

~ 6 1  9 2 7 . m  

813.883 80,035 47,772 ~ 8 6 2  14.873 276 20.433 306,290 6710 Toid Executive8 Planning Ex0 

TOTAL Cocpoiate Opcretioni Expenre 2,893,972 372.245 222.169 703.169 69.176 1.293 95.036 1.433.8M 

TOTAL Other Expenicr 8 Taxes 518.883 40,113 31.667 83.823 13.678 259 18.518 321.825 
TOTAL Opcra(ing Exoenses 8 Tuxes 16,491,089 2,111,978 1.230.206 3,915,678 477,163 8.921 663.590 6,091,555 

Mii~ellaneo~s Revenues 

TOTAL Expenses Less MiSC ReVenllcS $6,497.069 2,111,918 1,230,206 3,915,876 477.163 8.921 661,590 8,097,555- 

TOTAL Expsnrer Less Interstate-Only llemr 16,697,089 2,111.9/6 1,230,206 3,915,676 411.163 8,921 661.590 6,091,659 

6720 Total GcneiaI8 Admin ExP 2.a3.409 m . a o  174.417 56i,z67 54.303 i . 0 ~  7 ~ 0 3  (.t28.574. 
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FCC PART 36 
YeiSio" S i *  

North Central Telephone COOP., Inc. 
2006 Annual Toll Cost Study - Revised 
Cash Working Capital 

Private liner I 
TO,*# Intralata Inlerlaia lntialala lnlcrlata Other 

Ptanl SpccIfific Expen~m 3,572,399 
Plant NonSPciifiC (Less 65801 Expense 2,298,383 
Customer Opcr~GOO5 Expense 2,056,677 

Othci Expenses And Taxes 
Eguai Access Expense 

7220 O~eraliny F.I.T. - bmked 
1230 Operating S.I.T. -booked 
72110 Ad Vaiaiem lax 390,637 

CoipDiale OpciSGonE EXpenEC 2.n96.072 

7zin i ~ ~ - o p e i ~ i i n g  

7240 G ~ O W  R ~ C C ~ P ~ B T ~ X  
7240 ~ v c f e e r  
7ZaO Olhcr Opeiatlny Taxes 
7310 Special Chames 

7500 idereit  on Customer Deposits 18.679 
1910 1% €%Juris RaiernaWng W 

7510 8ntWast ExpWSe 

$1,232,917 2.761.Y43 36n.627 TOTAL Exp~nBeB and Taxor 

o.obinn6 0.041096 o .ome6  
14.629 

Standard Allowance FactOi 
Cash Working Capilal 461.629 113,505 



REVENUE REQUIREMENT 

1.  Ncl inveslmenl 
2. Rate of Rcivin 
3.Re,"'niLineixLi"e21 
4.  IOC 
5. less Net AddSIVMUOs foiFlT 
6, Less lTC 
7. Tola! FIT Beis j Line 4 . 5 - 6 I 

8. FIT Giosrup Factor 
9. Gross FiT (Line 7 x Linc G I  
10 LcIsITC 
I ,  NIIIFITi i ine9 - l lnc io  I 

(2 . iolaiSITSaseiLinei* t ine9)  
13. SIT Rate 
14. Net SiT( tine 32 xtine 13 ) 

15. Return + FIT 4. S l i -  iDC i Line 341l+l4-41 
18. Total Exp's. Taxa$ less MSC. Rev's 
l i , io l i iReu.Req' t , iL inel5*161 

Stale SWlC state state 
Tots, b f d a f a  ,n,e,,a,a InterStaie lnlralata Interlala lnteiStatc Other 

39,504,167 3,882,907 3,112,854 9,09O,O(i2 1,384,461 26.113 1,891,074 20,116,658 
$i.2500% 11.2500% 11.2600% 11.2500% V,2500% li.2SOOX 11.2500% 
436.827 350.196 1,022,630 155.752 2.904 212,748 2,2=,12Q 

16 5.429 82,120 11.786 9.297 27.582 4.010 

436.827 350.396 1,022,830 155.75% 2,844 212.765 2,263,124 

436.821 350.198 1,022,630 155.152 2.944 212.748 2,263,1241 

425,041 340,899 995,OdG 151.1(2 2,868 207,331 2,201,004 
18,491,089 2,111,978 1,230,206 3,915,676 177.(M 8.921 661.590 8.091.555 

2,637,019 1,671,105 4,910,724 528.905 ii.789 888.907 ?0,292,5S9 
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NORTH CENTRAL TELEPHONE COOPERATIVE 
Response for Section lO(10)f 
Expenditures -January through August 2007 

Expenditure Item Account Amount 

Membership Dues 6728.2 $46,581.47 

Initiation Fees 

Country Clubs 6728.2 $1,475.00 

Charitable Contributions** 6722 16728.0 $7,169.24 

NONE $0.00 

Marketing 
-Salaries 
-Benefits 
-Other (including Chaz Taylor) 

Sales 

Advertising 

Professional Services 
-Legal Services 
-Audit Services 
Consulting Services 

6610 

NIA 

661 3 

6725 
6721 

6721I6725 

$6,802.49 
$4,722.77 

$1 48,868.71 

$0.00 

$20,374.03 

$103,009.29 
$27,548.93 
$99,874.72 

Civic Activities** 6722 I 6728.0 $1 0,448.65 

Employee Parties 6728.0 

Employee Gifts(service pins given at picnic) 6728.0 

$6,706.1 5 

$4,097.66 

** Charitable contributions and civiclpolitical activities are recorded in accounts 6722 and 6728.0. These 
expense items are not tracked separately. Amounts presented based on review of expenditures recorded 
in these accounts. 
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INDEPENDENT AUDITORS' REPORT 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and Subsidiary as of December 3 1,2005 and 2004, and the related consolidated 
statements of income and patronage capital and cash flows for the years then ended. These consolidated 
financial statements are the responsibility of the Cooperative's management. 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 audit to obtain reasonable assurance about whether the consolidated financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the consolidated financial statements. An audit also includes assessing the accounting 
principles used and the significant estimates made by management, as well as evaluating the overall 
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and Subsidiary as of 
December 3 1,2005 and 2004, and the results of its operations and cash flows for the years then ended in 
conformity with accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated January 20. 
2006, on our consideration of North Central Telephone Cooperative Corporation's internal control over 
financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts, and 
grants. That report is an integral part of an audit performed in accordance with Government Auditing 
Standards and should be read in conjunction with this report in considering the results of our audits. 



CONSOLIDATED 

NORTH CENTRAL TELEPHONE COOPERATIVE 

December 31,2005 

2005 2004 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Notes receivable 
Telecoinmunications accounts receivable, less 

allowances of $7 1,418 in 2005 and 
$57,758 in 2004 

Other accounts receivable 
Materials and supplies 
Other current assets 

$ 6,705,672 
1,320,073 
3,894,963 

20,856 

1,462,169 
49,7 18 

436,497 
372,309 

$ 4,628,583 
89,845 

4,492,347 
26,244 

1,728,311 
40,495 

490,502 
541,107 

TOTAL CURRENT ASSETS $14,262,257 $12,037,434 

NONCURRENT ASSETS 
Investments 
Notes receivable -net o f  current portion 
Nonregulated investments 
Goodwill, less accumulated amortization of 

$57,494 in 2005 and 2004 

$15,297,649 $14,808,382 
14,520 22,690 

167,298 228,103 

572,983 542,983 

TOTAL NONCURRENT ASSETS $16,052,450 $15,602,158 

PROPERTY, PLANT AND EOUIPMENT 
Telecommunications plant in service 
Telecommunications plant under construction 

Less accumulated provision for depreciation 

$82,028,478 $80,321,403 
7,430,249 6,777,246 

$89,458,727 $87,098,649 
44,668,965 43,892,530 

TOTAL PROPERTY, PLANT AND EQUIPMENT $44,789,762 $43,206,119 - .-.~-..----.-....--------.____I_ ~ -___I_ I ~ 

,---*.- ..,,,,. __ -,. ., .,,, -.-.- T,Ly.-.-,~---.,--s~w 

$75,104,469 $70,845,711 .- 

See the notes to financial statements. 
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BALANCE SHEETS 

CORPORATION AND SUBSIDIARY 

and 2004 

2005 2004 

LIABILITIES AND MEMBERS' EOUITY 

Accounts payable $ 1,427,881 $ 902,472 
Advance billings and payments 163,662 150,380 
Customer deposits 444,353 478,501 
Current maturities on long-term debt 2,365,248 2,306,233 
Accrued taxes 365,384 576,663 

CURRENT LIABILITIES 

Accrued interest 
Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

140,527 159,144 
462,884 354,521 
2 17,496 229,298 

1,965,591 1,939,283 
512,873 706,754 

TOTAL CURRENT LIABILITIES $ 8,065,899 $ 7,803,249 

LONG-TERM DEBT 
Rural Utilities Service 
Other long-term debt 

OTHER LIABILITIES 
Postretirement benefits other than pension 
Deferred taxes 

MEMBERS' EOUITY 
Memberships 
Patronage capital 

21,958,211 18,841,718 
2,686,886 2,969,678 

623,391 395,160 
997,543 546,767 

TOTAL LIABILITIES $34,33 1,930 $30,556,572 

$ 0 $ 6,580 
40,772,539 40,282,559 

TOTAL MEMBERS' EQUITY $40,772,539 $40,289,139 

5 



CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2005 and 2004 

2005 2004 

Operating revenues: 
Local network services revenue 
Network access services revenue 
Long distance network services revenue 

$ 4,822,329 $ 4,951,831 
6,774,162 6,367,587 
3,748,148 3,601,109 

I 

Miscellaneous revenue 8,585,567 8,780,603 
TOTAL OPERATING REVENUES $23,930,206 $23,701,130 

Operating expenses: 
Plant specific operations expense $ 3,976,780 $ 3,980,587 

2,038,798 1,895,792 Plant nonspecific operations expense 
Provision for depreciation and amortization 5,673,892 5,535,062 
Customer operations expense 5,575,559 6,697,408 

5,526,293 5,174,080 Corporate operations expense 
Operating taxes 447,537 413,563 

TOTAL OPERATING EXPENSES $23,238,859 $23,696,492 
OPERATING INCOME $ 691,347 $ 4,638 

$ 1,317,701 $ 1,972,786 Income from investments 
Interest and dividends 348,444 247,452 
Nonregulated loss (52,3 82) (24,744) 
Gain on sale of investment 16,577 4,442,208 
Gain (loss) on sale of equipment 110,514 (1,070,066) 

TOTAL OTHER INCOME $ 1,740,854 $ 5,567,636 

Other income: 

Fixed charges: 
Interest expense $ 1,135,783 $ 1,250,473 
Interest charged to construction - credit (202,559) (1 87,219) 

TOTAL FIXED CHARGES $ 933,224 $ 1,063,254 

INCOME BEFORE TAXES ON INCOME $ 1,498,977 $ 4,509,020 
422,536 1,087,620 Taxes on income 

NET INCOME $ 1,076,441 $ 3,421,400 
Patronage capital at beginning of year 40,282,559 37,453,905 

(597,864) (605,972) 
~ 3446 Capital credits paid and applied 

PATRONAGE CAPITAL AT END OF YEAR $40,772,539 $40,282,559 

~ .----.lll_____.__ I ~ I_ I___ ̂_--.-___- _l__l - 
..,.. . .. ,..-,,-Ex.cise-ta e f u n d a b l e - o n ~ c a p i ~ a l ~ ~ ~ ~ ~ l ~ ~ ~ ~ ~ ~ - ~  ~ . .  --., .. ..".,. . .. ., . . . . ~ ~ ~ ~ ~ ~ l , . ~ ~ ~ ~ ~ - . _ _ _ L I I ~ . ~ ~  
- 

See the notes to financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 31,2005 and 2004 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows froin investing activities: 
Construction and acquisition of plant 
Proceeds from sale of property and equipment 
Proceeds from sale of investment 
Plant removal costs 
Investment in partnership 

Salvage 
Cash distribution from investments 
Investinent in nonregulated CPE 
Goodwill purchased 
Increase in notes receivable 
Collection on notes receivable 

Decrease (Increase) in: 
Materials and supplies 
Temporary investments 
Other investments 

Nonregulated income 

NET CASH USED BY INVESTING ACTIVITIES 

2005 2004 

$ 24,187,125 $ 23,469,702 
(1 6,033,144) ( 17,4 10,726) 

266,961 195,633 
(95 1,841) (1,118,587) 

(1,012,133) (1,906,933) 

$ 6,456,968 $ 3,229,089 

$ (7,05 1,873) $ (6,908,268) 
131,789 25,682 
16,577 4,442,207 

(305,459) (23,749) 
0 (613,800) 

24,l I4 6,300 
943,867 1,069,248 
60,805 20,861 

(40,000) (40,000) 
(22,473) (43,832) 
36,031 41,863 

54,005 256,045 
597,384 (1,498,113) 
(35,794) (54,25 3) 
(52,382) (24,744) 

$ (5,643,409) $ (3,344,553) 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D') 

NORTI-I CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2005 and 2004 

2005 2004 

Cash flows from financing activities: 
Debt proceeds 
Payments on long-term borrowings 
Decrease in memberships 
Excise credit applied to capital 
Capital credits paid and applied 
Postretirement benefits other than pension 
Increase in customer deposits 

NET CASH PROVIDED (USED) BY FD ICNG 

$ 5,144,588 $ 4,125,856 
(2,25 1,872) (5,086,219) 

11,403 13,226 
(597,864) (605,972) 
228,23 1 74,590 
(34,148) (1 12,258) 

CTIVITIES $ 2,493,758 $(1,590,777) 

(6,580) 0 

NET INCREASE (DECREASE) IN CASH $ 3,307,317 $(1,706,241) 

CASH AT BEGINNING OF YEAR 4,718,428 6,424,669 

CASH AT END OF YEAR $ 8,025,745 $ 4,718,428 

S 



CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2005 and 2004 

2005 2004 

Net income 
Nonregulated loss 
income from investments 

$1,076,441 
52,382 

(1,3 17,701) 

Net income (loss) from regulated operations $ (188,878) 

Adjustments to reconcile net income (loss) to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss (Gain) on sale of equipment 
Gain on sale of investment 
Deferred taxes on income 
Noncash patronage allocation 

Decrease (Increase) in: 
Customer and accounts receivable 
Current and accrued assets - other 

Increase (Decrease) in: 
Accounts payable 
Advance billings and payments 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

$5,740,144 
(1 10,514) 

(1 6,577) 
450,776 
(81,483) 

256,919 
168,798 

525,409 
13,282 

(21 1,279) 
(1 8,617) 
108,363 

14,506 
(193,881) 

TOTAL ADJUSTMENTS $6,645,846 

NET CASH PROVIDED BY OPERATING ACTIVITIES $6,456,968 

$3,421,400 
24,744 

(1 ,972,786) 

$1,473,358 

$5,606,3 1 1 
1,070,066 

(4,442,208) 
(89,386) 
(5 1,819) 

(216,493) 
(142,854) 

(593,43 1) 
6,331 

I 19,906 
(55,333) 
61,838 

241,506 
241,297 

$1,755,73 1 

$3,229,089 

. ,. 
,- 

See the notes to financial statements, 
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NOTES TO CONSOLlDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1.2005 and 2004 

Note A - North Central Telephone Cooperative Corporation and Subsidiary provides retail tele- 
communications services to Macon County, Tennessee and surrounding counties including a 
portion of southern Kentucky. North Central Telephone Cooperative Corporation and 
Subsidiary has adopted the following accounting policies: 

( I )  Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 100% of the 

outstanding common stock of North Central Communications, Inc. and Subsidiaries 
(Subsidiary). North Central Communications, Inc. and Subsidiaries were formed for 
the purpose of providing long distance and other telephone services, computer sales 
and services and security systems. The consolidated financial statements include the 
accounts of North Central Communications, Inc. and Subsidiaries. All significant 
intercompany accounts and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1. The Subsidiary 
operates on a fiscal year ending September 30. The consolidated financial 
statements reflect the results of operations from January 1 through December 3 1 for 
the Cooperative and from October 1,2004 through September 30,2005 for the 
Subsidiary. 

(2) The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

(3) For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investments with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less. Certificates of deposit 
and other securities with original maturities over 90 days are classified as temporary 
investments. 

(4) Accounts receivable are stated at the amount management expects to collect from 
outstanding balances. Management provides for probable uncollectible amounts 
through a charge to earnings and a credit to the allowance for doubtful accounts based 
on its assessment of the current status of individual accounts. Balances that are still 
outstanding after management has used reasonable collection efforts are written off 

receivable. No 
Past due accounts receivable are based upon contractual terms as defined on customer 
invoices. 

II __ l_l 

.__ .. . _.. ---*.. . . . ... .. ... ,.., thrOu3~a3,aLg 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2005 and 2004 

Note A - (Cont’d): 

The allowance for doubtful accounts is based upon a credit review of the accounts 
receivable, past bad debt experience, current economic conditions and other pertinent 
factors which form a basis for determining the adequacy of the allowance. The 
allowance represents an estimate based upon these and other factors and, it is at least 
reasonably possible that a change in the estimate will occur in the near term. 

Telecommunication services are provided to the customers on a credit basis in the 
ordinary course of business. Generally, the accounts receivable generated by the sale 
of these services are unsecured. 

(5) Material and supplies are valued at average cost accumulated in perpetual inventory 
records, which are periodically adjusted to physical counts. 

(6) Employee vacation and sick leave benefits are accrued as the benefits are earned 
according to an established policy. 

(7) The Cooperative’s expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments are capitalized. Original costs of properties retired 
froin service are eliminated from property accounts and removal costs are charged to 
the allowance for depreciation. Salvage value of retired property is credited to the 
allowance for depreciation. The Subsidiary provides for depreciation on a straight- 
line basis at annual rates, which will amortize the depreciable property over its 
estimated useful life. 

(8) Advertising costs are charged to expense as incurred. These costs amounted to $149,050 
in 2005 and $272.985 in 2004. 

Note B - Substantially all assets ofthe Cooperative 3re pledged as security for the long-term debt to RUS 

Note C - The Cooperative and Subsidiary maintain their cash and temporary investments in several 
commercial banks located within their trade area. The Federal Deposit Insurance Corporation 
(FDIC) insures accounts and temporary investments up to $100,000. A summary of the total 
insured and uninsured cash balances follows: 

Uninsured cash balances $11.166.153 

Restricted cash consists of an employee savings account in which $94,158 has been deposited 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2005 and 2004 

Note D - Notes receivable balances are the result of computer equipment sales to customers. The average 
term of the notes is three years with an average interest rate of 15%, due in monthly installments 
with interest computed by the simple interest method. The following is a schedule of estimated 
maturities of the note principal amounts for the next three years: 

Year ending 
September 30, 

2006 
2007 
2008 

Amount 

$20,856 
11,391 
3,129 

TOTAL $35.376 

Note E - Investments: 

2005 2004 
Rural Telephone Bank “c” stock - at cost $ 1,000 $ 1,000 
NECA Services, Inc. stock - at cost 10,000 10,000 
Cash value of life insurance 5 19.58 1 483,783 
Investment in Tennessee RSA #3 cellular partnership 1,120,387 1,689,277 

Investment in Kentucky RSA #3 cellular partnership 9.799.430 9.058,440 
( 16.67%) 

(25%) 

Investment in Bluegrass Network, LLC (20%) 2,402,050 2.146.582 
Investment in Bluegrass Telecom, LLC (20%) 347,970 459,572 
Qualified patronage capital certificates - NRTC 332.303 250,821 
Tennessee 220 MHZ Radio 156,372 156.372 

Tennessee Independent Telecom Group (IRIS 499.599 441.730 

NRTC Wildblue project 108.609 110,450 
Networks) (1 0%) 

Deposits 355 355 

$15.297.649 $14.808.382 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2005 and 2004 

Note E - (Cont’d) 

The following is a summary of selected financial information from the financial statements of the 
investments in which North Central Communications, Inc. owns a significant percentage: 

Tennessee RSA Kentucky RSA Tennessee 
#3 cellular #3 cellular Bluegrass Bluegrass Independent 
partnership partnershiD Network. LLC Telecom. LLC Telecom Group 

Total assets $1 9,410,105 $40,844,000 $12,834,401 $3,584,000 $16,936,103 

Total liabilities $12,689,135 $ 4,612,000 $ 824,153 $1,874,000 $1 1,940,096 

Total equity $ 6,720,970 $36,232,000 $12,010,248 $1,710,000 $ 4,996,007 

Net income(1oss) $ (3,307,684) $ 2,383,798 $ 998,341 $1,459,332 $ 457,294 

Nonregulated investments: 

- 2005 2004 
Nonregulated customer premises equipment - leased $617,463 $627,189 
Less accumulated provisions for depreciation 4 5 0 ~  65 399,086 

$M $228,103 

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis at an annual rate of depreciation, which will amortize the 
cost ofthe equipment over its estimated useful life. 

Note F - In June 2001, the Financial Accounting Standards Board issued SFAS No. 142 “Goodwill and 
Other Intangible Assets.” Under SFAS No. 142, goodwill and other indefinite lived intangible 
assets are no longer amortized but reviewed annually, or sooner if deemed necessary, for 
impairment. Goodwill represents the excess cost over fair value of net assets acquired through 
acquisitions. During 2005, there was no recorded impairment of goodwill. 

13 



NOTES TO CONSOLlDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATlVE CORPORATION AND SUBSIDIARY 

December 31,2005 and 2004 

Note G -Telephone plant in service and under construction is stated at cost. Listed below are the major 
classes of the telephone plant as ofDecember 31: 

Franchises 
Land 
Buildings 
Central office equipment 
Poles, cables and wire 
Furniture and office equipment 
Vehicles and other work equipment 

$ 236 
735,097 

5,217,281 
21,585,401 
43,398.454 

2,023,460 
2,873,625 

2004 
$ 236 

750,733 
4.495.122 

22,795,972 
40,749,674 

2.586.498 
2,886,533 

TOTAL PLANT IN SERVICE $75.833.554 $74,264.768 

The Cooperative provides for depreciation on a straight-line basis of annual rates, which will 
amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 6.92 percent for 2005 and 6.16 percent 
for 2004. The provision for 2005 was $5.196.226 and the provision for 2004 was $4,835,626. 

Individual plant depreciation rates are as follows: 

Buildings 
Central office equipment 
Public telephone equipment 
Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 
DBS and internet equipment 

Percent 
2.6 

6.7 - 21 .0 
15.1 

1.7 - 8.8 
6.7 - 16.4 
6.4 - 10.8 

18.8 

14 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2005 and 2004 

Note G - (Cont’d) 

investment in property and equipment included in the Subsidiary: 
2005 2004 

Land $ 67,937 $ 67,937 
Building 
CATV equipment 
Office furniture and fixtures 
Equipment 
Vehicles 

808.972 808,972 
4,582,721 4,43 1,32 1 

98,143 96,230 
405,007 401,433 
232,144 250.742 

TOTAL $6&924 $6.056.635 -~ 

The Subsidiary provides for depreciation on a straight-line basis at annual rates, which will 
amortize the depreciable property over its useful life. Depreciation charged to expense on the 
Subsidiary’s records amounted to $543,915 in 2005 and $699,436 in 2004. 

Note H - A description of notes payable follows: 

Long-term debt is represented by mortgage notes payable to the United States of America and 
other lenders. Following is a summary of outstanding long-term debt: 

2% Rural Utilities Service notes 
2005 2004 

$ 152.276 $ 272,849 
4.1 ‘30 to 5% Rural Utilities Service notes 23,888;392 20,606,521 
6.5% Steve Cothran, matures January 6,2018 433,161 454,019 
5.0% Farmers National Bank, matures October 

22,20 13 2,536.516 3.238.259 

Less current maturities 
$27,010,345 $24,1 17,629 

2,365,248 2,306.233 

The Rural Utilities Service notes have various maturity dates. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2005 and 2004 

Note H - (Cont’d) 

Long-term debt matures as follows: 

December 3 1, Amount 

2006 
2007 
2008 
2009 
2010 
Beyond five years 

$ 2.365,248 
2484,335 
2,609,156 
2,740,804 
2.878.821 

13,931.981 

TOTAL $27.010.345 

Note I- The Cooperative has adopted the retirement and security program of the National Telephone 
Cooperative Association as a pension plan covering all employees meeting certain age and 
length of service requirements for which it pays approximately 80% of the cost. The 
Cooperative funds the pension plan by making monthly contributions into the program based on 
salaries. The Cooperative’s cost was $656.591 for 2005 and $561,647 for 2004. 

Note J - Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109). Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions of the enacted tax law; the effects o f  
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

Current income tax expense 
2005 ~ 2004 

$ (28.240) $1.177.006 

Deferred income tax expense (reduction) 450,776 (89,3861 

$422.536 LQU.b2.Q 
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NOTES TO CONSOLlDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,2005 and 2004 

Note J - (Cont’d) 

The deferred tax liability is primarily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

2005 2004 
Deferrcd tax liability at beginning of year $ 546.767 $636,153 
Current oeriod increase for deferred 

taxes on income 695,199 164,247 

Deferred tax liability at end of year $1,241,966 $800,400 
Less deferred tax benefit at end of year 244.423 253,633 

Deferred tax liability at end of year $ 991.543 $546.767 

The deferred tax asset is primarily the result of net operating losses that are carried forward for state 
income tax reporting purposes from North Central Communication’s investment in its wholly 
owned subsidiaries. 

The Subsidiary has a net operating loss carryforward of approximately $3.499,895, which is 
available to offset future state taxable income. This carryforward will expire in 
14 to 20 years. 

Note K -The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. 106 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

Substantially all of the Cooperative’s employees are covered under postretirement health and life 
insurance plans. The determination of postretirement benefit cost for postretirement health 
benefit plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. 
The postretirement life insurance benefit formula used in the determination of postretirement 
benefit cost is primarily based on 25% of the preretirement life insurance benefit. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1.2005 and 2004 

Note K - (Cont’d): 

The following table sets forth the plan’s funded status and the amount recognized in the 
Cooperative’s Balance Sheet as of December 3 1 :  

2004 
Accumulated postretirement obligation 

attributable to: 
Retirees $(3.176,592) $( 1,871,993) 
Fully eligible plan participants (1.676,439) (1.703.019) 
Other active plan participants (2,98421 31 (3.969231) 

Total accumulated postretirement 
benefit obligation $(7,837,244) $(7,544,243) 

Fair value of plan assets 4,284,633 3,952,614 

Accumulated postretirement benefit 
obligation in excess of plan assets $(3,552,611) $(3,591,629) 

Unrecognized net gains 2,326,190 2,492,933 
Unamortized initial obligation 603,030 703,536 

Accrued postretirement benefit 
obligation $ <623:3911 $ 1395.160) 

Postretirement benefit cost is composed of the following for the year ended December 31: 

2005 2003 
Benefits earned during the year $ 352.493 9; 275,339 
Interest on accumulated postretirement benefit 

obligation 528,798 451,134 
Actual return on plan assets (382.019) (3 18.481) 
Net amortization of transition obligation over 

20 years 100,506 100,506 
Net amortization and deferral 166.743 104.322 

.6T2-820 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1.2005 and 2004 

Note K - (Cont’d): 

The assumed discount rate used to measure the accumulated postretirement benefit obligation was 
6.50% at December 3 1,2004 and 5.75% at January 1,2005. The assumed rate of future increases 
in compensation levels was 6.OOYo at December 3 I ,  2005. The medical cost trend rate in 2005 
was approximately 9.00% grading down to an ultimate rate in 201 0 of 5.00%. A one percentage 
point increase in the assumed health care cost trend rates for each future year would have 
increased the aggregate of the service and interest cost components of 2005 net periodic 
postretirement benefit cost by $55,874 and would have increased the accumulated postretirement 
benefit obligation as of December 3 I ,  2005 by $383,793. 

Note L - Labor Force 

Approximately 80% of the Cooperative’s labor force is subject to a collective bargaining 
agreement. A three-year agreement was negotiated and approved for the period January 1, 
2003 to December 3 1,2005 between the Cooperative and the Communications Workers of 
America. 

Note M -Commitments and Contingencies 

The Cooperative is a guarantor for loans in the amount of $1,777,778. These loans are the 
obligation of TN Independent Telecommunications Group dibla Iris Networks, a related party. 

The Cooperative accrues pole rental based on contracts it has with other utility companies. These 
contracts establish the rate per pole the Cooperative pays to attach to these entities. Currently 
one electric cooperative has invoiced the Cooperative for attachment rates that are significantly 
higher than the contract amounts. Management is currently trying to resolve this matter and 
believes it will be successful. At December 31,2005 the accrued pole rent has been accrued at 
the contact rate not invoiced rate. 
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INDEPENDENT AUDITORS’ REPORT ON CONSOLIDATING INFORMATION 

Board of Directors 
North Central Telephone 

Lafayette. Tcnnessee 
Cooperative Corporation 

Our report on our audits ofthe consolidated financial statements of North Central Telephone 
Cooperative Corporation and Subsidiary for 2005 and 2004 appears on page 3. Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. The consolidating information contained on pages 2 I through 24 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations ofthe individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and. in our opinion, is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

2&4LJ5. &!!, PUG 
Certified Public Accountants 

McMinnville. Tennessee 
January 20. 2006 
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CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 I ,  

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

ASSETS 

CURRENT ASSETS 
Cash - general 
Cash - construction fimds 
Temporary cash investments 
Telecommunications 

accounts receivable 
Notes receivable -current 
Other accounts receivable 
Advance to related company 
Materials and supplies 
Other current assets 

$ 6,005,858 $ 699,814 

1,320,073 0 
1,794,963 2,100,000 

1,204,136 258,033 
0 20,856 

49,7 18 0 

0 319,384 
210,531 225,966 
54,815 360,943 

$ 0 
0 
0 

0 

0 
0 

(319,384) 
0 

(43,449) 

$ 6,705,672 
1,320,073 
3,894,963 

1,462,169 
20,856 
49,718 

0 

436,497 
372,309 

TOTAL CURRENT ASSETS $ 10,640,094 $ 3,984,996 $ (362,833) $ 14,262,257 

NONCURRENT ASSETS 
Investment in subsidiary $ 19,191,590 $ 0 $ (19,191,590) $ 0 

Investments 530,574 14,767,075 0 15,297.649 

Nonregulated investments 167,298 0 0 167,298 

Notes receivable 0 14,520 0 14,520 

Goodwill -net 0 572,983 0 572,983 

TOTAL NONCURRENT ASSETS $ 19,889,462 $ 15,354,578 $ (19,191,590) $ 16,052,450 

PROPERTY. PLANT AND EQUIPMENT 
Telecommunications plant in service $ 75,833,554 $ 6,194,924 $ 0 $ 82,028,478 

Telecommunications plant 
under construction 7,383,088 47,161 0 7,430,249 

$ 70,859,176 $ 23,799,716 $ (19,554,423) $ 75,104,469 
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BALANCE SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

2005 

North Central North Central 
Telephone Communications. Inc. 

Cooperative, Cop. and Subsidiaries Eliminations Total 

LJABILITIES 
CURRENT LIABILITIES 

Accounts payable 
Advance billings and payments 
Advance to related company 
Customer deposits 
Current maturities on long-term 

debt 
Accrued taxes 
Accrued interest 
Accrued rent 
Accrued salaries and wages 
Accrued vacation and sick 

leave benefits 
Other current liabilities 

S 982,728 S 445,153 
121,496 42,166 
362,833 0 
444,353 0 

2,082,456 282,792 
362.3 14 3,070 
119,144 21,383 
462,884 0 
204,070 13.426 

1,965,591 0 
397,166 115,707 

$ 0 
0 

(362,833) 
0 

0 
n 

$ 1,427,881 
163,662 

0 
444.353 

2,365,248 
365,384 
140,527 
462,884 
217,496 

1,965,591 
512,873 

TOTAL CURRENT LIABILITIES S 7,505,035 S 923,697 S (362,833) $ 8,065,899 
LONG-TERM DEBT 

Rural Utilities Service 21.958.21 1 0 0 21,958.21 I 
Other long-term debt 0 2,686.886 0 2,686,886 

OTHER LIABILITIES 
Postretirement benefits other than pension 623,391 0 0 623,391 
Deferred taxes - net 0 997,543 0 997,543 

TOTAL LIABILITIES $ 30,086.637 S 4.608.126 $ (362,833) $ 34,331,930 

MEMBERS EQUITY 
Capital stock $ 0 $ 8,100,000 $ (8,100,000) s 0 

Retained earnings 0 l1,091,590 (1 1,091,590) 0 
Patronage capital 40,772.539 0 0 40,772,539 

-- ...------.lll---.-l 111 ~ - - _ _ _  _l_,_ll_-l___l__l__̂__.---- 
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S 10,859,176 S 23.799,716 $ (19.554.423) $ 75,104.469 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 31,2005 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Operatin, 0 revenues: 
Local network services revenue $ 4,345,690 $ 476,639 $ 0 $ 4,822,329 
Network access service revenue 6,441,5 14 332,648 0 6,774,162 
Long distance network services 

revenue 3,748,148 0 0 3,748,148 
Miscellaneous revenue 2,243,490 6,342,077 0 8,585,567 

TOTAL OPERATING REVENUES $ 16,778,842 $ 7,151,364 $ 0 $ 23,930,206 

Operating expenses: 
Plant specific operations expense .$ 3,527,732 $ 449,048 $ 0 $ 3,976,780 
Plant nonspecific operations 

expense 2,038,798 0 0 2,038,798 
Provision for depreciation 5,129,976 543,915 0 5,673,891 
Customer operations expense 2,328,210 3,241,349 0 5,575,559 

Operating taxes 371,463 76,074 0 447,537 
Corporate operations expense 2,463,873 3,062,419 0 5,526,292 

TOTAL OPERATING EXPENSES 8 15,860,052 $ 7,378,805 $ 0 $ 23,238,857 

OPERATING INCOME (LOSS) $ 918,790 $ (227,441) $ 0 $ 691,349 

Other income (loss): 
h o m e  from subsidiaries $ 710,744 $ 0 $ (710,744) $ 0 
Income from investments 0 1,3 17,70 I 0 1,317,701 
Interest and dividend income 120,591 227,853 0 348,444 
Nonregulated loss (52,382) 0 0 (52,382) 
Gain on sale of investment 0 16,577 0 16,577 
Gain on sale of property and equipment 109,365 1,149 0 110,514 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 31,2005 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Fixed charges: 
Interest expense 
Interest charged to construction - 

credit 

TOTAL FIXED CHARGES 

INCOME BEFORE 
TAXES ON INCOME 

Taxes on income 

NET INCOME 
Patronage capital at beginning of year 
Capital credits paid and applied 
Excise tax refundable on capital credits 

PATRONAGE CAPITAL AT 
END OF YEAR 

$ 927,182 

(202,559) 

$ 724,623 

$ 1,082,485 
6,044 

$ 1,076,441 
40,282,559 

(597,864) 
1 1,403 

$ 40,772,539 

$ 208,601 

n 

$ 208,601 

$ 1,127,238 
416,492 

$ 710,746 
10,3 80,844 

0 
n 

$ 11,091,590 

$ 0 $ 1,135,783 

0 (202,559) 

$ 0 $ 933,224 

$ (710,746) $ 1,498,977 
0 422,536 

$ (710,746) $ 1,076,441 
(10,380,844) 40,282,559 

0 (597,864) 
0 11,403 

$ (11,091,590) $ 40,772,539 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation for the year ended December 31,2005, and have issued our report thereon dated 
January 20,2006. We conducted our audit in accordance with generally accepted auditing 
standards, the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, and 7 CFR part 1773, Policy 
on Audits of Rural Utilities Service (RUS) Borrowers. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. 

In planning and performing our audit of the financial statements of North Central 
Telephone Cooperative Corporation for the year ended December 31,2005, we considered its 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing an opinion on the financial statements and not to provide assurance on the 
internal control over financial reporting. 

Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation o f  one or more 
of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course 
of performing their assigned functions. We noted no matters involving the internal control over 
financial reporting that we consider to be material weaknesses. 

http://www,thwcpa.com


Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

7 CFR 1773.33 requires comments on specific aspects of the internal control over financial 
reporting, compliance with specific RUS loan and security instrument provisions, and other 
additional matters. We have gouped our coinments accordingly. In addition to obtaining 
reasonable assurance about whether the financial statements are free from material 
misstatements, at your request, we performed tests of specific aspects of the internal control over 
financial reporting, of compliance with specific RUS loan and security instrument provisions, 
and of additional matters. The specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and additional matters 
tested include, among other things, the accounting procedures and records, compliance with 
specific RUS loan andsecurity instrument provisions set forth in 7 CFR Part 1773.33(e)(2), and 
related party transactions and investments. In addition, our audit of the financial statements also 
included the procedures specified in 7 CFR Part 1773.38 - .45. Our objective was not to provide 
an opinion on these specific aspects of the internal control over financial reporting, compliance 
with specific RUS loan and security instrument provisions, or additional matters, and 
accordingly, we express no opinion thereon. 

No reports (other than our independent auditors' report, and our independent auditors' 
report on compliance and on internal control over financial reporting, all dated January 20, 2006) 
or summary of recommendations related to our audit have been furnished to management. 

Our coininents on specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and other additional 
matters as required by 7 CFR Part 1773.33 are presented below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER 
FINANCIAL REPORTING 

We noted no matters regarding North Central Telephone Cooperative Corporation's internal 
control over financial reporting and its operation that we consider to be a material weakness as 
previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of internal 
control, it appears that the bookkeeping and accounting records, including the many 
supplementary files and ledgers are well kept and adequately maintained. From tests made by 
us, it appeared that the methods used in accumulating costs for material, transportation, labor and 
overhead and the distribution of these costs to the various accounts were in accordance with 

"-P~EL.P~csdxe?.! I I__.__ l__l_ ____ 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 3 

Cooperative Corporation 

MATERIAL CONTROL -Materials and supplies are stated at average cost. Inventory 
quantities of outside plant materials and supplies were ascertained by physical count, weight or 
other measure as of December 31,2006, by employees of the Cooperative. We were present 
during the time of taking the physical inventories to observe the procedures used to determine 
inventory quantities. We made test counts of quantities on hand and subsequently traced these 
counts to the perpetual inventory records. We reviewed the basis of pricing and tested the 
clerical accuracy of the extensions and footings. We tested the accuracy of perpetual inventory 
records. Our review indicated only minor differences between the counts reflected by the tests 
and those accumulated on the books. 

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY 
INSTRUMENT PROVISIONS 

At your request, we have performed the procedures enumerated below with respect to 
compliance with certain provisions of laws, regulations, contracts and grants. The procedures we 
performed are summarized as follows: 

- Procedures performed with respect to the requirement for a borrower to obtain written 
approval of the mortgagee to enter into any contract, agreement or lease between the 
borrower and an affiliate for the year ended December 31,2005, ofNorth Central Telephone 
Cooperative Corporation. 

1. No contracts for management, operations or billing services were in effect during the 
year ended December 31,2005 as defined in 1773.33(e)(2)(i), 

2. Reviewed Board of Directors minutes to ascertain whether board-approved written 
contracts should have been included in a borrower-prepared schedule. 

- Procedure performed with respect to the requirement to submit RUS Form 479 to the RUS: 

Financial statements as of December 31,2005, included in copies of RUS Form 479 
were compared with the Cooperative's books and found to be in agreement in all 
material respects. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 4 

Cooperative Corporation 

The results of our tests indicate that, with respect to the items tested, North Central Telephone 
Cooperative Corporation complied in all material respects, with the specific RUS loan and 
security instrument provisions referred to below. The specific provisions tested include the 
requirements that: 

- The borrower has obtained written approval of the RUS to enter into any contract, 
agreement, or lease with an affiliate as defined in 1773.33(e)(2)(i); 

- The borrower has submitted its Form 479 to the RUS and the Form 479, Financial and 
Statistical Report, as of December 3 1,2005, represented by the borrower as having been 
submitted to RUS is in agreement with the North Central Telephone Cooperative 
Corporation's audited records in all material respects as of December 3 1,2005, appears 
reasonable based upon the audit procedures performed. 

COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with our audit of the financial statements of North Central Telephone 
Cooperative Corporation, nothing came to our attention that caused us to believe that North 
Central Telephone Cooperative Corporation failed to comply with respect to: 

- The reconciliation of continuing property records to the controlling general ledger plant 
accounts addressed at 7 CFR 1773.33 (c)(l); 

- The clearing of the construction accounts and the accrual of depreciation on completed 
construction addressed at 7 CFR 1773.33 (c)(2); 

- The retirement of plant addressed at 7 CFR 1773.33(~)(3) and (4); 

- The approval of the sale and disposition of proceeds for the sale of plant, material, or scrap 
addressed at 7 CFR 1773.33 (c)(5); and 

- The disclosure of material related party transactions, in accordance with Statement of 
Financial Accounting Standards No. 57, Related Party Transactions, for the year ended 
December 3 1,2005, in the financial statements referenced in the first paragraph of this 
report addressed at 7 CFR 1773.33 (e). 

Our audit was made for the purpose of forming an opinion on the basic financial statements 
. _ _ I _ _ ~  -~ 
~ ~ ~ ~ t a k e n ~ a s ~ a ~ ~ w ~ o l e . ~ ~ ~ e ~ d e t a i l l e d - s c h e d u l e - o f j n v e s t m ~ n t s ~ i n . a ~ ~ ~ i a ~ d ~ c o m ~ ~ i e s . ~ e q ~ ~ ~ e d - b  

1773.33(i) and provided below, is presented for purposes of additional analysis and is not a required 
part of the basic financial statements. This information has been subjected to the auditing procedures 
applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. 
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Detailed schedule of investments 

Cooperative Corporation 

North Central 
Communications, Inc. 

Original investment $8,100,000 
Additional investments as of 1213 1/04 0 
Undistributed earnings (losses) as of 1213 1/04 10.3 80.843 

Book value of investments as of 12/31/04 $18,480,843 
Additional investments as of 1213 1/05 0 
Undistributed earnings (losses) as of 1213 1/05 11.091.590 

Book value of investments as of 12/31/05 $19.191.590 

This report is intended solely for the information and use of the board of directors, 
management, and the RUS and supplemental lenders and is not intended to be and should not be 
used by anyone other than these specified parties. 

-, L . 4 % ! , P b & G  
Certified Public Accountants 

McMinnville, Tennessee 
January 20,2006 
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Kevin C. Sizemore, CPA 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation as of and for the years ended December 31,2005 and 2004, and have issued our 
report thereon dated January 20,2006. We conducted our audits in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards,'issued by the Comptroller General of  the United States. 

Compliance 

As part of obtaining reasonable assurance about whether North Central Telephone 
Cooperative Corporation's financial statements are free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those pro- 
visions was not an objective of ow audit, and accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

Internal Control Over Financial Reuorting 

In planning and performing our audit we considered North Central Telephone Cooperative 
Corporation's internal control over financial reporting in order to determine our auditing 
procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal control over financial reporting. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses. A material weakness is a 
condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. 

-. . ,,---~.e~note.d~o-~a#er~~ i ~ , ~ ~ n g - t h e J n t e ~ n a l = c o n  uer-financial-reporting-and-it~~~p~~~~i~ 
we consider to be material weaknesses. 
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Cooperative Corporation 

This report is intended solely for the information and use of the audit committee, 
management, the Rural Utilities Service and supplemental lenders, and is not intended to be and 
should not be used by anyone other than these specified parties. 

Certified Public Accountants 

McMinnvi 1 le, Tennessee 
January 20,2006 
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INDEPENDENT AUDITORS' REPORT 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and Subsidiary as of December 3 1,2004 and 2003, and the related consolidated 
statements of income and patronage capital and cash flows for the years then ended. These consolidated 
financial statements are the responsibility of the Cooperative's management. 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 audit to obtain reasonable assurance about whether the consolidated financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the consolidated financial statements. An audit also includes assessing the accounting 
principles used and the significant estimates made by management, as well as evaluating the overall 
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and Subsidiafy as of 
December 3 1,2004 and 2003, and the results of its operations and cash flows for the years then ended in 
conformity with accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated 
January 21,2005, on our consideration of North Central Telephone Cooperative Corporation's internal 
control over financial reporting and our tests of its compliance with certain provisions of laws, regulations, 
contracts, and grants. That report is an integral part of an audit performed in accordance with Government 
Auditing Standards and should be read in conjunction with this report in considering the results of our audits 

http://www.thwcpa.com


CONSOLIDATED 

NORTH CENTRAL TELEPHONE COOPERATIVE 

December 3 1.2004 

2004 2003 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Notes receivable 
Telecommunications accounts receivable, less 

allowances of $57,758 in 2004 and 
$74,914 in 2003 

Other accounts receivable 
Materials and supplies 
Other current assets 

$ 4,628,583 
89,845 

4,492,347 
26,244 

1,728,3 11 
40,495 

490,502 
541,107 

$ 6,411,010 
13,659 

2,994,234 
24,790 

1,531,609 
20,704 

746,547 
398,253 

TOTAL CURRENT ASSETS $12,037,434 $12,140,806 

NONCURRENT ASSETS 
Investments 
Notes receivable - net of current portion 
Nonregulated investments 
Goodwill, less accumulated amortization of 

Organization costs 
$57,494 in 2004 and 2003 

$14,808,382 $13,233,683 
22,690 22,175 

228,103 248,964 

542,983 502,983 
0 117 

TOTAL NONCURRENT ASSETS $15,602,158 $14,007,922 

PROPERTY, PLANT AND EOUIPMENT 
Telecommunications plant in service 
Telecommunications plant under construction 

Less accumulated provision for depreciation 

$80,321,403 $76,618,34 1 
6,777,246 5,238,254 

$87,098,649 $81,856,595 
43,892,530 38,922,963 
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BALANCE SHEETS 

CORPORATION AND SUBSIDIARY 

and 2003 

2004 2003 

LIABILITIES AND MEMBERS' EOUITY 

Accounts payable $ 902,472 $ 1,495,903 
Advance billings and payments 150,380 144,049 
Customer deposits 478,501 590,759 
Current maturities on long-term debt 2,306,233 5,008,387 
Accrued taxes 576,663 456,757 

CURRENT LIABILITES 

Accrued interest 
Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

159,144 214,477 
354,521 292,683 
229,298 170,784 

1,939,283 1,756,291 
706,754 465,457 

TOTAL CURRENT LIABILITIES $ 7,803,249 $10,595,547 

LONG-TERM DEBT 
Rural Utilities Service 
Other long-term debt 

OTHER LIABILITIES 
Postretirement benefits other than pension 
Deferred taxes 

MEMBERS' EQUITY 
Memberships 
Patronage capital 

18,841,718 19,615,586 
2,969,678 454,019 

395,160 320,570 
546,767 636,153 

TOTAL LIABILITIES $30,556,572 $31,621,875 

$ 6,580 $ 6,580 
40,282,559 37,453,905 

TOTAL MEMBERS' EQUITY $40,289,139 $37,460,485 
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CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2004 and 2003 

2004 2003 

Operating revenues: 
Local network services revenue 
Network access services revenue 
Long distance network services revenue 
Miscellaneous revenue 

TOTAL OPERATING REVENUES 
Operating expenses: 

Plant specific operations expense 
Plant nonspecific operations expense 
Provision for depreciation and amortization 
Customer operations expense 
Corporate operations expense 
Operating taxes 

TOTAL OPERATING EXPENSES 
OPERATING INCOME 

Other income: 
Income from investments 
Interest and dividends 
Nonregulated loss 
Gain (Loss) on sale of investment 
Impairment of goodwill 
Loss on sale of equipment 

TOTAL OTHER INCOME 
Fixed charges: 

Interest expense 
Interest charged to construction - credit 

TOTAL FIXED CHARGES 

$ 4,951,831 
6,367,587 
3,601,109 
8,780,603 

$23,701,130 

$ 3,980,587 
1,895,792 
5,535,062 
6,697,408 
5,174,080 

413,563 
$23,696,492 
$ 4,638 

$ 1,972,786 
247,452 
(24,744) 

4,442,208 
0 

(1,070,066) 
$ 5,567,636 

$ 1,250,473 
(1 87,219) 

$ 1,063,254 

$ 4,646,946 
6,617,243 
3,447,622 
7,624,987 

$22,336,798 

$ 3,268,996 
1,884,186 
5,127,295 
5,492,277 
4,507,407 

440,385 
$20,720,546 
$ 1,616,252 

$ 1,375,576 
285,808 

(1 71,420) 
(4,064) 

(254,564) 
(322) 

$ 1,231,014 

$ 1,215,786 
(186,563) 

$ 1,029,223 

INCOME BEFORE TAXES ON INCOME $ 4,509,020 $ 1,818,043 
Taxes on income 1,087,620 405,565 

NET INCOME $ 3,421,400 $ 1,412,478 
Patronage capital at beginning of year 37,453,905 36,456,363 

.- Excise tax refundable on capital credits 13,226 22,500 

-I__~___ 

. . .. . ..., . .... zc-.- 

PATRONAGE CAPITAL AT END OF YEAR $40,282,559 $37,453,905 
See the notes to financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2004 and 2003 

2004 2003 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows from investing activities: 
Construction and acquisition of plant 
Proceeds from sale of equipment 
Proceeds from sale of investment 
Plant removal costs 
Investment in partnership 

Salvage 
Cash distribution from investments 
Investment in nonregulated CPE 
Goodwill purchased 
Increase in notes receivable 
Collection on notes receivable 

Decrease (Increase) in: 
Materials and supplies 
Temporary investments 
Other investments 

Nonregulated income 

NET CASH USED BY INVESTING ACTIVITIES 

$23,469,702 
(17,410,726) 

195,63 3 
(1 ,I  18,587) 
(1,906,933) 

$ 3,229,089 

$ (6,908,268) 
25,682 

4,442,207 
(23,749) 

(613,800) 

6,300 
1,069,248 

20,861 
(40,000) 
(43,832) 
41,863 

256,045 
(1,498,113) 

(54,253) 
(24,744) 

$ (3,344,553) 

$22,537,688 
(1 5,104,096) 

247,179 
(974,13 1) 
(977,280) 

$ 5,729,360 

$ (5,682,976) 
224 

5,680 
(1 1,811) 

(1 10,450) 

40,750 
976,369 

39,451 
(180,478) 

(49,446) 
59,520 

(1 25,223) 
694,827 

(171,420) 

$ (4,560,534) 

(4535 1) 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2004 and 2003 

2004 2003 

Cash flows from financing activities: 
Debt proceeds $ 4,125,856 $ 3,126,015 
Payments on long-term borrowings (5,086,219) (3,723,998) 
Excise credit applied to capital 13,226 22,500 
Capital credits paid and applied (605,972) (437,436) 
Postretirement benefits other than pension 74,590 386,542 
Increase (Decrease) in customer deposits (1 12,258) 13,917 

NET CASH USED BY FINANCING ACTIVITIES $(1,590,777) $ (612,460) 

NET INCREASE (DECREASE) IN CASH $(1,706,241) $ 556,366 

CASH AT BEGINNING OF YEAR 6,424,669 5,868,303 

CASH AT END OF YEAR $ 4,718,428 $ 6,424,669 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2004 and 2003 

2004 2003 

Net income 
Nonregulated loss 
Income from investments 
Impairment of goodwill 

$3,42 1,400 
24,744 

(1,972,786) 
0 

Net income from regulated operations $1,473,358 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss on sale of equipment 
Loss (Gain) on sale of investment 
Deferred taxes on income 
Noncash patronage allocation 

Decrease (Increase) in: 
Customer and accounts receivable 
Current and accrued assets - other 

Increase (Decrease) in: 
Accounts payable 
Advance billings and payments 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

$5,606,3 1 1 
1,070,066 

(4,442,208) 
(89,386) 
(51,819) 

(216,493) 
(142,854) 

(593,431) 
6,33 1 

119,906 

61,838 
241,506 
241,297 

(55,333) 

TOTAL ADJUSTMENTS $1,755,731 

NET CASH PROVIDED BY OPERATING ACTIVITIES $3,229,089 

$1,412,478 
17 1,420 

(1,375,576) 
254,564 

$ 462,886 

$5,203,035 
322 

4,064 
194,499 
(38,629) 

136,275 
(157,297) 

(263,675) 
9,767 

(98,599) 
55,092 
( 4 8  10) 

173,492 
52,938 

$5,266,474 

$5,729,360 

See the notes to financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note A - North Central Telephone Cooperative Corporation and Subsidiary provides retail tele- 
communications services to Macon County, Tennessee and surrounding counties including a 
portion of southern Kentucky. North Central Telephone Cooperative Corporation and 
Subsidiary has adopted the following accounting policies: 

(1) Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 200% of the 

outstanding common stock of North Central Communications, Inc. and Subsidiaries 
(Subsidiary). North Central Communications, Inc. and Subsidiaries were formed €or 
the purpose of providing long distance and other telephone services, computer sales 
and services and security systems. The consolidated financial statements include the 
accounts of North Central Communications, Inc. and Subsidiaries. All significant 
intercompany accounts and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1. The Subsidiary 
operates on a fiscal year ending September 30. The consolidated financial 
statements reflect the results of operations from January 1 through December 31 for 
the Cooperative and from October 1,2003 through September 30,2004 for the 
Subsidiary. 

(2) The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

(3) For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investments with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less. Certificates of deposit 
and other securities with original maturities over 90 days are classified as temporary 
investments. 

(4) Accounts receivable are stated at the amount management expects to collect from 
outstanding balances. Management provides for probable uncollectible amounts 
through a charge to earnings and a credit to the allowance for doubtful accounts based 
on its assessment of the current status of individual accounts. Balances that are still 
outstanding after management has used reasonable collection efforts are written off 

receivable. No interest is charged on accounts receivable balances that are past due. 
Past due accounts receivable are based upon contractual terms as defined on customer 
invoices. 

-. 
. .. ~=-=~-~-~~-.~.-throueha_charpe_totbeal 

_. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note A - (Cont’d): 

The allowance for doubtful accounts is based upon a credit review of the accounts 
receivable, past bad debt experience, current economic conditions and other pertinent 
factors which form a basis for determining the adequacy of the allowance. The 
allowance represents an estimate based upon these and other factors and, it is at least 
reasonably possible that a change in the estimate will occur in the near term. 

Telecommunication services are provided to the customers on a credit basis in the 
ordinary course of business. Generally, the accounts receivable generated by the sale 
of these services are unsecured. 

(5) Material and supplies are valued at average cost accumulated in perpetual inventory 
records, which are periodically adjusted to physical counts. 

(6) Employee vacation and sick leave benefits are accrued as the benefits are earned 
according to an established policy. 

(7) The Cooperative’s expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments are capitalized. Original costs of properties retired 
from service are eliminated from property accounts and removal costs are charged to 
the allowance for depreciation. Salvage value of retired property is credited to the 
allowance for depreciation. The Subsidiary provides for depreciation on a straight- 
line basis at annual rates, which will amortize the depreciable property over its 
estimated useful life. 

(8) Advertising costs are charged to expense as incurred. These costs amounted to $272,985 
in 2004 and $292,126 in 2003. 

Note B - Substantially all assets of the Cooperative are pledged as security for the long-term debt to RUS. 

Note C -The Cooperative and Subsidiary maintain their cash and temporary investments in several 
commercial banks located within their trade area. The Federal Deposit Insurance Corporation 
(FDIC) insures accounts and temporary investments up to $100,000. A summary of the total 
insured and uninsured cash balances follows: 

$9,907,438 Total cash and temporary investments 
~ a r t i o n = m ~ ~ ~ . d ~ ~ y ~ ~ D ~ ~ ~ - = . . ~ ~  __--_1~,045~.8-5:7 

- - ._ - . .  __ 
-. 

Uninsured cash balances $8.861.58 1 

Restricted cash consists of an employee savings account in which $1 30,795 has been deposited. 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note D - Notes receivable balances are the result of computer equipment sales to customers. The average 
term of the notes is three years with an average interest rate of 15%, due in monthly installments 
with interest computed by the simple interest method. The following is a schedule of estimated 
maturities of the note principal amounts for the next three years: 

Year ending 
September 30. 

2005 
2006 
2007 

Amount 

$26,244 
16,825 
5,865 

TOTAL $48.934 

Note E - Investments: 

2004 - 2003 
Rural Telephone Bank “c” stock - at cost $ 1,000 $ 1,000 
NECA Services, Inc. stock - at cost 10,000 10,000 
Cash value of life insurance 483,783 429,530 
Investment in Tennessee RSA #3 cellular partnership 1,689,277 1,877,053 

Investment in Kentucky RSA #3 cellular partnership 9,058,440 7,578,615 
(16.67%) 

(25%) 

Investment in Direct Broadcast Satellite 0 16,913 
Investment in Bluegrass Network, LLC (20%) 2,146,582 1,930,292 
Investment in Bluegrass Telecom, LLC (20%) 459,572 502,2 19 
Qualified patronage capital certificates - NRTC 250,821 199,001 
Tennessee 220 MHZ Radio 156,372 156,372 

Tennessee Independent Telecom Group (IRIS 44 1,730 421,883 

NRTC Wildblue project 1 10,450 1 10,450 
Networks) (1 OYO) 

Deposits 355 355 

- . . _ _ ~ _ _  $13.233.683 
___. 

$1 4,808,382 .~ 
~- __ . - .- ...,. . ~ ~ ~ ~ ~ i _  

12 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note E - (Cont’d) 

The following is a summary of selected financial information from the financial statements of the 
investments in which North Central Communications, Inc. owns a significant percentage: 

Tennessee RSA Kentucky RSA Tennessee 
#3 cellular #3 cellular Bluegrass Bluegrass Independent 
partnersliip partnership Network, LLC Telecom, LLC Telecom Group 

Total assets $18,544,391 $39,822,000 $1 1,205,558 $3,639,000 $16,786,013 

Total liabilities $ 8,408,81 I $ 4,097,000 $ 472,648 $1,929,000 $12,368,714 

Total equity $1 0,135,391 $35,725,000 $1 0,732,910 $1,7 10,000 $ 4,417,299 

Net income $ (1,126,430) $ 5,858,998 $ 1,081,452 $2,298,378 $ 198,467 

Nonregulated investments: 

2004 2003 
Nonregulated customer premises equipment - leased $627,189 $774,191 
Less accumulated provisions for depreciation 399.086 525,227 

$228.103 $248.964 

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis at an annual rate of depreciation, which will amortize the 
cost of the equipment over its estimated useful life. 

Note F - Organization costs are being amortized over five years using the straight-line method of accounting. 
At September 30,2004, these costs amounted to $2,670 and has been fully amortized. 

Note G - In June 2001, the Financial Accounting Standards Board issued SFAS No. 142 ‘‘ Goodwill and 
Other Intangible Assets.” Under SFAS No. 142, goodwill and other indefinite lived intangible 
assets are no longer amortized but reviewed annually, or sooner if deemed necessary, for 
impairment. Goodwill represents the excess cost over fair value of net assets acquired through 
acquisitions. During 2004, there was no recorded impairment of goodwill. 

13 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note H - Telephone plant in service and under construction is stated at cost. Listed below are the major 
classes of the telephone plant as of December 3 1 : 

Franchises 
Land 
Buildings 
Central office equipment 
Poles, cables and wire 
Furniture and office equipment 
Vehicles and other work equipment 

2004 
$ 236 

750,733 
4,495,122 

22,795,972 
40,749,674 

2,586,498 
2,886,533 

2003 
$ 236 

524,807 
4,227,160 

2 1,933,470 
3 8,3 14,640 
2,327s 47 
2,704.1 03 

TOTAL PLANT IN SERVICE $74.264.768 $70,031,563 

The Cooperative provides for depreciation on a straight-line basis of annual rates, which will 
amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 6.16 percent for 2004 and 6.90 percent 
for 2003. The provision for 2004 was $4,835,626 and the provision for 2003 was $4,670,993. 

Individual plant depreciation rates are as follows: 

Buildings 
Central office equipment 
Public telephone equipment 
Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 
DBS and internet equipment 

Percent 
2.6 

15.1 
6.7 - 21 .O 

1.7 - 8.8 
6.7 - 16.4 
6.4 - 10.8 

18.8 

..... 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note I-I - (Cont’d) 

Investment in property and equipment included in the Subsidiary: 
2004 200; 

Land $ 67,937 $ 67.937 
Building 808,972 808,972 
CATV equipment 4,431,321 4.978,812 
Office furniture and fixtures 96,230 100,664 
Equipment 40 1,43 3 379,65 1 
Vehicles 250.742 250,742 

TOTAL -- $6.586.778 

The Subsidiary provides for depreciation on a straight-line basis at annual rates, which will 
amortize the depreciable property over its useful life. Depreciation charged to expense on the 
Subsidiary’s records amounted to $699,436 in 2004 and $456,302 in 2003. 

Note I - A description of notes payable follows: 

Long-term debt is represented by mortgage notes payable to the United States of America and 
other lenders. Following is a summary of outstanding long-term debt: 

2% Rural Utilities Service notes 
5% Rural Utilities Service notes 
Others 

Less current maturities 

2004 200; 
$ 272,849 $ 1,921,344 
20,606,521 19,557,031 

3.238.259 3.599.61 7 

$24,117,629 $25,077,992 
2,306,233 5,008.387 

$21.811.396 $20.069.605 

IS 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note I - (Cont’d) 

Long-term debt matures as follows: 

December 31, 
2005 
2006 
2007 
2008 
2009 
Beyond five years 

Amount 
$ 2,306,233 

2,422,327 
2,544,267 
2,672,085 
2,806,880 

11,365,837 

TOTAL $24.1 17.624 

Note J -The Cooperative has adopted the retirement and security program of the National Telephone 
Cooperative Association as a pension plan covering all employees meeting certain age and 
length of service requirements for which it pays approximately 80% of the cost. The 
Cooperative funds the pension plan by making monthly contributions into the program based on 
salaries. The Cooperative’s cost was $561,647 for 2004 and $392,555 for 2003. 

Note K - Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109). Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions of the enacted tax law; the effects of 
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

Current income tax expense 
___ 2004 - 2003 

$1,177,006 $21 1,066 

Deferred income tax expense (reduction) (89.3862 194.499 

$l1087.62O $405.565 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note K - (Cont’d) 

The deferred tax liability is primarily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

m 2003 
Deferred tax liability at beginning of year $636,153 $441,654 
Current period increase for deferred 

taxes on income 164,247 469,546 

Deferred tax liability at end of year $800,400 $911,200 
Less deferred tax benefit at end of year 253,633 275.047 

Deferred tax liability at end of year $546.767 $636.153 

The deferred tax asset is primarily the result of net operating losses that are carried forward for state 
income tax reporting purposes from North Central Communication’s investment in its wholly 
owned subsidiaries. 

The Subsidiary has a net operating loss carryforward of approximately $3,245,655, which is 
available to offset future state taxable income. This carryforward will expire in 
15 to 20 years. 

Note L - The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. 106 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

Substantially all of the Cooperative’s employees are covered under postretirement health and life 
insurance plans. The determination of postretirement benefit cost for postretirement health 
benefit plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. 
The postretirement life insurance benefit formula used in the determination of postretirement 
benefit cost is primarily based on 25% of the preretirement life insurance benefit. 

17 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note L - (Cont’d): 

The following table sets forth the plan’s funded status and the amount recognized in the 
Cooperative’s Balance Sheet as of December 3 1 : 

2004 - 2003 
Accumulated postretirement obligation 

attributable to: 
Retirees $(1,871,993) $( 1,694,724) 
Fully eligible plan participants (1,703,O 19) (1,243,993) 
Other active plan participants (3.969,23 1) 1‘3.3 79,49 1) 

Total accumulated postretirement 
benefit obligation $(7,544,243) $(6,3 18,208) 

Fair value of plan assets 3,952.6 14 2,839,654 

Accumulated postretirement benefit 
obligation in excess of plan assets $(3,591,629) $(3,478,554) 

Unrecognized net gains 2,492,933 2,353,942 
Unamortized initial obligation 703.536 804,042 

Prepaid (Accrued) postretirement 
benefit obligation $ (395,1601 $ (3-1 

Postretirement benefit cost is composed of the following for the year ended December 3 1 : 

2004 2003 
Benefits earned during the year $ 451,134 $ 226,826 
Interest on accumulated postretirement benefit 

obligation 275,339 379,864 
Actual return on plan assets (3 18,481) (240,571) 
Net amortization of transition obligation over 

20 years 100,506 100,506 
Net amortization and deferral 104,322 100,201 

----I_ __ 
stretirement-benefit-cost - - - - - - - - - -$~-612 .820_=~~: ,~~ ,~~~~R~h~~~  ~ . ~ . ~ .  
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2004 and 2003 

Note L - (Cont’d): 

The assumed discount rate used to measure the accumulated postretirement benefit obligation was 
6.50% at December 3 1,2003 and 6.50% at January I ,  2004. The assumed rate of future increases 
in compensation levels was 6.00% at December 3 1,2004. The medical cost trend rate in 2004 
was approximately 9.00% grading down to an ultimate rate in 2014 of 5.50%. A one percentage 
point increase in the assumed health care cost trend rates for each future year would have 
increased the aggregate of the service and interest cost components of 2004 net periodic 
postretirement benefit cost by $243,605 and would have increased the accumulated 
postretirement benefit obligation as of December 3 1,2004 by $1,341,687. 

Note M - Labor Force 

Approximately 80% of the Cooperative’s labor force is subject to a collective bargaining 
agreement. A three-year agreement was negotiated and approved for the period January 1, 
2003 to December 31,2005 between the Cooperative and the Communications Workers of 
America. 

Note N - Commitments and Contingencies 

The Cooperative is a guarantor for loans in the amount of $1,777,778. These loans are the 
obligation of TN Independent Telecommunications Group d/b/a Iris Networks, a related party. 

The Cooperative accrues pole rental based on contracts it has with other utility companies. These 
contracts establish the rate per pole the Cooperative pays to attach to these entities. Currently 
one electric cooperative has invoiced the Cooperative for attachment rates that are significantly 
higher than the contract amounts. Management is currently trying to resolve this matter and 
believes it will be successful. At December 3 1, 2004 the accrued pole rent has been accrued at 
the contact rate not invoiced rate. 
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INDEPENDENT AUDITORS’ REPORT ON CONSOLIDATING INFORMATION 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

Our report on our audits of the consolidated financial statements of North Central Telephone 
Cooperative Corporation and Subsidiary for 2004 and 2003 appears on page 3. Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. The consolidating information contained on pages 21 through 24 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations of the individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

Certified Public Accountants 

McMinnville, Tennessee 
January 2 1,2005 

http://www,thwcpa.com


CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 1,  

North Central North Central 
Telephone Communications, Inc. 

Cooperative, C o p  and Subsidiaries Eliminations Total 

ASSETS 
CURRENT ASSETS 

Cash - general $ 4,240,560 $ 388,023 $ 0 $ 4,628,583 
Cash - construction funds 89,845 0 0 89,845 
Temporary cash investments 1,992,347 2,500,000 0 4,492,347 
Telecommunications 

accounts receivable 
Notes receivable - current 

1,28 1,836 446,475 
0 26,244 

0 1,728,311 
0 26,244 

Other accounts receivable 40,495 0 0 40,495 
Advance to related company 835,583 0 (835,583) 0 
Materials and supplies 187,345 303,157 0 490,502 
Other current assets 124,235 745,874 (329,002) 54 1,107 

TOTAL CURRENT ASSETS $ 8,792,246 $ 4,409,773 $ (1,164,585) $ 12,037,434 

NONCURRENT ASSETS 
investment in subsidiary $ 18,480,843 $ 0 $ (18,480,843) $ 0 
Investments 494,783 14,3 13,599 0 14,808,382 
Nonregulated investments 228,103 0 0 228,103 
Notes receivable 0 22,690 0 22,690 
Goodwill -net  0 542,983 0 542,983 

TOTAL NONCURRENT ASSETS $ 19,203,729 $ 14,879,272 $ (18,480,843) $ 15,602,158 

PROPERTY. PLANT AND EQUIPMENT 
Telecommunications plant in service $ 74,264,768 $ 6,056,635 $ 0 $ 80,321,403 
Telecommunications plant 

under construction 6,735,67 1 41,575 0 6,777,246 

$ 81,000,439 $ 6,098,210 $ 0 $ 87,098,649 
- Less accumulated provision for 

""--.=.?---* 4 .. ,.. &274445- 

TOTAL PROPERTY, PLANT - 
AND EQUIPMENT $ 38,382,454 $ 4,823,665 $ 0 $ 43,206,l 19 

$ 66,375,429 $ 24,112,710 $ (19,645,428) $ 70,845,711 
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BALANCE SHEETS 

COOPERATIVE CORPORATION AND SUBSlDlARY 

2004 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, C o p  and Subsidiaries Eliminations Total 

LIABILITIES 
CURRENT LIABILITIES 

Accounts payable 
Advance billings and payments 
Advance from parent company 
Customer deposits 
Current maturities on long-term 

Accrued taxes 
Accrued interest 
Accrued rent 
Accrued salaries and wages 
Accrued vacation and sick 

debt 

leave benefits 
Other current liabilities 

$ 572,771 $ 329,701 
120,100 30,280 

0 1 , I  64,585 
478,501 0 

2,037,652 268,581 
405,343 171,320 
131,210 27,934 
354,521 0 
2 12,067 17,231 

1,939,283 0 

600,964 105,790 

$ 0 
0 

(1,164,585) 
0 

0 
0 

$ 902,472 
150,380 

0 
478,501 

2,306,233 
576,663 
159,144 
354,521 
229,298 

1,939,283 
706,754 

TOTAL CURRENT LIABlLITlES $ 6,852,412 $ 2,115,422 $ (1,164,585) $ 7,803,249 
LONG-TERM DEBT 

18,841,718 0 0 18,841,718 Rural Utilities Service 
Other long-term debt 0 2,969,678 0 2,969,678 

OTHER LIABILITIES 
Postretirement benefits other than pension 395,160 0 0 395,160 
Deferred taxes - net 0 546,767 0 546,767 

TOTAL LIABILITIES $ 26,089,290 $ 5,631,867 $ (1,164,585) $ 30,556,572 
MEMBERS' EOUITY 

Memberships $ 6,580 $ 0 $ 0 $ 6,580 
Capital stock 0 8,100,000 (8,l00,000) 0 

Retained earnings 0 10,380,843 (10,380,843) 0 
Patronage capital 40,282,559 0 0 40,282,559 

- 
8+30+$3)--=.n$x-4 , >  

~. 

$ 66,378,429 $ 24,112,710 $ (19,645,428) $ 70,845,711 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 I ,  2004 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Operating revenues: 
Local network services revenue $ 4,337,505 $ 614,326 $ 0 $ 4,951,831 
Network access service revenue 6,367,587 0 0 6,367,587 
Long distance network services 

revenue 3,60 I ,  109 0 0 3,601 , I  09 
Miscellaneous revenue 1,908,177 6,872,426 0 8,780,603 

TOTAL OPERATING REVENUES $ 16,214,378 $ 7,486,752 $ 0 $ 23,701,130 

Plant specific operations expense $ 3,616,058 $ 364,529 $ 0 $ 3,980,587 
Plant nonspecific operations 

expense 1,895,792 0 0 1,895,792 
Provision for depreciation 4,835,626 699,436 0 5,535,062 
Customer operations expcnse 2,202,548 4,494,860 0 6,697,408 
Corporate operations expense 2,222,665 2,951,415 0 5,174,080 
Operating taxes 413,563 0 0 413,563 

Operating expenses: 

TOTAL OPERATING EXPENSES $ 15,186,252 $ 8,510,240 $ 0 $ 23,696,492 

OPERATING INCOME (LOSS) $ 1,028,126 $ (1,023,488) $ 0 $ 4,638 
Other income (loss): 

Income from subsidiaries $ 3,147,164 $ 0 $ (3,147,164) $ 0 
Income from investments 0 1,972,786 0 1,972,786 
Interest and dividend income 94,683 152,769 0 247,452 
Nonregulated loss (24,744) 0 0 (24,744) 
Gain on sale of investment 0 4,442,208 0 4,442,208 
Loss on sale of equipment 0 (I ,070,066) 0 (1,070,066) 

TOTALOTHER INCOME $ 3,217,103 $ 5,497,697 $ (3,147,164) $ 5,567,636 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL (CONT'D) 

NORTH CENTIZAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 31,2004 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Fixed charges: 
Interest expense 
Interest charged to construction - 

credit 

TOTAL FIXED CHARGES 

INCOME BEFORE 
TAXES ON INCOME 

Taxes on income 

NET INCOME 
Patronage capital at beginning ofyear 
Capital credits paid and applied 
Excise tax refundable on capital credits 

PATRONAGE CAPITAL AT 
END OF YEAR 

$ 1,009,048 

(187,219) 

$ 821,829 

$ 3,423,400 
2,000 

$ 3,421,400 
37,453,905 

(605,972) 
13,226 

$ 40,282,559 

$ 241,425 $ 0 

0 0 

$ 241.425 $ 0 

$ 4,232,784 $ (3,147,164) 
1,085,620 0 

$ 3,147,164 $ (3,147,164) 
7,233,679 (7,233,679) 

0 0 
0 0 

$ 10,380,843 $ (10,380,843) 

$ 1,250,473 

(1 87,219) 

$ 1,063,254 

$ 4,509,020 
1,087,620 

$ 3,421,400 
37,453,905 

(605,972) 
13,226 

$ 40,282,559 
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McMinnville, Tennessee 371 IO 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation as of and for the years ended December 3 1,2004 and 2003, and have issued our 
report thereon dated January 21,2005. We conducted our audits in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether North Central Telephone 
Cooperative Corporation's financial statements are free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those pro- 
visions was not an objective of our audit, and accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit we considered North Central Telephone Cooperative 
Corporation's internal control over financial reporting in order to determine our auditing 
procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal control over financial reporting. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses. A material weakness is a 
condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. 
We noted no matters involving the internal control over financial reporting and its operation that -- _-*.Jx~-cPns a l m k n s L . -  
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Board of Directors 
North Central T'elephone 

Cooperative Corporation 
Lafayette, Tennessee 
Page 2 

This report is intended solely for the information and use of the audit committee, 
management, the Rural Utilities Service and supplemental lenders, and is not intended to be and 
should not be used by anyone other than these specified parties. 

Certified Public Accountants 

McMinnvi 1 le, Tennessee 
January 21,2005 

-- 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

2355 South Chancery St. 
McMinnville, Tennessee 311  10 

We have audited the -..iancial statements of North Central Telephone Cooperative 
Corporation for the year ended December 3 1,2004, and have issued our report thereon dated 
January 21,2005. We conducted our audit in accordance with generally accepted auditing 
standards, the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, and 7 CFR part 1773, Policy 
on Audits of Rural Utilities Service (RUS) Borrowers. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. 

In planning and performing our audit of the financial statements of North Central 
Telephone Cooperative Corporation for the year ended December 31,2004, we considered its 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing an opinion on the financial statements and not to provide assurance on the 
internal control over financial reporting. 

Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course 
of performing their assigned functions. We noted no matters involving the internal control over 
financial reporting that we consider to be material weaknesses. 

http://www.thwcpa.com
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North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

7 CFR 1773.33 requires comments on specific aspects of the internal control over financial 
reporting, compliance with specific RUS loan and security instrument provisions, and other 
additional matters. We have grouped our comments accordingly. In addition to obtaining 
reasonable assurance about whether the financial statements are free from material 
misstatements, at your request, we performed tests of specific aspects of the internal control over 
financial reporting, of compliance with specific RUS loan and security instrument provisions, 
and of additional matters. The specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and additional matters 
tested include, among other things, the accounting procedures and records, compliance with 
specific RUS loan and security instrument provisions set forth in 7 CFR Part 1773.33(e)(2), and 
related party transactions and investments. In addition, our audit of the financial statements also 
included the procedures specified in 7 CFR Part 1773.38 - .45. Our objective was not to provide 
an opinion on these specific aspects of the internal control over financial reporting, compliance 
with specific RUS loan and security instrument provisions, or additional matters, and 
accordingly, we express no opinion thereon. 

No reports (other than our independent auditors’ report, and our independent auditors’ 
report on compliance and on internal control over financial reporting, all dated January 21,2005) 
or summary of recommendations related to our audit have been furnished to management. 

Our comments on specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and other additional 
matters as required by 7 CFR Part 1773.33 are presented below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER 
FINANCIAL REPORTING 

We noted no matters regarding North Central Telephone Cooperative Corporation’s internal 
control over financial reporting and its operation that we consider to be a material weakness as 
previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of internal 
control, it appears that the bookkeeping and accounting records, including the many 
supplementary files and ledgers are well kept and adequately maintained. From tests made by 
us, it appeared that the methods used in accumulating costs for material, transportation, labor and 
overhead and the distribution of these costs to the various accounts were in accordance with 
proper procedures. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 3 

Cooperative Corporation 

MATERIAL CONTROL - Materials and supplies are stated at average cost. Inventory 
quantities of outside plant materials and supplies were ascertained by physical count, weight or 
other measure as of December 31,2004, by employees of the Cooperative. We were present 
during the time of taking the physical inventories to observe the procedures used to determine 
inventory quantities. We made test counts of quantities on hand and subsequently traced these 
counts to the perpetual inventory records. We reviewed the basis of pricing and tested the 
clerical accuracy of the extensions and footings. We tested the accuracy of perpetual inventory 
records. Our review indicated only minor differences between the counts reflected by the tests 
and those accumulated on the books. 

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY 
INSTRUMENT PROVISIONS 

At your request, we have performed the procedures enumerated below with respect to 
compliance with certain provisions of laws, regulations, contracts and grants. The procedures we 
performed are summarized as follows: 

- Procedures performed with respect to the requirement for a borrower to obtain written 
approval of the mortgagee to enter into any contract, agreement or lease between the 
borrower and an affiliate for the year ended December 31,2004, of North Central Telephone 
Cooperative Corporation. 

1. No contracts for management, operations or billing services were in effect during the 
year ended December 31,2004 as defined in 1773.33(e)(2)(i). 

2. Reviewed Board of Directors minutes to ascertain whether board-approved written 
contracts should have been included in a borrower-prepared schedule. 

- Procedure performed with respect to the requirement to submit RUS Form 479 to the RUS: 

Financial statements as of December 31,2004, included in copies of RUS Form 479 
were compared with the Cooperative's books and found to be in agreement in all 
material respects. 
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Cooperative Corporation 

The results of our tests indicate that, with respect to the items tested, North Central Telephone 
Cooperative Corporation complied in all material respects, with the specific RUS loan and 
security instrument provisions referred to below. The specific provisions tested include the 
requirements that: 

- The borrower has obtained written approval of the RUS to enter into any contract, 
agreement, or lease with an affiliate as de.fined in 1773.33(e)(2)(i); 

- The borrower has submitted its Form 479 to the RUS and the Form 479, Financial and 
Statistical Report, as of December 31,2004, represented by the borrower as having been 
submitted to RUS is in agreement with the North Central Telephone Cooperative 
Corporation's audited records in all material respects as of December 3 1,2004, appears 
reasonable based upon the audit procedures performed. 

COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with our audit of the financial statements of North Central Telephone 
Cooperative Corporation, nothing came to our attention that caused us to believe that North 
Central Telephone Cooperative Corporation failed to comply with respect to: 

- The reconciliation of continuing property records to the controlling general ledger plant 
accounts addressed at 7 CFR 1773.33 (c)(l); 

- The clearing of the construction accounts and the accrual of depreciation on completed 
construction addressed at 7 CFR 1773.33 (c)(2); 

- The retirement of plant addressed at 7 CFR 1773.33(~)(3) and (4); 

- The approval of the sale and disposition of proceeds for the sale of plant, material, or scrap 
addressed at 7 CFR 1773.33 (c)(5); and 

- The disclosure of material related party transactions, in accordance with Statement of 
Financial Accounting Standards No. 57, Related Party Transactions, for the year ended 
December 31,2004, in the financial statements referenced in the first paragraph of this 
report addressed at 7 CFR 1773.33 (e). 

Our audit was made for the purpose of forming an opinion on the basic financial statements 
taken as a whole. The detailed schedule of investments in affiliated companies required by 7 CFR 

part of the basic financial statements. This information has been subjected to the auditing procedures 
applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. 

. 
-PlS7V%l 
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Detailed schedule of investments 

Cooperative Corporation 

North Central 
Communications, Inc. 

Original investment $ 8,100,000 
Additional investments as of 12/3 1/03 4,975,871 
Undistributed earnings (losses) as of 1213 1/03 2,257,808 

Book value of investments as of 12/31/03 $15,333,679 
Additional investments as of 12/3 1/04 0 
Undistributed earnings (losses) as of 12/3 1/04 3,147,164 

Book value of investments as of 12/31/04 $18.480.843 

This report is intended solely for the information and use of the board of directors, 
management, and the RUS and supplemental lenders and is not intended to be and should not be 
used by anyone other than these specified parties. 

McMinnville, Tennessee 
January 21,2005 
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WDEPENDENT AUDITORS' REPORT 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and Subsidiary as of December 3 I ,  2003 and 2002, and the related consolidated 
statements of income and patronage capital and cash flows for the years then ended. These consolidated 
financial statements are the responsibility of the Cooperative's management. Our responsibility is to express 
an opinion on these consolidated financial statements based on our audit. 

We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the consolidated financial statements. An audit also includes assessing the accounting 
principles used and the significant estimates made by management, as well as evaluating the overall 
consolidated-financial statement presentation. We believe that our audit provides a reasonable basis for our 
opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and Subsidiary as of 
December 3 1,2003 and 2002, and the results of its operations and cash flows for the years then ended in 
conformity with accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated January 23, 
2004, on our consideration of North Central Telephone Cooperative Corporation's internal control over 
financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts, and 
grants. That report is an integral part of an audit performed in accordance with Government Auditing 
Standards and should be read in conjunction with this report in considering the results of our audit. 



CONSOLIDATED 

NORTH CENTRAL TELEPHONE COOPERATIVE 

December 3 1,2003 

2003 2002 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Notes receivable 
Telecommunications accounts receivable, less 

allowances of $74,914 in 2003 and 
$59,735 in 2002 

Other accounts receivable 
Materials and supplies 
Other current assets 

TOTAL CURRENT ASSETS 

NONCURRENT ASSETS 
Investments 
Notes receivable - net of current portion 
Nonregulated investments 
Prepaid postretirement benefits other than pension 
Goodwill, less accumulated amortization of $172,870 in 2003 and 

2002 and impairment loss of $254,564 in 2003 
and $226,205 in 2002 

Organization costs 

TOTAL NONCURRENT ASSETS 

?ROPERTY, PLANT AND EOUIPMENT 
Telecommunications plant in service 
Telecommunications plant under construction 

$ 6,411,010 
13,659 

2,994,234 
24,790 

1,53 1,609 
20,704 

746,547 
398,253 

$12,140,806 

$13,233,683 
22,175 

248,964 
0 

502,983 
117 

$14,007,922 

$ 5,707,919 
160,384 

3,689,061 
37,236 

1,651,619 
36,969 

62 1,324 
240,956 

$12,145,468 

$12,715,216 
19,803 

288,415 
65,972 

577,069 
426 

$ 13,666,901 

$ 76,6 18,341 $69,027,567 
5,238,254 7,798,311 

$81,856,595 $76,825,878 
Less accumulated provision for depreciation 

,. .._.,. . . .. 

TOTAL PROPERTY, PLANT AND EQUIPMENT $42,933,632 

$69,082,360 $68,229,610 
See the notes to financial statements. 
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BALANCE SHEETS 

CORPORATION AND SUBSIDIARY 

and 2002 

2003. 

LIAE!LITIES AND MEMBERS EQUITY 
CURRENT LIABILITIES 

Accounts payable $ 1,495,903 
Advance billings and payments 144,049 
Customer deposits 590,759 
Current maturities on long-term debt 5,008,387 
Accrued taxes 456,757 
Accrued interest 214,477 

Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

292,683 
170,784 

1,756,291 
465,457 

TOTAL CURRENT LIABILITIES 9; 10,595,547 

LONG-TERM DEBT 
Rural Utilities Service 
Other long-term debt 

OTHER LIABILITIES 
Postretirement benefits other than pension 
Deferred taxes 

MEMBERS' EOUITY 
Memberships 
Patronage capital 

19,615,586 
454,019 

3 2 0,5 7 0 
636,153 

TOTAL LIABILITIES $31,621,875 

$ 6,580 
37,453,905 

TOTAL MEMBERS' EQUITY $37,460,485 

2002 

$ 1,759,578 
134,282 
576,842 

1,791,961 
555,356 
159,385 

297,493 
132,59 1 

1,620,992 
412,519 

$ 7,440,999 

21,397,121 
2,486,893 

0 
441,654 

$ 3  1,766,667 

$ 6,580 
36,456,363 

$36,462,943 

S 69,082,360 $68,229,610 
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CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 31,2003 and 2002 

~~~ 

2003 2002 

Operating revenues: 
Local network services revenue 
Network access services revenue 
Long distance network services revenue 
Miscellaneous revenue 

TOTAL OPERATING REVENUES 
Operating expenses: 

Plant specific operations expense 
Plant nonspecific operations expense 
Provision for depreciation and amortization 
Customer operations expense 
Corporate operations expense 
Operating taxes 

TOTALOPERATINGEXPENSES 

OPERATING INCOME 
Other income: 

Income from investments 
Interest and dividends 
Nonregulated loss 
Loss on sale of investment 
Impairment of goodwill 
Gain (loss) on sale of equipment 

TOTAL OTHER INCOME 
Fixed charges: 

Interest expense 
Interest charged to construction - credit 

TOTAL FIXED CHARGES 

INCOME BEFORE TAXES ON INCOME 

NET INCOME 
Taxes on income 

$ 4,646,946 
6,617,243 
3,447,622 
7,624,987 

$22,336,798 

$ 3,268,996 
1,884,186 
5,127,295 
5,492,277 
4,501,401 

440,385 
$20,120,546 

$ 1,616,252 

$ 1,375,576 
285,808 

(17 1,420) 
(4,064) 

(254,564) 
(322) 

$ 1,231,014 

$ 1,215,786 

$ 1,029,223 

$ 1,818,043 
405,565 

S 1,412,478 

(1 86,563) 

$ 4,257,474 
6,748,758 
3,924,939 
6,3 86,846 

$ 21,318,017 

$ 2,616,469 
I,? 17,242 
4,586,928 
4,698,612 
3,878,113 

6 10,55 1 
$18,167,975 

$ 3,150,042 

$ 1,513,002 
427,232 

(1 17,358) 
0 

(226,205) 
62 

$ 1,596,733 

$ 1,248,314 
(1 24,160) 

$ 1,124,153 

$ 3,622,621 
439,094 

S 3,183,527 
-~a l ronage -Eap i~~I~~-~  eginning ef-y ear 36~-56~63+---33$-26~136----- 

~ ., .,, ~. ..... . . ..~_.~.~--.-..-_ &---T.7.---.--.v ... " .. 
(617,916) Capital credits paid 

Excise tax refundable on capital credits 22,500 64,6 I6 

PATRONAGE CAPITAL AT END OF YEAR 3 37.453,905 S36.456,363 

~ . ~ ~ . ~ , ~ . ~ . ~ ~ ~ ~ ~ . : ~ ~ .  

See the notes to financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1, 2003 and 2002 

2003 2002 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows from investing activities: 
Construction and acquisition of plant 
Proceeds from sale of equipment 
Proceeds from sale of investment 
Plant removal costs 
Investment in partnership 

Salvage 
Cash distribution from investments 
Investment in nonregulated CPE 
Goodwill purchased 
Increase in notes receivable 
Collection on notes receivable 

Decrease (Increase) in: 
Materials and supplies 
Temporary investments 
Other investments 

Sonregulated income 

NET CASH USED BY INVESTING ACTIVITIES 

$22,537,688 $21,294,682 
(15,104,096) (11,794,163) 

247,179 373,535 
(974,131) (1 , l  32,293) 
(977,280) ( I  ,03 1,995) 

$ 5,729,360 $ 7,709,766 

$ (5,682,976) $ (9,095,912) 

5,680 0 

(1 10,450) 0 

224 1,273 

(11,811) (1 13,549) 

40,750 48,195 
976,369 675,661 
39,451 70,627 

(180,478) (40,000) 
(49,446) (39,559) 
59,520 59,037 

(125,223) (3,581) 
694,827 1,494,795 
(45,551) (12,901) 

(171,420) (1 17,358) 

$ (4,560,534) $ (7,073,272) 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'DJ 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

\.. 

For the years ended December 3 I ,  2003 and 2002 

! 
2003 2002 [ 

{: 
1. Cash flows from financing activities: 

Debt proceeds $ 3,126,015 $ 2,692,290 
Payments on long-term borrowings (3,723,998) (1,706,384) 
Excise credit applied to capital 22,500 64,616 
Capital credits paid and applied (437,436) (6 17,9 1 6) 

1,: 2 Postretirement benefits other than pension 386,542 (5,656) 
Increase in customer deposits 13,917 38,019 

I< & 

NET CASH PROVIDED (USED) BY FINANCING ACTIVITIES $ (612,460) $ 464,969 

NET INCREASE IN CASH $ 556,366 $ 1,101,463 
[ * .  

CASH AT BEGINNING OF YEAR 5,868,303 4,766,840 

CASH AT END OF YEAR $ 6,424,669 $ 5,868,303 

. . .., .. . .. ... , .. . .. .,.... . .. ..... . .. . .... ... .. ..... . 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2003 and 2002 

2003 2002 

Net income 
Nonregulated loss 
Income from investments 
Impairment of goodwill 

$1,412,478 $3,183,527 
171,420 117,358 

(1,375,576) (1,5l3,002) 
254,564 226,205 

Net income from regulated operations $ 462,886 $2,014,088 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss (Gain) on sale of equipment 
Loss on sale of investment 
Deferred taxes 
Noncash patronage allocation 

Decrease (Increase) in: 
Customer and accounts receivable 
Current and accrued assets - other 

$5,203,035 $4,653,508 
322 (62) 

4,064 0 
194,499 (128,375) 
(38,629) (53,697) 

136,275 (70,289) 
(157,297) 94,452 

Increase (Decrease) in: 
Accounts payable (263,675) 670,606 
Advance billings and payments 9,767 3 1,544 
Accrued taxes (98,599) 145,025 

Accrued rents (4,8 1 0) 112,463 
Accrued salaries and employee benefits 173,492 185,243 
Other current liabilities 52,938 63,399 

Accrued interest 55,092 (8,139) 

TOTAL ADJUSTMENTS $5,266,474 $5,695,678 

NET CASH PROVIDED BY OPERATING ACTIVITIES $5,729,360 S7,709,766 

See the notes to financial statements. 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2003 and 2002 

Note A - North Central Telephone Cooperative Corporation and Subsidiary provides retail tele- 
communications services to Macon County, Tennessee and surrounding counties including a 
portion of southern Kentucky. North Central Telephone Cooperative Corporation and 
Subsidiary has adopted the following accounting policies: 

(1) Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 100% of the 

outstanding common stock of North Central Communications, Inc. and Subsidiaries 
(Subsidiary). North Central Communications, Inc. and Subsidiaries were formed for 
the purpose of providing long distance and other telephone services and computer 
sales and services. The consolidated financial statements include the accounts of 
North Central Communications, Inc. and Subsidiaries. All significant intercompany 
accounts and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1. The Subsidiary 
operates on a fiscal year ending September 30. The consolidated fmancial 
statements reflect the results of operations from January 1 through December 3 1 for 
the Cooperative and from October 1,2002 through September 30,2003 for the 
Subsidiary. 

(2) The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

(3) For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investments with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less. Certificates of deposit 
and other securities with original maturities over 90 days are classified as temporary 
investments. 

(4) Trade Accounts Receivable - Trade accounts receivable are stated at the amount 
management expects to collect from outstanding balances. Management provides for 
probable uncollectible amounts through a charge to earnings and a credit to the 
allowance for doubtful accounts based on its assessment of the current status of 
individual accounts. Balances that are still outstanding after management has used 

~ - 
reasonable collection erforrs dre wnTten sff'rhrougn a ; h a l e  IO the diowancc for 
loubrtul xcGunts 3nd 1 <redit IO trade xcoums reccivabie. Yo ;merest IS charged on 
trade accounts receivable balances that are past due. Past due accounts receivable are 
based upon contractual terms as defined on customer invoices. 

10 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY I 
December 31,2003 and 2002 I 

Note A - (Cont’d): 

The allowance for doubtful accounts is based upon a credit review of the accounts 
receivable, past bad debt experience, current economic conditions and other pertinent 
factors which form a basis for determining the adequacy of the allowance. The 
allowance represents an estimate based upon these and other factors and, it is at least 
reasonably possible that a change in the estimate will occur in the near term. 

Telecommunication services are provided to the customers on a credit basis in the 
ordinary course of business. Generally, the accounts receivable generated by the sale 
of these services are unsecured. 

(5) Material and supplies are valued at average cost accumulated in perpetual inventory 
records which are periodically adjusted to physical counts. 

(6) Employee vacation and sick leave benefits are accrued as the benefits are earned 
according to an established policy. 

(7) The Cooperative’s expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments me capitalized. Original costs of properties retired 
from service are eliminated from property accounts and removal costs are charged to 
the allowance for depreciation. Salvage value of retired property is credited to the 
allowance for depreciation. The Subsidiary provides for depreciation on a straight- 
line basis at annual rates which will amortize the depreciable property over its 
estimated useful life. 

(8) Advertising costs are charged to expense as incurred. These costs amounted to $292,126 
in 2003 and $223,801 in 2002. 

Note B - Substantially all assets of the Cooperative are pledged as security for the long-term debt to RUS. 

Note C - The Cooperative and Subsidiary maintain their cash and temporary investments in several 
commercial banks located within their trade area. The Federal Deposit Insurance Corporation 
(FDIC) insures accounts and temporary investments up to $1 00,000. A summary of the total 
insured and uninsured cash balances follows: 

Total cash and temporary investments $9,239,523 
... .. . , .. . .... on .. 1 . ... . . 

Uninsured cash balances $8.186.4115 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,2003 and 2002 

B 

4 a, e.. a: 
.hi 

8: 
8, 
r 

Note D - Investments: 

Rural Telephone Bank ”c” stock - at cost 
NECA Services, Inc. stock - at cost 
Cash value of life insurance 
Investment in Tennessee RSA #3 cellular partnership 
(1 6.67%) 
Investment in Kentucky RSA #3 cellular partnership 
(250/0) 

Investment in Direct Broadcast Satellite 
Investment in Bluegrass Network, LLC (20%) 
Investment in Bluegrass Telecom, LLC (20%) 
Qualified patronage capita1 certificates - NRTC 
Tennessee 220 MHZ Radio 

Tennessee Independent Telecom Group (IRIS 
Networks) (10%) 
Enhanced Compact Disc Productions 
NRTC Wildblue project 
Deposits 

Nonregulated investments: 

Nonregulated customer premises equipment - leased 
Less accumulated provisions for depreciation 

- 2003 
$ 1,000 

10,000 
429,530 

1,877,053 

7,578,615 

16,913 
1,930,292 

502,219 
199,001 
156,372 

421,883 

0 
110,450 

355 

$13.233.683 

$ 774,191 
525.227 

$ 248.964 

$ 1,000 
10,000 

383,979 
1,840,084 

7,064,121 

50,738 
1,795,095 

454,933 
160,372 
203,308 

741,487 

9,744 
0 

355 

$12.71 5.21 6 

$ 824,823 
536.405 

u . 4 1 5  

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis at an annual rate of depreciation which will amortize the cost 
of the equipment over its estimated useful life. 

Note E - Organization costs are being amortized over five years using the straight-line method of 
- a c c o U n t i n g . ~ ~ ~ ~ ~ ~ ~ b - e ~ - 3 0 .  2003, these costs amounted to $2,670, less accumulated 

- .-.~~~..~. ..... ~ z ~ a ~ i ~ ~ n ~ i ~ ~ : h - e - a m o u n ~ ~ ~ ~  . . . . . . . . . . ... .. , .- ... 

I 



I NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [CONT'D) 

NORTIH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 I ,  2003 and 2002 
I 
! 

Note F - In June 2001, the Financial Accounting Standards Board issued SFAS No. 142 " Goodwill and 
Other Intangible Assets." Under SFAS No. 142, goodwill and other indefinite lived intangible 
assets are no longer amortized but reviewed annually, or sooner if deemed necessary, for 
impairment. Goodwill represents the excess cost over fair value of net assets acquired through 
acquisitions. During the current year, the management of North Central Computer 
Technologies, Inc. recorded an impairment loss to goodwill in the amount of $254,564, which 
reduced the Goodwill balance to zero. 

Note G - Telephone plant in service and under construction is stated at cost. Listed below are the major 
classes of the telephone plant as of December 3 1,2003 and December 31,2002. 

Franchises $ 236 
Land 524,807 
Buildings 4,227,160 
Central office equipment 21,933,470 
Poles, cables and wire 38,314,640 
Furniture and office equipment 2,327,147 
Vehicles and other work equipment 2,704.103 

2002 
$ 236 

524,807 
3,878,746 

2 1,084,630 
37,175,361 
2,095,082 
2,645.322 

TOTAL PLANT IN SERVICE $70.03 1.563 $67,404,184 

The Cooperative provides for depreciation on a straight-line basis of annual rates which will 
amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 6.90 percent for 2003 and 6.50 percent 
for 2002. The provision for 2003 was $4,670,993 and the provision for 2002 was $4,375,188. 

Individual plant depreciation rates are as follows: 

Buildings 
Central office equipment 
Public telephone equipment 
Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 
DBS and internet equipment 

Percent 
2.6 

15.1 
6.7 - 21 .O 

1.7 - 8.8 
6.7 - 16.4 
6.4 - 10.8 

18.8 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2003 and 2002 

Note G - (Cont’d): 

Investment in property and equipment included in the Subsidiary: 
2003 2002 

Land $ 67,937 $ 67,937 
Building 
CATV equipment 
Office furniture and fixtures 
Equipment 
Vehicles 

8081972 8081972 
4,978,8 12 73,884 

100,664 159,124 
379,651 359,954 
250,742 153,512 

$ 1.623.383 TOTAL $6.586.778 

The Subsidiary provides for depreciation on a straight-line basis at annual rates which will amortize 
the depreciable property over its useful life. Depreciation charged to expense on the 
Subsidiary’s records amounted to $456,302 in 2003 and $21 1,740 in 2002. 

Note H - A description of notes payable follows: 

Long-term debt is represented by mortgage notes payable to the United States of America and 
other lenders. Following is a summary of outstanding long-term debt. 

2% Rural Utilities Service notes 
5% Rural Utilities Service notes 
Others 

Less ci;rrent maturities 

Long-term debt matures as follows: 

2004 
2005 

2003 2002 
$ 1,921,344 $ 2,191,231 

19,557,031 20,979,462 
3,599,617 2,505.282 

$25,077,992 $25,675,975 
5.008,3 87 1,791,961 

$20,069:605 $23.884.014 

Amount 
$ 5,008,387 

1.976,786 
. -, __ . . . . . .. ... . , 

2008 2,289,427 
Beyond five years 11.547,385 

TOTAL 525.077.992 
i4 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ICONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SIJBSIDIARY 

December 3 1, 2003 and 2002 

I 

I 
I 

Note I -The Cooperative has adopted the retirement and security program of the National Telephone 
Cooperative Association as a pension plan covering all employees meeting certain age and 
length of service requirements for which it pays approximately 73% of the cost. The 
Cooperative funds the pension plan by making monthly contributions into the program based on 
salaries. The Cooperative’s cost was $392,555 for 2003 and $326,138 for 2002. 

Note J - Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109). Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions of the enacted tax law; the effects of 
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

Current income tax expense 
2003 

$21 1,066 
- 2002 

$567.470 

Deferred income tax expense 194.499 (128.3761 

$405.565 $439.094 

The deferred tax liability is primarily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

2003 rn 
Deferred tax liability at beginning of year $441,654 $992,370 
Current oeriod increase (reduction) for deferred 

taxes on income 469.546 (376,1701 

Deferred tax liability at end of year $91 1,200 $616,200 
Less deferred tax benefit at end of year 275,047 174.546 

Deferred tax liability at end of year $636.153 $441.654 

The deferred tax asset is primarily the result of net operating losses that are carried forward for state 
income tax reporting purposes from North Central Communication’s investment in its wholly - 

- ..... .. -_ ~~o~~e.d~s.ubsidiar~~s. , .  __ 
The Subsidiary has a net operating loss carryforward of approximately $2,732:383 which is 

available to offset fume state taxable income. Tnis carryforward will expire in 
16 to 20 years. 

I 
1 
i 15 
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L.’ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2003 and 2002 

:, , 

: 

Note K - The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. 106 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

Substantially all of the Cooperative’s employees are covered under postretirement health and life 
insurance plans. The determination of postretirement benefit cost for postretirement health 
benefit plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. 
The postretirement life insurance benefit formula used in the determination of postretirement 
benefit cost is primarily based on 25% of the preretirement life insurance benefit. 

16 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2003 and 2002 

Note K - (Cont’d): 

The following table sets forth the plan’s funded status and the amount recognized in the 
j Cooperative’s Balance Sheet as of December 3 1 : 

- 2002 
Accumulated postretirement obligation 

attributable to: 
Retirees $( 1,694,724) $ (1,568,653) 

j Fully eligible plan participants (1,243,993) (1,073,467) 
Other active pian participants 13,379.491) 12.678.1 99) 

Total accumulated postretirement 
benefit obligation $(6,3 18,208) $(5,320,3 19) 

Fair value o f  plan assets 2.839.654 3.164,343 

Accumulated postretirement benefit 
obligation in excess o f  plan assets $(3,478,554) $(2,155,976) 

Unrecognized net gains (losses) 2,353,942 1,317,400 
Unamortized initial obligation 804,042 904.548 

Prepaid (Accrued) postretirement 
benefit obligation $ (320.570) $ 65.972 

Postretirement benefit cost is composed of the following for the year ended December 3 1 : 

2003 2002 
Benefits earned during the year $ 226,826 $ 156,347 
Interest on accumulated.postretirement benefit 

obligation 379,564 272,594 
Actual return on plan assets (2401571) (249,348) 
Net amortization of transition obligation over 

20 years 100,506 100,506 
Net amortization and deferral 100.201 36,333 

$ - j . 6 6 & & - 2  -3-5.663.2 - P o s t r e t i r e m e n t - b e n e ~ t - t - c o s t ~  
~ ~ ~ ~ ~ . ~ ~ , ~ - ~ _ _ I _ _ _ ~ . ~ - ” - - ~ . : ~ . ~ . ~ ~ . - . ~ . ~ . ~  ~ - ~ , ; ~ . ~ ~ - , ~ - . ~ . ~ ~ . ~ ~ , ~ - ~ . ~  

!7 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2003 and 2002 
i 

i 
i 
I 
i 

! 

Note K - (Cont’d): 

The assumed discount rate used to measure the accumulated postretirement benefit obligation was 
6.50% at December 31,2003 and 6.50% at January 1,2003. The assumed rate of future increases 
in compensation levels was 6.00% at December 3 1,2003. The medical cost trend rate in 2003 
was approximately 9.00% grading down to an ultimate rate in 2014 of 5.50%. A one percentage 
point increase in the assumed health care cost trend rates for each future year would have 
increased the aggregate of the service and interest cost components of 2003 net periodic 
postretirement benefit cost by $199,333 and would have increased the accumulated 
postretirement benefit obligation as of December 3 1,2003 by $346,865. 

Note L - Labor Force 

Approximately 80% of the Cooperative’s labor force is subject to a collective bargaining 
agreement. A three-year agreement was negotiated and approved for the period January I ,  
2003 ‘to December 3 1,2005 between the Cooperative and the Communications Workers of 
America. 

Note M - Commitments and Contingencies 

The Cooperative is a guarantor for Ioans in the amount of  $1,777,778. These loans are the 
obligation of  TN Independent Telecommunications Group dlbia I r i s  Networks, a related party. 

i8  
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INDEPENDENT AUDITORS' REPORT ON CONSOLIDATING INFORMATION 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

Our report on our audits of the consolidated financial statements of North Central Telephone 
Cooperative Corporation and Subsidiary for 2003 and 2002 appears on page 3. Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. The consolidating information contained on pages 21 through 24 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations of the individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

Certified Public Accountants 

McMinnville, Tennessee 
January 23,2004 



CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 1, 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, COT. and Subsidiaries Eliminations Total 

CURRENT ASSETS 
Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications 

accounts receivable 
Notes receivable - current 
Other accounts receivable 
Advance to related company 
Materials and supplies 
Other current assets 

TOTAL C U R R E "  ASSETS 
NONCURRENT ASSETS 

Investment in subsidiary 
Investments 
Nonregulated investments 
Notes receivable 
Prepaid postretirement benefits 
Goodwill - net 
Organization costs 

ASSETS 

$ 5,706,543 $ 704,467 
13,659 0 

2,865,811 128,423 

1,378,625 152,984 
0 24,790 

20,704 0 
692,378 0 
213,232 533,315 

82,003 316,732 

S 0 $ 6,411,010 
0 13,659 
0 2,994,234 

0 1 5 3  1,609 
0 24,790 
0 20,704 

(692,378) 0 
0 746,547 

(482) 398,253 

$ 10,972,955 

$ 15,333,679 
440,530 
248,964 

0 
0 

0 
0 

$ 1,860,711 $ (692,860) $ 12,140,806 

$ 0 $ (15,333,679) $ 0 
12,793,153 0 13,233,683 

0 0 248,964 
22,175 0 22,175 

0 0 0 
502,983 0 502,983 

117 0 117 

TOTAL NONCURRENT ASSETS $ 16,023,173 $ 13,318,428 $ (15,333,679) $ 14,007,922 
PROPERTY. PLANT AND EOUIPMENT 

Telecommunications plant in service $ 70,031,563 S 6,586,778 $ 0 $ 76,618,341 

Telecommunications plant 
under construction 5,142,588 95,666 0 5,238,254 

$ 75,174,151 $ 6,682,444 $ 0 $ 81,856,595 

Less accumulated provision for 
38,082,968 839,995 0 38,922,963 

AND EQUIPMEET $ 37,091,183 S 5,842,449 $ 0 $ 42,933,632 

$ 64,087,311 $ 21,021,588 $ (16,026,539) $ 69,082,360 
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BALANCE SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

2003 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Carp. and Subsidiaries Eliminations 

LIABILITIES 
CURRENT LIABILITIES 

Accounts payable $ 921,899 $ 574,004 $ 0 
Advance billings and payments 119,729 24,320 0 

Customer deposits 590,759 0 0 

Current maturities on long-term 
debt 1,862,789 3,145,598 0 

Accrued taxes 437,007 19,750 0 
Accrued interest 190,492 23,985 0 
Accrued rent 292,683 0 0 
Accrued salaries and wages 152,933 17,851 0 
Accrued vacation and sick 

leave benefits 1,756,291 0 0 
Other current liabilities 366,088 99,369 0 

TOTAL CURRENT LIABILITIES $ 6,690,670 $ 4,597,737 $ (692,860) 

Rural Utilities Semice 19,615,586 0 0 
Other long-term debt 0 454,019 0 

Postretirement benefits other than pension 320,570 0 0 
Deferred taxes - net 0 636,153 0 

TOTAL LIABILITIES $ 26,626,826 $ 5,687,909 $ (692,860) 

Advance from parent company 0 692,860 (692,860) 

LONG-TERM DEBT 

OTHER LIABLLITIES 

MEMBERS EOUITY 
Memberships $ 6,580 $ 0 $ 0 

Patronage capital 37,453,905 0 0 
Capital stock 0 8,100,000 (8,100,000) 

Retained earnings 0 7,233,679 (7,233,679) 

Total 

$ 1,495,903 
144,049 

0 
590,759 

5,008,387 
456,157 
214,477 
292,683 
170,784 

1,756,291 
465,457 

$ 10,595,547 

19,615,586 
454,019 

320,570 
636,153 

S 31,621,875 

$ 6,580 
0 

37,453,905 
n 

S 64,087,311 S 31,021,588 '3 (16,026.539) S 69,082,360 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 1.2003 

North Central 
Telephone 

Cooperative, Corp. 

Operating revenues: 
Local network services revenue $ 4,315,608 
Network access service revenue 6,617,243 
Long distance network services 

revenue 3,447,622 
Miscellaneous revenue 1,622,83 1 

TOTAL OPERATING REVENUES 9; 16,003,304 
Operating expenses: 

Plant specific operations expense $ 3,002,261 
Plant nonspecific operations 

expense 1,884,186 
Provision for depreciation 4,670,993 
Customer operations expense 2,028,146 
Corporate operations expense 2,108,410 
Operating taxes 440,385 

TOTAL OPERATING EXPENSES $ 14,134,381 

OPERATING INCOME (LOSS) 
Other income (loss): 

Income from subsidiaries 
Income from investments 
Interest and dividend income 
Nonregulated loss 
Loss on sale of investment 
Impairment of goodwill 
Loss on sale of equipment 

$ 1,868,923 

$ 469,816 
0 

147,297 
(17 1,420) 

0 
0 
0 

TOTAL OTHER INCOME $ 445,693 

North Central 
Communications, Inc. 

and Subsidiaries 

$ 331,338 
0 

0 
6,002,156 

$ 6,333,494 

$ 266,735 

0 
456,302 

3,464,13 1 
2,399,997 

0 

$ 6,586,165 

$ (252,671) 

$ 0 
1,375,576 

138,511 
0 

(4,064) 
(254,564) 

(322) 

$ 1,255,137 

Eliminations Total 

$ 0 $ 4,646,946 
0 6,617,243 

0 3,447,622 
0 7,624,987 

$ 0 $ 22,336,198 

$ 0 $ 3,268,996 

0 3,884,186 
0 5,121,295 
0 5,492,271 
0 4,507,407 
0 440,385 

$ 0 $ 20,720,546 

$ 0 $ 1,616,252 

$ (469,816) $ 0 
0 1,375,576 
0 285,808 
0 (17 1,420) 

0 (4,064) 
0 (254,564) 
0 (322) 

S (469,816) $ 1,231,014 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND suBsinIARy 

Year ended December 3 1,2003 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Fixed charges: 
Interest expense $ 1,088,701 $ 127,085 $ 0 $ 1,215,786 

Interest charged to construction - 
credit (186,563) 0 0 (186,563) 

TOTAL FIXED CHARGES $ 902,138 $ 127,085 $ 0 $ 1,029,223 

INCOME BEFORE 
TAXES ON INCOME $ 1,412,478 $ 875,381 $ (469,816) $ 1,818,043 

Taxes on income 0 405,565 0 405,565 

NETINCOME $ 1,412,478 $ 469,816 $ (469,816) $ 1,412,478 
Patronage capital at beginning of year 36,456,363 6,763,863 (6,763,863) 36,456,363 
Capital credits paid and applied (437,436) 0 0 (437,436) 
Excise tax refundable on capital credits 22,500 0 0 22,500 

PATRONAGE CAPITAL AT 
ENDOFYEAR $ 37,453,905 $ 7,233,679 $ (7,233,679) $ 37,453,905 

,. ...,. " ... . . __ ....... ..... .. _~~.~.-.-..-.._~~~.-,.~ . .. . . . . . . . .. ._ ..., . " .. . ~~- 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation as of and for the years ended December 3 1,2003 and 2002, and have issued our 
report thereon dated January 23,2004. We conducted our audits in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether North Central Telephone 
Cooperative Coporation's financial statements are free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on.compliance with those pro- 
visions was not an objective of our audit, and accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit we considered North Central Telephone Cooperative 
Corporation's internal control over financial reporting in order to determine our auditing 
procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal control over financial reporting. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses. A material weakness is a 
condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. 
We noted no matters involving the internal control over financial reporting and its operation that 

--we-consider-ta_be-a~e~al~~e~esses~-.-.~~~-.~.~~~ ..i . ". . .-" . . . ., .. .. . . . .. ~ __ .~ ~, .,~ .. ...,, .~ . . . .~ 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

This report is intended solely -..r the information and use of the audit committee, 
management, the Rural Utilities Service and supplemental lenders, and is not intended to be and 
should not be used by anyone other than these specified parties. 

5kt-q /& V h . U , & L C  

Certified Public Accountants 

McMinnville, Tennessee 
January 23,2004 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation for the year ended December 3 1,2003, and have issued our report thereon dated 
January 23, 2004. We conducted our audit in accordance with generally accepted auditing 
standards, the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, and 7 CFR part 1773, Policy 
on Audits of Rural Utilities Service (RUS) Borrowers. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. 

In planning and performing our audit of the financial statements of Noah Central 
Telephone Cooperative Corporation for the year ended December 3 1,2003, we considered its 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing an opinion on the financial statements and not to provide assurance on the 
internal control over financial reporting. 

Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course 
of performing their assigned functions. We noted no matters involving the internal control over 
financial reporting that we consider to be material weaknesses. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

7 CFR 1773.33 requires comments on specific aspects of the internal control over financial 
reporting, compliance with specific RUS loan and security instrument provisions, and other 
additional matters. We have grouped our comments accordingly. In addition to obtaining 
reasonable assurance about whether the financial statements are free from material 
misstatements, at your request, we performed tests of specific aspects of the internal control over 
financial reporting, of compliance with specific RUS loan and security instrument provisions, 
and of additional matters. The specific aspects of the intemal control over financial reporting, 
compliance with specific RUS loan and security insbxment provisions, and additional matters 
tested include, among other things, the accounting procedures and records, compliance with 
specific RUS loan and security instrument provisions set forth in 7 CFR Part 1773.33(e)(2), and 
related party transactions and investments. In addition, our audit of the financial statements also 
included the procedures specified in 7 CFR Part 1773.38 - .45. Our objective was not to provide 
an opinion on these specific aspects of the internal control over financial reporting, compliance 
with specific RUS loan and security instrument provisions, or additional matters, and 
accordingly, we express no opinion thereon. 

No reports (other than our independent auditors' report, and our independent auditors' 
report on compliance and on internal control over financial reporting, all dated January 23,2004) 
or summary of recommendations related to our audit have been furnished to management. 

Our comments on specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and other additional 
matters as required by7 CFR Part 1773.33 are presented below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER 
FINANCIAL REPORTING 

We noted no matters regarding North Central Telephone Cooperative Corporation's internal 
control over financial reporting and its operation that we consider to be a material weakness as 
previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of internal 
control, it appears that the bookkeeping and accounting records, including the many 
supplementary files and ledgers are well kept and adequately maintained. From tests made by 
us, it appeared that the methods used in accumulating costs for material, transportation, labor and 
overhead and the distribution of these costs to the various accounts were in accordance with 
proper procedures. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 3 

Cooperative Corporation 

MATERIAL CONTROL - Materials and supplies are stated at average cost. Inventory 
quantities of outside plant materials and supplies were ascertained by physical count, weight or 
other measure as of December 31,2003, by employees of the Cooperative. We were present 
during the time of taking the physical inventories to observe the procedures used to determine 
inventory quantities. We made test counts of quantities on hand and subsequently traced these 
counts to the perpetual inventory records. We reviewed the basis of pricing and tested the 
clerical accuracy of the extensions and footings. We tested the accuracy of perpetual inventory 
records. Our review indicated only minor differences between the counts reflected by the tests 
and those accumulated on the books. 

COMMENTS ON COMPLIANCE W E H  SPECIFIC RUS LOAN AND SECURITY 
INSTRUMENT PROVISIONS 

At your request, we have performed the procedures enumerated below with respect to 
compliance with certain provisions of laws, regulations, contracts and grants. The procedures we 
performed are summarized as follows: 

- Procedures performed with respect to the requirement for a borrower to obtain written 
approval of the mortgagee to enter into any contract, agreement or lease between the 
borrower and an affiliate for the year ended December 3 1,2003, of North Central Telephone 
Cooperative Corporation. 

1. No contracts for management, operations or billing services were in effect during the 
year ended December 31,2003 as defined in 1773.33(e)(2)(i). 

2. Reviewed Board of Directors minutes to ascertain whether board- approved written 
contracts should have been included in a borrower-prepared schedule. 

- Procedure performed with respect to the requirement to submit RUS Form 479 to the RUS: 

Financial statements as of December 31,2003, included in copies of RUS Form 479 
were compared with the Cooperative's books and found to be in agreement in all 
material respects. 
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Cooperative Corporation 

The results of our tests indicate that, with respect to the items tested, North Central Telephone 
Cooperative Corporation complied in all material respects, with the specific RUS loan and 
security instrument provisions referred to below. The specific provisions tested include the 
requirements that: 

- The borrower has obtained written approval of the RUS to enter into any contract, 
agreement, or lease with an affiliate as defined in 1773.33(e)(2)(i); 

- The borrower has submitted its Form 479 to the RUS and the Form 479, Financial and 
Statistical Report, as of December 3 1,2003, represented by the borrower as having been 
submitted to RUS is in agreement with the North Central Telephone Cooperative 
Corporation’s audited records in all material respects as of December 3 1,2003, appears 
reasonable based upon the audit procedures performed. 

COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with our audit of the financial statements of North Central Telephone 
Cooperative Corporation, nothing came to our attention that caused us to believe that North 
Central Telephone Cooperative Corporation failed to comply with respect to: 

- The reconciliation of continuing property records to the controlling general ledger plant 
accounts addressed at ? CFR 1773.33 (c)(l); 

- The clearing of the construction accounts and the accrual of depreciation on completed 
construction addressed at 7 CFR 1773.33 (c)(2); 

- The retirement ofplant addressed at 7 CFR 1?73.33(~)(3) and (4); 

- The approval of the sale and disposition of proceeds for the sale of plant, material, or scrap 
addressed at 7 CFR 1773.33 (c)(5); and 

- The disclosure of material related party transactions, in accordance with Statement of 
Financial Accounting Standards No. 57, Related Party Transactions, for the year ended 
December 3 1,2003, in the financial statements referenced in the first paragraph of this 
report addressed at 7 CFR 1773.33 (e). 

Our audit was made for the purpose of forming an opinion on the basic financial statements 
taken as a whole. The detailed schedule of investments in affiliated companies required by 7 CFR 

__ . SanQ 
the au 

applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all materia1 
respects in relation to the basic financial statements taken as a whole. 
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Detailed schedule of investments 

Cooperative Corporation 

North Central 
Communications, Inc. 

Original investment $ 8,100,000 
Additional investments as of 1213 1/02 4,975,871 
Undistributed earnings (losses) as of 12/3 1/02 1,787.992 

Book value of investments as of 12/3 1/02 $14,863,863 
Additional investments as of 12/3 1/03 0 
Undistributed earnings (losses) as of 1213 1/03 469.816 

Book value of investments as of 12/3 1/03 $15,333.679 

This report is intended solely for the information and use of the board of directors, 
management, and the RUS and supplemental lenders and is not intended to be and should not be 
used by anyone other than these specified parties. 

Certified Public Accountants 

McMinnville, Tennessee 
January 23,2004 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation as of and for the years ended December 3 1,2002 and 2001, and have issued our 
report thereon dated January 24,2003. We conducted our audits in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether North Central Telephone 
Cooperative Corporation's financial statements are free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those pro- 
visions was not an objective of our audit, and accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit we considered North Central Telephone Cooperative 
Corporation's internal control over financial reporting in order to determine our auditing 
procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal control over financial reporting. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses. A material weakness is a 
condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. 
We noted no matters involving the internal control over financial reporting and its operation that 
we consider to be material weaknesses. 

. . . . . , . . . ..--. . . . . . . . . . ..~~~~~.---. =-. ~ . .. .. . .,. ... __.- . ., .... . 
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This report is intended solely for the information and use of the audit committee, 
management, the Rural Utilities Service and supplemental lenders, and is not intended to be and 
should not be used by anyone other than these specified parties. 

Certified Public Accountants 

McMinnville, Tennessee 
January 24,2003 
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INDEPENDENT AUDITORS’ REPORT 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and Subsidiary as of December 3 1, 2002 and 2001, and the related statements of 
income and patronage capital and cash flows for the years then ended. These consolidated financial 
statements are the responsibility of the Cooperative’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our audit. 

We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the consolidated financial statement. An audit also includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also 
includes assessing the accounting principles used and the significant estimates made by management, as well 
as evaluating the overall consolidated financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and Subsidiary as of 
December 3 1,2002 and 200 1, and the results of its operations and cash flows for the years then ended in 
conformity with accounting principles generally accepted in the United States of America. 

In accordance with Government Auditing Standards, we have also issued our report dated January 24, 
2003, on our consideration of North Central Telephone Cooperative Corporation’s internal control over 
financial reporting and our tests of it compliance with certain provisions of laws, regulations, contracts, and 
grants. That report is an integral part of an audit performed in accordance with Government Auditing 
Standards and should be read in conjunction with this report in considering the results of our audit. 

- McMinnville, Tennessee 
January 24,2003 



CONSOLIDATED 

NORTH CENTRAL TELEPHONE COOPERATIVE 

December 3 1.2002 

2002 2001 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Notes receivable 
Telecommunications accounts receivable, less 

allowances of $59,735 in 2002 and 
$55,726 in 2001 

Other accounts receivable 
Materials and supplies 
Other current assets 

$ 5,707,919 
160,384 

3,689,061 
37,236 

1,651,619 
36,969 

621,324 
240,956 

$ 4,728,945 
37,895 

5,183,856 
45,093 

1,527,360 
90,939 

617,743 
335,408 

TOTAL CURRENT ASSETS $12,145,468 $12,567,239 

NONCURRENT ASSETS 
Investments $12,715,2 16 $1 1,876,902 
Notes receivable - net of current portion 19,803 3 1,425 
Nonregulated investments 288,4 15 359,042 
Prepaid postretirement benefits other than pension 65,972 60,316 
Goodwill, less accumulated amortization of$214,343 in 2002and 

$152,282 in 2001 and an impairment loss of $226,205 in 2002 577,069 783,863 
Organization costs 426 960 

TOTAL NONCURRENT ASSETS $13,666,901 $13,112,508 

PROPERTY. PLANT AND EOUIPMENT 
Telecommunications plant in service 
Telecommunications plant under construction 

$69,027,567 $64,659,459 
7,798,311 3,847,389 

$76,825,878 $68,506,848 
Less accumulated provision for depreciation 34,408,637 30,682,903 

__ - ---.I---_-II_ ~ -__I_-x___-__ __̂ _-__I__ 

.- 

..n*.-=.s.-p..- To-mTpR-oTERn;p 

$68,229,610 $63,503,692 

See the notes to financial statements. 
4 



BALANCE SHEETS 

CORPORATION AND SUBSIDIARY 

and 2001 

2002 2001 

LIABILITIES AND MEMBERS' EOUITY 

Accounts payable $ 1,759,578 $ 1,088,972 
Advance billings and payments 134,282 102,738 
Customer deposits 576,842 538,823 
Current maturities on long-term debt 1,791,961 1,719,374 
Accrued taxes 555,356 410,33 1 
Accrued interest 159,385 167,524 

CURRENT LIABILITIES 

Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

2 9 7,4 9 3 185,030 
132,591 121,431 

1,620,992 1,446,909 
41 2,5 19 349,120 

TOTAL CURRENT LIABILITIES $ 7,440,999 $ 6,130,252 

LONG-TERM DEBT 
Rural Utilities Service 
Other long-term debt 

OTHER LIABILITIES 
Deferred taxes 

MEMBERS' EOUITY 
Memberships 
Patronage capital 

21,397,121 22,478,703 
2,486,893 491,992 

441,654 570,029 

TOTAL LIABILITIES $3 1,766,667 $29,670,976 

$ 6,580 $ 6,580 
36,456,363 $33,826,136 

TOTAL MEMBERS' EQUITY $36,462,943 $33,832,716 

$68,229,6 10 $63,503,692 

5 



CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 31,2002 and 2001 

2002 2001 

Operating revenues: 
Local network services revenue $ 4,257,474 $ 4,051,066 
Network access services revenue 6,748,758 6,874,799 
Long distance network services revenue 3,924,939 3,893,227 
Miscellaneous revenue 6,386,846 5,70 1,399 

TOTAL OPERATING REVENUES $21,318,017 $20,520,491 

Plant specific operations expense $ 2,676,469 $ 2,196,263 
Plant nonspecific operations expense 1,7 17,242 1,77 1,887 
Provision for depreciation and amortization 4,586,928 4,565,765 

Corporate operations expense 3,878,173 3,706,120 
Operating taxes 61 0,55 1 561,882 

TOTAL OPERATING EXPENSES $18,167,975 $1 6,776,7 14 

Operating expenses: 

Customer operations expense 4,698,612 3,974,797 

OPERATING INCOME $ 3,150,042 $ 3,743,777 

Income from investments $ 1,513,002 $ 1,605,034 
Interest and dividend income 427,232 582,263 
Nonregulated income (loss) (1 17,358) 97,139 

Gain (loss) on sale of equipment 62 (48,774) 

Other income: 

Impairment of goodwill (226,205) 0 

TOTAL OTHER INCOME $ 1,596,733 $ 2,235,662 

Interest expense $ 1,248,314 $ 1,299,264 
Interest charged to construction - credit (124,160) (1 46,458) 

TOTAL FIXED CHARGES $ 1,124,154 $ 1,152,806 

INCOME BEFORE TAXES ON INCOME $ 3,622,621 $ 4,826,633 
Taxes on income 439,094 551,379 

NET INCOME $ 3,183,527 $ 4,275,254 
33,826,136 29,828,762 Patronage capital at beginning of year 

-tax refundable on capital credits 

Fixed charges: 

_I ~api.tal-c~edits.paid-and-applied----~ _ _ _ ~ 6 1 - 7 - , 9 1 6 - ) ~ _ _ ( 3 . 5 ~ , 1 7 1 ~ ~ .  
-s-.. ..=.---,. ., ,- ,,.> ... . ---.,, , . .- ~ ,__ ~ ,,,",, ~,,. ~ ~ ~ 7 9 ~ z 9 ~ l ~ ~ ~ ~ ~  -_ 

w-%wq4;6.17 

PATRONAGE CAPITAL AT END OF YEAR $36,456,363 $33,826,136 

6 
See the notes to financial statements. 



CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2002 and 2001 

2002 2001 

Cash flows from operating activities: 
Cash received fi-om customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows from investing activities: 
Construction and acquisition of plant 
Proceeds from sale of equipment 
Plant removal costs 
Investment in partnership 

Salvage 
Cash distribution from investments 
Investment in nonregulated CPE 
Goodwill purchased 
Increase in notes receivable 
Collection on notes receivable 

Decrease (Increase) in: 
Materials and supplies 
Temporary investments 
Other investments 

Nonregulated income 

NET CASH USED BY INVESTING ACTIVITIES 

$21,294,682 
(1 1,794,163) 

373,535 
(1,132,293) 
(1,03 1,995) 

$ 7,709,766 

$ (9,095,912) 
1,273 

(1 13,549) 
0 

48,195 
675,661 
70,627 

(40,000) 

59.037 
(39,559) 

( 3 s  1) 
1,494,795 

(12,901) 
(117,358) 

$ (7,073,272) 

$2 1,049,398 
(1 1,290,478) 

537,966 
(1,148,000) 
(1,335,410) 

$ 7,813,476 

$ (5,792,671) 
0 

(44,690) 
(876,566) 

48,3 13 
530,173 
(69,499) 
(40,000) 
(52,380) 
63,283 

197,967 
84,822 

(38,899) 
97,139 

$ (5,893,008) 

-_I__ -I- 

,,,,,,.,,,,,, ~. . ..., .,, .,,. .- ,,,,,,.,,,,, -: ,.,,..,,," .,,, ., .," .- .._ .~ ,,,,,,,. __ ,,,.,,,,,,,,,,,,, 

See the notes to financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2002 and 2001 

2002 2001 

Cash flows from financing activities: 
Debt proceeds 
Payments on long-term borrowings 
Excise credit applied to capital 
Capital credits paid and applied 
Postretirement benefits other than pension 
Increase in customer deposits 

$ 2,692,290 $ 0 
(1,706,384) (1,637,266) 

64,6 1 6 79,29 1 
(61 7,916) (357,171) 

(5,656) (3 5 8,248) 
38,019 25,575 

NET CASH PROVIDED (USED) BY FINANCING ACTIVITIES $ 464,969 $(2,247,819) 

NET INCREASE (DECREASE) IN 
CASH AND CASH EQUIVALENTS $ 1,101,463 $ (327,351) 

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 4,766,840 5,094,19 1 

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 5,868,303 $ 4,766,840 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2002 and 2001 

2002 2001 

Net income 

Less: Nonregulated income 
Income from investments 
Impairment of goodwill 

Net income from regulated operations 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss (Gain) on sale of equipment 
Deferred taxes 
Noncash patronage allocation 
Decrease (Increase) in: 

Customer and accounts receivable 
Current and accrued assets - other 

Increase (Decrease) in: 
Accounts payable 
Advance billings and payments 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

TOTAL ADJUSTMENTS 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

$3,183,527 $4,275,254 

117,358 (97,139) 
(1,513,002) (1,605,034) 

226,205 0 

$2,014,088 $2,573,08 1 

$4,653,508 $4,565,165 
(62) 48,774 

(128,375) (56,927) 
(53,697) (44,297) 

(70,289) 597,378 
94,452 (1 49,733) 

670,606 138,105 
31,544 102,738 

145,025 (137,222) 
(8,139) 4,806 

112,463 1,462 
185,243 190,820 
63,399 (21,274) 

$5,695,678 $5,240,395 

$7,709,766 $7,813,476 

See the notes to financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2002 and 2001 

Note A - North Central Telephone Cooperative Corporation and Subsidiary provides retail tele- 
communications services to Macon County, Tennessee and surrounding counties including a 
portion of southem Kentucky. North Central Telephone Cooperative Corporation and 
Subsidiary has adopted the following accounting policies: 

(1) Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 100% of the 

outstanding common stock of North Central Communications, Inc. and Subsidiaries 
(Subsidiary). North Central Communications, Inc. and Subsidiaries were formed for 
the purpose of providing long distance and other telephone services and computer 
sales and services. The consolidated financial statements include the accounts of 
North Central Communications, Inc. and Subsidiaries. All significant intercompany 
accounts and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1. The Subsidiary 
operates on a fiscal year ending September 30. The consolidated financial 
statements reflect the results of operations from January 1 through December 3 1 for 
the Cooperative and from October 1,2001 through September 30,2002 for the 
Subsidiary. 

. (2) Material and supplies are valued at average cost accumulated in perpetual inventory 
records which are periodically adjusted to physical counts. 

(3) The Companies prepare their financial statements using the accrual method of accounting. 

(4) The Cooperative's expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments are capitalized. Origin& costs of properties retired 
from service are eliminated from property accounts and removal costs are charged to 
the allowance for depreciation. Salvage value of retired property is credited to the 
allowance for depreciation. The Subsidiary provides for depreciation on a straight-line 
basis at annual rates which will amortize the depreciable property over its estimated 
useful life. 

(5) For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investments with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less. Certificates of deposit 
and-o ther -secur . i t i es -w. i~h-o~ig~n~a~t ies~~er~-O-da~~- .~e-c~ .~ .s~~.~-as~e-mp~r~v 
invm " ., ,,,,., .,,,,,,,, .~. . ,,,,,,. ,." ..,,,,. ..,. =,- 

.- 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2002 and 200 1 

Note A - (Cont’d): 

(6) The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

(7) The Cooperative and Subsidiary expense advertising costs to expense as incurred. 

Note B - Substantially all assets of the Cooperative are pledged as security for the long-term debt to RUS. 

Note C - The Cooperative and Subsidiary maintain their cash and temporary investments in several 
commercial banks located within their trade area. The Federal Deposit Insurance Corporation 
(FDIC) insures accounts and temporary investments up to $100,000. A summary of the total 
insured and uninsured cash balances follows: 

Total cash and temporary investments $9,755,976 
Portion insured by FDIC 1,609,733 

Uninsured cash balances $8.146.243 

Telecommunication services are provided to the customers on a credit basis in the ordinary 
course of business. Generally, the accounts receivable generated by the sale of these 
services are unsecured. 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2002 and 2001 

Note D - Investments: 

2002 2001 
Rural Telephone Bank “c” stock - at cost $ 1,000 $ 1,000 
NECA Services, Inc. stock - at cost 10,000 10,000 
Cash value of life insurance 383,979 371,078 
Investment in Tennessee RSA #3 cellular partnership 1,840,084 1,830,146 
Investment in Kentucky RSA #3 cellular partnership 7,064,121 6,246,036 

Investment in Direct Broadcast Satellite 
Investment in Bluegrass Network, Inc. 
Investment in Bluegrass Telecom, LLC 
Qualified patronage capital certificates - NRTC 
Tennessee 220 MHZ Radio 
Tennessee Independent Telecom Group 
Enhanced Compact Disc Productions 
Deposits 

50,738 
1,795,095 

454,933 
160,372 
203,308 
741,487 

9,744 
355 

84,564 
1,661,943 

435,801 
106,675 
203,308 
9 16,252 

9,744 
355 

$12.7 15.21 6 $1 1.876.902 

Nonregulated investments: 

Nonregulated customer premises equipment - leased $ 824,823 $ 986,673 
Less accumulated provisions for depreciation 536,408 627.63 1 

$ 288.415 $ 359.042 

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis ai an annual rate of depreciation which will amortize the cost 
of the equipment over its estimated usefUl life. 

Note E - Organization costs are being amortized over five years using the straight-line method of 
accounting. At September 30,2002, these costs amounted to $2,670, less accumulated 
amortization in the amount of $2,214. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2002 and 2001 

Note F -Telephone plant in service and under construction is stated at cost. Listed below are the major 
classes of the telephone plant as of December 3 1,2002 and December 3 1,200 1. 

Franchises 
Land 
Buildings 
Central office equipment 
Poles, cables and wire 
Furniture and office equipment 
Vehicles and other work equipment 

2002 
$ 236 

524,807 
3,878,746 

21,084,630 
37,175,361 
2,095,082 
2,645,322 

2001 
$ 236 

524,807 
3,706,794 

19,598,098 
35,056,518 

1,886,292 
2,401,208 

TOTAL PLANT W SERVICE $67,404.1 84 $63.173.953 

The Cooperative provides for depreciation on a straight-line basis of annual rates which will 
amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 6.80 percent for 2002 and 6.86 percent 
for 2001. The provision for 2002 was $4,375,188 and the provision for 2001 was $4,266,844. 

Individual plant depreciation rates are as follows: 

Buildings 
Central office equipment 
Public telephone equipment 
Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 
DBS and internet equipment 

Percent 
2.6 

6.7 - 21 .O 
15.1 

1.7 - 8.8 
6.1 - 16.4 
6.4 - 10.8 

18.8 

Investment in property and equipment included in the Subsidiary: 

2002 - 2001 
Land $ 67,937 $ 67,937 
Building 808,972 803,324 

Office furniture and fixtures 159,124 61,332 

.m-icl.e" ,,,,,, ,,,,,, .,,, 

CATV equipment 73,884 0 

-Equipment-.- 359,954 -3 358648 1 1 ~  

._ "., ,," .,,.,. 
_" 

TOTAL $1.623.383 $1.507.138 
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NOTES TO CONSOLIDATED FJNANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1.2002 and 2001 

Note F - (Cont’d): 

The Subsidiary provides for depreciation on a straight-line basis at annual rates which will amortize 
the depreciable property over its useM life. Depreciation charged to expense on the 
Subsidiary’s records amounted to $21 1,740 in 2002 and $298,921 in 2001. 

Note G - A description of notes payable follows: 

Long-term debt is represented by mortgage notes payable to the United States of America and 
other lenders. Following is a summary of outstanding long-term debt. 

2% Rural Utilities Service notes 
5% Rural Utilities Service notes 
Others 

Less current maturities 

Long-term debt matures as follows: 

2003 
2004 
2005 
2006 
2007 
Beyond five years 

2002 ~ 2001 
$ 2,191,231 $ 2,466,259 

20,979,462 21,7 14,551 
2,505,282 509,259 

$2 4,6 9 0,0 6 9 
1.791.96 1 1,719.374 

$23.884.014 &2.+9701695 

$25,675,975 

Amount 
$ 1,791,961 

3,895,126 
1,976,221 
2,075,346 
2,179,445 

13,757.876 

TOTAL $25.675.975 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2002 and 2001 

Note H -The Cooperative has adopted the retirement and security program of the National Telephone 
Cooperative Association as a pension plan covering all employees meeting certain age and 
length of service requirements for which it pays approximately 73% of the cost. The 
Cooperative h d s  the pension plan by making quarterly contributions into the program based on 
salaries. The Cooperative’s cost was $326,138 for 2002 and $317,407 for 2001. 

Note I - Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109). Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions of the enacted tax law; the effects of 
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

Current income tax expense 
2002 2001 

$567,470 $608,306 

Deferred income tax expense (128,376) (56,927) 

$439.094 $551.379 

The deferred tax liability is primarily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

2002 2001 
Deferred tax liability at beginning of year $992,370 $800,000 
Current period increase (reduction) for deferred 

taxes on income (376,170) 192,370 

Deferred tax liability at end of year $616,200 $992,370 
Less deferred tax benefit at end of year 174,546 422,341 

Deferred tax liability at end of year $441.654 $570.029 

The deferred tax asset is primarily the result of net operating losses that are carried forward for state 
income tax reporting purposes from North Central Communication’s investment in its wholly 
owned subsidiaries. 

--_I . 
..... -+h&&s as~a~~et~operating-lo~ -I,S63,S2-9FwhicEis ,,,,,,,, __ ,,,, ~.~ 

available to offset future state taxable income. This carryforward will expire in 
17 to20 years. 

- 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2002 and 2001 

Note J -The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. 106 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

Substantially all of the Cooperative’s employees are covered under postretirement health and life 
insurance plan. The determination of postretirement benefit cost for postretirement health benefit 
plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. The 
postretirement life insurance benefit formula used in the determination of postretirement benefit 
cost is primarily based on 25% of the preretirement life insurance benefit. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1.2002 and 200 1 

Note J - (Cont’d): 

The following table sets forth the plan’s funded status and the amount recognized in the 
Cooperative’s Balance Sheet as of December 3 1: 

2002 m 
Accumulated postretirement obligation 

attributable to: 
Retirees $ (1,568,653) $(1,507,040) 
Fully eligible plan participants (1,073,467) (786,803) 
Other active plan participants (2,678,1991 (2,229,5052 

Total accumulated postretirement 
benefit obligation $(5,320,3 19) $(4,523,348) 

Fair value of plan assets 3,164,343 2,989,851 

Accumulated postretirement benefit 
obligation in excess of plan assets $(2,155,976) $( 1,533,497) 

Unrecognized net gains (losses) 1,317,400 588,759 
Unamortized initial obligation 904,548 1,005,054 

Prepaid (Accrued) postretirement 
benefit obligation $ 65972 $ 60.316 

Postretirement benefit cost is composed of the following for the year ended December 3 1 : 

2002 2001 
Benefits earned during the year $186,347 $155,695 
Interest on accumulated postretirement benefit 

obligation 272,594 270,793 
Actual return on plan assets (249,348) (23 1,905) 
Net amortization of transition obligation over 

20 years 100,506 100,506 
Net amortization and deferral 46,533 9,600 

~ - _ _ _  - - ~ ~ s t r e t ~ e ~ e n t - b e n e f t - c o s t ~ ~ -  $356.632- $304.689 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2002 and 2001 

Note J - (Cont’d): 

The assumed discount rate used to measure the accumulated postretirement benefit obligation was 
6.00% at December 31,2002 and 6.50% at January 1,2001. The assumed rate of future increases 
in compensation levels was 6.00% at December 3 1,2002. The medical cost trend rate in 2002 
was approximately 7.00% grading down to an ultimate rate in 2016 of 5.50%. A one percentage 
point increase in the assumed health care cost trend rates for each future year would have 
increased the aggregate of the service and interest cost components of 2002 net periodic 
postretirement benefit cost by $135,866 and would have increased the accumulated 
postretirement benefit obligation as of December 3 1,2002 by $769,386. 

Note K - Labor Force 

Approximately 80% of the Cooperative’s labor force is subject to a collective bargaining 
agreement. A three-year agreement was negotiated and approved for the period January 1, 
2003 to December 31,2005 between the Cooperative and the Communications Workers of 
America. 

Note L - Commitments and Contingencies 

The Cooperative is a guarantor for loans in the amount of $1,777,778. These loans are the 
obligation of TN Independent Telecommunications Group &la Iris Networks, a related party. 

Note M - Related Party Transactions 

Related party transactions include, but are not limited to security and monitoring services 
provided by North central security Services, inc. (a related company), computer maintenance 
and support provided by North Central Computer Technologies, Inc. (a related company), and 
internet services provided by North Central Communications, Inc. (subsidiary). 
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INDEPENDENT AUDITORS' REPORT ON CONSOLIDATING INFORMATION 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

Our report on our audits of the consolidated financial statements of North Central Telephone 
Cooperative Corporation and Subsidiary for 2002 and 2001 appears on page 3. Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. The consolidating information contained on pages 21 through 24 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations of the individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

Certified Public Accountants 

McMinnville, Tennessee 
January 24,2003 
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CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 1. 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications 

accounts receivable 
Notes receivable - current 
Other accounts receivable 
Advance to related company 
Materials and supplies 
Other current assets 

TOTAL CURRENT ASSETS 
NONCURRENT ASSETS 

Investment in subsidiary 
Investments 
Nonregulated investments 
Notes receivable 
Prepaid postretirement benefits 
Goodwill - net 
Organization costs 

$ 5,223,044 $ 484,875 
160,3 84 0 

3,089,061 600,000 

1,491,703 159,9 16 
0 37,236 

36,969 0 
1,051,119 524,348 

486,506 134,818 
142,650 98,306 

$ 11,681,436 $ 2,039,499 

$ 14,863,863 $ 0 

288,415 0 

65,972 0 

3 9 4,9 7 9 12,320,237 

0 19,803 

0 577,069 
0 426 

$ 0 

0 
0 

0 
0 
0 

(1,575,467) 
0 
0 

$ 5,707,919 
160,384 

3,689,061 

1,651,619 
37,236 
36,969 

0 
62 f,324 
240,956 

$ (1,575,467) $ 12,145,468 

$ (14,863,863) $ 0 
0 12,715,2 16 
0 288,415 
0 19,803 
0 65,972 
0 577,069 
0 426 

TOTAL NONCURRENT ASSETS $ 15,613,229 $ 12,917,535 $ (14,863,863) $ 13,666,901 
PROPERTY. PLANT AND EOUIPMENT 

Telecommunications plant in service $ 67,404,184 $ 1,623,383 $ 0 $ 69,027,567 
Telecommunications plant 

under construction 3,500,028 2,7223 16 1,575,467 7,798,3 11 

$ 70,904,212 $ 4,346,199 $ 1,575,467 $ 76,825,878 
Less accumulated provision for 

- depreciation -3,951,938 459,699 0 34.408.637 
~ 

,. ,,. TA 
AND EQUIPMENT $ 36,946,274 $ 3,895,500 $ 1,575,467 $ 42,417,241 

$ 64,240,939 $ 18,852,534 $ (14,863,863) $ 68,229,610 
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BALANCE SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

2002 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

LIABILITIES 
CURRENT LIABILITIES 

Accounts payable 
Advance billings and payments 
Customer deposits 
Current maturities on long-term 

Accrued taxes 
Accrued interest 
Accrued rent 
Accrued salaries and wages 
Accrued vacation and sick 

debt 

leave benefits 
Other current liabilities 

$ 820,378 $ 939,200 
115,623 18,659 
576,842 0 

1,773,572 18,389 
555,356 0 
13 5,400 23,985 
297,493 0 
117,893 14,698 

1,620,992 0 
367,326 45,193 

$ 0 
0 
0 

0 
0 

$ 1,759,578 
134,282 
576,842 

1,791,961 
555,356 
159,385 
297,493 
132,591 

1,620,992 
412,519 

TOTAL CURRENT LIABILITIES $ 6,380,875 $ 1,060,124 $ 0 $ 7,440,999 
LONG-TERM DEBT 

Rural Utilities Service 2 1,397,12 1 0 0 21,397,121 
Other long-term debt 0 2,486,893 0 2,486,893 

Deferred taxes -net 0 441,654 0 441,654 
OTHER LIABILITTES 

TOTAL LIABILITIES $ 27,717,996 $ 3,988,671 $ 0 F, 31,766,667 
MEMBERS' EQUITY 

Memberships $ 6,580 $ 0 $ 0 $ 6,580 
Capital stock 0 8,100,000 (8,100,000) 0 

Retained earnings 0 6,763,863 (6,763,863) 0 
Patronage capital 36,456,363 0 0 36,456,363 

TOTAL MEMBERS EQUITY $ 36,462,943 $ 14,863,863 $ (14,863,863) $ 36,462,943 

F, 64,240,939 F, 18,852,534 $ (14,863,863) $ 68,229,610 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 31,2002 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Operating revenues: 
Local network services revenue $ 4,257,474 $ 0 $ 0 $ 4,257,474 

6,748,758 Network access service revenue 6,748,758 0 0 
Long distance network services 

revenue 3,924,939 0 0 3,924,939 
Miscellaneous revenue 1,392,939 4,993,907 0 6,386,846 

TOTAL OPERATING REVENUES $ 16,324,110 $ 4,993,907 $ 0 $ 21,318,017 

Operating expenses: 
Plant specific operations expense $ 2,676,469 $ 0 $ 0 $ 2,676,469 

Plant nonspecific operations 
expense 1,7 17,242 0 0 1,717,242 

Provision for depreciation 4,375,188 211,740 0 4,586,928 
Customer operations expense 1,828,752 2,869,860 0 4,698,612 
Corporate operations expense 1,905,785 1,972,388 0 3,878,173 
Operating taxes 610,551 0 0 610,551 

TOTAL OPERATING EXPENSES $ 13,113,987 $ 5,053,988 $ 0 $ 18,167,975 

OPERATING INCOME (LOSS) $ 3,210,123 $ (60,081) $ 0 $ 3,150,042 
Other income (loss): 

Income from subsidiaries $ 692,396 $ 0 $ (692,396) $ 0 

Income from investments 0 1,5 13,002 0 1,5 13,002 
Interest and dividends 228,717 198,515 0 427,232 
Nonregulated loss (1 17,358) 0 0 (117,358) 
Impairment of goodwill 0 (226,205) 0 (226,205) 
Gain on sale of equipment 0 62 0 62 

TOTAL OTHER INCOME $ 803,755 $ 1,485,374 $ (692,396) $ 1,596,733 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 1,2002 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Fixed charges: 
Interest expense 
Interest charged to construction - 

credit 

TOTAL FIXED CHARGES 

INCOME BEFORE 
TAXES ON INCOME 

Taxes on income 

NET INCOME 
Patronage capital at beginning of year 
Capital credits paid and applied 
Excise tax refundable on capital credits 

PATRONAGE CAPITAL AT 
END OF YEAR 

$ 1,143,070 

(124,160) 

$ 1,018,910 

$ 2,994,968 
3,811 

$ 2,991,157 
34,018,506 

(617,916) 
64,616 

$ 36,456,363 

$ 105,244 $ 0 $ 1,248,314 

0 0 (124,160) 

$ 105,244 $ 0 $ 1,124,154 

$ 1,320,049 $ (884,766) $ 3,430,251 
435,283 0 439,094 

$ 884,766 $ (884,766) $ 2,991,157 
0 192,370 34,210,876 
0 0 (617,916) 
0 0 64,616 

$ 884,766 $ (692,396) $ 36,648,733 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation for the year ended December 3 1,2002, and havc issued our report thereon dated 
January 24,2003. We conducted our audit in accordance with generally accepted auditing 
standards, the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, and 7 CFR part 1773, Policy 
on Audits of Rural Utilities Service (RUS) Borrowers. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. 

In planning and performing our audit of the financial statements of North Central 
Telephone Cooperative Corporation for the year ended December 31,2002, we considered its 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing an opinion on the financial statements and not to provide assurance on the 
internal control over financial reporting. 

Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course 
of performing their assigned functions. We noted no matters involving the internal control over 
financial reporting that we consider to be material weaknesses. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corpcratior, 

7 CFR 1773.33 requires comments on specific aspects of the internal control over financial 
reporting, compliance with specific RUS loan and security instrument provisions, and other 
additional matters. We have grouped our comments accordingly. In addition to obtaining 
reasonable assurance about whether the financial statements are free from material 
misstatements, at your request, we performed tests of specific aspects of the internal control over 
financial reporting, of compliance with specific RUS loan and security instrument provisions, 
and of additional matters. The specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and additional matters 
tested include, among other things, the accounting procedures and records, compliance with 
specific RUS loan and security instrument provisions set forth in 7 CFR Part 1773.33(e)(2), and 
related party transactions and investments. In addition, our audit of the financial statements also 
included the procedures specified in 7 CFR Part 1773.38 - .45. Our objective was not to provide 
an opinion on these specific aspects of the internal control over financial reporting, compliance 
with specific RUS loan and security instrument provisions, or additional matters, and 
accordingly, we express no opinion thereon. 

No reports (other than ow independent auditors' report, and our independent auditors' 
report on compliance and on internal control over financial reporting, all dated January 24,2003) 
or summary of recommendations related to our audit have been fumished to management. 

Our comments on specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and other additional 
matters as required by 7 CFR Part 1773.33 are presented below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER 
FINANCIAL REPORTING 

We noted no matters regarding North Central Telephone Cooperative Corporation's internal 
control over financial reporting and its operation that we consider to be a material weakness as 
previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of internal 
control, it appears that the bookkeeping and accounting records, including the many 
supplementary files and ledgers are well kept and adequately maintained. From tests made by 
us, it appeared that the methods used in accumulating costs for material, transportation, labor and 
overhead and the distribution of these costs to the various accounts were in accordance with 
proper procedures. 



Board of Directors 
North Central Telephone 
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Cooperative Corporatio!? 

MATERIAL CONTROL - Materials and supplies are stated at average cost. Inventory 
quantities of outside plant materials and supplies were ascertained by physical count, weight or 
other measure as of December 3 1,2002, by employees of the Cooperative. We were present 
during the time of taking the physical inventories to observe the procedures used to determine 
inventory quantities. We made test counts of quantities on hand and subsequently traced these 
counts to the perpetual inventory records. We reviewed the basis of pricing and tested the 
clerical accuracy of the extensions and footings. We tested the accuracy of perpetual inventory 
records. Our review indicated only minor differences between the counts reflected by the tests 
and those accumulated on the books. 

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY 
INSTRUMENT PROVISIONS 

At your request, we have performed the procedures enumerated below with respect to 
compliance with certain provisions of laws, regulations, contracts and grants. The procedures we 
performed are summarized as follows: 

- Procedures performed with respect to the requirement for a borrower to obtain written 
approval of the mortgagee to enter into any contract, agreement or lease between the 
borrower and an affiliate for the year ended December 3 1,2002, of North Central Telephone 
Cooperative Corporation. 

1. No contracts for management, operations or billing services were in effect during the 
year ended December 31,2002 as defined in 1773.33(e)(2)(i). 

2. Reviewed Board of Directors minutes to ascertain whether board- approved written 
contracts should have been included in a borrower-prepared schedule. 

- Procedure performed with respect to the requirement to submit RUS Form 479 to the RUS: 

Financial statements as of December 31,2002, included in copies of RUS Form 479 
were compared with the Cooperative’s books and found to be in agreement in all 
material respects. 
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Cooperative Corporation 

The results of our tests indicate that, with respect to the items tested, North Central Telephone 
Cooperative Corporation complied in all material respects, with the specific RUS loan and 
security instrument provisions referred to below. The specific provisions tested include the 
requirements that: 

- The borrower has obtained written approval of the RUS to enter into any contract, 
agreement, or lease with an affiliate as defined in 1773.33(e)(2)(i); 

- The borrower has submitted its Form 479 to the RUS and the Form 479, Financial and 
Statistical Report, as of December 3 1,2002, represented by the borrower as having been 
submitted to RUS is in agreement with the North Central Telephone Cooperative 
Corporation's audited records in all material respects as of December 31,2002, appears 
reasonable based upon the audit procedures performed. 

COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with our audit of the financial statements of North Central Telephone 
Cooperative Corporation, nothing came to our attention that caused us to believe that North 
Central Telephone Cooperative Corporation failed to comply with respect to: 

- The reconciliation of continuing property records to the controlling general ledger plant 
accounts addressed at 7 CFR 1773.33 (c)(l); 

- The clearing of the construction accounts and the accrual of depreciation on completed 
construction addressed at 7 CFR 1773.33 (c)(2); 

- The retirement of plant addressed at 7 CFR 1773.33(~)(3) and (4); 

- The approval of the sale and disposition of proceeds for the sale of plant, material, or scrap 
addressed at 7 CFR 1773.33 (c)(5); and 

- The disclosure of material related party transactions, in accordance with Statement of 
Financial Accounting Standards No. 57, Related Party Transactions, for the year ended 
December 3 1,2002, in the financial statements referenced in the first paragraph of this 
report addressed at 7 CFR 1773.33 (e). 

Our audit was made for the purpose of forming an opinion on the basic financial statements 
taken as a whole. The detailed schedule of investments in affiliated companies required by 7 CFR 
1773.33(i)Crovided below, is presented for purposes of additional analysis and is not a required 

applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. 

~ - ~ . ~ ~ ~ - ~ ~ a ~ ~ o ~ ~ ~ e - b a s i ~ ~ ~ n a n ~ i ~ l = s t a ~ ~ m e n ~ ~ , .  
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Detailed schedule of investments 

Cooperative Corporation 

North Central 
Communications, Inc. 

Original investment $8,100,000 
Additional investments as of 12/3 1/00 0 
Undistributed earnings (losses) as of 1213 1/00 4.975.871 

Book value of investments as of 12/3 1/00 $13,075,871 
Additional investments as of 12/3 1/01 0 
Undistributed earnings (losses) as of 12/3 1/01 1,095,596 

Book value of investments as of 12/31/01 $14,171,467 
Additional investments as of 12/31/02 0 
Undistributed earnings (losses) as of 1213 1/02 692.396 

Book value of investments as of 12/3 1/02 $14.863,863 

This report is intended solely for the information and use of the board of directors, 
management, and the RUS and supplemental lenders and is not intended to be and should not be 
used by anyone other than these specified parties. 

* 1 w p"@& 
Certified Public Accountants 

McMinnville, Tennessee 
January 24,2003 



AUDITED CONSOLIDATED FINANCIAL STATEMENTS 

TENNESSEE 545 
NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

AND SUBSIDIARY 
LAFAYETTE, TENNESSEE 

December 3 1.2001 and 2000 



--ooooo-- 

C O N T E N T S  

Consolidated Financial Statements: 
Independent Auditors' Report .... . .. ... .. . .. . ... . .. . . . .. . .. . _. . .. . . . .. .. ..... . ... ........................................ Page 3 
Consolidated Balance Sheets ..................................................................................................... 4 
Consolidated Statements of Income and Patronage Capital ...................................................... 6 
Consolidated Statements of Cash Flows ..................................................................................... 7 
Notes to Consolidated Financial Statements ............................................................................ 10 

Independent Auditors' Report on Consolidating Information ................................................. 20 
Consolidating Balance Sheets .................................................................................................. 2 1 
Consolidating Statements of Income and Patronage Capital ................................................... 23 

--00000-- 

Consolidating Information: 

. .  



James A. Welch, CPA 
M. Wayne Smith, CPA 
Gentry B. Underhill Jr., CPA 
Stenhen B. Bovd. CPA. CMA 
c&r c B O ~ ~ C P A  
Bridget Y Betcher, CPA 
Joseph 8. Mitchell, CPA 
C. Scott Marlowe, Acct. 
Kevin C. Sizemore, Acct. 
L. Candice Reed, Acct. 
Sonya M. Cantrell, Acct. 
James 0. Haile, CPA, Retired 
James E. Totherow, CPA, Retired 

TOTHEROW, HAILE 6% WELCH 
TIN 62-0693408 

~~~~ ” 
P.O. Box 697 

McMinnville, Tennessee 371 I1 

Professional Building 
1 I 1  West Coud 
McMinnville, l” 371 IO 
Tel. (931)473-3148 
Fax (931) 473-4342 

INDEPENDENT AUDITORS’ REPORT 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and Subsidiary as of December 31,2001 and 2000, and the related statements of 
income and patronage capital and cash flows for the years then ended. These consolidated financial 
statements are the responsibility of the Cooperative’s management. Our responsibility is to express an 
opinion on these financial statements based on our audit. 

We conducted our audits in accordance with generally accepted auditing standards and the standards 
applicable to financial audits contained in Government Auditing Standards issued by the Comptroller 
General of the United States. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statement. An audit also includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
the significant estimates made by management, as well as evaluating the overall fmancial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and Subsidiary as of 
December 31,2001 and 2000, and the results of its operations and cash flows for the years then ended in 
conformity with generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued our report dated January 25, 
2002, on our consideration of North Central Telephone Cooperative Corporation’s internal control over 
financial reporting and our tests of it compliance with certain provisions of laws, regulations, contracts, and 
grants. That report is an integral part of an audit performed in accordance with Government Auditing 
Sfandards and should be read in conjunction with this report in considering the results of our audit. 

._ 

McMinnville, Tennessee 
January 25,2002 

Certified Public Accountants 



CONSOLIDATED BALANCE 

NORTH CENTRAL TELEPHONE 

December 3 1.2001 

200 1 2000* 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Notes receivable 
Telecommunications accounts receivable, less 

allowances of $55,726 in 2001 and 
$56,284 in 2000 

Other accounts receivable 
Materials and supplies 
Other current assets 

$ 4,728,945 
37,895 

5,183,856 
45,093 

1,527,360 
90,939 

6 17,743 
335,408 

$ 4,612,972 
481,219 

5,268,678 
36.950 

2,186,862 
28,815 

815,710 
185,675 

TOTAL CURRENT ASSETS $12,567,239 $13,616,881 

NONCURRENT ASSETS 
Investments - Note D 
Notes receivable - net of current portion 
Nonregulated investments - Note D 
Prepaid postretirement benefits - Note J 
Goodwill - net of accumulated amortization 

of $152,282 in 2001 and $88,818 in 2000 
Organization costs - Note E 

$1 1,876,902 $ 9,907,905 
3 1,425 50,47 1 

359,042 289,543 
60,3 16 0 

783,863 809,247 
960 1,494 

TOTAL NONCURRENT ASSETS $13,112,508 $1 1,058,660 

PLANT AND EQUIPMENT - Note F 
Telecommunications plant in service $64,659,459 $62,864,861 
Telecommunications plant under construction 3,847,389 2,597,794 

$68,506,848 $65,462,655 

TOTAL PROPERTY, PLANT AND EQUIPMENT $37,823,945 $36,5 17,892 

$63,503,692 $6 1,193,433 
* Certain amounts have been reclassified for comparative purposes. 
See the notes to financial statements. 
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SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

and 2000 

200 1 2000* 

LIABILITIES 

Accounts payable $ 1,088,972 $ 950,867 

Customer deposits 538,823 513,248 
Current maturities on long-term debt 1,719,374 1,680,629 

Accrued interest 167,524 162,718 

CURRENT LIABILITIES 

Advance billings and payments 102,738 0 

Accrued taxes 410,331 5473 5 3 

Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

185,030 183,568 
121,431 77,963 

1,446,909 1,299,557 
349,120 370,394 

TOTAL CURRENT LIABILITIES $ 6,130,252 $ 5,786,497 

LONG-TERM DEBT - Note G 
Rural Utilities Service 
Other long-term debt 

22,478,703 24,137,447 
491,992 509,259 

OTHER LIABILITIES 
Postretirement benefits other than pension - Note J 0 297,932 
Deferred taxes - Note I 570,029 626,956 

TOTAL LIABILITIES $29,670,976 $3 1,358,091 

MEMBERS' EOUITY 
Memberships 
Patronage capital 

$ 6,580 $ 6,580 
33,826,136 29,828,762 

TOTAL MEMBERS' EQUITY $33,832,716 $29,835,342 

$6 1 ,1 93,433 - $63,503,692 
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CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2001 and 2000 

2001 2000 

Operating revenues: 
Local network services revenue 
Network access services revenue 
Long distance network services revenue 
Miscellaneous revenue 

TOTAL OPERATING REVENUES 
Operating expenses: 

Plant specific operations expense 
Plant nonspecific operations expense 
Provision for depreciation and amortization 
Customer operations expense 
Corporate operations expense 
Operating taxes 

TOTAL OPERATING EXPENSES 

OPERATING INCOME 
Other income: 

Income from investments 
Interest and dividend income 
Nonregulated income 
Gain on sale of investment 
Loss on sale of equipment 

TOTAL OTHER INCOME 
Fixed charges: 

Interest expense 
lnterest charged to construction - credit 

TOTAL FIXED CHARGES 

INCOME BEFORE TAXES ON INCOME 

NET INCOME 
Taxes on income 

$ 4,051,066 
6,874,799 
3,893,227 
5,701,399 

$20,520,491 

$ 2,196,263 
1,77 1,887 
4,565,765 
3,974,797 
3,706,120 

561,882 
$1 6,776,7 14 

$ 3,143,777 

$ 1,605,034 
582,263 
97,139 

0 
(48,774) 

$ 2,235,662 

$ 1,299,264 

$ 1,152,806 

$ 4,826,633 

(146,458) 

551,379 
$ 4,275,254 

$ 3,999,092 
5,690,367 
3,870,589 
4,878,850 

$18,438,898 

$ 1,981,229 
1,466,397 
4,2 16,55 1 
3,73 1,977 
3,186,849 

477,703 
$15,060,706 

$ 3,378,192 

$ 1,633,868 
5 13,756 
258,151 

2,848,048 
(23,030) 

$ 5,230,793 

$ 1,283,928 
(194,000) 

$ 1,089,928 

$ 7,519,057 
2,047,962 

$ 5,471,095 
Patronagmital  at beginningmear 29,828,762 24,529,399 - 

i t a l c r e d i ~ s - p a i ~ d ~ a ~ ~ ~ a ~ ~ ~ i ~ ~ ~ ~ ~ - ~  ___ ,,,,,. ,,,,,, .,.,,,,.,. --(3$.7=1. 
- Excise tax refundable on capital credits 79,29 1 104,381 

PATRONAGE CAPITAL AT END OF YEAR $33,826,136 $29,828,762 

See the notes to financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2001 and 2000 

200 1 2000* 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows from investing activities: 
Construction and acquisition of plant 
Proceeds from sale of investment 
Plant removal costs 
Investment in partnership 

Salvage 
Cash distribution from investments 
Investment in nonregulated CPE 
Goodwill purchased 
Increase in notes receivable 
Collection on notes receivable 

Decrease (Increase) in: 
Materials and supplies 
Temporary investments 
Other investments 

Nonregulated income 

NET CASH USED BY INVESTING ACTIVITIES 

$21,049,398 
(1 1,290,478) 

537,966 
(1,148,000) 
(1,335,410) 

$ 7,813,476 

$ (5,792,67 1) 

(44,690) 
(876,566) 

0 

48,3 13 
530,173 
(69,499) 
(40,000) 
(52,380) 
63.283 

197,967 
84,822 

(38,899) 
97,139 

$ (5,893,008) 

$18,272,165 
(10,840,696) 

496,661 
(1,091,818) 
(2,554,963) 

$ 4,281,349 

$ (6,787,818) 

(32,787) 
(461,486) 

5,672,000 

63,101 
854,978 
(77,309) 

(300,000) 
(1 12,157) 

24,736 

(315,927) 
(2,553,428) 

(48,832) 
258,15 1 

$(3,8 16,778) 

Various amounts have been reclassified for comparative purposes. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,200 1 and 2000 

200 1 2000* 

Cash flows from financing activities: 
Debt proceeds 
Payments on notes payable 
Payments on long-term borrowings 
Excise credit applied to capital 
Capital credits paid and applied 
Postretirement benefits other than pension 
Increase in customer deposits 

$ 0 $ 1,250,000 
0 (45,000) 

(1,637,266) (1,570,754) 
79,29 1 104,38 1 

(357,171) (276,113) 
(358,248) (24,733) 

25,515 40,238 

NET CASH USED BY FINANCING ACTIVITIES $(2,247,819) $ (521,981) 

NET DECREASE IN 
CASH AND CASH EQUIVALENTS $ (327,351) $ (57,410) 

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 5,094,191 5,151,601 

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 4,766,840 $ 5,094,191 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,200 1 and 2000 

2001 2000* 

Net income 

Less: Nonregulated income 
Income from investments 
Gain on sale of investment 

$4,275,254 

(97,139) 
(1,605,034) 

0 

Net income from regulated operations 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss on sale of equipment 
Deferred taxes 
Noncash patronage allocation 
Decrease (Increase) in: 

Customer and accounts receivable 
Current and accrued assets - other 

Increase (Decrease) in: 
Accounts payable 
Advance billings and payments 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

TOTAL ADJUSTMENTS 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

See the notes to financial statements. 

$2,573,081 

$4,565,765 
48,774 

(56,927) 
(44,297) 

597,378 
(149,733) 

138,105 
102,738 

(137,222) 
4,806 
1,462 

190,820 
(21,274) 

$5,240,395 

$7,813,476 

$5,471,095 

(258,151) 
(1,633,868) 
(2,848,048) 

$ 731,028 

$4,21635 1 
23,030 

(365,984) 
(1 7,095) 

(177,522) 
103,895 

(506,17 1) 
0 

148,686 
( 1,890) 
1,682 

90,942 
34,197 

$3,550,321 

$4,281,349 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2001 and 2000 

Note A - North Central Telephone Cooperative Corporation and Subsidiary provides retail tele- 
cominunications services to Macon County, Tennessee and surrounding counties incl;ding a 
portion of southern Kentucky. North Central Telephone Cooperative Corporation and 
Subsidiary has adopted the following accounting policies: 

(1) Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 100% of the 

outstanding common stock of North Central Communications, Inc. and Subsidiaries 
(Subsidiary). North Central Communications, Inc. and Subsidiaries were formed for 
the purpose of providing long distance and other telephone services and computer 
sales and services. The consolidated financial statements include the accounts of 
North Central Communications, Inc. and Subsidiaries. All significant intercompany 
accounts and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1. The Subsidiary 
operates on a fiscal year ending September 30. The consolidated financial 
statements reflect the results of operations from January 1 through December 3 1 for 
the Cooperative and from October 1,2000 through September 30,2001 for the 
Subsidiary. 

(2) Material and supplies are valued at average cost accumulated in perpetual inventory 
records which are periodically adjusted to physical counts, 

( 3 )  The Companies prepare their financial statements using the accrual method of accounting. 

(4) The Cooperative's expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments are capitalized. Original costs of properties retired 
from service are eliminated from property accounts and removal costs are charged to 
the allowance for depreciation. Salvage value of retired property is credited to the 
allowance for depreciation. The Subsidiary provides for depreciation on a straight-line 
basis at annual rates which will amortize the depreciable property over its estimated 
useful life. 

(5) For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investments with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
c m m  ereial-pape~~i~~-original-~~i .~i  e s - o f - 9 O a a - y s - o r - l ~ s . s ~ ~ ~ ~ ~ ~ a ~ ~ s ~ ~ ~ ~ ~ ~ ~ t  
and other d-re classifie 
investments. 

x _x ,=A- ,,,,. ., ,.,. ,,._ , . ~,",. . , ,.,,,,. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,2001 and 2000 

Note A - (Cont’d): 

(6) The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

(7) The Cooperative and Subsidiary expense advertising costs as incurred. 

Note B - Substantially all assets of the Cooperative are pledged as security for the long-tern debt to RUS. 

Note C -The Cooperative and Subsidiary maintain their cash and temporary investments in several 
commercial banks located within their trade area. The Federal Deposit Insurance Corporation 
(FDIC) insures accounts and temporary investments up to $100,000. A summary of the total 
insured and uninsured cash balances follows: 

Total cash and temporary investments $9,950,696 
Portion insured by FDIC 1.53 1,433 

Uninsured cash balances $8.41 9.263 

Telecommunication services are provided to the customers on a credit basis in the ordinary 
course of business. Generally, the accounts receivable generated by the sale of these 
services are unsecured. 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2001 and 2000 

Note D - Investments: 

Rural Telephone Bank “c” stock - at cost 
2001 __ 2000 

$ 1,000 $ 1,000 
NECA Services, Inc. stock ~ at cost 10,000 10,000 
Cash value of life insurance 371,078 332,320 
Investment in Tennessee RSA #3 cellular partnership 1,830,146 1,762,114 
Investment in Kentucky RSA #3 cellular partnership 6,246,036 5,187,261 

Investment in Direct Broadcast Satellite 
Investment in Bluegrass Network, Inc. 
Investment in Bluegrass Telecom, LLC 
Qualified patronage capital certificates - NRTC 
Tennessee 220 MHZ Radio 
Tennessee Independent Telecom Group 
Enhanced Compact Disc Productions 
Deposits 

84,564 
1,661,943 

435,801 
106,675 
203,308 
916,252 

9,744 
355 

$1 1.876.902 

11 8,389 
1,522,336 

340,406 
62,377 

161,487 
4 10,000 

0 
215 

$9.907935 

Nonregulated investments: 

Nonregulated customer premises equipment - leased $ 986,673 $ 904,108 
Less accumulated provisions for depreciation 627,63 1 614,565 

$ 359,042 $ 289,543 

8 
e 
fl 

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis at an annual rate of depreciation which will amortize the cost 
of the equipment over its estimated useful life. 

Note E - Organization costs are being amortized over five years using the straight-line method of 
accounting. At September 30,2001, these costs amounted to $2,670, less accumulated 
amortization in the amount of $1.710. 

e 

-fl-.=---, . ... . ,. ........... .... -_ .... . ..i ...... ...,...... ..... , .. . ~ .  . . .. , ., ... ,.. ... . . . . ..... ., .. -. , .,...., .... . . , ____ ., . .,. ..... ..., ... . . - ..... ~ 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,2001 and 2000 

Note F - Telephone plant in service and under construction is stated at cost. Listed below are the major 
classes of the telephone plant as of December 31,2001 and December 3 1,2000. 

Franchises 
Land 
Buildings 
Central office equipment 
Poles, cables and wire 
Furniture and office equipment 
Vehicles and other work equipment 

2001 
$ 236 

524,807 
3,706,794 

19,598,098 
3 5,056,5 18 

1,886,292 
2.401.208 

2ooo 
$ 236 

524,807 
3,697,3 1 1 

19,228,343 
33,850,854 

1,824,033 
2,079,687 

TOTAL PLANT IN SERVICE $ i 3 . 9 5 3  $61.205.271 

The Cooperative provides for depreciation on a straight-line basis of annual rates which will 
amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 6.86 percent for 2001 and 6.67 percent 
for 2000. The provision for 2001 was $4,266,844 and the provision for 2000 was $3,926,020. 

Individual plant depreciation rates are as follows: 

Buildings 
Central office equipment 
Public telephone equipment 
Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 
DBS and internet equipment 

Percent 
2.6 

6.7 - 21.0 
15.1 

1.7-8.8 
6.7 - 16.4 
6.4 - 10.8 

18.8 

Investment in property and equipment included in the Subsidiary: 

Land 
2001 - 2000 

S 67.937 $ 67,937 
Building 803;324 7391809 
Plant under construction 21,632 0 

6-19-32 B.,Q34 
- __ ~ , .  3”1-o=r*6m--”6 .,,, 

-Offic&~ture-and-fixrures 
,.- ,,.,,,,,,,,,. - 
uipment 

Vehicles 215,897 187.526 

TOTAL $1,507.13 8 $1.659,590 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 I ,  200 I and 2000 

Note F - (Cont’d): 

The Subsidiary provides for depreciation on a straight-line basis at annual rates which will amortize 
the depreciable property over its useful life. Depreciation charged to expense on the 
Subsidiary’s records amounted to $298,921 in 2001. 

Note G - A description of notes payable follows: 

Long-term debt is represented by mortgage notes payable to the United States of America and 
other lenders. Following is a summary of outstanding long-term debt. 

2% Rural Utilities Service notes 
- 2001 2ooo 

$ 2,466,259 $ 781,244 
5% Rural Utilities Service notes 21,714,55 1 25,020,619 
Others 509,259 525,472 

Less current maturities 

Long-term debt matures as follows: 

2002 
2003 
2004 
2005 
2006 
Beyond five years 

$24,690,069 $26,327,335 
1.7 19,374 1,680,629 

$22970.695 $24.646.706 

Amount 
$ 1,719,374 

1,805,601 
1,896,157 
1,991,259 
2,09 1, I34 

15,186,544 

TOTAL $24+69OJB 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2001 and 2000 

Note H - The Cooperative has adopted the retirement and security program of the National Telephone 
Cooperative Association as a pension plan covering all employees meeting certain age and 
length of service requirements for which it pays approximately 70% of the cost. The 
Cooperative funds the pension plan by making quarterly contributions into the program based on 
salaries. The Cooperative’s cost was $3 17,407 for 2001 and $275,655 for 2000. 

Note I - Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109). Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions of the enacted tax law; the effects of 
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

Current income tax expense: 
Federal 
State 

Federal 
State 

Deferred income tax expense: 

__ 2001 

$5 13,006 
95,300 

(47,927) 
(9,000) 

2ooo 

$1,919,452 
321,450 

(162,940) 
(30,000) 

$551.379 $2.047962 

The deferred tax liability is prinlarily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

- 2001 2ooo 
Deferred tax liability at beginning of year $800,000 $992,940 
Current period increase (reduction) for deferred 

taxes on income 192.370 (1 92,940) 

Deferred tax liability at end of year $992,370 $800,000 
Less deferred tax benefit at end of year 422,341 173,044 

Deferred tax liability at end of year $570.029 $626.956 

rred-taxa-rimd ythe-resultofdiffer 
~ - ~ . - .  , ,, ,. ~. ”.. 

ax purposes and net operating loss canyforwards. 

The Subsidiary has a net operating loss carryforward of approximately $1,304,690 which is 
available to offset future state taxable income. This carryforward will expire in 
17 to20 years. 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2001 and 2000 

Note J - The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. 106 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

Substantially all of the Cooperative’s employees are covered under postretirement health and life 
insurance plan. The determination of postretirement benefit cost for postretirement health benefit 
plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. The 
postretirement life insurance benefit formula used in the determination of postretirement benefit 
cost is primarily based on 25% of the preretirement life insurance benefit. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1.2001 and 2000 

Note J - (Cont’d): 

The following table sets forth the plan’s funded status and the amount recognized in the 
Cooperative’s Balance Sheet as of December 3 1 : 

= m 
Accumulated postretirement obligation 

attributable to: 
Retirees $( 1,507,040) $ (996,059) 
Fully eligible plan participants (786,803) (475,89 1) 
Other active plan participants (2,229,505) (2,256,182) 

Total accumulated postretirement 
benefit obligation $(4,523,348) $(3,728,132) 

Fair value of plan assets 2.98935 I 2.53 1,295 

Accumulated postretirement benefit 
obligation in excess of plan assets $( 1,533,497) $( 1,196,837) 

Unrecognized net gains (losses) 588,759 (206,655) 
Unamortized initial obligation 1,005,054 1,105.560 

Prepaid (Accrued) postretirement 
benefit obligation $ 6Q.316 $ (297.9321 

Postretirement benefit cost is composed of the following for the year ended December 3 1 : 

2001 a 
Benefits earned during the year $1 55,695 $137,732 
Interest on accumulated oostretirement benefit 

obligation 270,793 217,929 
Actual return on plan assets (231,905) (201,848) 
Net amortization of  transition obligation over 

20 years 100,506 100,506 
Net amortization and deferral 9,600 656 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31, 2001 and 2000 

Note J - (Cont’d): 

The assumed discount rate used to measure the accumulated postretirement benefit obligation was 
6.00% at December 3 1, 2001 and 6.50% at January 1,2000. The assumed rate of f h r e  increases 
in compensation levels was 6.00% at December 3 1,2001. The medical cost trend rate in 2001 
was approximately 7.00% grading down to an ultimate rate in 2016 of 5.50%. A one percentage 
point increase in the assumed health care cost trend rates for each future year would have 
increased the aggregate of the service and interest cost components of 2001 net periodic 
postretirement benefit cost by $135,866 and would have increased the accumulated 
postretirement benefit obligation as of December 3 1,2001 by $769,386. 

Note K - Labor Force 

Approximately 80% of the Cooperative’s labor force is subject to a collective bargaining 
agreement. A three-year agreement was negotiated and approved for the period January 1, 
2000 to December 3 1,2002 between the Cooperative and the Communications Workers o f  
America. 
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INDEPENDENT AUDITORS’ REPORT ON CONSOLIDATING INFORMATION 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

Our report on our audits of the consolidated financial statements of North Central Telephone 
Cooperative Corporation and Subsidiary for 2001 and 2000 appears on page 3 .  Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. The consolidating information contained on pages 21 through 24 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations of the individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

Certified Public Accountants 

McMinnville, Tennessee 
January 25,2002 



CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 1, 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications 

accounts receivable 
Notes receivable - current 
Other accounts receivable 
Advance to related company 
Materials and supplies 
Other current assets 

$ 4,357,795 $ 371,150 
37,895 0 

3,583,856 1,600,000 
1,448,223 79,137 

TOTAL CURRE"  ASSETS $ 

NONCURRENT ASSETS 
Investment in subsidiary $ 

Investments 
Nonregulated investments 
Notes receivable 
Prepaid postretirement benefits 
Goodwill - net 
Organization costs 

_I 

0 45,093 
112,499 0 
441,776 0 
501,43 8 116,305 
185,308 150,100 

10,668,790 

14,17 1,467 
382,078 
359,042 

0 
60,3 16 

0 
0 

$ 2,361,785 

$ 0 
I 1,494,824 

0 
31,425 

0 
783,863 

960 

$ 0 
0 
0 
0 

0 
(2 1,560) 

(441,776) 
0 
0 

$ (463,336) 

$ (14,171,467) 
0 
0 
0 
0 
0 
n 

$ 4,728,945 
37,895 

5,183,856 
1,527,360 

45,093 
90,939 

0 
617,743 
335,408 

$ 12,567,239 

$ 0 
i 1,876,902 

359,042 
3 1,425 
60,316 

783,863 
960 

TOTAL NONCURRENT ASSETS $ 14,972,903 $ 12,311,072 $ (14,171,467) $ 13,112,508 

PROPERTY, PLANT AND EOUIPMENT 
Telecommunications plant in service $ 63,173,953 $ 1,485,506 $ 0 $ 64,659,459 

Telecommunications plant 
under construction 3,825,757 21,632 0 3,847,389 

3; 66,999,710 $ 1,507,138 $ 0 $ 68,506,848 

depreciation 30,356,977 325,926 0 30,682,903 

AND EQUIPMENT $ 36,642,733 $ 1,181,212 3 0 $ 37,823,945 

$ 62,284,426 $ 15,854,069 $ (14,634,803) % 63,503,692 

. ~ ,._ .",". ..,. , .,,...,,,. ,, ,.__ 

TOTAL PROPERTY, PLANT 
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BALANCE SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

200 1 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, C o p .  and Subsidiaries Eliminations Total 

LIABILITIES 
CURRENT LIABILITIES 

Accounts payable 
Advance billings and payments 
Customer deposits 
Current maturities on long-term 

Accrued taxes 
Accrued interest 
Accrued rent 
Accrued salaries and wages 
Accrued vacation and sick 

debt 

leave benefits 
Other current liabilities 
Advance from related company 

$ 828,249 
102,738 
538,823 

1,702,107 
402,274 
142,698 
185,030 
108,266 

1,446,909 
323,543 

0 

TOTAL CURRENT LIABILITIES 
LONG-TERM DEBT 

Rural Utilities Service 
Other long-term debt 

OTHER LIABILITIES 
Deferred taxes -net 

TOTAL LIABILITIES 
MEMBERS' EQUITY 

Membersliips 
Capital stock 
Patronage capital 
Retained earnings 

$ 5,780,637 

22,478,703 
0 

0 

$ 28,259,340 

16 6,580 
0 

34,O 18,506 
0 

$ 260,723 
0 
0 

17,267 
8,057 

24,826 
0 

13,165 

0 
25,577 

463,336 

$ 812,951 

0 
491,992 

570,029 

% 1,874,972 

% 0 
8,100,000 

0 
5,879,097 

$ 0 $ 1,088,972 
0 102,738 
0 538.823 

0 1,719,374 
0 410,331 
0 167,524 
0 185,030 
0 121,431 

0 1,446,909 
0 349,120 

(463,336) 0 

$ (463,336) $ 6,130,252 

0 22,478,703 
0 491,992 

0 570,029 

$ (463,336) 16 29,670,976 

$ 0 $ 6,580 

(1 92,370) 33,826,136 
(8,100,000) 0 

(5,879,097) 0 

S 62,284,426 $ 15,854,069 $ (14,634,803) S 63,503,692 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 31,2001 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Operating revenues: 
Local network services revenue 
Network access service revenue 
Long distance network services 

Miscellaneous revenue 
revenue 

$ 4,051,066 
6,874,799 

$ 0 
0 

$ 0 

0 
$ 4,051,066 

6,874,799 

0 
n 

0 
4,370,636 

3,893,227 
5,701,399 

3,893,227 
1,330,763 

TOTAL OPERATING REVENUES 
Operating expenses: 

Plant specific operations expense 
Plant nonspecific operations 

Provision for depreciation 
Customer operations expense 
Corporate operations expense 
Operating taxes 

expense 

$ 16,149,855 $ 4,370,636 $ 0 $ 20,520,491 

$ 0 $ 0 $ 2,196,263 $ 2,196,263 

0 
298,921 

2,495,038 
1,873,087 

0 

0 
0 
0 
0 
0 

x n 

1,77 1,887 
4,565,765 
3,974,797 
3,706,120 

561,882 

$ 16,776,714 

1,77 1,887 
4,266,844 
1,479,759 
1,833,033 

561,882 

$ 12,109,668 TOTAL OPERATING EXPENSES $ 4,667,046 

OPERATING INCOME (LOSS) 
Other income (loss): 

Income from subsidiaries 
Income from investments 
Interest and dividends 
Nonregulated income 
Loss on sale of equipment 

$ 4,040,187 $ (296,410) $ 0 $ 3,743,777 

$ (1,095,596) 
0 
0 
0 
n 

$ 0 
1,605,034 

582,263 
97,139 

(48,774) 

$ 1,095,596 
0 

300,480 
97,139 

0 

$ 1,493,215 

$ 0 
1,605,034 

281,783 
0 

(48,774) 

TOTAL OTHER INCOME $ 1,838,043 $ (1,095,596) $ 2,235,662 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 1,2001 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiaries Eliminations Total 

Fixed charges: 
Interest expense 
Interest charged to construction 

credit 

TOTAL FIXED CHARGES 

INCOME BEFORE 
TAXES ON INCOME 

Taxes on income 

NET INCOME 
Patronage capital at beginning of year 
Capital credits paid and applied 
Excise tax refundable on capital credits 

PATRONAGE CAPITAL AT 
END OF YEAR 

$ 1,207,415 

(146,458) 

$ 1,060,957 

$ 4,472,445 
4,821 

$ 4,461,624 
29,828,162 

(357,111) 
79,29 1 

$ 34,018,506 

$ 91,849 $ 0 

0 0 

$ 9 1,849 $ 0 

$ 1,449,784 $ (1,095,596) 
546,558 0 

$ 903,226 $ (1,095,596) 
0 0 
0 0 
0 0 

$ 1,299,264 

(146,458) 

$ 1,152,806 

$ 4,826,633 
55 1,379 

$ 4,275,254 
29,828,762 

(357,171) 
79,29 1 

$ 903,226 $ (1,095,596) $ 33,826,136 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation as of and for the years ended December 31,2001 and 2000, and have issued our 
report thereon dated January 25,2002. We conducted our audits in accordance with generally 
accepted auditing standards and the standards applicable to fmancial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 

Comdiance 

As part of obtaining reasonable assurance about whether North Central Telephone 
Cooperative Corporation's financial statements are free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those pro- 
visions was not an objective of our audit, and accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit we considered North Central Telephone Cooperative 
Corporation's internal control over financial reporting in order to determine ow auditing 
procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal control over financial reporting. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses. A material weakness is a 
condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

This report is intended solely for the information and use of the audit committee, 
management, the Rural Utilities Service and supplemental lenders, and is not intended to be and 
should not be used by anyone other than these specified parties. However, this report is a matter 
of public record and its distribution is not limited. 

Certified Public Accountants 

McMinnville, Tennessee 
January 25,2002 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation for the year ended December 3 1,2001, and have issued our report thereon dated 
January 25,2002. We conducted our audit in accordance with generally accepted auditing 
standards, the standards applicable to fmancial audits contained in Government Audifhg 
Standards issued by the Comptroller General of the United States, and 7 CFR part 1773, Policy 
on Audits of Rural Utilities Service (RUS) Borrowers. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. 

In planning and performing our audit of the financial statements of North Central 
Telephone Cooperative Corporation for the year ended December 3 1,2001, we considered its 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing an opinion on the financial statements and not to provide assurance on the 
internal control over financial reporting. 

Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the fmancial statements being 
audited may occur and not be detected within a timely period by employees in the normal course 
of performing their assigned functions. We noted no matters involving the internal control over 
financial reporting that we consider to be material weaknesses. 
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7 CFR 1773.33 requires comments on specific aspects of the internal control over financial 
reporting, compliance with specific RUS loan and security instrument provisions, and other 
additional matters. We have grouped our comments accordingly. In addition to obtaining 
reasonable assurance about whether the financial statements are free from material 
misstatements, at your request, we performed tests of specific aspects of the internal control ova  
financial reporting, of compliance with specific RUS loan and security instrument provisions, 
and of additional matters. The specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and additional matters 
tested include, among other things, the accounting procedures and records, compliance with 
specific RUS loan and security instrument provisions set forth in 7 CFR Part 1773.33(e)(2), and 
related party transactions and investments. In addition, our audit of the financial statements also 
included the procedures specified in 7 CFR Part 1773.38 - .45. Our objective was not to provide 
an opinion on these specific aspects of the internal control over financial reporting, compliance 
with specific RUS loan and security instrument provisions, or additional matters, and 
accordingly, we express no opinion thereon. 

No reports (other than our independent auditors’ report, and our independent auditors’ 
report on compliance and on internal control over financial reporting, all dated January 25,2002) 
or summary of recommendations related to our audit have been hrnished to management. 

Our comments on specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and other additional 
matters as required by 7 CFR Part 1773.33 are presented below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER 
FINANCIAL REPORTING 

We noted no matters regarding North Central Telephone Cooperative Corporation’s internal 
control over financial reporting and its operation that we consider to be a material weakness as 
previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of internal 
control, it appears that the bookkeeping and accounting records, including the many 
supplementary files and ledgers are well kept and adequately maintained. From tests made by 
us, it appeared that the methods used in accumulating costs for material, transportation, labor and 
overhead and the distribution of these costs to the various accounts were in accordance with 
p€QpW+rQG&~S. ___ 
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COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY 
INSTRUMENT PROVISIONS 

At your request, we have performed the procedures enumerated below with respect to 
compliance with certain provisions of laws, regulations, contracts and grants. The procedures we 
performed are summarized as follows: 

- Procedures performed with respect to the requirement for a borrower to obtain written 
approval of the mortgagee to enter into any contract, agreement or lease between the 
borrower and an affiliate for the year ended December 3 1,2001, of North Central Telephone 
Cooperative Corporation. 

1. No contracts for management, operations or billing services were in effect during the 
year ended December 3 1,2001 as defined in 1773.33(e)(2)(i). 

2. Reviewed Board of Directors minutes to ascertain whether board- approved written 
contracts should have been included in a borrower-prepared schedule. 

- Procedure performed with respect to the requirement to submit RUS Form 479 to the RUS: 

Financial statements as of December 3 1,2001, included in copies of RUS Form 479 
were compared with the Cooperative's books and found to be in agreement in all 
material respects. 

The results of our tests indicate that, with respect to the items tested, North Central 
Telephone Cooperative Corporation complied in all material respects, with the specific RUS loan 
and security instrument provisions referred to below. The specific provisions tested include the 
requirements that 

- The borrower has obtained written approval of the RUS to enter into any contract, 
agreement, or lease with an affiliate as defined in 1773.33(e)(2)(i); 

- The borrower has submitted its Form 479 to the RUS and the Form 479, Financial and 
Statistical Report, as of December 3 1,2001, represented by the borrower as having been 
submitted to RUS is in agreement with the North Central Telephone Cooperative 
Corporation's audited records in all material respects as of December 31,2001, appears 
F e a s o ~ a ~ ~ e b a s e d - ~ ~ ~ ~ - t ~ ~ ~ ~ i ~ ~ ~ o G e d u r ~ ~ ~ ~ ~ ~ d - .  
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COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with our audit of the financial statements of North Central Telephone 
Cooperative Corporation, nothing came to our attention that caused us to believe that North 
Central Tclcphone Cooperative Corporation failed to comply with respect to: 

- The reconciliation of continuing property records to the controlling general ledger plant 
accounts addressed at 7 CFR 1773.33 (c)(l); 

- The clearing of the construction accounts and the accrual of depreciation on completed 
construction addressed at 7 CFR 1773.33 (cj(2); 

- The retirement ofplant addressed at 7 CFR 1773.33(~)(3) and (4); 

- The approval of the sale and disposition of proceeds for the sale of plant, material, or scrap 
addressed at 7 CFR 1773.33 (cj(5); and 

- The disclosure of material related party transactions, in accordance with Statement of 
Financial Accounting Standards No. 57, Related Party Transactions, for the year ended 
December 3 1,2001, in the financial statements referenced in the first paragraph of this 
report addressed at 7 CFR 1773.33 (e). 

Our audit was made for the purpose of forming an opinion on the basic financial statements 
taken as a whole. The detailed schedule of investments in affiliated companies required by 7 CFR 
1773.33(i) and provided below, is presented for purposes of additional analysis and is not a required 
part of the basic financial statements. This information has been subjected to the auditing procedures 
applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. 
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Detailed schedule of investments 

Cooperative Corporation 

North Central 
Communications, Inc. 

Original investment $ 8,100,000 
Additional investments as of 12/3 1/99 
Undistributed earnings (losses) as of 12/31/99 

Book value of investments as of 12/31/99 
Additional investments as of 12/31/00 
Undistributed earnings (losses) as of 12/31/00 

Book value of investments as of 12/31/00 
Additional investments as of 12/31/01 
Undistributed earnings (losses) as of 1213 1/01 

Book value of investments as of 12/31/01 

0 
2,843.724 

$10,943,724 
0 

2.132.147 

$1 3,075,871 
0 

1,095.596 

$14.17 1.467 

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

Certified Public Accountants 

McMinnville, Tennessee 
hnua13LS,BQ2 
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INDEPENDENT AUDITORS’ REPORT 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and subsidiary as of December 31,2000 and 1999, and the related statements of 
income and patronage capital and cash flows for the years then ended. These consolidated financial 
statements are the responsibility of the Cooperative’s management. Our responsibility is to express an 
opinion on these financial statements based on our audit. 

We conducted our audits in accordance with generally accepted auditing standards 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 perfom the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statement. An audit also includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
the significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and subsidiary as of 
December 3 1,2000 and 1999, and the results of its operations and cash flows for the years then ended in 
conformity with generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued our report dated January 25, 
2001, on our consideration of North Central Telephone Cooperative Corporation’s internal control over 
financial reporting and our tests of it compliance with certain provisions of laws, regulations, contracts, and 
grants. That report is an integral part of an audit performed in accordance with Government Auditing 
Standards and should be read in conjunction with this report in considering the results of our audit. 



CONSOLIDATED BALANCE 

NORTH CENTRAL TELEPHONE 

December 3 1,2000 

2000 1999 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Notes receivable 
Telecommunications accounts receivable, less 

allowances of $56,284 in 2000 and 
$97,441 in 1999 -Note L 

Other accounts receivable 
Materials and supplies 
Other current assets 

$ 4,612,972 
481,219 

5,268,678 
36,950 

2,186,862 
28,815 

815,710 
185,675 

$ 4,805,058 
3 4 6,5 4 3 

2,715,250 
0 

1,983,016 
55,139 

499,783 
289,570 

TOTAL CURRENT ASSETS $13,616,881 $10,694,359 

NONCURRENT ASSETS 
Investments - Note D 
Notes receivable - net o f  current portion 
Nonregulated investments - Note D 
Deferred tax asset 
Goodwill - net of accumulated amortization 

o f  $88,818 in2000 and $30,353 in 1999 
Organization costs -Note E 

$ 9,907,905 $1 1,459,380 
50,471 0 

289,543 212,234 
173,044 0 

809,247 567,712 
1,494 2,028 

TOTAL NONCURRENT ASSETS $1 1,231,704 $1 2,241,354 

PROPERTY. PLANT AND EQUIPMENT - Note F 
Telecommunications plant in service $62,864,861 $56,792,928 
Telecommunications plant under construction 2,597,794 2,796,799 

$65,462,655 $59,589,727 
Less accumulated provision for depreciation 28,944,763 25,682,583 

,,.. ",." ,,.,,.,,,. -;>"-. --- .,,,,..,. . .--- ,.,.,.,. , 

TOTAL PROPERTY, PLANT AND EQUIPMENT $36,5 17,892 $33,907,144 - 

$61,366,477 $56,842,857 
See the notes to financial statements. 
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SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

and 1999 

2000 1999 

LIABILITIES 

Notes payable $ 0 $ 45,000 
Accounts payable 950,867 1,457,038 
Customer deposits 513,248 473,010 
Current maturities on long-term debt 1,680,629 1,531,825 
Accrued taxes 547,553 398,867 
Accrued interest 162,718 164,608 

CURRENT LIABILITIES 

Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

183,568 181,886 
77,963 67,124 

1,299,557 1,219,454 
370,394 336,197 

TOTAL CURRENT LIABILITIES $ 5,786,497 $ 5,875,009 

LONG-TERM DEBT - Note G 
Rural Utilities Service 
Other long-term debt 

24,137,447 24,590,791 
509,259 525,473 

OTHER LIABILITIES 
Postretirement benefits other than pension - Note J 297,932 322,665 
Deferred taxes -Note I 800,000 992,940 

TOTAL LIABILITIES $31,531,135 $32,306,878 

MEMBERS EQUITY 
Memberships 
Patronage capital - Note L 

$ 6,580 $ 6,580 
29,828,762 24,529,399 

TOTAL MEMBERS EQUITY $29,835,342 $24,535,979 

$6 1,366,477 $56,842,857 
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CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2000 and 1999 

~ 

2000 1999 

Operating revenues: 
Local network services revenue 
Network access services revenue 
Long distance network services revenue 
Miscellaneous revenue 

TOTAL OPERATING REVENUES 
Operating expenses: 

Plant specific operations expense 
Plant nonspecific operations expense 
Provision for depreciation and amortization 
Customer operations expense 
Corporate operations expense 
Operating taxes 

Other income: 
Income from investments 
Interest and dividend income 
Nonkgulated income 
Gain on sale of investment 
Loss on sale of equipment 

Fixed charges: 
Interest expense 

$ 3,999,092 
5,690,367 
3,870,589 
4,878,850 

$18,438,898 

$ 1,981,229 
1,466,397 
4,216,551 
3,731,977 
3,186,849 

$ 3,726,020 
4,72 1,773 
3,870,436 
3,764,859 

$16,083,088 

$ 1,778,386 
1,408,902 
4,491,951 
3,097,238 
2,205,207 

477,703 442,131 
TOTAL OPERATING EXPENSES $15,060,706 $13,423,815 

OPERATING INCOME $ 3,378,192 $ 2,659,273 

$ 1,633,868 $ 2,435,261 
513,756 21 9,158 
258,151 307,027 

2,848,048 0 
(23,030) (I 2,760) 

TOTAL OTHER INCOME $ 5,230,793 $ 2,948,686 

$ 1,283,928 $ 1,267,103 
Interest charged to construction - credit (194,000) (246,664) 

TOTAL FIXED CHARGES $ 1,089,928 $ 1,020,439 

INCOME BEFORE TAXES ON INCOME $ 7,5 19,057 $ 4,587,520 
Taxes on income 2,047,962 746,586 

NET INCOME $ 5,471,095 $ 3,840,934 
Patronage capital at beginning of year (as restated) 24,529,399 20,928,389 
Capital credits paid and applied (276,113) (292,524) 

- 

PATRONAGE CAPITAL AT END OF YEAR $29,828,762 $24,529,399 

See the notes to financial statements 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2000 and 1999 

2000 i999 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows from investing activities: 
Construction and acquisition of plant 
Proceeds from sale of investment 
Proceeds from sale of equipment 
Plant removal costs 
Investment in partnership 

Salvage 
Cash distribution from investmei 
Investment in nonregulated CPE 
Goodwill purchased 
Increase in notes receivable 
Collection on notes receivable 

Decrease (Increase) in: 
Materials and supplies 
Temporary investments 
Other investments 
Organization costs 

Nonregulated income 

NET CASH USED BY INVESTING ACTIVITIES 

$18,272,165 $15,969,439 
(1 0,840,696) (8,362,559) 

513,756 21 9,158 
(1,091,818) (1,007,737) 
(2,554,963) (1,116,040) 

$ 4,298,444 $ 5,702,261 

0 
(32,787) 

(461,486) 

63,101 
854,978 
(77,309) 

(300,000) 
(1 12,157) 

24,736 

(315,927) 

$(6,787,818) $ (4,596,752) 
5,672,000 0 

17,252 
(57,183) 

0 

157,130 
068,777 

92,739 
(57,368) 

0 
0 

(56,049) 
(2,553,428) (600,000) 

(65,927) (I 16,697) 

258,151 297,827 
0 (1,170) 



CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2000 and 1999 

2000 1999 

Cash flows from financing activities: 
Debt proceeds 
Payments on notes payable 
Payments on long-term borrowings 
Excise credit applied to capital 
Capital credits paid and applied 
Postretirement benefits other than pension 
Increase in customer deposits 

NET CASH USED BY FINANCING ACTIVITIES 

NET INCREASE (DECREASE) IN 
CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 

CASH AND CASH EQUIVALENTS AT END OF YEAR 

$ 1,250,000 $ 1,795,000 
(45,000) 0 

(1,570,754) (1,444,382) 
104,3 8 1 52,600 

(276,113) (292,524) 
(24,733) (349,352) 
40,238 35,000 

$ (521,981) $ (203,658) 

$ (57,410) $ 1,647,109 

S,15 1,601 3,504,492 

$ 5,094,191 $ 5,151,601 - 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,2000 and 1999 

2000 1999 

Net income 
Less: Nonregulated (income) loss 

Income from investments 
Gain on sale of investment 

$5,47 1,095 $3,840,934 
(258,151) (297,827) 

(1,633,868) (2,435,261) 
(2,848,048) 0 

Net income from regulated operations $ 731,028 $1,107,846 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss on sale of equipment 
Deferred taxes 
Decrease (Increase) in: 

Customer and accounts receivable 
Current and accrued assets - other 

Increase (Decrease) in: 
Accounts payable 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

$4,21635 1 
23,030 

(365,984) 

(1 77,522) 
103,895 

(506,171) 
148,686 

(1,890) 
1,682 

90,942 
34,197 

$4,491,951 
12,760 

(1 6,460) 

6,983 
(168,887) 

23,928 
89,137 
12,702 
3,723 

117,764 
20,814 

TOTAL ADJUSTMENTS $3,567,416 $4,594,415 

NET CASH PROVIDED BY OPERATING ACTIVITIES $4,298,444 $5,702,26 1 

See the notes to financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31.2000 and 1999 

Note A -North Central Telephone Cooperative Corporation and subsidiary provides retail tele- 
communications services to Macon County, Tennessee and surrounding counties including a 
portion of southem Kentucky. No& Central Telephone Cooperative Corporation and subsidiary 
has adopted the following accounting policies: 

(1) Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 100% of the 

outstanding common stock of North Central Communications, Inc. and Subsidiary 
(Subsidiary). North Central Communications, Inc. and Subsidiary were formed for 
the purpose of providing long distance and other telephone services and computer 
sales and services. The consolidated financial statements include the accounts of 
North Central Communications, Inc. and Subsidiary. All significant intercompany 
accounts and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1. The Subsidiary 
operates on a fiscal year ending September 30. The consolidated financial 
statements reflect the results of operations from January 1 through December 3 1 for 
the Cooperative and from October 1, 1999 through September 30,2000 for the 
Subsidiary. On December 3 1, 1999 North Central Communications sold its stock 
investment in TENNMARK Telecommunications, Inc. The gain from the sale of 
this stock was approximately $2,848,048 before income taxes. This was the only 
material event that occurred in the Subsidiary’s operations during the intervening 
period from October 1, 1999 to December 3 1, 1999. 

(2) Material and supplies are valued at average cost accumulated in perpetual inventory 
records which are periodically adjusted to physical counts. 

(3) The Companies prepare their financial statements using the accrual method of accounting. 

(4) The Cooperative’s expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments are capitalized. Original costs of properties retired 
from service are eliminated from property accounts and removal costs are charged to 
the allowance for depreciation. Salvage value of retired property is credited to the 
allowance for depreciation. The Subsidiary provides for depreciation on a straight-line 
basis at annual rates which will amortize the depreciable property over its estimated 
useful life. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2000 and 1999 

Note A - (Cont'd): 

( 5 )  For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investments with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less. Certificates of deposit 
and other securities with original maturities over 90 days are classified as temporary 
investments. 

(6)  The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

Note B - Substantially all assets of the Cooperative are pledged as security for the long-term debt to RUS. 

Note C -The Cooperative maintains its cash and temporary investments in severd commercial banks located 
within its trade area. The Federal Deposit Insurance Corporation (FDIC) insures accounts and 
temporary investments up to $100,000. A s u n u n ~  of the total insured and uninsured cash 
balances follows: 

Total cash and temporary investments $7,562,869 
Portion insured by FDIC 1.430.779 

Uninsured cash balances $6.132.090 

Telecommunication services are provided to the customers on a credit basis in the ordinary 
course of business. Generally, the accounts receivable generated by the sale of these 
services are unsecured. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,2000 and 1999 

Note D - Investments: 

Rural Telephone Bank “c” stock - at cost 
NECA Services, Inc. stock - at cost 
Cash value of life insurance 
Investment in Tennessee RSA 113 cellular partnership 
Investment in Kentucky RSA #3 cellular partnership 

Investments in TENNMARK Telecommunications, 

Investment in Direct Broadcast Satellite 
Investment in Bluegrass Network, Inc. 
Investment in Bluegrass Telecom, LLC 
Qualified patronage capital certificates - NRTC 
Tennessee 220 MHZ Radio 
Tennessee Independent Telecom Group 
Deposits 

Inc. 

Nonregulated invesfments: 

Nonregulated customer premises equipment - leased 
Less accumulated provisions for depreciation 

___ 2000 
$ 1,000 

10,000 
332,320 

1,762,114 
5,187,261 

0 
11 8,389 

1,522,336 
340,406 
62,377 

161,487 
410,000 

215 

$9.907905 

$ 904,108 
614,565 

$ 289.543 

___ 1999 
$ 1,000 

0 
293,563 

1,689,551 
4,873,677 

2,754,772 
152,214 

1,309,749 
229,432 

45,282 
0 

110,000 
140 

$1 1,459,380 

$ 744,285 
532.05 1 

u 2 1 2 , & g  

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis at an annual rate of depreciation which will amortize the cost 
of the equipment over its estimated useful life. 

Note E - Organization costs are being amortized over five years using the straight-line method of 
accounting. At September 30,2000, these costs amounted to $2,670, less accumulated 
amortization in the amount of $1,176. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D] 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2000 and 1999 

Note F -Telephone plant in service and under construction is stated at cost. Listed below are the major 
classes of the telephone plant as of December 3 1,2000 and December 3 1,1999. 

Franchises 
Land 
Buildings 
Central office equipment 
Poles, cables and wire 
Furniture and office equipment 
Vehicles and other work equipment 

$ 236 
524,807 

3,697,3 11 
19,228,343 
33,850,854 

1,824,033 
2,079,687 

$ 236 
442,202 

2,983,834 
16,719,234 
32,120,101 

1,904,804 
1,827.774 

TOTAL PLANT IN SERVICE $61.205.271 $55998.1 85 

The Cooperative provides for depreciation on a straight-line basis of annual rates which will 
amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 6.67 percent for 2000 and 8.21 percent 
for 1999. The provision for 2000 was $3,926,020 and the provision for 1999 was $4,321,142. 

Individual plant depreciation rates are as follows: 

Percent 
Buildings 2.6 
Central office equipment 

Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 

6.7 - 21 .O 
Public telephone equipment 15.1 

1.7 - 8.8 
6.7 - 16.4 
6.4 - 10.8 

DBS and internet equipment 18.8 

Investment in property and equipment included in the Subsidiary: 

rn __ 1999 
Land $ 67,937 $ 42,937 
Building 739,809 40,278 
Office furniture and fixtures 23,078 16,898 

:Equipment h 4 L 2 M d L 2 . 9 7 5  

TOTAL $1.659.590 $835.021 

"" ,,.,, - ,,"., - 7f-933-.-. 

13 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1.2000 and 1999 

Note F - (Cont'd): 

The Subsidiary provides for depreciation on a straight-line basis at annual rates which will amortize 
the depreciable property over its useful life. Depreciation charged to expense on the 
subsidiary's records amounted to $290,531 in 2000. 

Note G - A description of notes payable follows: 

Long-term debt is represented by mortgage notes payable to the United States of America and 
other lenders. Following is a summary of outstanding long-term debt. 

2% Rural Utilities Service notes 
5% Rural Utilities Service notes 

2ooo __ 1999 
$ 781.244 $ 3,100,484 
25,0201619 231006;908 

Others 525.472 540,697 

Less current maturities 

Long-term debt matures as follows: 

__ Year 
2001 
2002 
2003 
2004 
2005 
Beyond five years 

$26,327,335 $26,648,089 
1.680.629 1,531.825 

$24.646.706 $25.1 16.264 

Amount 
$ 1,680,629 

1,798,193 
1,923,979 
2,058,567 
2,202,568 

16,663,399 

TOTAL $26.327.335 
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NOTES TO CONSOLIDATED FINANCIAL, STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2000 and 1 999 

Note H - The Cooperative has adopted the retirement and security program of the National Telephone 
Cooperative Association as a pension plan covering all employees meeting certain age and 
length of service requirements for which it pays approximately 70% of the cost. Tlie 
Cooperative funds the pension plan by making quarterly contributions into the program based on 
salaries. The Cooperative’s cost was $275,655 for 2000 and $254,885 for 1999. 

Note I -Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109). Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions of the enacted tax law; the effects of 
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

rn 1999 
Current income tax expense: 

Federal $2,078,896 $459,446 
State 335.050 150,400 

Federal (162,940) 14 1,100 
State (30,000) 13,500 

$2,22 1,006 $764,446 
Less deferred tax asset 1 73,044 17,860 

Deferred income tax expense: 

$2.047.962 $746.586 

The deferred tax liability is primarily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

Deferred tax liability at beginning of year 
Add current period provision for deferred 

$992,940 

taxes on income 192,9401 
Deferred tax liability at end of year $800,000 
Less deferred tax benefit 173.044 

Deferred tax liability at end of year $626.956 

d~t~~~ss~t-isprim-arily-theres 
for tax purposes and net operating loss carryfonvards. 

The Subsidiary has a net operating loss carryforward of approximately $549,158 which is available 
to offset future federal and state taxable income. This carryforward will expire in 20 years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2000 and 1999 

Note J - The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. 106 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

Substantially all of the Cooperative’s employees are covered under Postretirement health and life 
insurance plan. The determination of postretirement benefit cost for postretirement health benefit 
plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. The 
postretirement life insurance benefit formula used in the determination of postretirement benefit 
cost is primarily based on 25% of the preretirement life insurance benefit. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,2000 and 1999 

Note .I - (Cont’dj: 

The following table sets forth the plan’s funded status and the amount recognized in the 
Cooperative’s Balance Sheet as of December 31: 

2ooo 1999 
Accumulated postretirement obligation 

attributable to: 
Retirees $ (996,059) $ (917.185) 
Fully eligible plan participants (475,891) (417,521) 
Other active plan participants (2,256,182) (1,756.92 1) 

Total accumulated postretirement 
benefit obligation $(3,728,132) $(3,09 1,627) 

Fair value of plan assets 2,53 1,295 1,991,384 

Accumulated postretirement benefit 
obligation in excess of plan assets $(1,196,837) $( 1,100,243) 

Unrecognized net gains (losses) (206,655) (428,488) 
Unamortized initial obligation 1.105,560 1,206,066 

Accrued postretirement benefit 
obligation $ (297.9322 $ (32- 

Postretirement benefit cost is composed o f  the following for the year ended December 31: 

Benefits earned during the year 
rn 

$137,132 $1 16,270 
Interest on accumulated postretirement benefit 

obligation 217,929 184,925 
Actual return on plan assets (201,848) (1 77,084 j 
Net amortization of transition obligation over 

20 years 100,506 100,506 
Net amortization and deferral 656 (10.1 53) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,2000 and 1999 

Note J - (Cont’d): 

The assumed discount rate used to measure the accumulated postretirement benefit obligation was 
6.50% at December 31, 1999 and 6.50% at January 1,2000. The assumed rate of future increases 
in compensation levels was 6.00% at December 31,2000. The medical cost trend rate in 2000 
was approximately 7.50% grading down to an ultimate rate in 2017 of 5.50%. A one percentage 
point increase in the assumed health care cost trend rates for each future year would have 
increased the aggregate of the service and interest cost components of 2000 net periodic 
postretirement benefit cost by $89,9I 3 and would have increased the accumulated postretirement 
benefit obligation as of December 31,2000 by $637,814. 

Note K - Labor Force 

Approximately 80% of the Cooperative’s labor force is subject to a collective bargaining 
agreement. The agreement in effect at December 3 1, 1999 has expired. A new three-year 
agreement was negotiated and approved for the period January 1,2000 to December 3 1,2002 
between the Cooperative and the Communications Workers of America. 

Note L - Patronage Capital Restatement 

The Cooperative has agreements with inter-exchange carriers in which the caniers compensate 
the Cooperative for access to our facilities. During 2000 one of the carriers notified the 
Cooperative that in prior years, the carrier had not properly recorded the access. This resulted 
in the underpayment of access revenue to the Cooperative. This underpayment resulted in the 
Cooperative’s income in prior years being understated by $450,000. Beginning patronage 
capital has been restated to correct this error. 

............ ............. ~ .................... ~ . ~ . ,  ......... 

..... 
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INDEPENDENT AUDITORS' REPORT ON CONSOLIDATING INFORMATION 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

Our report on our audits of the consolidated financial statements ofNorth Central Telephone 
Cooperative Corporation and subsidiary for 2000 and 1999 appears on page 3 .  Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. T h e  consolidating information contained on pages 2 1 through 24 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations of the individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

v 
Certified Public Accountants 

McMinnvilIe, Tennessee 
January 25,2001 



CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 1. 

North Central North Central 
Telephone Communications, hc. 

Cooperative, Cop.  and Subsidiary Eliminations Total 

CURRENT ASSETS 
Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications 

accounts receivable 
Notes receivable -current 
Other accounts receivable 
Advance to related company 
Materials and supplies 
Other current assets 

TOTAL CURRENT ASSETS 
NONCURRENT ASSETS 

Investment in subsidiary 
Investments 
Nonregulated investments 
Notes receivable 
Deferred tax asset 
Goodwill -net 
Organization costs 

$ 4,404,943 $ 208,029 
481,2 19 0 

2,092,448 94,414 
2,468,678 2,800,000 

0 36,950 
28,815 0 

603,955 0 
694,013 12 1,697 
109,266 76,409 

$ 10,883,337 

$ 13,075,871 
343,320 
289,543 

0 

0 
0 
0 

$ 3,337,499 

$ 0 
9,564,585 

0 
50,471 

173,044 
809,247 

1,494 

$ 0 
0 

0 
0 

0 
0 

(603,955) 
0 
0 

$ (603,955) 

$ (13,075,871) 
0 
0 
0 
0 

0 
0 

$ 4,612,972 
481,219 

5,268,678 
2,186,862 

36,950 
28,815 

0 
8 15,7 I O  
185,675 

$ 13,616,881 

$ 0 
9,907,905 

289,543 
50,471 

173,044 
809,247 

1,494 

TOTAL NONCURRENT ASSETS $ 13,708,734 $ 10,598,841 $ (13,075,871) $ 11,231,704 
PROPERTY. PLANT AND EOUIPMENT 

Telecommunications plant in service $ 61,205,271 $ 1,659,590 $ 0 $ 62,864,861 

Telecommunications plant 
under construction 2,597,794 0 0 2,597,794 

$ 63,803,065 $ 1,659,590 $ 0 $ 65,462,655 

Less accumulated provision for 
eysie-c-i-titi~or"~,: 8$04+44 

TOTAL PROPERTY, PLANT - 

AND EQUIPMENT $ 35,298,721 $ 1,219,171 $ 0 $ 36,517,892 

$ 59,890,792 $ 15,155,511 $ (13,679,826) $ 61,366,477 
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BALANCE SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

2000 and 1999 

North Central North Central 
Telephone Communications, lnc. 

Cooperative, Corp. and Subsidiary Eliminations Total 

LIABILITIES 
CURRENT LIABiLlTlES 

Accounts payable 
Customer deposits 
Current maturities on long-term 

Accrued taxes 
Accrued interest 
Accrued rent 
Accrued salaries and wages 
Accrued vacation and sick 

Other current liabilities 
Advance from related company 

debt 

leave benefits 

$ 1,085,243 $ 161,225 
513,248 0 

1,664,416 16,213 
318,799 228,754 
137,101 25,611 
183,568 0 
68,902 9,061 

1,299,557 0 
349,237 21 157 

0 308,354 

$ (295,601) 
0 

0 
0 

(308,354) 

$ 950,867 
5 13,248 

1,680,629 
547,553 
162,718 
183,568 
77,963 

1,299,557 
370,394 

n 

TOTAL CURRENT LIABILITlES $ 5,620,071 $ 770,381 $ (603,955) $ 5,786,497 
LONG-TERM DEBT 

Rural Utilities Service 24,137,441 0 0 24,137,447 
Other long-term debt 0 509,259 0 509,259 

Postretirement benefits other 
OTHER LIABILITIES 

than pension 297,932 0 0 297,932 
Deferred taxes 0 800,000 0 800,000 

TOTAL LIABILITIES $ 30,055,450 $ 2,079,640 $ (603,955) $ 31,531,135 

Memberships $ 6,580 $ 0 $ 0 $ 6,580 

Patronage capital 29,828,762 0 0 29,828,762 

MEMBERS EOUITY 

Capital stock 0 8,100,000 (8,100,000) 0 

Retained earnings 0 4,975,871 (4,975,871) 0 

$ 59,890,792 $ 15,155,511 $ (13,679,826) $ 61,366,477 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 I ,  2000 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiary Eliminations Total 

Operating revenues: 
Local network services revenue $ 3,999,092 $ 0 $ 0 $ 3,999,092 
Network access service revenue 5,690,367 0 0 5,690,367 
Long distance network services 

revenue 3,870,589 0 0 3,870,589 
Miscellaneous revenue 1,284,513 3,594,337 0 4,878,850 

TOTAL OPERATING REVENUES $ 14,844,561 $ 3,594,337 $ 0 $ 18,438,898 
Operating expenses: 

Plant specific operations expense $ 1,981,229 $ 0 .$ 0 $ 1,981,229 
Plant nonspecific operations 

expense 1,466,397 0 0 1,466,391 
Provision for depreciation 3,926,020 290,531 0 4,216,55 I 

Corporate operations expense 1,179,076 1,407,773 0 3,186,849 
Operating taxes 477,703 0 0 477,703 

Customer operations expense 1,395,237 2,336,740 0 3,73 1,977 

TOTAL OPERATING EXPENSES $ 11,025,662 $ 4,035,044 $ 0 $ 15,060,706 

OPERATING INCOME (LOSS) $ 3,818,899 $ (440,707) $ 0 $ 3,378,192 
Other income: 

Income from subsidiaries $ 2,132,147 $ 0 $ (2,132,147) $ 0 
Income from investments 0 1,633,868 0 1,633,868 
Interest and dividends 306,607 207,149 0 513,756 
Nonregulated income 258,151 0 0 258,lS 1 
Gain on sale of investment 0 2,848,048 0 2,848,048 
Loss on sale of equipment 0 (23,030) 0 (23,030) 

TOTAL OTHER iNCOILIE $ 2,696,905 $ 4,666,035 $ (2,i32,i47) $ 5,230,793 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 3 1,2000 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiary Eliminations Total 

Fixed charges: 
Interest expense 
Interest charged to construction. 

credit 

TOTAL FIXED CHARGES 

INCOME BEFORE 
TAXES ON INCOME 

Taxes on income 

NET INCOME 
Patronage capital at beginning of year 
Capital credits paid and applied 
Excise tax refundable on capital credits 

PATRONAGE CAPITAL AT 
END OF YEAR 

$ 1,235,109 

(194,000) 

$ 1,04I,l09 

$ 5,474,695 
3,600 

$ 5,471,095 
24,529,399 

(276,113) 
104,381 

$ 29,828,762 

$ 48,819 $ 0 $ 1,283,928 

0 0 (1  94,000) 

$ 48,819 $ 0 $ 1,089,928 

$ 4,176,509 $ (2,132,147) $ 7,519,057 
2,044,362 0 2,047,962 

$ 2,132,147 $ (2,132,147) $ 5,471,095 
0 0 24,529,399 
0 0 (276,113) 
0 0 104,381 

$ 2,132,147 $ (2,132,147) $ 29,828,762 
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McMinnville, Tennessee 371 1 I 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation as of and for the years ended December 3 1,2000 and 1999, and have issued our 
report thereon dated January 25,2001. We conducted our audits in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether North Central Telephone 
Cooperative Corporation's financial statements are free of material misstatement, we performed 
tests of its compliance with certain provisions of laws, regulations, contracts, and grants, 
noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts. However, providing an opinion on compliance with those pro- 
visions was not an objective of our audit, and accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance that are required to be reported 
under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit we considered North Central Telephone Cooperative 
Corporation's internal control over financial reporting in order to determine our auditing 
procedures for the purpose of expressing our opinion on the financial statements and not to 
provide assurance on the internal control over financial reporting. Our consideration of the 
internal control over financial reporting would not necessarily disclose all matters in the internal 
control over financial reporting that might be material weaknesses. A material weakness is a 
condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be 
material in relation to the financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions. 
We noted no matters involving the internal control over financial reporting and its operation that 

w e c o n s i d ~ - b - e ~ ~ ~ ~ e ~ ~ s ~ .  



The Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

This report is intended solely for the information and use of the audit committee, 
management, the Rural Utilities Service and supplemental lenders, and is not intended to he and 
should not he used by anyone other than these specified parties. However, this report is a matter 
of public record and its distribution is not limited. 

McMinnville, Tennessee 
January 25,2001 
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Fax (931) 473-4342 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation for the year ended December 3 1,2000, and have issued our report thereon dated 
January 25,2001. We conducted our audit in accordance with generally accepted auditing 
standards, the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, and 7 CFR part 1773, Policy 
on Audits of Rural Utilities Service (RUS) Borrowers. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. 

In planning and performing our audit of the financial statements of North Central 
Telephone Cooperative Corporation for the year ended December 31,2000, we considered its 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing an opinion on the financial statements and not to provide assurance on the 
internal control over financial reporting. 

Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course 
of performing their assigned functions. We noted no matters involving the internal control over 
financial reporting that we consider to be material weaknesses. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

7 CFR 1773.33 requires comments on specific aspects of the internal control over financial 
reporting, compliance with specific RUS loan and security instrument provisions, and other 
additional matters. We have grouped our comments accordingly. In addition to obtaining 
reasonable assurance about whether the financial statements are free from material 
misstatements, at your request, we performed tests of specific aspects of the internal control over 
financial reporting, of compliance with specific RUS loan and security instrument provisions, 
and of additional matters. The specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provisions, and additional matters 
tested include, among other things, the accounting procedures and records, compliance with 
specific RUS loan and security instrument provisions set forth in 7 CFR Part 1773.33(d)(2), and 
related party transactions and investments. In addition, our audit of the financial statements also 
included the procedures specified in 7 CFR Part 1773.38 - .45. Our objective was not to provide 
an opinion on these specific aspects of the internal control over financial reporting, compliance 
with specific RUS loan and security instrument provisions, or additional matters, and 
accordingly, we express no opinion thereon. 

No reports (other than our independent auditors' report, and our independent auditors' 
report on compliance and on internal control over financial reporting, all dated January 25,2001) 
or s m a r y  of recommendations related to our audit have been furnished to management. 

Our comments on specific aspects of the internal control over financial reporting, 
compliance with specific RUS loan and security instrument provision, and other additional 
matters as required by 7 CFR Part 1773.33 are presented below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER 
FINANCIAL REPORTING 

We noted no matters regarding North Central Telephone Cooperative Corporation's internal 
control over financial reporting and its operation that we consider to be a material weakness as 
previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of internal 
control, it appears that the bookkeeping and accounting records, including the many 
supplementary files and ledgers are well kept and adequately maintained. From tests made by 
us, it appeared that the methods used in accumulating costs for material, transportation, labor and 
overhead and the distribution of these costs to the various accounts were in accordance with 
proper procedures. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 3 

Cooperative Corporation 

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY 
INSTRUMENT PROVISIONS 

At your request, we have performed the procedures enumerated below with respect to 
compliance with certain provisions of laws, regulations, contracts and grants. The procedures we 
performed are summarized as follows: 

- Procedures performed with respect to the requirement for a borrower to obtain written 
approval of the mortgagee to enter into any contract for the operation or maintenance of all 
or any part of its property, or for the use of mortgaged property by others for services 
pertaining to toll traffic, operator assistance, or switching for the year ended December 3 1, 
2000, of North Central Telephone Cooperative Corporation. 

1. No contracts for management, operations or billing services were in effect during the 
year ended December 3 1,2000 as defined in 1773.33(d)(2)(i). 

2. Reviewed Board of Directors minutes to ascertain whether board- approved written 
contracts should have been included in a borrower-prepared schedule. 

- Procedure performed with respect to the requirement to submit RUS Form 479 to the RUS: 

Financial statements as of December 3 1,2000, included in copies of RUS Form 479 
were compared with the Cooperative's books and found to be in agreement in all 
material respects. 

The results of our tests indicate that, with respect to the items tested, North Central 
Telephone Cooperative Corporation complied, except as noted below, in all material respects, 
with the specific RUS loan and security instrument provisions referred to below. The specific 
provisions tested, as well as any exceptions noted, include the requirements that: 

- The borrower has submitted its Form 479 to the RUS and the Form 479, Financial and 
Statistical Report, as of December 3 1,2000, represented by the borrower as having been 
submitted to RUS is in agreement with the North Central Telephone Cooperative 
Corporation's audited records in all material respects as of December 3 1,2000, and appears 
reasonable based upon the audit procedures performed. 
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North Central Telephone 

Cooperative Corporation 
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Page 4 

COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with OUI audit of the financial statements of North Central Telephone 
Cooperative Corporation, nothing came to our attention that caused us to believe that North 
Central Telephone Cooperative Corporation failed to comply with respect to: 

- The reconciliation of subsidiary plant records to the controlling general ledger plant 
accounts addressed at 7 CFR 1773.33 (c)(l); 

- The clearing of the construction accounts and the accrual of depreciation on completed 
construction addressed at 7 CFR 1773.33 (c)(2); 

- The retirement of plant addressed at 7 CFR 1773.33(~)(3) and (4); 

- The approval of the sale and disposition of proceeds for the sale of plant, material, or scrap 
addressed at 7 CFR 1773.33 (c)(5); and 

- The disclosure of material related party transactions, in accordance with Statement of 
Financial Accounting Standards No. 57, Related Party Transactions, for the year ended 
December 3 1,2000, in the financial statements referenced in the first paragraph of this 
report addressed at 7 CFR 1773.33 (e). 

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

Certified Public Accountants 

McMinnville, Tennessee 
January 25,2001 
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INDEPENDENT AUDITORS' REPORT 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the accompanying consolidated balance sheets of North Central Telephone 
Cooperative Corporation and subsidiary as of December 31, 1999 and 1998, and the related statements of 
income and patronage capital and cash flows for the years then ended. These consolidated financial 
statements are the responsibility of the Cooperative's management. Our responsibility is to express an 
opinion on these financial statements based on our audit. 

We conducted our audits in accordance with generally accepted auditing standards and the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller 
General of the United States. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 
We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of North Central Telephone Cooperative Corporation and subsidiary as of 
December 3 1,1999 and 1998, and the results of its operations and cash flows for the years then ended in 
conformity with generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued a report dated 
January 21,2000 on our consideration of North Central Telephone Cooperative Corporation's internal 
control structure over financial reporting and our tests of it compliance with certain provisions of laws, 
regulations, contracts, and grants. 

<&/de.&& 
Certified Public Accountants 

, ~ . ,  , ,  ,,.,,,,., ,,.. _- .,,,, 

ille, Tennessee - 
January 21,2000 
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CONSOLIDATED BALANCE 

NORTH CENTRAL TELEPHONE 

December 3 I ,  1999 

1999 1998 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications accounts receivable, less 

allowances of $97,441 in 1999 and 
$109,512 in 1998 

Other accounts receivable 
Materials and supplies 
Other current assets 

$ 4,805,058 $ 3,382,839 
346,543 121,653 

2,715,250 2,115,250 

1,533,016 1,455,545 
55,139 139,593 

499,783 443,734 
289,570 120,683 

TOTAL CURRENT ASSETS $10,244,359 $ 7,179,297 

NONCURRENT ASSETS 
Investments - Note D 
Nonregulated investments - Note D 
Goodwill net of accumulated amortization of $30,353 
Organization costs -Note E 
Deposits 

$1 1,459,240 $ 9,976,199 
212,234 262,870 
567,712 0 

2,028 1,275 
140 0 

TOTAL NONCURRENT ASSETS $12,241,354 $1 0,240,344 

PROPERTY, PLANT AND EQUIPMENT - Note F 
Telecommunications plant in service $56,792,928 $49,862,102 
Telecommunications plant under construction 2,796,199 6,704,547 

Less accumulated provision for 
depreciation 

$59,589,727 $56,566,649 

25,682,583 22,665,117 

TOTAL PROPERTY, PLANT AND EQUIPMENT $33,907,144 $33,901,532 

$56,392,857 $51,921,173 

See the notes to financial statements. 
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SHEETS 

COOPERATIVE CORPORATION AND SUBSIDIARY 

and 1998 

1999 1998 

LIABILITIES 
CURRENT LIABILITIES 

Notes payable $ 45,000 $ 0 
Accounts payable 1,457,038 1,433,110 
Customer deposits 473,010 438,010 
Current maturities on long-term debt 1,531,825 1,384,419 
Accrued taxes 398,867 309,730 
Accrued interest 164,608 15 1,906 

Accrued rents 
Accrued salaries and wages 
Accrued vacation and sick leave benefits 
Other current liabilities 

181,886 178,163 
67,124 45,698 

1,2 19,454 1,123,116 
336,197 3 15,383 

TOTAL CURRENT LIABILITES $ 5,875,009 $ 5,379,535 

LONG-TERM DEBT -Note G 
Rural Utilities Service 
Other long-term debt 

24,590,791 24,417,355 
525,473 0 

OTHER LIABILITIES 
Postretirement benefits other than pension - Note J 322,665 672,017 
Deferred taxes -Note I 992,940 1,009,400 

TOTAL LIABILITIES $32,306,878 $3 1,478,307 

MEMBERS' EOUITY 
Memberships 
Patronage capital 

$ 6,580 $ 6,580 
24,079,399 20,436,286 

TOTAL MEMBERS' EQUITY $24,085,979 $20,442,866 

_. 
$56,392,857 $5 1,921,173 
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CONSOLIDATED STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1, 1999 and 1998 

1999 1998 

Operating revenues: 
Local network services revenue 
Network access services revenue 
Long distance network services revenue 

$ 3,726,020 $ 3,441,670 
4,721,773 6,339,326 
3,870,436 2,945,499 - 

Miscellaneous revenue 3,764,859 1,027,003 
TOTAL OPERATING REVENUES $16,083,088 $13,753,498 

Operating expenses: 
Plant specific operations expense 
Plant nonspecific operations expense 
Provision for depreciation and amortization 
Customer operations expense 
Cornorate ouerations exuense 

$ 1,778,386 $ 1,766,219 
1,408,902 1,253,304 
4,491,951 3,826,824 
3,097,238 1,823,992 
2,205,207 1,7 13,422 

I 

Operating taxes 442,13 1 3 3 8,926 
TOTAL OPERATING EXPENSES $13,423,815 $10,722,687 

OPERATING INCOME $ 2,659,273 $ 3,030,811 
Other income: 

Income from investments 
Interest and dividend income 
Nonregulated income 
Miscellaneous 
Loss on sale of equipment 

Fixed charges: 
Interest exuense 

$ 2,435,261 $ 2,117,632 
219,158 23 8,247 

267,040 307,027 
0 22,677 

(12,760) 0 
TOTAL OTHER INCOME $ 2,948,686 $ 2,645,596 

$ 1,267,103 $ 1,157,503 
(246,664) (231,580) 

TOTAL FIXED CHARGES $ 1,024,885 $ 925,923 

INCOME BEFORE TAXES ON INCOME $ 4,583,074 $ 4,750,484 

NET INCOME $ 3,840,934 $ 3,950,753 
Patronage capital at beginning of year 20,478,389 17,242,33 8 

Excise tax refundable on capital credits 52,600 59,802 

Interest charged to construction - credit 
Non-operating federal income taxes 4,446 0 

Taxes on income 742,140 799,73 1 

ital~~r~dits-paid-and-applie 

PATRONAGE CAPITAL AT END OF YEAR $24,079,399 $20,436,286 

6 See the notes to financial statements. 



CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,1999 and 1998 

1999 1998 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 
Cash flows from investing activities: 

Construction and acquisition of plant 
Proceeds from sale of equipment 
Plant removal costs 
Salvage 
Cash distribution from investments 
Investment in nonregulated CPE 
Goodwill purchased 
Decrease (Increase) in: 

Materials and supplies 
Temporary investments 
Other investments 
Organization costs 
Utility deposits 

Nonregulated income (loss) 
NET CASH USED BY INVESTING ACTNITIES 

Cash flows from financing activities: 
Debt proceeds 
Payments on long-term borrowings 
Excise credit applied to capital 
Capital credits paid and applied 
Postretirement benefits other than pension 
Increase (Decrease) in: 

Customer deposits 

$15,969,439 $13,483,920 

219,158 238,247 
(8,362,559) (5,385,281) 

(1,007,737) (909,487) 
(1,116,040) 

$ 5,702,261 

$ (4,596,752) 
17,252 

(57,183) 
157,130 

1,068,777 
92,739 

(57,368) 

(56,049) 
(600,000) 
( 1  16,557) 

(1,170) 
(140) 

297,827 
$ (335 1,494) 

$ 1,795,000 
(1,444,382) 

52,600 
(292,524) 
(349,352) 

35,000 

(382,081) 
$ 7,045,318 

$ (8,230,449) 
0 

(49,614) 
11,931 

0 
(18,618) 

0 

(63,502) 
(22,750) 
288,220 

(1,275) 
0 

267,040 
$(7,819,017) 

$ 3,400,000 
(1,258,563) 

59,802 
(816,607) 
(252,593) 

42,925 
Memberships 0 (10) 

- NET INCREASE IN CASH AND CASH EQUIVALENTS $ 1,647,109 $ 401,255 
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 3,504,492 3,103,237 

$ 3,504,492 CASH AND CASH EQUIVALENTS AT END OF YEAR $ 5,151,601 
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For the years ended December 3 1,1999 and 1998 

1999 1998 

Net income 
Less: Nonregulated (income) loss 

Income from investments 

Net income from regulated operations 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Depreciation and amortization 
Loss on sale of equipment 
Deferred taxes 
Decrease (Increase) in: 

Customer and accounts receivable 
Current and accrued assets - other 

Increase (Decrease) in: 
Accounts payable 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

TOT. .DJUSTMENTS 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

See the notes to financial statements. 

$3,840,934 
(297,827) 

(2,435,261) 

$1,107,846 

$4,491,95 1 
12,760 
16,460) 

6,983 
68,887) 

23,928 
89,137 
12,702 
3,723 

117,764 
20,814 

$4,594,415 

$5,702,261 

$3,950,753 
(267,040) 

(2,117,632) 

$1,566,08 1 

$3,826,824 
0 

925,500 

(275,9 17) 
(26,853) 

904,577 
(1 68,924) 

16,436 
188 

56,758 
220,648 

$5,479,237 

$7,045,318 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31, 1999 and 1998 

Note A - North Central Telephone Cooperative Corporation and subsidiary provides retail tele- 
communications services to Macon County, Tennessee and surrounding counties including a 
portion of southem Kentucky. North Central Telephone Cooperative Corporation and subsidiary 
has adopted the following accounting policies: 

(1) Principles of Consolidation: 
North Central Telephone Cooperative Corporation (Cooperative) owns 100% of the 
outstanding common stock of North Central Communications, Inc. and Subsidiary 
(Subsidiary). North Central Communications, Inc. and Subsidiary were formed for the 
purpose of providing long distance and other telephone services and computer sales 
and services. The consolidated financial statements include the accounts of North 
Central Communications, Inc. and Subsidiary. All significant intercompany accounts 
and transactions have been eliminated in consolidation. 

The Cooperative operates on a fiscal year ending December 3 1. The Subsidiary 
operates on a fiscal year ending September 30. The consolidated financial statements 
reflect the results of operations from January 1 through December 3 1 for the 
Cooperative and from October 1, 1998 through September 30,1999 for the Subsidiary. 
On December 3 1, 1999 North Central Cornmunications sold its stock investment in 
TENNMARK Telecommunications, Inc. The gain from the sale of this stock was 
approximately $2,917,228 before income taxes. This was the only material event that 
occurred in the Subsidiary’s operations during the intervening period from October 1, 
1999 to December 31,1999 

(2) Material and supplies are valued at average cost accumulated in perpetual inventory 
records which are periodically adjusted to physical counts. 

(3) The Companies prepare their financial statements using the accrual method of accounting. 

(4) The Cooperative’s expenditures for maintenance and repairs are charged to operations as 
they are incurred and betterments are capitalized. Original costs of properties retired from 
service are eliminated from property accounts and removal costs are charged to the 
allowance for depreciation. Salvage value of retired property is credited to the allowance 
for depreciation. The Subsidiary provides for depreciation on a straight-line basis at 
annual rates which will amortize the depreciable property over its estimated useful life. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,1999 and 1998 

Note A - (Cont’d): 

(5) For purposes of financial statement presentation, the Cooperative and Subsidiary consider 
all highly-liquid investments with a maturity of three months or less to be cash 
equivalents. Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less. Certificates of deposit and 
other securities with original maturities over 90 days are classified as temporary 
investments. 

(6) The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect certain 
reported amounts and disclosures. Accordingly, actual results could differ from those 
estimates. 

Note B - Substantially all assets of the Cooperative are pledged as security for the long-term debt to RUS. 

Note C - The Cooperative maintains its cash and temporary investments in several commercial banks located 
within its trade area. The Federal Deposit Insurance Corporation (FDIC) insures accounts and 
temporary investments up to $100,000. A summary of the total insured and uninsured cash 
balances follows: 

Total cash and temporary investments 
Portion insured by FDIC 

$7,866,851 
1,642.257 

Uninsured Cash Balances $6224.594 

Telecommunication services are provided to the customers on a credit basis in the ordinary 
course of business. Generally, the accounts receivable generated by the sale of these 
services are unsecured. 

10 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,1999 and 1998 

Note D - Investments: 

Rural Telephone Bank "c" stock -at cost 
Cash value of life insurance 
Investment in Tennessee RSA #3 cellular partnership 
Investment in Kentucky RSA #3 cellular partnership 

Investments in TENNMARK Telecommunications, 

Investment in Direct Broadcast Satellite 
Investment in Bluegrass Network, Inc. 
Investment in Bluegrass Telecom, LLC 
Qualified patronage capital certificates - NRTC 
Tennessee Independent Telecom Group 

Inc. 

Nonregulated investments: 

Nonregulated customer premises equipment - leased 
Less accumulated provisions for depreciation 

- 1999 - 1998 

293,563 254,804 
1,689,55 1 1,432,653 
4,873,677 4,448,971 

$ 1,000 $ 1,000 

2,754,772 2,356,806 
152,2 14 186,039 

1,309,749 1,087,697 
229,432 164,571 
45,282 43,658 

110.000 0 

$11.459.240 $9.976.199 

$ 744,285 $ 767,696 
532.05 1 504,826 

$ 212.234 $ 262.870 

Nonregulated customer premises equipment is stated at cost. The Cooperative provides for 
depreciation on a straight-line basis at an annual rate of depreciation which will amortize the cost 
of the equipment over its estimated useful life. 

Note E - Organization costs are being amortized over five years using the straight-line method of 
accounting. At September 30, 1999, these costs amounted to $2,670, less accumulated 
amortization in the amount of $642. 

11 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,1999 and 1998 

Note F -Telephone plant in service and under construction is stated at cost. Listed below are the major 
classes of the telephone plant as of December 3 1, 1999 and December 3 1, 1998. 

Franchises 
Land 
Buildings 
Central office equipment 
Poles, cables and wire 
Furniture and office equipment 
Vehicles and other work equipment 

1999 - 1998 
$ 236 $ 236 

442,202 442,202 
2,983,834 2,934,385 

16,719,234 13,186,901 
32,120,101 29,259,067 

1,904,804 1,810,402 
1,827.774 1,676,607 

- 

TOTAL PLANT IN SERVICE $55.998.185 $49.309.800 

The Cooperative provides for depreciation on a straight-line basis of annual rates which will 
amortize the depreciable property over its estimated useful life. Such provision as a percentage 
of the average balance of telephone plant in service was 8.21 percent for 1999 and 7.96 percent 
for 1998. The provision for 1999 was $4,321,142 and the provision for 1998 was $3,723,117. 

Individual plant depreciation rates are as follows: 

Percent 
Buildings 2.6 

Public telephone equipment 15.1 
Central office equipment 6.7 -21.0 

Poles, cable and wire 
Furniture and office equipment 
Vehicles and other work equipment 

1.7 - 8.8 
6.7 - 16.4 
6.4 - 10.8 

DBS and internet equipment 18.8 

Investment in property and equipment included in the Subsidiary: 

1999 - 1998 
Land $ 42,937 $ 0 
Building under construction 40,278 0 
Office furniture and fixtures 16,898 0 
Equipment 662,975 552,302 

TOTAL $835.021 $552.302 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31.1999 and 1998 

Note F - (Cont’d): 

The Subsidiary provides for depreciation on a straight-line basis at annual rates which will amortize 
the depreciable property over its useful life. Depreciation charged to expense on the 
subsidiary’s records amounted to $335,153 in 1999. 

Note G - A description of notes payable follows: 

Interest 
Due Date Amount Rate 

CURRENT LIABILITY 

October 25,1999 $45,000.00 8.9% Macon Bank & Trust 

LONG-TERM DEBT 

Long-term debt is represented by mortgage notes payable to the United States of America 
and other lenders. Following is a summary of outstanding long-term debt. 

- 1999 - 1998 
2% Rural Utilities Service notes $ 3,100,484 $ 3,445,798 
5% Rural Utilities Service notes 23,006,908 22,355,976 
Others 540.697 0 

Less current maturities 
$26,648,089 $25,801,774 

1.53 1,825 1.384.419 

$25.116.264 $24.417.355 

Long-term debt matures as follows: 

_. Year Amount 
2000 $ 1,531,825 
2001 1,608,644 
2002 1,689,320 
2003 1,774,044 

Beyond five years 18,181.233 
3--7--w>wm . . ,..., 

TOTAL $26,648.089 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,1999 and 1998 

Note H - The Cooperative has adopted the retirement and security program of the National Telephone 
Cooperative Association as a pension plan covering all employees meeting certain age and 
length of service requirements for which it pays approximately 70% of the cost. The 
Cooperative funds the pension plan by making quarterly contributions into the program based on 
salaries. The Cooperative’s cost was $254,885 for 1999 and $203,027 for 1998. 

Note I - Income taxes are accounted for using Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (FAS 109). Under the provision for FAS 109, an entity 
recognizes deferred tax assets and liabilities for future tax consequences of events that have been 
previously recognized in the Cooperative’s financial statements or tax returns. The measurement 
of deferred tax assets and liabilities is based on provisions of the enacted tax law; the effects of 
future changes in tax laws or rates are not anticipated. Under FAS 109, measurement is 
computed using applicable current tax rates. 

1999 1998 
Current income tax expense: 

Federal $455,000 $ 0 
State 150,400 0 

Federal 141,100 673,200 
State 13.500 126.531 

Deferred income tax expense: 

Less deferred tax asset 
$760,000 $799,731 

17,860 0 

$ 742.140 $799.731 

The deferred tax liability is primarily the result of timing differences related to the Cooperative’s 
investments in several limited partnerships. 

Deferred tax liability at beginning of year 
Add current period provision for deferred 

Less deferred tax benefit 
taxes on income 

$1,009,400 

1,400 
(17.860) 

Deferred tax liability at end of year $ 992.940 

..-.-..,- ., __ -Xhe-de L E m  
-. 

methods for tax purposes and net operating loss carryforwards. 

The Subsidiary has a net operating loss carryforward of approximately $54,945 which is available 
to offset future federal and state taxable income. This carryforward will expire in 20 years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1, 1999 and 1998 

Note J - The Cooperative has adopted Statement of Financial Accounting Standards No. 106, “Employers’ 
Accounting for Postretirement Benefits other than Pensions”. Statement No. 106 requires accrual 
accounting for all postretirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative’s obligation for these postretirement benefits is to be fully accrued by 
the date employees attain full eligibility for such benefits. The cost of health benefits for current 
and future associate retirees was recognized as determined under the projected unit credit cost 
method. 

In conjunction with the adoption of Statement No. 106, for financial reporting purposes, the 
Cooperative elected to amortize the cost for the initial obligation over twenty years in level 
payments of principal. 

Substantially all of the Cooperative’s employees are covered under postretirement health and life 
insuranee plan. The determination of postretirement benefit cost for postretirement health benefit 
plans is based on comprehensive hospital, medical, surgical and dental benefit provisions. The 
postretirement life insurance benefit formula used in the determination of postretirement benefit 
cost is primarily based on 25% of the preretirement life insurance benefit. 

Postretirement benefit cost is composed of the following for the year ended December 3 1, 1999: 

Medical ___ Life Other Totai 
Benefits earned 

during the year $106,699 $ 8,825 $ 746 $1 16,270 

Interest on 
accumulated 
postretirement 
benefit obligation 167,409 15,203 2,3 13 184,925 

Actual return on plan 
assets (136,662) 0 0 (1 36,662) 

Net amortization 83.043 $,673 1,636 90.352 

Postretirement benefit 
cost $220.489 $29.701 $254.885 

. ~ . ~  ~. - . ... .. . . - ~ ~ ~ , ~ . ~ ~ ~ ~ , ~ .  
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ICONT’D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 3 1,1999 and 1998 

Note J - (Cont’d): 

The following table sets forth the plan’s funded status and the amount recognized in the 
Cooperative’s Balance Sheet as of December 31, 1999: 

Accumulated 
postretirement 
obligation 
attributable to: 

Retirees 

Fully eligible 
Plan participants 

Other active plan 
Participants 

Total accumulated 
postretirement 
benefit obligation 

Fair value of plan 
assets 

Accumulated 
postretirement 
benefit obligation 
in excess of plan 
assets 

Unrecognized net 
gains (losses) 

Unamortized prior 

Medical 

$ 809,914 

394,918 

1,594.096 

$2,798,928 

1,991.384 

$ 807,544 

453,286 

Life other 

$ 86,841 $20,430 

19,568 3,035 

149,010 13,815 

$255,419 $37,280 

0 0 

$255,419 $37,280 

(10,803) (13,995) 

Total 

$ 917,185 

417,521 

1,756,921 

$3,091,627 

1,991.384 

$1,100,243 

428,488 

smise  cost (1.124.830) ..~-I (68,082) (13.154) (1,206.066 
-,-- 

Accrued 
postretirement 
benefit obligation $1 36.000 $176.534 $10.131 $ 322.665 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ICONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31,1999 and 1998 

Note J - (Cont'd): 

The assumed discount rate used to measwe the accumulated postretirement benefit obligation was 6.5% at 
December 3 1, 1998 and 6.5% at January 1,1999. The assumed rate of future increases in compensation 
levels was 6.00% at December 31, 1999. The medical cost trend rate in 1999 was approximately 8.00% 
grading down to an ultimate rate in 2016 of 5.50%. A one percentage point increase in the assumed 
health care cost trend rates for each k t u r e  year would have increased the aggregate of the service and 
interest cost components of 1999 net periodic postretirement benefit cost by $541,583 and would have 
increased the accumulated postretirement benefit obligation as of December 31, 1999 by $81,137. 
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INDEPENDENT AUDITORS' REPORT ON CONSOLIDATING JNFORMATION 

Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

Our report on our audits of the consolidated financial statements of North Central Telephone 
Cooperative Corporation and subsidiary for 1999 and 1998 appears on page 3. Those audits 
were made for the purpose of forming an opinion on the consolidated financial statements taken 
as a whole. The consolidating information contained on pages 20 through 23 is presented for 
purposes of additional analysis of the consolidated financial statements rather than to present the 
financial position and results of operations of the individual companies. Such information has 
been subjected to the auditing procedures applied in the audits of the consolidated financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. 

/ W , & d d *  
Certified Public Accountants 

McMinnvilIe, Tennessee 
January 21,2000 



CONSOLIDATING 

NORTH CENTRAL TELEPHONE 

December 3 1, 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiary Eliminations Total 

ASSETS 
CURRENT ASSETS 

Cash - general 
Cash - construction funds 
Temporary cash investments 
Telecommunications 

acconnts receivable 
Other accounts receivable 
Advance to related company 
Materials and supplies 
Other current assets 

$ 4,357,194 $ 447,864 
346,543 0 

2,7 15,250 0 

1,421,773 11 1,243 
55,139 0 

397,249 0 
434,527 65,256 

38,241 251,329 

$ 0 
0 

0 

0 
0 

(397,249) 
0 
0 

$ 4,805,058 
346,543 

2,715,250 
0 

1,533,016 
55,139 

0 
499,783 
289,570 

TOTAL CURRENT ASSETS $ 9,765,916 $ 875,692 $ (397,249) $ 10,244,359 

NONCURRENT ASSETS 
Investment in subsidiary $ 10,943,724 $ 0 $ (10,943,724) $ 0 

Investments 294,563 11,164,677 0 11,459,240 

Nonregulated invesiments 212,234 0 0 212,234 

Goodwill -net 0 567,712 0 567,712 

Organization costs 0 2,028 0 2,028 

Deposits 0 140 0 140 

TOTAL NONCURRENTASSETS $ 11,450,521 $ 11,734,557 $ (10,943,724) $ 12,241,354 

Telecommunications plant in service $ 55,998,185 $ 794,743 $ 0 $ 56,792,928 

Telecommunications plant 
under construction 2,756~52 1 40,278 0 2,796,799 

$ 58,754,706 $ 835,021 $ 0 $ 59,589,727 

depreciation 25,347,430 335,153 0 25,682,583 

PROPERTY. PLANT AND EOUIPMENT 

Less accumulated provision for 

:.-.=:_--.= .-"--.,.- .._ ~, ,. . 

AND EQUIPMENT $ 33,407,276 $ 499,868 $ 0 $ 33,907,144 

.$ 54,623,713 $ 23,110,117 $ (11,340,973) $ 56,392,857 
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BALANCE SHEETS 

COOPERATiVE CORPORATION AND SUBSIDIARY 

1999 and 1998 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, Corp. and Subsidiary Eliminations Total 

LIABILITIES 
CURRENT LIABILITIES 

Notes payable 
Accounts payable 
Customer deposits 
Current maturities on long-term 

Accrued taxes 
Accrued interest 
Accrued rent 
Accrued salaries and wages 
Accrued vacation and sick 

Other current liabilities 
Advance from related company 

debt 

leave benefits 

$ 0 $ 45,000 
1,322,53 1 34,676 

473,010 0 

1,5 16,601 15,224 
387,059 11,808 
137,608 27,000 
181,886 0 
62,895 4,229 

1,219,454 0 

323,234 12,963 
0 497,080 

$ 0 
99,831 

0 

0 
(497,080) 

$ 45,000 
1,457,038 

473 .O 10 

1,53 1,825 
398,867 
164,608 
181,886 
67,124 

1,2 19,454 

33 6,197 
n 

TOTAL CURRENT LIABILITIES $ 5,624,278 $ 647,980 $ (397,249) $ 5,875,009 

LONG-TERM DEBT 
Rural Utilities Service 24,590,791 0 0 24,590,791 
Other long-term debt 0 525,473 0 525,473 

Postretirement benefits other 
OTHER LIABILITIES 

than pension 322,665 0 0 322,665 

Deferred taxes 0 992,940 0 992,940 

TOTAL LIABILITIES $ 30,537,734 $ 2,166,393 $ (397,249) $ 32,306,878 

Memberships $ 6,580 $ O $  0 $ 6,580 

Patronage capital 24,079,399 0 0 24,079,399 

MEMBERS' EOUITY 

Capital stock 0 8,100,000 (8,100,000) 0 

- .  

0 2,843,724 (2,843,724) 0 
.- Retained earnings 

. ,-*-. -" .,,,,.. :.-~- .,,, ,e- =-,- 

- TOTAL MEMBERS EQUITY $ 24,085,979 $ 10,943,724 $ (10,943,724) $ 24,085,979 

$ 54,623,713 $ 13,110,117 $ (11,340,973) $ 56,392,857 
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CONSOLIDATING STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 31, 1999 

North Central North Central 
Telephone Communications, Inc. 

Cooperative, COT. and Subsidiary Eliminations Total 

Operating revenues: 
Local network services revenue $ 3,726,020 
Network access service revenue 4,721,773 
Long distance network services 

revenue 3,870,436 
Miscellaneous revenue 1,125,649 

TOTAL OPERATING REVENUES $ 13,443,878 
Operating expenses: 

Plant specific operations expense $ 1,783,104 
Plant nonspecific operations 

expense 1,409,684 
Provision for depreciation 4,321,142 
Customer operations expense 1,294,457 
Corporate operations expense 1,403,626 
Operating taxes 442,133 

TOTAL OPERATING EXPENSES $ 10,654,144 

OPERATING INCOME (LOSS) $ 2,789,734 
Other income: 

Income from subsidiary $ 1,535,943 
Income from investments 0 
Interest and dividends 206,115 
Nonregulated income 307,027 

0 Loss on sale of equipment 

TOTAL OTHER INCOME $ 2,049,085 

$ 0 
0 

0 
2,648,410 

$ 2,648,410 

$ 0 

0 
170,809 

1,803,159 
804,903 

n 

$ 2,778,871 

$ (130,461) 

$ 0 
2,43 5,26 1 

13,043 
0 

(1 2,760) 

$ 2,435,544 

$ 0 
0 

$ (1,535,943) 
0 
0 
0 
n 

$ (1,535,943) 

$ 3,726,020 
4,721,773 

3,870,436 
3,764,859 

$ 16,083,088 

$ 1,778,386 

1,408,902 
4,49 1,95 1 
3,097,238 
2,205,207 

442,131 

$ 13,423,815 

$ 2,659,273 

$ 0 
2,435,261 

219,158 
307,027 
(12,760) 

$ 2,948,686 
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5 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

Year ended December 31, 1999 

North Central North Central 
Telephone Commnnications, Inc. 

Cooperative, Carp. and Subsidiary Eliminations Total 

Fixed charges: 
Interest expense $ 1,240,103 
Interest charged to construction - 

credit (246,664) 
Nan-operating federal income taxes 4,446 

TOTAL FIXED CHARGES $ 997,885 

INCOME BEFORE 
TAXES ON INCOME $ 3,840,934 

Taxes on income 0 

NET INCOME $ 3,840,934 
20,478,389 

52,600 
(292,524) 

Patronage capital at beginniig of year 
Excise tax refindable on capital credits 
Capital credits paid and applied 

PATRONAGE CAPITAL AT 

$ 27,000 $ 0 $ 1,267,103 

0 0 (246,664) 
0 0 4,446 

$ 27,000 $ 0 $ 1,024,885 

$ 2,278,083 $ (1,535,943) $ 4,583,074 
742,140 0 742,140 

$ 1,535,943 $ (1,535,943) $ 3,840,934 
0 0 20,478,389 
0 0 52,600 
0 0 (292,524) 

ENDOFYEAR $ 24,079,399 $ 1,535,943 $ (1,535,943) $ 24,079,399 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation as of and for the years ended December 31,1999 and 1998, and have issued our 
report thereon dated Jan~~ary 21,2000. We conducted our audits in accordance with generally 
accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether North Central Telephone 
Cooperative Corporation's financial statements are free of material misstatement, we 
performed tests of its compliance with certain provisions of laws, regulations, contracts and 
grants, noncompliance with which could have a direct and material effect on the determination 
of financial statement amounts. However, providing an opinion on compliance with those pro- 
visions was not an objective of our audit and, accordingly, we do not express such an opinion. 
The results of our tests disclosed no instances of noncompliance that are required to be 
reported under Government Auditing Standards. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered North Central Telephone 
Cooperative Corporation's internal control over financial reporting in order to determine our 
auditing procedures for the purpose of expressing our opinion on the financial statements and 
not to provide assurance on the internal control over financial reporting. Our consideration of 
the internal control over financial reporting would not necessarily disclose all matters in the 
internal control over financial reporting that might be material weaknesses. A material 
weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that misstatements in amounts 
that would be material in relation to the financial statements being audited may occur and not 
be detected within a timely period by employees in the normal course of performing their 
assigned functions. We noted no matters involving the internal control over financial 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

This report is intended for the information of the audit committee, management, the Rural 
Utilities Service and supplemental lenders. However, this report is a matter of public record and 
its distribution is not limited. 

&LA& 
Certified Public Accountants 

McMinnville, Tennessee 
January 2 1,2000 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Cooperative Corporation 

We have audited the financial statements of North Central Telephone Cooperative 
Corporation for the year ended December 3 1,1999, and have issued our report thereon dated 
January 21,2000. We conducted our audit in accordance with generally accepted auditing 
standards, the standards applicable to financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, and 7 CFR Part 1773, 
Policy on Audits of Rural Utilities Service (RUS) Borrowers. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. 

In planning and performing our audit of the financial statements of North Central 
Telephone Cooperative Corporation for the year ended December 3 1, 1999, we considered its 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing an opinion on the financial statements and not to provide assurance on 
the internal control structure. 

A description of the responsibility of management for establishing and maintaining the 
internal control structure and the objectives of and inherent l i t a t i ons  in such a structure is 
set forth in our independent auditors' report on compliance and on the internal control over 
financial reporting dated January 21,2000, and should be read in conjunction with this 
report. 

Our consideration of the internal control over financial reporting would not necessarily 
disclose all matters in the internal control over financial reporting that might be material 
weaknesses. A material weakness is a condition in which the design or operation of one or 
more of the internal control components does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in refation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. We noted no matters involving the internal 
control over financial reporting that we consider to be material weaknesses. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

7 CFR Part 1773.33 requires comments on specific aspects of the internal control over 
financial reporting, compliance with specific RUS loan and security instrument provisions, 
and other additional matters. We have grouped our comments accordingly. In addition to 
obtaining reasonable assurance about whether the financial statements are free from material 
misstatements, at your request, we performed tests of specific aspects of the internal control 
over financial reporting, of compliance with specific RUS loan and security instrument 
provisions, and of additional matters. The specific aspects of the internal control over 
financial reporting, compliance with specific RUS loan and security instrument provisions, 
and additional matters tested include, among other things, the accounting procedures and 
records, materials control, compliance with specific RUS loan and security instrument 
provisions set forth in 7 CFR Part 1773.33(e)(2), and related party transactions. In addition, 
our audit of the financial statements also included the procedures specified in 7 CFR Part 
1773.38 - .45. Our objective was not to provide an opinion on these specific aspects of the 
internal control over financial reporting, compliance with specific RUS loan and security 
instrument provisions, or additional matters and, accordingly, we express no opinion thereon. 

No reports (other than our independent auditors' report, report on compliance and on 
internal control over financial reporting, all dated Janmy 21,2000) or summary of 
recommendations related to ow audit have been furnished to management. 

Our comments on specific aspects of the internal control over financial reporting, 
Compliance with specific RUS loan and security instrument provision, and other additional 
matters as required by 7 CFR Part 1773.33 are presented below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL 
OVER FINANCIAL REPORTING 

We noted no matters regarding North Central Telephone Cooperative Corporation's 
internal control over financial reporting and its operation that we consider to be a material 
weekness as previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of internal 
control, it appears that the bookkeeping and accounting records, including the many 
supplementary files and ledgers are well kept and adequately maintained. From tests made 
by us, it appeared that the methods used in accumulating costs for material, transportation, 
labor and overhead and the distribution of these costs to the various accounts were in accor- 

--.- e-...-.,roper-pr~f edures. - ..", .,.,, ,,, ,.... . .,,, ---.- ,,.. ... .,,,,,.. ---,-r.--.v- 
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Cooperative Corporation 

MATERIALS CONTROL - Materials and supplies are stated at average cost. Inventory 
quantities of outside plant materials and supplies were ascertained by physical count, weight 
or other measure as of December 3 1, 1999, by employees of the Cooperative. We were 
present during the time of taking the physical inventories to observe the procedures used to 
determine inventory quantities. We made test counts of quantities on hand and subsequently 
traced these counts to the perpetual inventory records. We reviewed the basis of pricing and 
tested the clerical accuracy of the extensions and footings. We tested the accuracy of the 
perpetual inventory records. Our review indicated only minor differences between the 
amounts reflected by the tests and those accumulated on the books. 

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY 
INSTRUMENT PROVISIONS 

Management's responsibility for compliance with laws, regulations, contracts and 
grants is set forth in our independent auditors' report on compliance and on internal control 
over financial reporting dated January 21,2000, and should be read in conjunction with this 
report. At your request, we have performed the procedures enumerated below with respect to 
compliance with certain provisions of laws, regulations, contracts and grants. The 
procedures we performed are summarized as follows: 

- Procedure performed with respect to the requirement to maintain all funds 
from loans made or guaranteed by RUS in institutions whose accounts are 
insured by an agency of the Federal government: 

1. Obtained information from financial institutions with which North 
Central Telephone Cooperative Corporation maintains cash proceeds 
from loans that indicated that the institutions are insured by an agency 
of the Federal government. 
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Cooperative Corporation 

- Procedures performed with respect to the requirement for a borrower to 
obtain written approval of the mortgagee to enter into any contract for the 
operation or maintenance of all or any part of its property, or for the use of 
mortgaged property by others for services pertaining to toll traffic, 
operator assistance, or switching for the year ended December 3 1, 1999, of 
North Central Telephone Cooperative Corporation 

1. No contracts for management, operations or billing services were in 
effect during the year ended December 3 1,1999. 

2. Reviewed Board of Directors minutes to ascertain whether board- 
approved written contracts should have been included in a borrower- 
prepared schedule. 

- Procedure performed with respect to the requirement to submit RUS Form 
479 to the RUS: 

Financial statements as of December 3 1, 1999, included in copies of RUS 
Form 479 were compared with the Cooperative’s books and found to be in 
agreement in all material respects. 

Procedure performed with respect to funded reserve and net plant to secured 
debt ratio requirements: 

The Cooperative has no loans that require it to maintain a secured debt ratio 
of least 1.2 or a funded reserve. 

- 

The results of ow tests indicate that, with respect to the items tested, North Central 
Telephone Cooperative Corporation complied, except as noted below, in all material 
respects, with the specific RUS loan and security instrument provisions referred to below. 
With respect to items not tested, nothing came to our attention that caused us to believe that 
North Central Telephone Cooperative Corporation had not complied, in all material respects, 
with those provisions. The specific provisions tested, as well as any exceptions noted, 
include the requirements that: 

- T h e b a n o . w . e t m a i n t a i n s ~ d s ~ ~ ~ s ~ ~ ~ . e - o ~ a r a n t e e d  by RUS in 
institutions whose accounts ~ e ~ ~ ~ e ~ ~ b y - a n - a g e ~ c ~ ~ o ~ e ~ ~ e d e r a  .,,,. -.---.-> __ ~ - 
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Cooperative Corporation 

- The borrower has submitted its Form 479 to the RUS and the Form 479, 
Financial and Statistical Report, as of December 3 1,1999, represented by 
the borrower as having been submitted to RUS is in agreement with the 
North Central Telephone Cooperative Corporation’s audited records in all 
material respects as of December 31,1999, and appears reasonable based 
upon the audit procedures performed. 

COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with our audit of the fmancial statements of North Central Telephone 
Cooperative Corporation nothing came to ow attention that caused us to believe that North 
Central Telephone Cooperative Corporation failed to comply with respect to: 

- The reconciliation of subsidiary plant records to the controlling general ledger 
plant accounts addressed at 7 CFR Part 1773.33 (c)(l); 

- The clearing of the construction accounts and the accrual of depreciation on 
completed construction addressed at 7 CFR Part 1773.33 (c)(2); 

- The retirement of plant addressed at 7 CFR Part 1773.33(~)(3) and (4); 

- Sales of plant, material, or scrap addressed at 7 CFR Part 
1773.33 (c)(5); 

- The disclosure of material related party transactions, in accordance with 
Statement of Financial Accounting Standards No. 57, Related Party 
Transactions, for the year ended December 3 1, 1999 in the financial statements 
referenced in the first paragraph of this report addressed at 7 CFR Part 1773.33 
(9. 

This report is intended solely for the use of the board of directors, management, the 
RUS and supplemental lenders. However, this report is a matter of public record and its 
distribution is not limited. 

McMinnville, Tennessee 
January 21,2000 
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INDEPENDENT AUDITORS' REPORT 

Board o f  D i r e c t o r s  
N o r t h  C e n t r a l  Telephone 
Coopera t ive  C o r p o r a t i o n  

L a f a y e t t e ,  Tennessee 

C e n t r a l  Telephone C o o p e r a t i v e  C o r p o r a t i o n  and s u b s i d i a r y  as o f  December 31, 
1998 and December 31, 1997, and t h e  r e l a t e d  s ta tements  o f  income and p a t r o n -  
age c a p i t a l  and cash f l o w s  f o r  t h e  yea rs  t h e n  ended. These c o n s o l i d a t e d  
f i n a n c i a l  s ta tements  a r e  t h e  r e s p o n s i b i l i t y  o f  t h e  C o o p e r a t i v e ' s  management. 
Our r e s p o n s i b i l i t y  i s  t o  express  an o p i n i o n  on these f i n a n c i a l  s ta tements  
based on our  a u d i t .  

We have a u d i t e d  t h e  accompanying c o n s o l i d a t e d  b a l a n c e  sheets  o f  Nor th  

We conducted ou r  a u d i t s  i n  accordance w i t h  g e n e r a l l y  accepted  a u d i t i n g  
s tandards  and t h e  s t a n d a r d s  a p p l i c a b l e  t o  f i n a n c i a l  a u d i t s  c o n t a i n e d  i n  
Government A u d i t i n g  Standards ,  i s s u e d  by t h e  C o m p t r o l l e r  General  o f  t h e  
Un i ted  S ta tes .  Those s t a n d a r d s  r e q u i r e  t h a t  we p l a n  and p e r f o r m  t h e  a u d i t  
t o  o b t a i n  reasonab le  assurance about whether the  f i n a n c i a l  s ta tements  a re  
f r e e  o f  m a t e r i a l  m iss ta temen t .  
bas is ,  ev idence s u p p o r t i n g  t h e  amounts and d i s c l o s u r e s  i n  t h e  f i n a n c i a l  
s ta tements .  An a u d i t  a l s o  i n c l u d e s  a s s e s s i n g  t h e  a c c o u n t i n g  p r i n c i p l e s  used 
and s i g n i f i c a n t  e s t i m a t e s  made by management, as w e l l  as e v a l u a t i n g  t h e  
o v e r a l l  f i n a n c i a l  s t a t e m e n t  p r e s e n t a t i o n .  
v i d e s  a reasonab le  b a s i s  f o r  our o p i n i o n .  

An a u d i t  i n c l u d e s  examin ing ,  on a t e s t  

We b e l i e v e  t h a t  ou r  a u d i t  p r o -  

I n  our  o p i n i o n ,  t h e  c o n s o l i d a t e d  f i n a n c i a l  s ta temen ts  r e f e r r e d  t o  above 
p r e s e n t  f a i r l y ,  i n  a l l  m a t e r i a l  r e s p e c t s ,  t h e  f i n a n c i a l  p o s i t i o n  o f  N o r t h  
C e n t r a l  Telephone C o o p e r a t i v e  C o r p o r a t i o n  and s u b s i d i a r y  as o f  December 31, 
1998 and December 31, 1997, and t h e  r e s u l t s  o f  i t s  o p e r a t i o n s  and cash f l o w s  
f o r  t h e  years  then ended i n  c o n f o r m i t y  w i t h  g e n e r a l l y  accep ted  accoun t ing  
p r i n c i p l e s .  

r e p o r t  da ted  January 22, 1999 on our  c o n s i d e r a t i o n  o f  N o r t h  C e n t r a l  
Telephone Coopera t i ve  and s u b s i d i a r y ' s  i n t e r n a l  c o n t r o l  s t r u c t u r e  and a 
r e p o r t  da ted  January  22, 1999 on i t s  compl iance w i t h  laws and r e g u l a t i o n s .  

I n  accordance w i t h  Government A u d i t i n g  Standards,  we have a l s o  i ssued  a 

McMinnvi l l e ,  Tennessee 
January 22, 1999 



CONSOLIDATED BALANCE 

NORTH CENTRAL TELEPHONE 

Oecember 31, 1998 

ASSETS 
CURRENT ASSETS 

Cash - genera l  
Cash - c o n s t r u c t i o n  f u n d s  
Temporary cash inves tments  
Telecommunicat ions accounts  r e c e i v a b l e ,  l e s s  

a l lowances  o f  $109,512 i n  1998 and 
$94,169 i n  1997 

Othe r  accounts  r e c e i v a b l e  
M a t e r i a l s  and s u p p l i e s  
Other  c u r r e n t  asse ts  

TOTAL CURRENT ASSETS 
NONCURRENT ASSETS 

Inves tmen ts  - Note D 
Nonregu la ted  inves tments  - Note  D 
O r g a n i z a t i o n  c o s t s  - Note E 

TOTAL NONCURRENT ASSETS 

PROPERTY, PLANT AN0 EQUIPMENT - Note F 
Telecommunica t ions  p l a n t  i n  s e r v i c e  
Telecommunicat ions p l a n t  under c o n s t r u c t i o n  

Less accumulated p r o v i s i o n  f o r  
d e p r e c i a t i o n  

TOTAL PROPERTY, PLANT AND EQUIPMENT 

1998 

$ 3,382,839 
121,653 

2,115,250 

1,455,545 
139,593 
443,734 
120,683 

$ 7,779,297 

$ 9,976,199 
262,870 

1,275 

$10,240,344 

$49,862,102 
6,704,547 

$56,566,649 

22,665,117 

$33,901,532 

$51,921,173 

1997 

$ 2,793,378 
309,859 

2,092,500 

1,245,330 
73,891 

380,232 
93 830 

$ 6,989,020 

$ 8,146,787 
602,786 

0 

$ 8,749,573 

$44,215,137 
3,997,586 

$48,212,723 

19,111,033 

$29,101,690 

$44,840,283 

See t h e  no tes  t o  f i n a n c i a l  s ta temen ts .  
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SHEETS 

COOPERATIVE CORPORATION AND S U B S I D I A R Y  

and 1997 

_ _ _ _ _ ~  

1998 1997 

LIABIL IT IES 
CURRENT L IABIL IT IES 

Accounts payab le  
Customer d e p o s i t s  
C u r r e n t  m a t u r i t i e s  on l ong - te rm debt  
Accrued taxes  
Accrued i n t e r e s t  

Accrued r e n t s  
Accrued s a l a r i e s  and wages 
Accrued v a c a t i o n  and s i c k  l e a v e  b e n e f i t s  
Other  c u r r e n t  l i a b i l i t i e s  

TOTAL CURRENT L IABIL IT IES 

LONG-TERM DEBT - Note G 
R u r a l  U t i l i t i e s  S e r v i c e  

OTHER L IABIL IT IES 
P o s t r e t i r e m e n t  b e n e f i t s  o t h e r  than pens ion  - Note J 
D e f e r r e d  taxes  - Note  I 

TOTAL L IABIL IT IES 

MEMBERS' EQUITY 
Members h i p s  
Pat ronage c a p i t a l  

TOTAL MEMBERS ' EQUITY 

$ 1,433,110 
438,010 

1,384,419 
309,730 
151,906 

178.163 
45;698 

1,123,116 
315,383 

$ 5,379,535 

24,417,355 

672,017 
1,009,400 

$31,478,307 

$ 6,580 
20,436,286 

$20,442,866 

$51,921,173 

.$ 528.533 
3951085 

1,119,224 
478,654 
135;470 

177.975 
44;OOO 

1,068,056 
94,735 

$ 4,041,732 

22,541,113 

924,610 
83,900 

$27,591,355 

$ 6,590 
17,242,338 

$17,248,928 

$44,840,283 
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CONSOLIDATED STATEMENTS OF INCOME AN0 PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AN0 SUBSIDIARY 

F o r  t h e  yea rs  ended December 31, 1998 and 1997 

1998 1997 

O p e r a t i n g  revenues: 
L o c a l  network s e r v i c e s  revenue 
Network access s e r v i c e s  revenue 
Long d i s t a n c e  ne twork  s e r v i c e s  revenue 
M isce l l aneous  revenue  

Less u n c o l l e c t i b l e  revenue 

TOTAL OPERATING REVENUES 
O p e r a t i n g  expenses: 

P l a n t  s p e c i f i c  o p e r a t i o n s  expense 
P l a n t  n o n s p e c i f i c  o p e r a t i o n s  expense 
P r o v i s i o n  f o r  d e p r e c i a t i o n  and a m o r t i z a t i o n  
Customer o p e r a t i o n s  expense 
Corpo ra te  o p e r a t i o n s  expense 
O p e r a t i n g  taxes  

TOTAL OPERATING EXPENSES 

OPERATING INCOME 
O the r  income: 

Income f r o m  i n v e s t m e n t  
I n t e r e s t  and d i v i d e n d  income 
Nonregu la ted  income 
M i  s c e l  laneous 

TOTAL OTHER INCOME 
F i x e d  charges: 

I n t e r e s t  expense 
I n t e r e s t  charged t o  c o n s t r u c t i o n  - c r e d i t  

TOTAL FIXE0 CHARGES 

INCOME BEFORE TAXES ON INCOME 
Taxes on income 

NET INCOME 

$ 3,441,670 
6,339,326 
2,945,499 
1,027,003 

$13,753,498 
0 

$13,753,498 

$ 1,766,219 
1,253,304 
3,826,824 
1.823.992 
1;713;422 

338,926 

$10,722,687 

$ 3,030,811 

$ 2,117,632 
238,247 
267,040 

22,677 

$ 2,645,596 

$ 1,157,503 
(231,580) 

$ 925,923 

$ 4,750,484 
799,731 

$ 3,950,753 

$ 3,193,507 
5,113,633 
2;008[ 432 

747,136 

$1 1,062,708 
60,000 

$11,002,708 

$ 1,938,058 
974,993 

3,057,879 
1,088,540 
1,175,312 

471,469 

$ 8,706,251 

$ 2,296,457 

$ 0 
189,234 

1,517,052 

$ 1,706,286 

$ 1,061,165 
(124,037 

$ 937,128 

$ 3,065,615 
n 

$ 3,065,615 

PATRONAGE CAPITAL AT END OF YEAR $20,436,286 $17,242,338 

See the notes  t o  f i n a n c i a l  s ta temen ts .  
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__- CONSOLIDATED STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

For  t h e  yea rs  ended December 31, 1998 and 1997 

- 

1998 1997 * 
Cash f l ows  f r o m  o p e r a t i n g  a c t i v i t i e s :  

Cash r e c e i v e d  f r o m  customers 
Cash p a i d  t o  s u p p l i e r s  and employees 
I n t e r e s t  r e c e i v e d  
I n t e r e s t  p a i d  
Taxes p a i d  

NET' CASH PROVIDED BY OPERATING ACTIVITIES 

Cash f l o w s  f r o m  i n v e s t i n g  a c t i v i t i e s :  
C o n s t r u c t i o n  and a c q u i s i t i o n  of p l a n t  
Inves tment  i n  n o n r e g u l a t e d  CPE 
P l a n t  removal c o s t s  
Salvage 
Decrease ( I n c r e a s e )  in :  

Notes r e c e i v a b l e  
M a t e r i a l s  and s u p p l i e s  
Temporary i n v e s t m e n t s  
Other i nves tmen ts  

Nonregu la ted  income ( l o s s )  
Income f r o m  i n v e s t m e n t s  
O r g a n i z a t i o n  c o s t s  

NET CASH USED BY I N V E S T I N G  ACTIVITIES 

Cash f l ows  f r o m  f i n a n c i n g  a c t i v i t i e s :  
Debt  proceeds 
Payments on l o n g - t e r m  bo r row ings  
E x c i s e  c r e d i t  a p p l i e d  t o  c a p i t a l  
C a p i t a l  c r e d i t s  p a i d  and a p p l i e d  
P o s t r e t i r e m e n t  b e n e f i t s  o t h e r  than pens ion  
Inc rease  (Decrease)  in: 

Customer d e p o s i t s  
Members h i ps 

NET CASH PROVIDED BY FINANCING ACTVITIES 

NET INCREASE I N  CASH AND CASH EQUIVALENTS 

$13,483,920 
(5,385,281) 

238;247 
(909,487) 
(382,081) 

$ 7,045,318 

$10,884,599 
(5,483,793) 

190,287 
(931,578) 
(354,536 ) 

$ 4,304,979 

$ ( 8,230,449 ) $( 4,590,770 ) 
(18,618) (13,370 
(49,614) (36,369) 
11,931 13,904 

0 
(63,502 ) 
(22,750) 

(1,829,412 1 
267,040 

2,117,632 
(1,275) 

$( 7,819,017) 

$ 3,400,000 
(1,258,563) 

59,802 
(816,607) 
(252,593) 

42,925 
(10)  

$ 1,174,954 

$ 401,255 

46,915 
189,279 
200,000 

(849,423) 
(92,094) 

1,609,146 * 

0 

$(3,522,782) 

$ 1,883,000 

37,300 
0 

(192,912) 

31,200 
0 

$ 662,867 

$ 1,445,064 

(1,095,721 f 

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 3,504,492 $ 3,103,237 

* Various amounts have been r e c l a s s i f i e d  f o r  
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CONSOLIDATED STATEMENTS OF CASH FLOWS ( C O N T ' O )  

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND S U B S I D I A R Y  

For t h e  y e a r s  ended Oecember 31, 1998 and 1997 

1998 1997 * 

Net  income 
Less: Nonregu la ted  ( income) l o s s  

Income f r o m  inves tments  

Net  income f r o m  r e g u l a t e d  o p e r a t i o n s  

Ad jus tments  t o  r e c o n c i l e  n e t  income t o  n e t  
cash p r o v i d e d  by o p e r a t i n g  a c t i v i t i e s :  

D e p r e c i a t i o n  and a m o r t i z a t i o n  
P r o v i s i o n  f o r  u n c o l l e c t i b l e  accounts 
Defer  r e d  taxes  
Decrease ( I n c r e a s e )  i n :  

Customer and accounts r e c e i v a b l e  
C u r r e n t  and accrued a s s e t s  - o t h e r  

Accounts payab le  
Accrued taxes  
Accrued i n t e r e s t  
Accrued r e n t s  
Accrued s a l a r i e s  and employee b e n e f i t s  
Other  c u r r e n t  l i a b i l i t i e s  

Inc rease  (Decrease) i n :  

TOTAL ADJUSTMENTS 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

* Var ious  amounts have been r e c l a s s i f i e d  f o r  
compara t i ve  purposes. 

See t h e  n o t e s  t o  f i n a n c i a l  s ta temen ts .  

$ 3,950,753 $ 3,065,615 
(267,040) 92,094 

(2,117,632) (1,609,146 1 

$ 1,566,081 

$ 3,826,824 
O 

925,500 

( 275,917) 
(26,853 1 

904,577 
(168,924) 

16,436 
188 

56,758 
220,648 

$ 5,479,237 

$ 7,045,318 

$ 1,548,563 

8 3,129,588 
64,772 
15,000 

(86,357 ) 
(95,470) 

(458,543) 
101,933 

5,549 
( 2,401 1 
72,324 
10,021 

$ 2,756,416 

$ 4,304,979 

-8 - 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND S U B S I D I A R Y  

December 31, 1998 and 1997 

Note A - N o r t h  C e n t r a l  Telephone Coopera t i ve  C o r p o r a t i o n  and s u b s i d i a r y  p r o v i d e s  r e t a i l  
te lecommunica t ion  s e r v i c e s  t o  Macon County, Tennessee and su r round ing  
c o u n t i e s  i n c l u d i n g  a p o r t i o n  o f  sou the rn  Kentucky .  Nor th  C e n t r a l  Telephone 
Coopera t ive  C o r p o r a t i o n  and s u b s i d i a r y  has adopted t h e  f o l l o w i n g  a c c o u n t i n g  
p o l i c i e s :  

(1) P r i n c i p l e s  o f  C o n s o l i d a t i o n :  
N o r t h  C e n t r a l  Telephone Coopera t i ve  C o r p o r a t i o n  ( C o o p e r a t i v e )  owns 
100% o f  t h e  o u t s t a n d i n g  common s t o c k  o f  Nor th  C e n t r a l  
Communications, I n c .  ( S u b s i d i a r y ) .  N o r t h  C e n t r a l  Communications, 
I n c .  was formed on January  1, 1998 f o r  t he  purpose o f  p r o v i d i n g  
l o n g  d i s t a n c e  and o t h e r  t e l e p h o n e  s e r v i c e s .  The c o n s o l i d a t e d  
f i n a n c i a l  s ta temen ts  i n c l u d e  t h e  accounts  o f  N o r t h  C e n t r a l  
Communications, I n c .  A l l  s i g n i f i c a n t  intercompany accounts and 
t r a n s a c t i o n s  have been e l i m i n a t e d  i n  c o n s o l i d a t i o n .  

The Coopera t i ve  o p e r a t e s  on a f i s c a l  yea r  end ing  December 31. 
The S u b s i d i a r y  o p e r a t e s  on a f i s c a l  y e a r  end ing  September 30. 
The C o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  r e f l e c t  t h e  r e s u l t s  o f  
o p e r a t i o n s  f r o m  January  1 th rough  December 31 f o r  t h e  Coopera t i ve  
and f r o m  January 1 th rough  September 30 f o r  t h e  S u b s i d i a r y .  
m a t e r i a l  events  have o c c u r r e d  i n  t h e  s u b s i d i a r y ' s  o p e r a t i o n s  d u r i n g  
t h e  i n t e r v e n i n g  p e r i o d  f r o m  October 1 t o  December 31. 

No 

( 2 )  M a t e r i a l s  and s u p p l i e s  a re  v a l u e d  a t  average c o s t  accumulated i n  
p e r p e t u a l  i n v e n t o r y  r e c o r d s  wh ich  a r e  p e r i o d i c a l l y  a d j u s t e d  t o  
p h y s i c a l  counts .  

( 3 )  The Companies p r e p a r e  t h e i r  f i n a n c i a l  s ta temen ts  u s i n g  t h e  a c c r u a l  
method of account ing .  

( 4 )  The C o o p e r a t i v e ' s  e x p e n d i t u r e s  f o r  maintenance and r e p a i r s  a re  
charged t o  o p e r a t i o n s  as t h e y  a r e  i n c u r r e d  and be t te rmen ts  a re  
c a p i t a l i z e d .  O r i g i n a l  c o s t s  o f  p r o p e r t i e s  r e t i r e d  f rom s e r v i c e  
are e l i m i n a t e d  f r o m  p r o p e r t y  accounts and removal c o s t s  a re  charged 
t o  t h e  a l lowance f o r  d e p r e c i a t i o n .  Salvage va lue  o f  r e t i r e d  
p r o p e r t y  i s  c r e d i t e d  t o  t h e  a l l owance  f o r  d e p r e c i a t i o n .  The 
S u b s i d i a r y  p r o v i d e s  f o r  d e p r e c i a t i o n  on a s t r a i g h t - l i n e  b a s i s  a t  
annual  r a t e s  which w i l l  a m o r t i z e  t h e  d e p r e c i a b l e  p r o p e r t y  over i t s  
e s t i m a t e d  u s e f u l  l i f e .  
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND S U B S I D I A R Y  

December 31, 1998 and 1997 

Note A - ( C o n t ' d ) :  

( 5 )  F o r  purposes o f  f i n a n c i a l  s t a t e m e n t  p r e s e n t a t i o n ,  t h e  Coopera t i ve  
and S u b s i d i a r y  c o n s i d e r  a l l  h i g h l y - l i q u i d  i nves tmen ts  w i t h  a 
m a t u r i t y  o f  t h r e e  months o r  l e s s  t o  be cash e q u i v a l e n t s .  Cash 
e q u i v a l e n t s  c o n s i s t  p r i m a r i l y  o f  t r e a s u r y  b i l l s  and no tes  and 
commercial  paper w i th  o r i g i n a l  m a t u r i t i e s  o f  90 days o r  l e s s .  
C e r t i f i c a t e s  o f  d e p o s i t  and o t h e r  s e c u r i t i e s  w i th  o r i g i n a l  m a t u r -  
i t i e s  over  90 days a r e  c l a s s i f i e d  as temporary i nves tmen ts .  

The p r e p a r a t i o n  o f  f i n a n c i a l  s t a t e m e n t s  i n  c o n f o r m i t y  w i th  g e n e r a l l y  
accepted  accoun t ing  p r i n c i p l e s  r e q u i r e s  management t o  make e s t i m a t e s  
and assumptions t h a t  a f f e c t  c e r t a i n  r e p o r t e d  amounts and d i s c l o s u r e s ,  
A c c o r d i n g l y ,  a c t u a l  r e s u l t s  c o u l d  d i f f e r  f rom t h o s e  e s t i m a t e s .  

( 6 )  

Note B - S u b s t a n t i a l l y  a l l  asse ts  o f  t h e  C o o p e r a t i v e  a r e  pledged as s e c u r i t y  f o r  t h e  

Note  C - The C o o p e r a t i v e  m a i n t a i n s  i t s  cash and t e m p o r a r y  i nves tmen ts  i n  s e v e r a l  

l ong - te rm deb t  t o  RUS. 

commercial banks l o c a t e d  w i t h i n  i t s  t r a d e  area. The Federa l  Depos i t  
I nsu rance  C o r p o r a t i o n  (FDIC) i n s u r e s  accoun ts  and temporary  i nves tmen ts  
up t o  $100,000. 
f o l l o w s :  

A summary o f  t h e  t o t a l  i n s u r e d  and u n i n s u r e d  cash ba lances  

T o t a l  cash and temporary  i n v e s t m e n t s  $5,839,088 
P o r t i o n  i n s u r e d  by FDIC 1,223,875 

Un insured Cash Balances 

Te lecommunica t ion  s e r v i c e s  a r e  p r o v i d e d  t o  t h e  customers on a c r e d i t  b a s i s  
i n  t h e  o r d i n a r y  course  o f  bus iness .  G e n e r a l l y ,  t h e  accounts  r e c e i v a b l e  
genera ted  by t h e  s a l e  o f  t h e s e  s e r v i c e s  a r e  unsecured. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'O) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31, 1998 and 1997 

Note 0 - Investments: 

1998 

Rural Telephone Bank "c" stock - at cost $ 1,000 
Cash value of life insurance 254,804 
Investment in Tennessee RSA #3 
cell ular partnership 1,432,653 

Investment in Kentucky RSA #3 
cellular partnership 4,448,971 

Investments in TENNMARK Telecommunications, 
Inc. 2,356,806 

Investment in Direct Broadcast Satellite 186,039 
Investment in Bluegrass Network, Inc. 1,087,697 
Investment in Bluegrass Telecom, LLC 164,571 
Qualified patronage capital certificates - 
NRTC 43,658 

$9,976,199 

1997 

$ 1,000 
224,268 

1,095,639 

3,692,691 

1,899,254 
211,408 
983,850 

0 

38,677 

$8,146,787 

Nonregulated investments: 

Nonregulated customer premises 

Less accumulated provisions 
equipment - leased $ 767,696 $1,289,356 

for depreciation 504,826 686,570 

$ 262,870 $ 602,786 

Nonregulated customer premises equipment is stated at cost. The Cooperative 
provides for depreciation on a straight-line basis at an annual rate o f  
depreciation which will amortize the cost o f  the equipment over its esti- 
mated useful life. 

Note E - Organization costs are being amortized over five years using the straight- 
line method of accounting. At September 30, 1998, these costs amounted 
to $1,500, less accumulated amortization in the amount o f  $225. 
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NOTES TO CONSOLIDATE0 FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND S U B S I D I A R Y  

December 31, 1998 and 1997 

Note F - Telephone p l a n t  i n  s e r v i c e  and under  c o n s t r u c t i o n  i s  s t a t e d  a t  c o s t .  L i s t e d  
be low a re  the ma jo r  c l a s s e s  o f  t h e  te lephone p l a n t  as o f  December 31, 1998 
and December 31, 1997. 

1998 1997 ___ 

Franch ises  $ 236 $ 236 
Land 442,202 442,202 
B u i l d i n g s  2,934,385 2,585,349 
C e n t r a l  o f f i c e  equipment 13,186,901 10,572,345 
Poles,  cab les  and w i r e  29,259,067 27,236,918 
F u r n i t u r e  and o f f i c e  equ ipment  1,810,402 1,751,315 
Veh ic les  and o t h e r  work equ ipment  1,676,607 1,626,772 

TOTAL PLANT I N  S E R V I C E  $49,309,800 $44,215,137 

The Coopera t i ve  p r o v i d e s  f o r  d e p r e c i a t i o n  on a s t r a i g h t - l i n e  b a s i s  o f  annual 
r a t e s  which w i l l  a m o r t i z e  t h e  d e p r e c i a b l e  p r o p e r t y  over  i t s  e s t i m a t e d  u s e f u l  
l i f e .  Such p r o v i s i o n  as a p e r c e n t a g e  o f  t h e  average ba lance  o f  te lephone 
p l a n t  i n  s e r v i c e  was 7.96 p e r c e n t  f o r  1998 and 7.25 p e r c e n t  i n  1997. The 
p r o v i s i o n  f o r  1998 was $3,723,117 and t h e  p r o v i s i o n  f o r  1997 was $3,129,588. 

I n d i v i d u a l  p l a n t  d e p r e c i a t i o n  r a t e s  a r e  as f o l l o w s :  

B u i l d i n g s  
C e n t r a l  o f f i c e  equipment 
Pub1 i c  te lephone  equipment 
Poles,  cab les  and w i r e  
F u r n i t u r e  and o f f i c e  equ ipment  
Veh ic les  and o t h e r  work equ ipment  
DBS and i n t e r n e t  equipment 

Pe rcen t  
2.6 

6.7 - 21.0 
15.1 

1 . 7  - 8.8 
6.7 - 16.4 
6.4 - 10.8 

18.8 

Inves tmen t  i n  p r o p e r t y  and equ ipment  i n c l u d e d  i n  t h e  S u b s i d i a r y :  

DBS eq u i  pmen t 
I n t e r n e t  equipment 

1998 1997 

$493,038 $0 
59,264 - 0 

$0 - - TOTAL $552,302 

rnuai 
, ~ .  ..-.-- mi 

_n=:s.,-, 

over i f e .  
D e p r e c i a t i o n  charged t o  expense o n  t h e  subs id \a ry ' s  r e c o r d s  amounted t o  
$78,123 i n  1998. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND S U B S I D I A R Y  

December 31, 1998 and 1997 

Note G - Long-term debt:  

Long-term debt  i s  r e p r e s e n t e d  by mortgage n o t e s  payab le  t o  t h e  Un i ted  S t a t e s  
o f  America. F o l l o w i n g  i s  a summary o f  o u t s t a n d i n g  l ong - te rm debt.  

1998 1997 
2% Rura l  U t i l i t i e s  S e r v i c e  no tes  $ 3,445,798 $ 3,789,815 
5% Rura l  U t i l i t i e s  S e r v i c e  no tes  22,355,976 19,870,522 

Less c u r r e n t  m a t u r i t i e s  
$25,801,774 $23,660,337 

1,384,419 1,119,224 

$24,417,355 $22,541,113 

Long-term debt matures as f o l l o w s :  

Year Amount 
1999 $ 1,384,419 
2000 1,453,640 
2001 1,526,322 
2002 1,602,639 
2003 1,682,770 
Beyond f i v e  y e a r s  18,151,984 

TOTAL $25,801,774 

Note H - The Coopera t ive  has adopted  t h e  r e t i r e m e n t  and s e c u r i t y  program o f  t h e  
N a t i o n a l  Telephone C o o p e r a t i v e  A s s o c i a t i o n  as a p e n s i o n  p l a n  c o v e r i n g  a l l  
employees mee t ing  c e r t a i n  age and l e n g t h  o f  s e r v i c e  requ i remen ts  f o r  wh ich  
i t  pays a p p r o x i m a t e l y  70% o f  t h e  c o s t .  The C o o p e r a t i v e  funds  t h e  pens ion  
p l a n  by making q u a r t e r l y  c o n t r i b u t i o n s  i n t o  t h e  program based on s a l a r i e s .  
The C o o p e r a t i v e ' s  c o s t  was $203,027 f o r  1998 and $170,718 f o r  1997. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AN0 S U B S I D I A R Y  

December 31, 1998 and 1997 

Note I - Income taxes  are accounted  f o r  us ing  Sta tement  o f  F i n a n c i a l  Account ing 
Standards No. 109, "Accoun t ing  f o r  Income Taxes" (FAS 109) .  Under t h e  
p r o v i s i o n  o f  FAS 109, an e n t i t y  r e c o g n i z e s  d e f e r r e d  t a x  assets and l i a -  
b i l i t i e s  f o r  f u t u r e  t a x  consequences o f  even ts  t h a t  have been p r e v i o u s l y  
recogn ized  i n  t h e  compan ies '  f i n a n c i a l  s ta temen ts  o r  t a x  r e t u r n s .  The 
measurement o f  d e f e r r e d  t a x  assets and l i a b i l i t i e s  i s  based on p r o v i s i o n s  
o f  t h e  enac ted  t a x  law; t h e  e f f e c t s  o f  f u t u r e  changes i n  t a x  laws o r  r a t e s  
a r e  n o t  a n t i c i p a t e d .  Under FAS 109, measurement i s  computed us ing  a p p l i -  
c a b l e  c u r r e n t  t a x  r a t e s .  

D e f e r r e d  income t a x  expense: 

F e d e r a l  
S t a t e  

$673,200 
126,531 

TOTAL $799,731 

The d e f e r r e d  t a x  ba lance  i s  p r i m a r i l y  t h e  r e s u l t  o f  t i m i n g  d i f f e r e n c e s  r e l a t e d  
t o  t h e  compan ies '  i nves tmen ts  i n  s e v e r a l  l i m i t e d  p a r t n e r s h i p s .  

D e f e r r e d  t a x  l i a b i l i t y  i n c u r r e d  

Add c u r r e n t  p e r i o d  p r o v i s i o n  f o r  
a t  i n c e p t i o n  $ 209,669 

d e f e r r e d  t a x e s  on income 799,731 

D e f e r r e d  t a x  l i a b i l i t y  a t  end o f  y e a r  $1,009,400 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

December 31, 1998 and 1997 

Note J - The Cooperative has adopted Statement of Financial Accounting Standards 
No. 106, "Employers' Accounting for Postretirement Benefits other than 
Pensions". Statement No. 106 requires accrual accounting for all post- 
retirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative's obligation for these postretirement benefits 
i s  to be fully accrued by the date employees attain full eligibility 
for such benefits. The cost of health benefits for current and future 
associate retirees was recognized as determined under the projected unit 
credit cost method. 

In conjunction with the adoption of Statement No. 106, for financial 
reporting purposes, the Cooperative elected to amortize the cost for the 
initial obligation over twenty years in level payments of principal. 

Substantially all of the Cooperative's employees are covered under postre- 
tirement health and life insurance plans. The determination of postre- 
tirement benefit cost for postretirement health benefit plans is based on 
comprehensive hospital, medical, surgical and dental benefit provisions. 
The postretirement life insurance benefit formula used in the determina- 
tion of postretirement benefit cost is primarily based on 25% o f  the 
preretirement life insurance benefit. 

December 31, 1998: 
Postretirement benefit cost is composed of the following for the year ended 

Life Other Total 
~ 

Medical __ 
Benefits earned durinq - 
the year $114,278 $ 8,845 $ 733 $123,856 

Interest on accumu- 
lated postretire- 
ment benefit 
ob1 igation 168,158 14,167 2,204 184,529 

Actual-return on 
plan assets (77,500) (77,500) 

Net amortization 93,736 5,673 1,610 101,019 

Postretirement bene- 
fit cost $298,672 $28,685 $4,547 $331,904 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ( C O N T ' D )  

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND S U B S I D I A R Y  

December 31. 1998 and 1997 

Note J - ( C o n t ' d ) :  

The f o l l o w i n g  t a b l e  s e t s  f o r t h  t h e  p l a n s '  funded s t a t u s  and t h e  amount recog-  
n i z e d  i n  the  C o o p e r a t i v e ' s  Balance Sheet as o f  December 31, 1998. 

Accumulated p o s t  - 
r e t i r e m e n t  
o b l i g a t i o n  
a t t r i b u t a b l e  t o :  

R e t i r e e s  
F u l l y  e l i g -  

i b l e  p l a n  
p a r t i c  i - 
p a n t s  

Other  a c t i v e  
p l a n  p a r t i c i -  
pan ts  

T o t a l  accumu- 
l a t e d  p o s t -  
r e t i r e m e n t  
benef i t 
o b l i g a t i o n  

F a i r  va lue  o f  
p l a n  asse ts  

p o s t r e t i  r e -  
ment b e n e f i t  
o b l i g a t i o n  
i n  excess  of 
p l a n  a s s e t s  

Unrecogn i zed 
n e t  ga ins  
( l o s s e s )  

Unamort ized 
p r i o r  s e r -  
v i c e  c o s t  

Accumulated 

H e a l t h  

$1,736,456 

406,860 

684,697 

$2,828,013 

(1,314,300 

$1,513,713 

217,753 

(1,218,566 ) 

L i f e  
I n s  u r  ance 

$145,902 

27,136 

66,003 

$239,041 

0 

$239,041 

(15,975) 

(73,755) 

Other 

$13,463 

4,401 

17,794 

$35,658 

0 

$35,658 

(11,602 1 

(14,250 ) 

T o t a l  

$1,895,821 

438,397 

768,494 

$3,102,712 

(1,314,300) 

$1,788,412 

190,176 

(1,306,571 ) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND S U B S I D I A R Y  

December 31, 1998 and 1997 

Note J - ( C o n t ' d ) :  

The assumed d i s c o u n t  r a t e  used t o  measure t h e  accumulated p o s t r e t i r e m e n t  
b e n e f i t  o b l i g a t i o n  was 7.00% a t  December 31, 1997 and 6.50% a t  
January 1, 1998. The assumed r a t e  o f  f u t u r e  i nc reases  i n  compensation 
l e v e l s  was 6.00% a t  December 31, 1998. The med ica l  c o s t  t r e n d  r a t e  i n  
1998 was a p p r o x i m a t e l y  8.50%, g r a d i n g  down t o  an u l t i m a t e  r a t e  i n  2017 
o f  5.50%. A one pe rcen tage  p o i n t  i n c r e a s e  i n  t h e  assumed h e a l t h  c a r e  
c o s t  t r e n d  r a t e s  f o r  each f u t u r e  y e a r  wou ld  have inc reased  t h e  aggregate 
o f  t h e  s e r v i c e  and i n t e r e s t  c o s t  components o f  1998 n e t  p e r i o d i c  p o s t -  
r e t i r e m e n t  b e n e f i t  c o s t  by $69,726 and wou ld  have inc reased  t h e  accumu- 
l a t e d  p o s t r e t i r e m e n t  b e n e f i t  o b l i g a t i o n  as o f  December 31, 1998 by  
$525,963. 
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Board o f  D i r e c t o r s  
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L a f a y e t t e ,  Tennessee 

N o r t h  C e n t r a l  Cooperat ive C o r p o r a t i o n  and s u b s i d i a r y  f o r  1998 and 1997 
appears on page th ree .  Those a u d i t s  were made f o r  t h e  pu rpose  o f  f o rm ing  an 
o p i n i o n  on t h e  c o n s o l i d a t e d  f i n a n c i a l  s ta tements  taken as a whole. The con-  
s o l i d a t i n g  i n f o r m a t i o n  c o n t a i n e d  on pages 20 through 22 i s  p resen ted  f o r  
purposes o f  a d d i t i o n a l  a n a l y s i s  o f  t h e  c o n s o l i d a t e d  f i n a n c i a l  s ta tements 
r a t h e r  than  t o  p resen t  the  f i n a n c i a l  p o s i t i o n  and r e s u l t s  o f  ope ra t i ons  o f  
t h e  i n d i v i d u a l  companies. Such i n f o r m a t i o n  has been s u b j e c t e d  t o  the  
a u d i t i n g  procedures a p p l i e d  i n  t h e  a u d i t s  o f  t h e  c o n s o l i d a t e d  f i n a n c i a l  
s ta temen ts  r a t h e r  than t o  p r e s e n t  t h e  f i n a n c i a l  p o s i t i o n  and r e s u l t s  o f  
o p e r a t i o n s  o f  t he  i n d i v i d u a l  companies. Such i n f o r m a t i o n  has been sub jec ted  
t o  t h e  a u d i t i n g  procedures a p p l i e d  i n  t h e  a u d i t s  o f  t h e  c o n s o l i d a t e d  f i n a n -  
c i a l  s ta temen ts  and, i n  ou r  o p i n i o n ,  i s  f a i r l y  s t a t e d  in  a l l  m a t e r i a l  
r e s p e c t s  i n  r e l a t i o n  t o  the  c o n s o l i d a t e d  f i n a n c i a l  s ta temen ts  taken as a 
who le .  

C o o p e r a t i v e  Corpo ra t i on  

Our r e p o r t  on our a u d i t s  of t h e  c o n s o l i d a t e d  f i n a n c i a l  s ta tements o f  

v C e r t i f i e d  P u b l i c  Accountants  

M c M i n n v i l l e ,  Tennessee 
January 22, 1999 



CONSOLIDATING BALANCE 

NORTH CENTRAL TELEPHONE 

December 31, 1998 

North Central  North Centra l  
Telephone Communications 

Cooperative, I nc .  Inc. El iminat ions Total  

CURRENT ASSETS 
Cash - general 
Cash - const ruct ion funds 
Temporary cash investments 
Telecommunications accounts 

Other accounts receivable 
Advance t o  r e l a t e d  company 
Ma te r ia l s  and suppl ies 
Other cu r ren t  assets 

receivable 

TOTAL CURRENT ASSETS 
NONCURRENT ASSETS 

Investment i n  subsidiary 
Investments 
Nonregolated investments 
Organizat ion costs 

TOTAL NONCURRENT ASSETS 

PROPERTY, PLANT AN0 EQUIPMENT 
Telecommunications p l a n t  i n  service 
Telecommunictions p lan t  under const ruct ion 

Less accumulated prov is ion for 
deprec iat ion 

TOTAL PAOPERTY, PLANT AND EQUIPMENT 

ASSETS 

$ 3,070,039 
121,653 

2,115,250 

1,455,545 
77,068 
12,528 

381,692 
120,683 

$ 7,354,658 

$ 9,407,781 
255,804 
262,870 

0 

$ 9,926,455 

$49,309,800 
6,704,547 

$56,014,347 

22.437,866 

$33,576,481 

B 532,146 
0 
0 

0 
62,525 

0 
61,842 

0 

$ 656,513 

$ 0 
9,720,395 

0 
1,275 

$ 9,721,670 

$ 552,302 
0 

$ 552,302 

227,251 

$ 325,051 

$ (219,346) 
0 
0 

0 
0 

0 
0 

( 12,528) 

$ (231,874) 

$(9,407,781) 
0 
0 

$(9,407,781) 

$ 0 
0 

$ 0 

0 

$ 0 

$ 3,382,839 
121,653 

2,115,250 

1,455,545 
139,593 

0 

120,683 
443,734 

$ 7,779,297 

$ 0 
9,976,199 

262,870 
1.275 

$10,240,344 

$49,862,102 
6,704.547 

$56,566,649 

22,665,117 

$33,901,532 

$50,857,594 $10,703,234 $(9,639,655) $51,921,173 
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SHEETS 

COOPERATIVE CORPORATION AN0 SUBSIDIARY 

AND 1997 

North Central North Central  
Telephone Communications 

Cooperative, Inc. Inc . Eliminations Totals 

CURRENT LIABILITIES 
Accounts payable 
Customr deposi ts  
Current ma tu r i t i e s  on 

long-term debt 
Accrued taxes  
Accrued i n t e r e s t  

Accrued rents 
Accrued s a l a r i e s  and wages 
Accrued vacation and sick 

Other current l i a b i l i t i e s  
Advance from re l a t ed  company 

leave bene f i t s  

TOTAL CURRENT LIABILITIES 

LONG-TERM DEBT 
Rural U t i l i t i e s  Service 

OTHER LIABILITIES 
Postretirement benefits  other t h a n  

Deferred taxes  
pension 

TOTAL LIABILITIES 

EMBERS' EOUITY 
Memberships 
Capi ta l  stock 
Patronage c a p i t a l  
Retained earnings 

TOTAL EMBERS' EQUITY 

LIABILITIES 

$ 1,370,511 
438,010 

1,384,419 
284,730 
151,906 

178,163 
45,698 

1,123,116 
306,700 

0 

$ 5,283,253 

24,417,355 

672.017 

$30,372,625 

5 6,580 
0 

20,478,389 
0 

$20,484,969 

$50,857,594 

$ 62,599 
0 

0 
25,000 

0 

0 
0 

0 
8,683 

189,771 

5 286,053 

0 

0 
1,009,400 

5 1,295,453 

5 0 
8,100,000 

0 
1,307,781 

5 9,407,781 

$10,703,234 

6 0 
0 

0 
0 
0 

0 
0 

0 
0 

(189,771) 

5 (189,771) 

0 

0 
0 

$ (189,771) 

9 0 
( 8,loo,ooo) 

( 42,103) 
(1,307,781) 

$(9,449,884) 

$(9,639,655) 

$ 1,433,110 
438,010 

1,384,419 
309,730 
151,906 

178,163 
45,698 

1,123,116 
315,383 

0 

$ 5,379,535 

24,417,355 

672,017 
1,009,400 

$31,478,307 

$ 6,580 
0 

20,436,286 
0 

520,442,866 

551,921,173 
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CONSOLIDATING STATEMNTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION AND SUBSIDIARY 

F o r  t he  years ended December 31, 1998 and 1997 

North Central  North Central 
Telephone Communications 

Cooperative, Inc. Inc. Eliminations Total 

Operating revenues: 
Local network services revenue 5 3,441,670 $ 0 8  0 $ 3,441,670 

0 6,339,326 Network access services  revenue 5,231,679 1,107,647 

Miscellaneous revenue 1,027,003 0 0 1,027,003 
Long dis tance network se rv ices  revenue 2,945,499 0 0 2,945,499 

TOTAL OPERATING REVENUES 
Operating expenses: 

Plant s p e c i f i c  operations expense 
Plant nnnspecific operations expense 
Provision for  depreciation 
Customer operations expense 
Corporate operations expense 
Operating taxes 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 
Other income: 

Income from investments 
In t e re s t  and d iv idend  
Nonregulated income 
Miscellaneous 

TOTAL OTHER INCOME 
Fixed charges: 

In t e re s t  expense 
In t e re s t  charged t o  construction - credi t  

TOTAL FIXED CHARGES 

$12,645,851 

$ 1,766,219 
1,253,304 
3,723,117 
1,190,143 
1,303,418 

338,926 

$ 9,575,127 

$ 3,070,724 

$ 1,507,781 
231,131 
309,143 

0 

$ 1,848,055 

$ 1,157,503 
( 231,580) 

$ 925,923 

$1,107,647 

5 0 
0 

103,707 
633,849 
410,004 

0 

51,147,560 

$ (39,913) 

$2,117,632 
7,116 

0 
22,677 

$2,147,425 

$ 0 
0 

5 0 

$ 0 

$ 0 
0 
0 
0 
0 
0 

$ 0 

$ 0 

5( 1,307,781) 
0 

(42,103) 
0 

$( 1,349,884) 

5 0 
0 

5 0 

$13,753,4998 

$ 1,740,321 
1,279,202 
3,826,824 
1,823,992 
1,713,422 

338,926 

510,722,687 

$ 3,030,811 

$ 2,117,632 
238,247 
267,040 

22,677 

$ 2,645,596 

$ 1,157,503 
(231,580) 

$ 925,923 

INCOME BEFORE TAXES ON INCOME $ 3,992,856 $2,107,512 $(1,349,884) 5 4,750,484 
Taxes on income 0 799,731 0 799,731 

NET INCOME $ 3,992,856 $1,307,781 $(1,349,884) $ 3,750,753 
Patronage cap i t a l  a t  beginning of year 17,242,338 0 0 17,242,338 

Capi ta l  c r ed i t s  paid end applied (816,607) 0 0 (816,607) 
Excise tax refundable on c a p i t a l  c r e d i t s  59,802 0 0 59,802 
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Board o f  D i r e c t o r s  
N o r t h  C e n t r a l  Telephone 

L a f a y e t t e ,  Tennessee 
C o o p e r a t i v e  C o r p o r a t i o n  

We have a u d i t e d  t h e  f i n a n c i a l  s t a t e m e n t s  o f  N o r t h  C e n t r a l  Telephone 
Coopera t i ve  C o r p o r a t i o n  as o f  and f o r  t h e  yea rs  ended December 31, 1998 and 
1997, and have i ssued  o u r  r e p o r t  t h e r e o n  da ted  January  22, 1999. We con- 
duc ted  ou r  a u d i t s  i n  accordance w i t h  g e n e r a l l y  accepted  a u d i t i n g  s tandards  
and t h e  s tandards  a p p l i c a b l e  t o  f i n a n c i a l  a u d i t s  c o n t a i n e d  i n  Government 
A u d i t i n g  Standards,  i s s u e d  by  t h e  C o m p t r o l l e r  General  o f  t h e  U n i t e d  S ta tes .  

Comp 1 i ance 

Telephone Coopera t i ve  C o r p o r a t i o n ' s  f i n a n c i a l  s ta temen ts  a re  f r e e  o f  
m a t e r i a l  m iss ta temen t ,  we per fo rmed t e s t s  o f  i t s  compl iance w i t h  c e r t a i n  
p r o v i s i o n s  o f  laws, r e g u l a t i o n s ,  c o n t r a c t s  and g r a n t s ,  noncompl iance w i t h  
which c o u l d  have a d i r e c t  and m a t e r i a l  e f f e c t  on t h e  d e t e r m i n a t i o n  o f  f i n a n -  
c i a i  s t a t e m e n t  amounts. However, p r o v i d i n g  an o p i n i o n  on compl iance w i t h  
those p r o v i s i o n s  was n o t  an o b j e c t i v e  o f  ou r  a u d i t  and, a c c o r d i n g l y ,  we do 
n o t  exp ress  such an o p i n i o n .  The r e s u l t s  o f  our  t e s t s  d i s c l o s e d  no 
i n s t a n c e s  o f  noncompl iance t h a t  a r e  r e q u i r e d  t o  be r e p o r t e d  under Government 
A u d i t i n g  Standards .  

I n t e r n a l  C o n t r o l  Over F i n a n c i a l  R e p o r t i n g  

As p a r t  o f  o b t a i n i n g  reasonab le  assurance about whether N o r t h  C e n t r a l  

I n  p l a n n i n g  and p e r f o r m i n g  ou r  a u d i t ,  we c o n s i d e r e d  N o r t h  C e n t r a l  
Telephone Coopera t i ve  C o r p o r a t i o n ' s  i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l  
r e p o r t i n g  i n  o r d e r  t o  de te rm ine  our  a u d i t i n g  procedures  f o r  t h e  purpose o f  
e x p r e s s i n g  ou r  o p i n i o n  on t h e  f i n a n c i a l  s ta tements  and n o t  t o  p r o v i d e  
assurance on t h e  i n t e r n a l  c o n t r o l  ove r  f i n a n c i a l  r e p o r t i n g .  Our con-  
s i d e r a t i o n  o f  t h e  i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l  r e p o r t i n g  would n o t  
n e c e s s a r i l y  d i s c l o s e  a l l  m a t t e r s  i n  t h e  i n t e r n a l  c o n t r o l  over  f i n a n c i a l  
r e p o r t i n g  t h a t  m i g h t  be m a t e r i a l  weaknesses. A m a t e r i a l  weakness i s  a con-  
d i t i o n  i n  wh ich  t h e  d e s i g n  o r  o p e r a t i o n  o f  one o r  more o f  t h e  i n t e r n a l  
c o n t r o l  components does n o t  reduce t o  a r e l a t i v e l y  l ow  l e v e l  t h e  r i s k  t h a t  
m iss ta temen ts  i n  amounts t h a t  wou ld  be m a t e r i a l  i n  r e l a t i o n  t o  the f i n a n c i a l  
s ta temen ts  b e i n g  a u d i t e d  may occu r  and n o t  be d e t e c t e d  w i t h i n  a t i m e l y  
p e r i o d  by employees i n  t h e  normal cou rse  o f  p e r f o r m i n g  t h e i r  ass igned  f u n c -  

r e p o r t i n F a n d  i t s X @ v - a t i o n  t h a f e  c o n s C I T t o  be m a t e r i a l  weaknesses. 
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C o o p e r a t i v e  C o r p o r a t i o n  

T h i s  r e p o r t  i s  i n tended  f o r  t h e  i n f o r m a t i o n  o f  t h e  a u d i t  commi t tee ,  
management, t h e  Rura l  U t i l i t i e s  S e r v i c e  and supp lementa l  l e n d e r s .  
t h i s  r e p o r t  i s  a m a t t e r  o f  p u b l i c  r e c o r d  and i t s  d i s t r i b u t i o n  i s  n o t  
1 i m i  t e d .  

However, 

' C e r t i f i e d  P;b\ i c  Accountan ts  

M c M i n n v i l l e ,  Tennessee 
January  22, 1999 
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Board o f  D i r e c t o r s  
N o r t h  C e n t r a l  Telephone 

L a f a y e t t e ,  Tennessee 

We have a u d i t e d  t h e  f i n a n c i a l  s ta temen ts  o f  Nor th  C e n t r a l  Telephone 
Coopera t i ve  C o r p o r a t i o n  f o r  t h e  y e a r  ended December 31, 1998, and have 
i ssued  our  r e p o r t  t he reon  d a t e d  January  22, 1999. We conduc ted  ou r  a u d i t  i n  
accordance w i t h  g e n e r a l l y  accepted  a u d i t i n g  standards,  t h e  s tandards  a p p l i -  
c a b l e  t o  f i n a n c i a l  a u d i t s  c o n t a i n e d  i n  Government A u d i t i n g  Standards i s s u e d  
by t h e  C o m p t r o l l e r  General  o f  t h e  U n i t e d  S t a t e s ,  and 7 CFR P a r t  1773, P o l i c y  
on A u d i t s  o f  R u r a l  U t i l i t i e s  S e r v i c e  (RUS) Borrowers.  Those s tandards  
r e q u i r e  t h a t  we p l a n  and p e r f o r m  t h e  a u d i t  t o  o b t a i n  r e a s o n a b l e  assurance 
about whether t h e  f i n a n c i a l  s t a t e m e n t s  a re  f r e e  o f  m a t e r i a l  m iss ta temen t .  

Coopera t i ve  C o r p o r a t i o n  

I n  p l a n n i n g  and p e r f o r m i n g  our  a u d i t  o f  t h e  f i n a n c i a l  s ta temen ts  o f  
N o r t h  C e n t r a l  Telephone Coopera t i ve  C o r p o r a t i o n  f o r  t h e  y e a r  ended 
December 31, 1998, we c o n s i d e r e d  i t s  i n t e r n a l  c o n t r o l  over f i n a n c i a l  
r e p o r t i n g  i n  o r d e r  t o  d e t e r m i n e  ou r  a u d i t i n g  procedures  f o r  t h e  purpose o f  
e x p r e s s i n g  an o p i n i o n  on t h e  f i n a n c i a l  s ta temen ts  and n o t  t o  p r o v i d e  
assurance on t h e  i n t e r n a l  c o n t r o l  s t r u c t u r e .  

A d e s c r i p t i o n  o f  t h e  r e s p o n s i b i l i t y  o f  management f o r  e s t a b l i s h i n g  and 
m a i n t a i n i n g  t h e  i n t e r n a l  c o n t r o l  s t r u c t u r e  and t h e  o b j e c t i v e s  o f  and 
i n h e r e n t  l i m i t a t i o n s  i n  such a s t r u c t u r e  i s  s e t  f o r t h  i n  o u r  independent 
a u d i t o r s '  r e p o r t  on compl iance and on t h e  i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l  
r e p o r t i n g  da ted  January  22, 1999, and s h o u l d  be r e a d  i n  c o n j u n c t i o n  w i t h  
t h i s  r e p o r t .  

Our c o n s i d e r a t i o n  o f  t h e  i n t e r n a l  c o n t r o l  over  f i n a n c i a l  r e p o r t i n g  
would n o t  n e c e s s a r i l y  d i s c l o s e  a l l  m a t t e r s  i n  t h e  i n t e r n a l  c o n t r o l  over 
f i n a n c i a l  r e p o r t i n g  t h a t  m i g h t  be m a t e r i a l  weaknesses. A m a t e r i a l  weakness 
i s  a c o n d i t i o n  i n  wh ich  t h e  d e s i g n  o r  o p e r a t i o n  o f  one o r  more o f  t h e  i n t e r -  
n a l  c o n t r o l  components does n o t  reduce  t o  a r e l a t i v e l y  low l e v e l  t h e  r i s k  
t h a t  m iss ta temen ts  i n  amounts t h a t  wou ld  be m a t e r i a l  i n  r e l a t i o n  t o  t h e  
f i n a n c i a l  s ta temen ts  b e i n g  a u d i t e d  may occu r  and n o t  be d e t e c t e d  w i t h i n  a 
t i m e l y  p e r i o d  by employees i n  t h e  normal cou rse  o f  p e r f o r m i n g  t h e i r  ass igned 
f u n c t i o n s .  We n o t e d  no m a t t e r s  i n v o l v i n g  t h e  i n t e r n a l  c o n t r o l  o v e r  f i n a n -  
c i a l  r e p o r t i n g  t h a t  we c o n s i d e r  t o  be m a t e r i a l  weaknesses. 



Board o f  O i r e c t o r s  
N o r t h  C e n t r a l  Telephone 

L a f a y e t t e ,  Tennessee 
Page 2 

Coopera t i ve  C o r p o r a t i o n  

7 CFR P a r t  1773.33 r e q u i r e s  comments on  s p e c i f i c  aspec ts  o f  t h e  i n t e r -  
n a l  c o n t r o l  ove r  f i n a n c i a l  r e p o r t i n g ,  comp l iance  w i t h  s p e c i f i c  RUS l o a n  and 
s e c u r i t y  i n s t r u m e n t  p r o v i s i o n s ,  and o t h e r  a d d i t i o n a l  m a t t e r s .  We have 
grouped our  comments a c c o r d i n g l y .  In  a d d i t i o n  t o  o b t a i n i n g  reasonab le  
assurance about whether t h e  f i n a n c i a l  s ta temen ts  a r e  f r e e  f r o m  m a t e r i a l  
m iss ta tements ,  a t  your  r e q u e s t ,  we pe r fo rmed  t e s t s  o f  s p e c i f i c  aspects o f  
t h e  i n t e r n a l  c o n t r o l  over  f i n a n c i a l  r e p o r t i n g ,  o f  comp l iance  w i t h  s p e c i f i c  
RUS loan  and s e c u r i t y  i n s t r u m e n t  p r o v i s i o n s ,  and o f  a d d i t i o n a l  m a t t e r s .  The 
s p e c i f i c  aspec ts  o f  t h e  i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l  r e p o r t i n g ,  
compl iance w i t h  s p e c i f i c  RUS l o a n  and s e c u r i t y  i n s t r u m e n t  p r o v i s i o n s ,  and 
a d d i t i o n a l  m a t t e r s  t e s t e d  i n c l u d e ,  among o t h e r  t h i n g s ,  t h e  accoun t ing  p r o c e -  
dures and r e c o r d s ,  m a t e r i a l s  c o n t r o l ,  comp l iance  w i t h  s p e c i f i c  RUS l o a n  and 
s e c u r i t y  i n s t r u m e n t  p r o v i s i o n s  s e t  f o r t h  i n  7 CFR P a r t  1773 .33 (e ) (2 ) ,  and 
r e l a t e d  p a r t y  t r a n s a c t i o n s .  In a d d i t i o n ,  o u r  a u d i t  o f  t h e  f i n a n c i a l  s t a t e -  
ments a l s o  i n c l u d e d  t h e  p rocedures  s p e c i f i e d  i n  7 CFR P a r t  1773.38 - .45. 
Our o b j e c t i v e  was n o t  t o  p r o v i d e  an o p i n i o n  on these s p e c i f i c  aspec ts  o f  t h e  
i n t e r n a l  c o n t r o l  over f i n a n c i a l  r e p o r t i n g ,  compl iance w i t h  s p e c i f i c  RUS l o a n  
and s e c u r i t y  i n s t r u m e n t  p r o v i s i o n s ,  o r  a d d i t i o n a l  m a t t e r s  and, a c c o r d i n g l y ,  
we express  no o p i n i o n  the reon .  

No r e p o r t s  ( o t h e r  than  our independent  a u d i t o r s '  r e p o r t ,  r e p o r t  on 
compl iance and on i n t e r n a l  c o n t r o l  over  f i n a n c i a l  r e p o r t i n g ,  a l l  da ted  
January 22, 1999)  o r  summary o f  recommendations r e l a t e d  t o  our  a u d i t  have 
been f u r n i s h e d  t o  management. 

Our comments on s p e c i f i c  aspec ts  o f  t h e  i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l  
r e p o r t i n g ,  compl iance w i t h  s p e c i f i c  RUS l o a n  and s e c u r i t y  i n s t r u m e n t  p r o v i -  
s i o n ,  and o t h e r  a d d i t i o n a l  m a t t e r s  as r e q u i r e d  by 7 CFR P a r t  1773.33 a r e  
p resen ted  below. 

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL 
OVER FINANCIAL REPORTING 

We n o t e d  no m a t t e r s  r e g a r d i n g  N o r t h  C e n t r a l  Telephone Coopera t i ve  
C o r p o r a t i o n ' s  i n t e r n a l  c o n t r o l  ove r  f i n a n c i a l  r e p o r t i n g  and i t s  o p e r a t i o n  
t h a t  we c o n s i d e r  t o  be a m a t e r i a l  weakness as p r e v i o u s l y  d e f i n e d  w i t h  
r e s p e c t  t o :  

ACCOUNTING RECORDS - In a d d i t i o n  t o  our o b s e r v a t i o n  o f  t h e  e f f e c t i v e n e s s  o f  
i n t e r n a l  c o n t r o l ,  i t  appears t h a t  t h e  bookkeep ing  and a c c o u n t i n g  r e c o r d s ,  
i n c l u d i n g  t h e  many supp lementary  f i l e s  and l e d g e r s  a re  w e l l  k e p t  and ade- 
q u a t e l y  ma in ta ined .  
used i n  accumu la t i ng  c o s t s  f o r  m a t e r i a l ,  t r a n s p o r t a t i o n ,  l a b o r  and overhead 
and t h e  d i s t r i b u t i o n  o f  t h e s e  c o s t s  t o  t h e  v a r i o u s  accounts  were i n  a c c o r -  

From t e s t s  made by us, i t  appeared t h a t  t h e  methods 
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Cooperat i ve C o r p o r a t i o n  

MATERIALS 
I n v e n t o r y  
t a i n e d  by 

d a t  9 t. CONTROL - Mater  1s and s u p p l i e s  a r  
q u a n t i t i e s  o f  o u t s i d e  p l a n t  m a t e r i a l s  and s u p p l i e s  were a s c e r -  
p h y s i c a l  coun t ,  w e i g h t  o r  o t h e r  measure as o f  December 31, 1998, 

We made t e s t  coun ts  o f  q u a n t i t i e s  on hand and subsequen t l y  

by employees o f  t h e  Coopera t i ve .  We were p resen t  d u r i n g  t h e  t i m e  o f  t a k i n g  
t h e  p h y s i c a l  i n v e n t o r i e s  t o  observe  t h e  procedures  used t o  de te rm ine  i n v e n -  
t o r y  q u a n t i t i e s .  
t r a c e d  t h e s e  counts  t o  t h e  p e r p e t u a l  i n v e n t o r y  r e c o r d s .  
bas i s  o f  p r i c i n g  and t e s t e d  t h e  c l e r i c a l  accuracy o f  t h e  e x t e n s i o n s  and 
f o o t i n g s .  
r e v i e w  i n d i c a t e d  o n l y  m ino r  d i f f e r e n c e s  between t h e  amounts r e f l e c t e d  by the  
t e s t s  and those  accumulated on t h e  books. 

We r e v i e w e d  t h e  

We t e s t e d  t h e  accuracy  o f  t h e  p e r p e t u a l  i n v e n t o r y  r e c o r d s .  Our 

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY INSTRUMENT 
P R O V I S I O N S  

Management's r e s p o n s i b i l i t y  f o r  compl iance w i t h  laws,  r e g u l a t i o n s ,  
c o n t r a c t s  and g r a n t s  i s  s e t  f o r t h  i n  ou r  independent a u d i t o r s '  r e p o r t  on 
compl iance and on i n t e r n a l  c o n t r o l  o v e r  f i n a n c i a l  r e p o r t i n g  d a t e d  
January 22, 1999, and s h o u l d  be r e a d  i n  c o n j u n c t i o n  w i t h  t h i s  r e p o r t .  A t  
your  r e q u e s t ,  we have pe r fo rmed  t h e  p rocedures  enumerated be low w i t h  r e s p e c t  
t o  compl iance with c e r t a i n  p r o v i s i o n s  o f  laws, r e g u l a t i o n s ,  c o n t r a c t s  and 
g ran ts .  The procedures  we pe r fo rmed  a r e  summarized as f o l l o w s :  

Procedure pe r fo rmed  w i th  r e s p e c t  t o  t h e  r e q u i r e m e n t  t o  m a i n t a i n  
a l l  funds  f r o m  l o a n s  made o r  guaranteed by RUS i n  i n s t i t u t i o n s  
whose accounts a r e  i n s u r e d  by  an agency o f  t h e  F e d e r a l  gove rn -  
ment: 

1. Obta ined i n f o r m a t i o n  f r o m  f i n a n c i a l  i n s t i t u t i o n s  w i th  wh ich  
N o r t h  C e n t r a l  Telephone Coopera t i ve  C o r p o r a t i o n  m a i n t a i n s  
cash proceeds f r o m  l o a n s  t h a t  i n d i c a t e d  t h a t  t h e  i n s t i t u t i o n s  
a re  i n s u r e d  by an agency o f  t h e  Federa l  government. 
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Procedures performed with respect t o  the requirement f o r  a 
borrower t o  obtain wr i t ten  approval of the mortgagee t o  enter 
into any cont rac t  f o r  the operation or maintenance of a l l  or 
any par t  of i t s  property,  or for the use of mortgaged property 
by o the r s ,  f o r  se rv ices  pertaining t o  t o l l  t r a f f i c ,  operator 
a s s i s t ance ,  or switching for  the year ended December 31, 1998 of 
North Central Telephone Cooperative Corporation. 

1. No cont rac ts  f o r  management, operations or b i l l i n g  services  
were in e f f e c t  during the year ended December 31, 1998. 

2. Reviewed Board of Directors minutes to  a sce r t a in  whether 
board-approved wr i t ten  contracts s h o u l d  have been included 
in a borrower-prepared schedule. 

- Procedure performed with respect t o  the requirement t o  submit 
RUS Form 479 t o  the RUS: 

Financial statements as of December 31, 1998, included in 
copies o f  RUS Form 479 were compared with the Cooperative's  
books and found t o  be in agreement in a l l  material  r e spec t s .  

t o  secured d e b t  r a t i o  requirements. 

1. The Cooperative has no loans t h a t  require  i t  t o  maintain a 
secured d e b t  r a t i o  of a t  l ea s t  1 .2  or a funded reserve .  

The r e su l t s  of our t e s t s  ind ica te  t h a t ,  with respect  t o  the items 
t e s t e d ,  North Central Telephone Cooperative Corporation complied, except as 
noted below, in a l l  material  r e s p e c t s ,  with the s p e c i f i c  RUS loan and 
secu r i ty  instrument provisions r e fe r r ed  t o  below. With respect t o  items not 
t e s t e d ,  n o t h i n g  came t o  our  a t t en t ion  t h a t  caused us t o  bel ieve t h a t  North 
Central Telephone Cooperative Corporation h a d  n o t  complied, in a l l  material  
respec ts ,  with those provis ions.  The spec i f ic  provisions t e s t e d ,  as well as 
any exceptions noted, include the requirements t ha t :  

- Procedure performed with respect t o  funded reserve and net plant  

- The borrower maintains a l l  funds from loans made or guaranteed 
by RUS i n  i n s t i t u t i o n s  whose accounts are insured by an agency 
of the Federal government; 
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- The borrower has submitted i t s  Form 479 t o  the RUS and  the Form 
479, Financial  and  S t a t i s t i c a l  Report ,  as of December 31, 1998, 
represented by the borrower as having been submitted t o  RUS i s  
in agreement with the North Central Telephone Cooperative 
Corporation's audi ted records in a l l  material  respects  as o f  
December 31, 1998, and  appears reasonable based upon the audit 
procedures performed. 

COMMENTS ON OTHER ADDITIONAL MATTERS 

In connection with our audi t  of the f inanc ia l  statements of North 
Central Telephone Cooperative Corporation nothing came t o  our a t tent ion t h a t  
caused us t o  believe tha t  North Central Telephone Cooperative Corporation 
f a i l e d  t o  comply with respect  t o :  

- The reconc i l i a t ion  of subsidiary p l an t  records t o  the cont ro l l ing  
general ledger plant  accounts addressed a t  7 CFR Pa r t  1773.33 
( c ) ( l ) ;  

- The c lear ing  o f  the construction accounts and the accrual of 
depreciation on completed construction addressed a t  7 CFR 
Par t  1773.33 ( c ) ( 2 ) ;  

- The ret i rement  of plant  addressed a t  7 CFR Par t  1 7 7 3 . 3 3 ( ~ ) ( 3 )  and 

- Sales o f  p lan t ,  ma te r i a l ,  or scrap addressed a t  7 CFR Part  

( 4 )  ; 

1773.33 ( c ) ( 5 ) ;  

- The d i sc losure  of material  r e l a t ed  par ty  t r ansac t ions ,  in accor- 
dance with Statement of Financial Accounting Standards No. 57, 
Related Party Transactions,  f o r  the year ended December 31, 1998 
in the f inanc ia l  statements referenced i n  the f i r s t  paragraph of 
t h i s  repor t  addressed a t  7 CFR Pa r t  1773.33 ( f ) .  

This report  i s  intended s o l e l y  for  the  information a n d  use of the board 
o f  di rec tors ,  management, the RUS and supplemental lenders .  However, t h i s  
report  i s  a matter of publ ic  record and i t s  d i s t r i b u t i o n  i s  n o t  limited. 

------- 

Cer t i f i ed  P u b l i c  Accountants 



A U D I T E D  F I N A N C I A L  STATEMENTS 

TENNESSEE 545 
NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

L A F A Y E T T E ,  TENNESSEE 

December 31, 1997 and  December 31, 1996 

,,.." ,,.,,, =---.,-.- ,,.,,,,,,,,., " . .~_ ..-*,.-.,. ..,.,,.,. ,,. ,.,. ,,,,,,,,,,,,. ..,,,,.,,,,,,., " , ,~- ,  



Independent Auditors 
Balance Sheets . . Report 

--ooooo-- 

C O N T E N T S  

. . . . . .  . . . . . . .  
Statements o f  Income and Patronage Capital . 
Statements o f  Cash Flows . . . . . . . 
Notes to Financial Statements . . . . . 

. Page 3 
4 
6 
7 
9 

--00000-- 



TOTHEROW, HAILE 6r WELCH 
TIN 62-0693408 

J&<,,,h,,,/J 

P. 0. Box 697 
McMinnviile, Tennessee 371 i 1 

I'rofessionui Building 
I 1 I west Cuurt 
McMinnville. TN 371  IO 
Tel. (615) 473-3148 
Fax. 16151 473-4342 

INDEPENDENT A U D I T O R S '  REPORT 

Board o f  D i r e c t o r s  
N o r t h  C e n t r a l  Telephone 
Coopera t i ve  C o r p o r a t i o n  

L a f a y e t t e ,  Tennessee 

We have a u d i t e d  t h e  accompanying ba lance sheets o f  N o r t h  C e n t r a l  
Telephone Coopera t i ve  C o r p o r a t i o n  as o f  December 31, 1997 and December 31, 
1996, and t h e  r e l a t e d  s t a t e m e n t s  o f  income and pa t ronage  c a p i t a l  and cash 
f l o w s  f o r  t h e  years then  ended. These f i n a n c i a l  s ta temen ts  a re  t h e  respon-  
s i b i l i t y  o f  t h e  C o o p e r a t i v e ' s  management. Our r e s p o n s i b i l i t y  i s  t o  express 
an o p i n i o n  on these f i n a n c i a l  s ta temen ts  based on ou r  a u d i t .  

We conducted our  a u d i t s  i n  accordance w i t h  g e n e r a l l y  accepted  a u d i t i n g  
s t a n d a r d s  and t h e  Government A u d i t i n g  Standards,  i ssued  b y  t h e  Compt ro l l e r  
Genera l  o f  t h e  Un i ted  S t a t e s .  Those s tandards  r e q u i r e  t h a t  we p l a n  and p e r -  
f o r m  t h e  a u d i t  t o  o b t a i n  r e a s o n a b l e  assurance about whether  t h e  f i n a n c i a l  
s ta temen ts  a r e  f r e e  o f  m a t e r i a l  m iss ta temen t .  An a u d i t  i n c l u d e s  examining, 
on a t e s t  bas i s ,  ev idence s u p p o r t i n g  t h e  amounts and d i s c l o s u r e s  i n  t h e  
f i n a n c i a l  s ta temen ts .  An a u d i t  a l s o  i n c l u d e s  assess ing  t h e  a c c o u n t i n g  p r i n -  
c i p l e s  used and s i g n i f i c a n t  e s t i m a t e s  made by management, as w e l l  as e v a l -  
u a t i n g  t h e  o v e r a l l  f i n a n c i a l  s t a t e m e n t  p r e s e n t a t i o n .  We b e l i e v e  t h a t  our  
a u d i t  p r o v i d e s  a reasonab le  b a s i s  f o r  ou r  o p i n i o n .  

I n  our o p i n i o n ,  t h e  f i n a n c i a l  s ta temen ts  r e f e r r e d  t o  above p resen t  
f a i r l y ,  i n  a i l  m a t e r i a l  r e s p e c t s ,  t h e  f i n a n c i a l  p o s i t i o n  o f  N o r t h  C e n t r a l  
Telephone Coopera t ive  C o r p o r a t i o n  as o f  December 31, 1997 and December 31, 
1996, and t h e  r e s u l t s  o f  i t s  o p e r a t i o n s  and cash f l o w s  f o r  t h e  yea rs  then 
ended i n  c o n f o r m i t y  w i t h  g e n e r a l l y  accepted  accoun t ing  p r i n c i p l e s .  

r e p o r t  da ted  January 23, 1998 on o u r  c o n s i d e r a t i o n  o f  N o r t h  C e n t r a l  
Telephone C o o p e r a t i v e ' s  i n t e r n a l  c o n t r o l  s t r u c t u r e  and a r e p o r t  da ted  
January  23, 1998 on i t s  comp l iance  w i t h  laws and r e g u l a t i o n s .  

I n  accordance w i t h  Government A u d i t i n g  Standards,  we have a l s o  issued a 

@d,Nd C e r t i f i e d  P u b l i c  Accountants / H d w  



EALANCE 

NORTH CENTRAL TELEPHONE 

December 31, 1997 

ASSETS 
CURRENT ASSETS 

Cash - qenera l  
Cash - c o n s t r u c t i o n  f u n d s  
Temporary cash inves tments  
Telecommunicat ions accounts  r e c e i v a b l e ,  l e s s  

a l lowances  o f  $94,169 i n  1997 and 
$29,396 i n  1996 

Other  accounts r e c e i v a b l e  
Notes r e c e i v a b l e  
M a t e r i a l s  and s u p p l i e s  
Other  c u r r e n t  assets 

TOTAL CURRENT ASSETS 
NONCURRENT ASSETS 

inves tmen ts  - Note D 
Nonregu la ted  inves tments  - Note 0 

TOTAL NONCURRENT ASSETS 

PROPERTY, PLANT AN0 EQUIPMENT - Note  E 
Telecommunicat ions o l a n t  i n  s e r v i c e  
Te l  ecommun i c a t  ions p l  a n t  under  c o n s t r u c t  i o n  

Less accumulated p r o v i s i o n  f o r  
d e o r e c i a t i o n  

TOTAL PROPERTY, PLANT AN0 EQUIPMENT 

$ 2,793,378 
309,859 

2,092,500 

1,245,330 
73,891 

0 
380,232 
93,830 

$ 6,989,020 

$ 8,146,787 
602,786 

$ 8,749,573 

$44,215,137 
3,997,586 

$48,212,723 

19,111,033 

$29,101,690 

$ 1,447,552 
210,621 

2,292,500 

1,223,746 
45,634 
46,915 
569,511 
26,518 

$ 5,863,097 

$ 7,297,364 
589,416 

$ 7,886,780 

$42,039,424 
2,128,324 

$44,167,748 

15,549,705 

$27,618,043 

See the no tes  t o  f i n a n c i a l  s ta temen ts .  
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SHEETS 

COOPER AT I VE CORPORATION 

and 1996 

1997 1995 

CURRENT LIABILITIES 
Accounts payable 
Customer deposits 
Current maturities on long-term debt 
Accrued taxes 
Accrued interest 

LIABILITIES 

$ 528,533 $ 987,075 
395,085 363,885 

1,119,224 1,033,579 
478,654 376,721 
135,470 129,921 

Accrued rents 177,975 180,375 

Accrued vacation and sick leave benefits 1,068,056 1,019,732 
Other current liabilities 94,735 84,716 

TOTAL CURRENT LIABILITIES $ 4,041,732 $ 4,196,005 

Accrued salaries and wages 44,000 20,000 

LONG-TERM DEBT - Note F 
Rural Utilities Service 

OTHER LIABILITIES 
Postretirement benefits other than pension - Note J 
Deferred taxes - Note I 

22,541,113 21,839,480 

924,610 1,117,522 
83,900 68,900 

TOTAL LIABILITIES $27,591,355 $27,221,907 

CONTINGENT LIABILITIES - Note H 

MEMBERS ' EQUITY 
Membershi DS 
Patronage capital 

$ 6,590 $ 6,590 
17,242,338 14,139,423 

TOTAL MEMBERS' EQUITY $17,248,928 $14,146,013 

$44,840,283 $41,367,920 
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STATEMENTS OF INCOME AND PATRONAGE CAPITAL 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

F o r  t h e  y e a r s  ended December 31, 1997 and 1996 

1997 1996 

O p e r a t i n g  revenues : 
L o c a l  network s e r v i c e s  revenue 
Network access s e r v i c e s  revenue 
Long d i s t a n c e  ne twork  s e r v i c e s  revenue 
M isce l l aneous  revenue 

Less u n c o l l e c t i b l e  revenue 

TOTAL OPERATING REVENUES 
O p e r a t i n g  expenses: 

P l a n t  s p e c i f i c  o p e r a t i o n s  expense 
P l a n t  n o n s p e c i f i c  o p e r a t i o n s  expense 
P r o v i s i o n  f o r  d e p r e c i  a t i  on 
Customer o p e r a t i o n s  expense 
C o r p o r a t e  Opera t i ons  expense 
O p e r a t i n g  taxes 

TOTAL OPERATING EXPENSES 

OP ERATI N G INCOME 
Other  income: 

I n t e r e s t  and d i v i d e n d  income 
Nonregu la ted  income 

TOTAL OTHER INCOME 
F i x e d  charges :  

I n t e r e s t  expense 
I n t e r e s t  charged t o  c o n s t r u c t i o n  - c r e d i t  

TOTAL FIXED CHARGES 

NET INCOME 

Pat ronage c a p i t a l  a t  b e g i n n i n g  o f  y e a r  
Exc i se  t a x  r e f u n d a b l e  on c a p i t a l  c r e d i t s  

PATRONAGE CAPITAL AT END OF YEAR 

$ 3,193,507 
5,113,633 
2,008,432 
747,136 

$1 1,062,708 
60,000 

$11,002,708 

$ 1,938,058 
974.993 

3,057;879. 
1,088,540. 
1,175,312. 
471,469. 

$ 8,706,251 

$ 2,296,457 

$ 189,234 
1,517,052 

$ 1,706,286 

$ 2.987.887 
4;490 io38 
1,981,680 
730,819 

$10,190,424 
45,600 

$10,144,824 

$ 1,745,949 
930,578 

2.538.734 
1; 060; 903 
1,148,891 
449,253 

$ 7,874,308 

$ 2,270,516 

$ 173,318 
839,441 

$ 1,012,759 

$ 1,061,165. $ 1,045,736 
(124,037). (98,671 1 

$ 937,128 

$ 3,065,615 

14,139,423- 
37,300. 

$17,242,338 

$ 947,065 

$ 2,336,210 

11,777,648 
25,565 

$14,139,423 
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STATEMENTS OF CASH FLOWS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

For the years ended December 31, 1997 and 1996 

__ 

1997 1996 

Cash flows from operating activities: 
Cash received from customers 
Cash paid to suppliers and employees 
Interest received 
Interest paid 
Taxes paid 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

Cash flows from investing activities: 
Construction and acquisition of plant 
Investment in nonrequlated CPE - 
Plant removal costs 
Salvage 
Decrease (Increase) in: 

Notes receivable 
Materials and supplies 
Temporary investments 
Other investments 

Nonregulated income 

NET CASH 'SED BY INVES NG :TI VITI ES 

Cash flows from financing activities: 
Debt proceeds 
Payments on long-term borrowings 
Excise credit applied to capital 
Postretirement benefits other than pension 
Increase in customer deposits 

NET CASH PROVIDED (USED) BY FINANCING ACTVITIES 

NET INCREASE (DECREASE) IN CASH 
AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 

CASH AND CASH EQUIVALENTS AT END OF YEAR 

$10,884,599 
(5,483,793) 

190,287 
(931,578) 
(354,536) 

$ 4,304,979 

$(4,590,770) 
(13,370) 
(36,369) 
13 904 

46,915 
189,279 
200,000 
(849,423) 

1,517,052 

$(  3,522,782) 

$10,007,948 

215.720 
(4,454,221) 

(963 io70 ) 
(455,995 I 

$ 4,350,382 

$( 3,432,021 ) 

(68,672) 
43,957 

19,911 

34.404 
(306;953) 
( 385,000) 

(1,070,436) 
839,441 

$(  4,325,369) 

$ 1,883,000 $ 595,000 
(1,095,721 ) (1,027,656) 

37,300 
(192,912) 
31,200 

$ 662,867 

$ 1,445,064 

1,658,173 

$ 3,103,237 

. 25,565 
18,838 
53,110 

$ (335,143) 

$ (310,130) 

1,968,303 

$ 1,658,173 
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STATEMENTS OF CASH FLOWS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

For the years ended December 31, 1997 and 1996 

1997 1996 

Net income 
Less nonregulated income 

Net income from regulated operations 

Adjustments to reconcile net income to net 
cash provided by operating activities: 

Deprec i at ion 
Provision for uncollectible accounts 
Deferred taxes 
Decrease (Increase) in: 
Customer and accounts receivable 
Current and accrued assets - other 

Accounts payable 
Accrued taxes 
Accrued interest 
Accrued rents 
Accrued salaries and employee benefits 
Other current liabilities 

Increase (Decrease) in: 

TOTAL ADJUSTMENTS 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

$ 3,065,615 
1,517,052 

$ 1,548,563 

$ 3,129,588 
64,772 
15,000 

( 86,357 ) 
(95,470 

(458,543) 
101,933 
5,549 
(2,401) 
72,324 
10,021 

$ 2,756,416 

$ 4,304,979 

$ 2,336,210 
839,441 

$ 1,496,769 

$ 2,595,550 
(26,332) 
(3,642) 

(110,543) 
42,402 

177,566 
( 3,100) 
(16,005) 
(148,552) 
340,219 
6,050 

$ 2,853,613 

$ 4,350,382 

See the notes to financial statements. 
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NOTES TO FINANCIAL STATEMENTS 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

Note A - North Central Telephone Cooperative Corporation provides telephone service 
to residential and commercial customers in Macon County, Tennessee and the 
surrounding counties. 

The Cooperative's significant accounting policies are summarized below: 

(1) Materials and supplies: 
Materials and supplies are valued at average cost accumulated in 

perpetual inventory records which are periodically adjusted to 
physical counts. 

(2) Expenditures for maintenance and repairs are charged to operations 
as they are incurred and betterments are capitalized. Original 
costs of properties retired from service are eliminated from 
property accounts and removal costs are charged to the allowance 
for depreciation. Salvage value of retired property is credited 
to the allowance for depreciation. 

(3) Employee vacation and sick leave: 
Employee vacation pay and sick leave benefits are accrued as the 

benefits are earned according to an established policy. 

(4) Cash equivalents consist primarily of treasury bills and notes and 
commercial paper with original maturities of 90 days or less.  
Certificates of deposit and other securities with original matur- 
ities over 90 days are classified as temporary investments. 

( 5 )  The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make esti- 
mates and assumptions that affect certain reported amounts and 
disclosures. Accordingly, actual results could differ from those 
estimates. 

Note B - Substantially all assets are pledged as security for the long-term debt to 
RUS. 
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NOTES TO FINANCIAL STATEMENTS (CONT'O) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

Note C - The Cooperative maintains its cash and temporary investments in several 
commercial banks located within its trade area. The Federal Deposit 
Insurance Corporation (FDIC) insures accounts and temporary investments 
up to $100,000.00. A summary of the total insured and uninsured cash 
balances follows: 

Total cash and temporary investments 
Portion insured by FDIC 

Uninsured Cash Balances 

$5,194,859 
1,100,0~0 

$4,094,859 

Telephone services are provided to the Cooper tive ustomers on a credit 
basis in the ordinary course of business. Sner? ly, the accounts receiv- 
able generated by the sale of these services are unsecured. 

Note D - Investments: 

Investment in Tennessee RSA #3 

Investment in Kentucky RSA #3 
cell ular partnership 

cell ular partnership 

Investment in TENNMARK Telecommunications , 

Investment in Direct Broadcast Satellite 
Investment in Bluegrass Network, Inc. 
Rural Telephone Bank "c" stock - at cost 
Qualified patronage capital certificates - 
Cash value of life insurance 

Inc. 

NRTC 

TOTAL 

1997 1996 

$1,095,639 $1,196,051 

3,692,691 3,585,426 

__ 

1,899,254 1,288,493 
211,408 245,233 
983,850 761,898 
1,000 1,000 

38,677 29,754 
224,268 189,509 

$8,146,787 $7,297,364 

-10- 



NOTES TO FINANCIAL STATEMENTS (CONT'O) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

- 
Note 0 - (Cont'd) 

Nonregulated investments: 
1996 ___ 1997 ___ Nonregulated customer premises 

Less accumulated provisions 
equipment - leased $1,289,356 $1,100,900 

for depreciation 686,570 511,484 

$ 602,786 $ 589,416 

Nonregulated customer premises equipment i s  stated at cost. The Cooperative 
provides for depreciation on a straight-line basis at an annual rate of 
depreciation which will amortize the cost of t h e  equipment over its esti- 
mated useful life. 

Following is a summary of net income from investments and nonregulated 
investments for the years ending December 31, 1997 and 1996. 

1996 - 1997 - 
Income from investments $1,983,116 ' $1,515,919 
Federal income tax on investments (427,313 ) a  (177,358) 

Income from nonregulated investments 2,056,946 1,735,299 
Expenses from nonregulated investments (2,095,697 ) ( 2,234,420) 

NET INCOME $1,517,052 $ 839,441 
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NOTES TO FINANCIAL STATEMENTS ( C O N T ' O )  

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

No te  E - Telephone p l a n t  i n  s e r v i c e  and under c o n s t r u c t i o n  i s  s t a t e d  a t  cos t .  L i s t e d  
below a re  the  major c l a s s e s  o f  t he  te lephone p l a n t  as o f  December 31, 1997 
and December 31, 1996. 

1 Qq7 - 

Franch ises  $ 236 
Land 442,202 
B u i l d i n g s  2,585,349 
C e n t r a l  o f f i c e  equipment  10,572,345 

Poles,  cab les  and w i r e  27,236,918 
F u r n i t u r e  and o f f i c e  equipment 1,751,315 
Veh ic les  and o t h e r  work equipment ,1,626,772 

Pub1 i c  te lephone equipment 0 

TOTAL PLANT I N  S E R V I C E  $44,215,137 

1996 

$ 236 
442.202 

- 

2,4421459 
9,979,502 

63,618 
25.834,566 

1:699;383 
1;577;458 

The Coopera t ive  p r o v i d e s  f o r  d e p r e c i a t i o n  on a s t r a i g h t - l i n e  bas i s  o f  annual 
r a t e s  wh ich  w i l l  a m o r t i z e  t h e  d e p r e c i a b l e  p r o p e r t y  o v e r  i t s  es t ima ted  u s e f u l  
l i f e .  Such p r o v i s i o n  as a percentage o f  t h e  average balance o f  te lephone 
p l a n t  i n  s e r v i c e  was 7.25 pe rcen t  f o r  1997 and 6.40 p e r c e n t  i n  1996. The 
p r o v i s i o n  for 1997 was $3,129,588 and t h e  p r o v i s i o n  f o r  1996 was $2,595,550. 

I n d i v i d u a l  p l a n t  d e p r e c i a t i o n  r a t e s  a re  as f o l l o w s :  

Bu i 1 d ings  
C e n t r a l  o f f i c e  equipment  
P u b l i c  te lephone equipment 
Po les ,  cables and w i r e  
F u r n i t u r e  and o f f i c e  equipment 
Veh ic les  and o t h e r  work equipment 

Percent  
2.6 

1 5 . 1  
6.7 - 21.0 

1.7 - 8.8 
6.7 - 16.4 
6 .4  - 10.8 
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NOTES TO FINANCIAL STATEMENTS (CONT'O) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31. 1997 and 1996 

Note F - Long-term debt :  

Long-term debt i s  r e p r e s e n t e d  by mortgage n o t e s  payab le  t o  t h e  U n i t e d  S t a t e s  
o f  America.  F o l l o w i n g  i s  a summary o f  o u t s t a n d i n g  l ong - te rm debt.  

1997 
2% Rura l  U t i l i t i e s  S e r v i c e  n o t e s  $ 3,789,815 
5% Rura l  U t i l i t i e s  S e r v i c e  n o t e s  19,870,522 

Less c u r r e n t  m a t u r i t i e s  

Long-term debt matures  as f o l l o w s :  

Year 
1998 
1999 

__ Amount 
$ 1,119,224 
1.172.351 

2000 1:228:081 
2001 1 ;286;542 
2002 1,350,870 
Beyond f i v e  y e a r s  17,503,269 

TOTAL $23,660,337 

$23,660,337 
1,119,224 

$22,541,113 

1996 
S 4,131,524 
18,741,534 

$22,873,059 
1,033,579 

$21,839,480 

Note  G - The Coopera t i ve  has adopted  t h e  r e t i r e m e n t  and s e c u r i t y  program o f  t h e  
N a t i o n a l  Telephone C o o p e r a t i v e  A s s o c i a t i o n  as a pens ion  p l a n  c o v e r i n g  a l l  
employees mee t ing  c e r t a i n  age and l e n g t h  o f  s e r v i c e  requ i remen ts  f o r  which 
i t  pays a p p r o x i m a t e l y  70% of t h e  c o s t .  The C o o p e r a t i v e  funds  t h e  pens ion  
p l a n  b y  making q u a r t e r l y  c o n t r i b u t i o n s  i n t o  t h e  program based on s a l a r i e s .  
The C o o p e r a t i v e ' s  c o s t  was $170,718 f o r  1997 and $161,762 f o r  1996. 

c h a l l e n g e  t h e  t a x  exempt s t a t u s  o f  some Coopera t i ves  by r e d e f i n i n g  mem- 
ber and non-member revenue.  S ince  t h e  e f f e c t  can n o t  y e t  be de termined,  
no p r o v i s i o n  has been made i n  t h e  f i n a n c i a l  s t a t e m e n t s .  

Note H - The Coopera t i ve  has l e a r n e d  t h a t  t h e  I n t e r n a l  Revenue S e r v i c e  p l a n s  t o  
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NOTES TO FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

__ 
Note I - The Cooperative's regulated activities are exempt from Federal income taxes 

under the provision of Section 501(c)(12) of the Internal Revenue Code. 
However, several of the Cooperative's nonregulated activities are subject 
to Federal income taxes. 

Income tax expense 
following: 

Current taxes 
Deferred taxes 

deducted from nonregulated income consists of the 

Years ended December 31, 
1997 1996 

$ 4 m 1 3  $181,000 
15;OOO (3,642) 

TOTAL $427,313 $1 77,358 

Deferred taxes result from differences in the recognition of depreciation 
expense for income tax and financial statement purposes. 

No. 106, "Employers' Accounting for Postretirement Benefits other than 
Pensions". Statement No. 106 requires accrual accounting for all post- 
retirement benefits other than pensions. Under the prescribed accrual 
method, the Cooperative's obligation for these postretirement benefits 
is to be fully accrued by the date employees attain full eligibility 
for such benefits. Prior to the adoption of Statement No. 106, the cost 
of health and life insurance benefits for retirees was recognized by 
charging claims to expense as they were incurred. The cost of health 
benefits for current and future associate retirees was recognized as 
determined under the projected unit credit cost method. 

Note J - The Cooperative has adopted Statement of Financial Accounting Standards 

In conjunction with the adoption of Statement NO. 106, for financial 
reporting purposes, the Cooperative elected to amortize the cost for the 
initial obligation over twenty years in level payments of principal. 

Substantially all o f  the Cooperative's employees are covered under postre- 
tirement health and life insurance plans. The determination of postre- 
tirement benefit cost for postretirement health benefit plans is based on 
comprehensive hospital, medical, surgical, and dental benefit provisions. 
The postretirement life insurance benefit formula used i n  the determina- 
tion of postretirement benefit cost is primarily based on 25% of the 
preretirement life insurance benefit. 
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NOTES TO FINANCIAL STATEMENTS (CONT'D) 

NORTH CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

Note 3 - (Cont'd): 
Postretirement benefit cost i s  composed of the following for the year ended 
December 31, 1997: 

Medical Life Orher Total - - - 
Benefits earned during 
the year $ 92,499 $ 7,056 $ 662 $100,217 

Interest on accumu- 
lated postretire- 
ment benefit 
obligation 

Actual return on 
plan assets 

Net amor t i zat i on 

146,769 12,674 2,132 161,575 

(35,925) 0 0 (35,925) 
75,655 5,673 1,480 82, a08 

Postretirement bene- 
fit cost $278,998 $25,403 $4,274 $308,675 
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NOTES TO FINANCIAL STATEMENTS (CONT'D) 

N O R T H  CENTRAL TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

No-te J - (Cont 'd) :  

The fol lowing t a b l e  se t s  f o r t h  the p l a n s '  f u n d e d  s t a t u s  and the amount recog- 
nized in  the Cooperat ive 's  Balance Sheet as  o f  December 31, 1997. 

Accumulated post-  
r e t  i remen t 
ob1 iga t ion  
a t t r i b u t a b l e  t o :  

R e t i r e e s  
F u l l y  e l i g -  

i b l e  plan 
p a r t i c i  - 
pants  

Other a c t i v e  
plan p a r t i c i -  
pants  

Total  accumu- 
l a t e d  post-  
r e t i r emen t  
bene f i t  
ob1 i ga t  ion 

F a i r  value of 
plan a s s e t s  

Accumulated 
p o s t r e t  i r e -  
ment bene f i t  
ob l iga t ion  
in  excess o f  
plan a s s e t s  

Unrecognized 
ne t  gains 
( lo s ses )  

Unamortized 
p r i o r  ser- 
v ice  c o s t  

Health 

$ 591,004 

256,961 

1,454,722 

$2,302,687 

697,131 

$1,605,556 

502,303 

Li fe  
Insurance 

$ 60,051 

21,470 

117,402 

$198,923 

0 

$198,923 

2,124 

Other 

$16,691 

3,000 

12,391 

$32,082 

0 

$32,082 

(9,302) 

(1,312,302 1 ( 79,428 ) ( 15,346 ) 

Total 

$ 667,746 

281,431 

1,584,515 

$2,533,692 

697,131 

81,836,561 

495,125 

( 1,407,076 

ret i rement  
benef i t 
ob l iga t ion  $ 795,557 $121,619 $ 7,434 $ 924,610 

_. 
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NOTES TO F I N A N C I A L  STATEMENTS (CONT'D) 

N O R T H  C E N T R A L  TELEPHONE COOPERATIVE CORPORATION 

December 31, 1997 and 1996 

Note J - (Cont 'd) :  

The assumed discount r a t e  used t o  measure the accumulated postret i rement  
bene f i t  obl igat ion was 7.00% a t  December 31, 1996 and 7.00% a t  
January 1, 1997. The assumed r a t e  of f u t u r e  increases in compensation 
l e v e l s  was 6.00% a t  December 31, 1997. The medical cost  trend r a t e  in 
1997 was approximately 8.50%, grading down t o  an ultimate r a t e  in 2016 
o f  5.50%. A one percentage point  increase i n  the  assumed health ca re  
cos t  trend r a t e s  f o r  each f u t u r e  year would have increased the  aggregate 
of t h e  service and i n t e r e s t  cos t  components of 1997 net per iodic  pos t -  
re t i rement  benefi t  cos t  by $56,490 and would have increased the  accumu- 
l a t e d  postret i rement  benefit  ob l iga t ion  as of December 31, 1997 by 
$411,260 ~ 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 

Cooperative Corporation as of and for the years ended December 31, 1997 and 
1996, and have issued our report thereon dated January 23, 1998. 

Cooperative Corporation 

We have audited the financial statements of North Central Telephone 

We conducted our audit in accordance with generally accepted auditing 
standards and Government Auditing Standards, issued by the Comptroller 
General of the United States. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. 

Compliance with laws, regulations, contracts and grants applicable to 
North Central Telephone Cooperative Corporation is the responsibility of 
North Central Telephone Cooperative Corporation's management. As part of 
our audit, we assessed the risk that noncompliance with certain provisions 
of laws, regulations, contracts, and grants could cause the financial state- 
ments to be materially misstated. We concluded that the risk of such 
material misstatement was sufficiently low that it was not necessary to per- 
form tests of North Central Telephone Cooperative Corporation's compliance 
with such provisions of laws, regulations, contracts and grants. 

This report is intended for the information of the audit committee, 
management, the Rural Utilities Service, the Tennessee Comptroller's 
Office, Division of Municipal Audit and supplemental lenders. This restric- 
tion is not intended to limit the distribution of this report, which is a 
matter of public record. 

/ 

?&I/& Certified Pub IC Accountants 

McMinnville, Tennessee 
January 23, 1998 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 

Cooperative Corporation as of and for the years ended December 31, 1997 
and December 31, 1996, and have issued our report thereon dated January 23, 
1998. 

Cooperative Corporation 

We have audited the financial statements of North Central Telephone 

We conducted our audits in accordance with generally accepted auditing 
standards, and Government Auditing Standards issued by the Comptroller 
General of the United States. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. 

The management of North Central Telephone Cooperative Corporation is 
responsible for establishing and maintaining an internal control structure. 
In fulfilling this responsibility, estimates and judgments by management are 
required to assess the expected benefits and related costs of internal 
control structure policies and procedures. The objectives of an internal 
control structure are to provide management with reasonable, but not abso- 
lute, assurance that assets are safeguarded against loss from unauthorized 
use or disposition, an.d that transactions are executed in  accordance with 
management’s authorization and recorded properly to permit the preparation 
of financial statements in accordance with generally accepted accounting 
principles. Because of inherent limitations in any internal control struc- 
ture, errors or irregularities may nevertheless occur and not be detected. 
Also, projection of any evaluation of the structure to future periods is 
subject to the risk that procedures may become inadequate because of changes 
in conditions or that the effectiveness of the design and operation of poli- 
cies and procedures may deteriorate. 



Board o f  Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

In planning and performing our audit of the financial statements of 
North Central Telephone Cooperative Corporation for the years ended 
December 31, 1997 and December 31, 1996, we obtained an understanding o f  
the internal control structure. With respect to the internal control 
structure, we obtained an understanding of the design of relevant policies 
and procedures in operation, and we assessed control risk in order to 
determine our auditing procedures for the purpose o f  expressing our opinion 
on the financial statements and not to provide an opinion on the internal 
control structure. Accordingly, we do not express such an opinion. 

Our consideration of the internal control structure would not 
necessarily disclose all matters in the internal control structure that 
might be material weaknesses under standards established by the American 
Institute of Certified Public Accountants. A material weakness is a con- 
dition in which the design or operation of one or more of the specific 
internal elements does not reduce to a relatively low level the risk that 
errors or irregularities in amounts that would be material in relation to 
the financial statements being audited may occur and not be detected within 
a timely period by employees in the normal course of performing their 
assigned functions. We noted no matters involving the internal control 
structure and its operation that we consider to be material weaknesses as 
defined above. 

However, we noted other matters involving the internal control struc- 
ture and its operation that we have reported to the management o f  North 
Central Telephone Cooperative Corporation in a separate letter dated 
January 23, 1998. 

management and the Rural Utilities Service and supplemental lenders. 
However, this report is a matter of public record and its distribution is 
not limited. 

This report is intended for the information of the audit committee, 

Certified Public Accountants 

McMinnville, Tennessee 
January 23, 1998 
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Board of Directors 
North Central Telephone 

Lafayette, Tennessee 

We have audited the financial statements of North Central Telephone 
Cooperative Corporation for the year ended December 31, 1997, and have 
issued our report thereon dated January 23., 1998. We conducted our audit in 
accordance with generally accepted auditing standards, Government Auditing 
Standards issued by the Comptroller General of the United States, and 7 CFR 
Part 1773, Policy on Audits of Rural Utilities Service ( R U S )  Borrowers. 
Those standards require that we plan and perform the audit to obtain reason 
able assurance about whether the financial statements are free o f  material 
misstatement. 

Cooperative Corporation 

In planning and performing our audit of the financial statements of 
North Central Telephone Cooperative Corporation for the year ended December : 
1997, we considered its internal control structure in order to determine our 
auditing procedures for the purpose of expressing an opinion on the finan- 
cial statements and not to provide assurance on the internal control 
structure. 

A description of the responsibility of management for establishing and 
maintaining the internal control structure and the objectives of and 
inherent limitations in such a structure is set forth in our independent 
auditors' report dated January 23, 1998, and should be read in conjunction 
with this report. 

Our consideration of the internal control structure would not 
necessarily disclose all matters in the internal control structure that 
might be material weaknesses under standards established by the herican 
Institute of Certified Public Accountants. 

A material weakness is a condition in which the design or operation of 
the specific internal control structure elements does not reduce to a rela- 
tively low level the risk that errors or irregularities in amounts that 
would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. However, we noted no matters 
involving the internal control structure and its operation that we consider 
to be a material weakness as defined above. 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 2 

Cooperative Corporation 

7 CFR Part 1773.34 requires comments on specific aspects of the inter- 
nal control structure, compliance with specific RUS loan and security 
instrument provisions, and other additional matters. We have grouped our 
comments accordingly. In addition to obtaining reasonable assurance about 
whether the financial statements are free from material misstatements, at 
your request, we performed tests of specific aspects of the internal control 
structure, of compliance with specific RUS loan and security instrument pro- 
visions, and of additional matters. The specific aspects of the internal 
control structure, compliance with specific RUS loan and security instrument 
provisions, and additional matters tested include, among other things, the 
accounting procedures and records, materials control, compliance with speci- 
fic RUS loan and security instrument provisions set forth in 7 CFR Part 
1773.34(e)(2), related party transactions, and depreciation rates. In addi- 
tion, our audit of the financial statements also included the procedures 
specified in 7 CFR Part 1773.38 - .45. Our objective was not to provide an 
opinion on these specific aspects of the internal control structure, 
compliance with specific RUS loan and security instrument provisions, or 
additional matters and, accordingly, we express no opinion thereon. 

dent auditors' compliance report, and our independent auditors' report on the 
internal control structure, all dated January 23, 1998) or summary of recom- 
mendations related to our audit have been furnished to management. 

Our comments on specific aspects of the internal control structure, 
compliance with specific RUS loan and security instrument provision, and 
other additional matters as required by 7 CFR Part 1773.34 are presented 
bel ow. 

COMMENTS ON CERTAIN SPEC IF IC ASPECTS OF THE INTERNAL CONTROL STRUCTURE 

We noted no matters regarding North Central Telephone Cooperative 
Corporations' internal control structure and its operation that we consider 
to be a material weakness as previously defined with respect to: 

ACCOUNTING RECORDS - In addition to our observation of the effectiveness of 
internal control, it appears that the bookkeeping and accounting records, 
including the many supplementary files and ledgers are well kept and ade- 
quately maintained. From tests made by us, it appeared that the methods 
used in accumulating costs for material, transportation, labor and overhead 
and the distribution of these costs to the various accounts were in accor- 
dance with proper procedures. 

No reports (other than our independent auditors' report, our indepen- 



Board of Directors 
North Central Telephone 

Lafayette, Tennessee 
Page 3 

Cooperative Corporation 

MATERIALS CONTROL - Materials and supplies are stated at average cost. 
Inventory quantities of outside plant materials and supplies were ascer- 
tained by physical count, weight or other measure as of December 31, 1997, 
by employees of the Cooperative. We were present during the time of taking 
the physical inventories to observe the procedures used to determine inven- 
tory quantities. We made test counts of quantities on hand and subsequently 
traced these counts to the perpetual inventory records. We reviewed the 
basis of pricing and tested the clerical accuracy of the extensions and 
footings. Our review indicated minor differences between the amounts 
reflected by the tests and those accumulated on the books. The books have 
been adjusted to reflect the amounts determined by physical inventory. 

COMMENTS ON COMPLIANCE W I T H  SPECIFIC RUS LOAN AND SECURITY INSTRUMENT 
PROVISIONS 

Management ' 8  responsibi 1 i ty for compl iance with laws, regulations, 
contracts, and grants is set forth in our independent auditors' report on 
compliance dated January 23, 1998, and should be read i l i  conjunction with 
this report. 
below with respect to compliance with certain provisions o f  laws, regula- 
tions, and contracts. The procedures we performed are summarized as 
follows: 

At your request, we have performed the procedures enumerated 

Procedure performed with respect to the requirement to maintain 
all funds in institutions whose accounts are insured by an 
Agency o f  the Federal government. 

1. Obtained information from financial institutions with which 
North Central Telephone Cooperative Corporation maintains funds 
that indicated that the institutions are insured by an agency 
of the federal government. 

Procedures performed with respect to the requirement for a 
borrower to obtain written approval of the mortgagee to enter 
into any contract for the operation or maintenance of all or 
any part of its property, or for the use by others of its 
property for the year ended December 31, 1997 of North Central 
Telephone Cooperative Corporation. 

1. No contracts for management, operations or billing services 
were in effect during the years ended December 31, 1997 and 
1996. 



Board o f  Direc tors  
Morth Central  Telephone 

Laf a y e t t e ,  Tennessee 
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Cooperative Corporation 

2.  Reviewed Board o f  Direc tors  minutes t o  a s c e r t a i n  whether 
board-approved wr i t t en  con t r ac t s  should have been included 
i n  a borrower-prepared schedule.  

Procedure performed with r e spec t  t o  t he  requirement t o  s u b m i t  
RUS Form 479 t o  t h e  RUS: 

Financial  s t a t emen t s  as o f  December 31, 1997 and 1996, included 
i n  copies of RUS Form 479 were compared with the Coopera t ive ' s  
books and found to be i n  agreement i n  a l l  mater ia l  r e s p e c t s .  

The r e s u l t s  of our t e s t s  i n d i c a t e  t h a t ,  with r e spec t  t o  the items 
t e s t e d ,  North Cent ra l  Telephone Cooperative Corporation complied, in a l l  
ma te r i a l  r e s p e c t s ,  with the  s p e c i f i c  RUS loan and s e c u r i t y  instrument  provi-  
s ions  r e f e r r e d  t o  below. W i t h  r e spec t  t o  items not t e s t e d ,  nothing came t o  
our a t t e n t i o n  t h a t  caused us t o  be l ieve  t h a t  North Central  Telephone 
Cooperative Corporation had not complied, i n  a l l  mater ia l  r e s p e c t s ,  w i t h  
those  provis ions .  The s p e c i f i c  provis ions  t e s t e d ,  as well as any except ions 
noted,  include the requirements  t h a t :  

- The borrower main ta ins  a l l  funds i n  i n s t i t u t i o n s  whose accounts 
a r e  insured by an Agency of the Federal government; 

- The borrower has submit ted i t s  Form 479 t o  t he  RUS and t h e  Form 
479, F inancia l  and S t a t i s t i c a l  Report, as o f  December 31, 1997, 
a s  submitted t o  RUS i s  i n  agreement w i t h  the  North Central  
Telephone Cooperative Corpora t ion ' s  records in a l l  ma te r i a l  
r e s p e c t s .  
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Cooperat ive Corporation 

COMMENTS ON OTHER ADDITIONAL MATTERS 

I n  connect ion w i t h  our audi t  of the f i n a n c i a l  s ta tements  o f  North 
Central  Telephone Cooperative Corporat ion,  nothing came t o  our a t t e n t i o n  
t h a t  caused us t o  be l ieve  tha t  North Central  Telephone Cooperative 
Corporation f a i l e d  t o  comply w i t h  r e spec t  t o :  

- The r e c o n c i l i a t i o n  of subs id i a ry  p l an t  records t o  t he  c o n t r o l l i n g  
genera l  ledger p l a n t  accounts addressed a t  7 CFR Part 1773.34 
( c ) ( i ) ;  

- The c l e a r i n g  of t h e  cons t ruc t ion  accounts and the accrual  of 
dep rec i a t ion  on completed cons t ruc t ion  addressed a t  7 C F R  
P a r t  1773.34 ( c ) ( 2 ) ;  

- The r e t i r emen t  of p lan t  addressed a t  7 CFR Part 1773.34 and ( 4 ) ;  

- Sa les  of p l a n t ,  m a t e r i a l ,  o r  s c rap  addressed a t  7 CFR Par t  
1773.34 ( c ) ( 5 ) ;  

- The d i s c l o s u r e  of mater ia l  r e l a t e d  p a r t y  t r a n s a c t i o n s ,  in acco r -  
dance with Statement  of Financial  Accounting Standards No. 57, 
Rela ted  Par ty  Transac t ions ,  f o r  the year ended December 31, 1997, 
in t h e  f i n a n c i a l  s ta tements  re ferenced  in the f i r s t  paragraph of 
t h i s  r e p o r t  addressed a t  7 CFR P a r t  1773.34 ( f  ). 

T h i s  r e p o r t  i s  intended s o l e l y  f o r  t he  information and use o f  t h e  board 
of d i r e c t o r s ,  management, and the RUS and supplemental lenders .  However, 
th i s  r e p o r t  i s  a mat ter  of publ ic  record and i t s  d i s t r i b u t i o n  i s  not l i m i t e d .  

McMinnvi 1 l e ,  Tennessee 
January 23, 1998 





North Central Telephone Cooperative 
Rate Impact Summary 

Residential Business Annualized 
Average Revenue per line $ 30.48 $ 33.59 
ICY access lines 5,218 488 
Total Revenue $ 159,045 $ 16,392 $ 2,105,239 

Rate increase $ 3.00 $ 5.00 
Additional Revenues $ 15,654 $ 2,440 $ 217,128 

Overall impact 9.8% 14.9% 10.3% 

* includes all components of dial tone service including optional features and fees but exclusive or  taxes 
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