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<010> Study Area Code £o2278 SERVICE COii ifSS!QH
<015> Study Area Name EHERY TELESHONS
rT T ! 2 i
<020> Program Year 2014 ZDH O\f]’ ; I 1.-] A I g !, nq -
o v Y
<030> Contact Name: Person USAC should contact Darren L Woolsey I - pum
with questions about this data .Ei L(: ’m g \Ty’iiw
[ N ;,_j’
<035> Contact Telephone Number: 435-636-0090
Number of the person identified in data line <030>
<039> Contact Email Addrass: dwoolseyZererytelcom. com

Email of the person identifled in data tine <030>

{check box when complete)
<100> Service Quality Improvement Reporting {complete attacked worksheet) ;
<200> Outage Reporting (voice} {complete ottached worksheet) [ ' f v |
<210> ¥ <-- check box if no outages to report
<300> Unfulfilled Service Requests {voice) l 9 |
<310> Detall on Attempts {voice) | (attach descriptive document)
<320> Unfulfilled Service Requests (broadband) | 9
<330> Detail on Attempts {broadband} | {ottech deseriptive doturment)
<400> Number of Complaints per 1,000 customers (voice)
<410> Fixed c.0
<420> Mobile 6.0
<430> Number of Complaints per 1,000 customers {broadbang)
<440 Fixed ©.422
<450> Mobile 0.0
<500> Service Quality Standards & Consumer Protection Rules Compliance {check ta indicate certification)
<510>  s02273uUTs10 {oHoched descriptive document)
<600> Functionality in Emergency Situations {check to ndicate certification)
<610> 502276UT610 {aHoched descriptive document)
<700> Company Price Offerings {voice) feomplete attached worksheet)
<710> Company Price Offerings {broadband) fcomplete attached worksheet)
<800> Operating Companies and Affiliates fcomplete attoched worksheet)
<900> Tribal Land Offerings (Y/N)? O {if ves, complete nttoched worksheet)
<1000> Voice Services Rate Comparability {check ta indicate certification)
<1010> fattach deseriptive docement)
<1100> Terrestrial Backhaul (Y/N)? @ O {if not, check ta indicate certificetion)
<1110> feomplete ottached worksheet)

<1200> Terms and Condition for Lifeline Custormers feomplete ottached worksheet)
Price Cap Carrlers, Proceed to Price Cap Additionai Documentation Worksheet
Including Rate-of-Return Carriers affiliated with Price Cap Local Exchonge Carriers
<2000> {check to indicate certificetion)
<2005> {complete ottoched worksheet)
Rate of Return Carrlers, Proceed to ROR Additional Bocumentation Worksheet
<3000> {check to indicate certificotion}
<3005> fromplete ottached worksheet)
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Page 12

502278
<010> Study Area Code
<015  Study Area Namne EMERY TELEPHONE
<020> Program Year 2014

<030> Contacl Name - Person USAC should contact regarding this data  Parren L Hooleey

<035>  Contact Telephene Number - Number of person Identified In data line <030> 435-636-0030

<039> Contact Fmail Address - Emall Address of person Identified in data fine <030> Gwoolsey@awerytelcom.com

TO BE COMPLETED BY THE REPORTING CARRIER, IF THE REPORTING CARRIER IS FILING ANNUAL REPORTING ON ITS OWN BEHALF:

Certification of Officer as to the Accuracy of the Data Reported for the Annuat Reporting for CAF or LI Recipients

[E certify that | ant an officer of the reporting carrler; my responsibiiities include ensuring the accuracy of the annual reporting requirements for universal service support
reciptents; and, to the best of my knowledge, the Information reported on this form and In any attachments is accurate,

Name of Reporting Carrier;  BMERY TELEPRONE

Signature of Authorized Officer: CERTIFIED ONLINE Date

Printed name of Autherired Officer; D2TTen Woolsey

Title or position of Authorized Officer: SPief Financial Officer

Telephone number af Authorized Officer; 435-636-0050

Study Area Code of Reporting Carrier: 502278 Filing Due Date for this form; _ 10/15/2013

Persons wilifully making false statements on this form can be punished by fine or forfefture under the Communlcations Act of 1934, 47 U.5.C. §% 502, 503(b}, or fine or imprisonment
under Title 18 of the United States Code, 18 US.C. § 1001,

10114/2013 Page 12
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<010>  Study Area Code 502278

<015>  Study Area Name EMERY TELEPHONE

<020> Program Year 2014

<030> Contact Name - Person USAC should centact regarding this data Darren L Woolsey

<035>  Contact Telephone Mumber - Number of person Identified In data line <030> 435-636-0050
<03%>  Contact Email Address - Email Address of person Identified in data line <030>  dwcolseygererytelcom.com

TO BE COMPLETED BY THE REPORTING CARRIER, IF AN AGENT IS FILING ANNUAL REPORTS ON THE CARRIER'S BEHALF:

Certification of Officer to Authorize an Agent to File Annual Reports for CAT or LI Reciplents on Behialf of Reporting Carrier

1 certlfy that (Name of Agent) I$ authorized to submit the Information reported on behalf of the reporting carrder, |
also certlfy that | am an officer of the reporting carrler; my responsibllities inglude ensuring tho accuracy of the annual data reporting requirements provided to the authorized
agent; and, to the best of my knovdedge, the reports and data provided to the authorized agont 1s accurate.

HNamme of Authorized Agent:

Hame of Reporting Carrier:

Signature of Authorized Officer: Date:

Printed name of Autherized Officer:

Titte or position of Authorized Officer;

Telephone number of Authorized Qfficer:
Study Area Code of Reporting Carrier: Eiting Dure Date for this form:

Persons willfully making false statements on this form can be punished by fine or forfeiture under the Communications Act of 1934, 47 U.5.C, 85 502, 503(b}, or fine or Imprisonment
under Tit'e 18 of the United States Code, 18 U.5.C. § 1001,

TO BE COMPLETED BY THE AUTHORIZED AGENT:

Certification of Agent Authorlzed to File Annual Reports for CAF or LI Reciplents on Behalf of Reporting Carrier

I, as agent for the reporting carrier, certify that [am authorized to submit the annual reports for unlversal service support reciplents on behalf of the reporting carrler; | have provided
the data reported hereln based on data provided by the reporting carrter; and, to the best of my knowledge, the information reported herein Is accurate.

Name of Reporting Carrier:
{Name of Authorized Agent or Employee of Agent:
,Slgnature of Authorized Agent or Employee of Agent: Date:

!P{?nted name of Authorized Agent or Employea of Agent:
Title or position of Authorized Agent or Employee of Agent
Telephone number of Authorized Agent of Einployee of Agent;

Study Area Code of Reporting Carrier; Filing Due Date for this form:

i Persons willfully making false statements on this form can be punished by fine or forfelture under the Communications Act of 1934, 47 US.C. §5 502, 503{b), or fine orimprisonment undes Title
18 ¢f the United States Code, 18 1.5.C. § 1001,

Page 13
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Response Line 510
Emery Telephone
SAC 502278

Pursuant to 47 C.F.R, § 54,313(a)(5) and or 47 C,F.R. § 54,422(h)(3) Emery Telephone is in compliance
with appropriate FCC Service Quality Standards and Consumer Protection Rules, Emery Telephone has
designated a CPNI Compliance Officer responsible for training and ensuring compliance with CPNI.
Emery Telphone provides CPNI training to all new employees and annual training to all existing
employees, Emery Telephone also provides CPNI information to customers through an annual bifl insert
notification which contains CPNi information, rules and regulations, and the opportunity to “opt out”.
Emery Telephone also provides similar information on its website and updates the information as
necessary. Emery Telephone also trains staff on Red Flag issues on an annual basis. Al company
employees are required to sign and acknowledge that they have completed CPNI and Red Flag training
and understand obligations to the adherence of applicable rules.

Emery Telephone alsa outlines its rates, terms, and conditions under which Emery Telephone offers
service in its Local Exchange Tariff. The tariff explains customer rights and obligations, customer service,
dispute resolution, deposits, billing and payment options, disconnection of service as well as
cancellation of service options. Emery Telephone keeps its tariffs available for public inspection at its
business offices. Select portions of the tariffs including privacy, directory listings, and terms &
conditions of use are also available on the Emery Telephone web site.




Response Line 610
Emery Telephone
SAC 502278

Functionality in Emergency Situations:

Pursuant to 47 C.F.R. § 54.313(a}{6) and 47 C.F.R § 54.22(b}{4} as set forth in 47 C.F.R. § 54.202{a){2)
Emery Telephone(“Emery”) meets the requirements to remain functional in emergency situations and
has the following capabilities:

Back-up power is provided to Emery’s central offices by use of fixed generators in most locations and
batteries that provide back-up power. Each location has been designed to also accept the connection of
a mobile generator which can be moved as a redundant power source or back-up generator for
extended or multiple outages.

Emery remotes and field electronics have 2 to 8 hours of back-up power by use of batteries with
additional support provided by mobile generators which can be deployed as needed.

Emery is operating on a 10GB IP Core. The technology deployed in its core fiber optic network is self-
healing and will automatically reroute traffic should a fiber cut occur. Emery has physical redundancy
through leased and owned fiber paths to its LATA Tandem (UFN tandem in Salt Lake City, UT) as well as
secondary connectivity at the Century Link Tandem in Provo, UT. in addition to physical redundancy,
core redundancy, and multiple tandems, Emery uses carrier grade eguipment for important network
elements such as switching and access gear with built in redundancy. Emery also has spare equipment
for network elements that might affect reliability.

Lastly, Emery is prepared and capable of managing traffic spikes resulting from emergency situations
and has developed procedures for employees to follow during emergency situations.
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WWW. MOSSADANS.COM

@(./@ REPORT OF INDEPENDENT AUDITORS

@the é?Ld of Directors

El et

O
Repo@&{l ﬁggf ({\i Statements

We have e@&he n% g consolidated financial statements of Emery Telcom and its
subsidiaries, xﬁ‘h cc@?p lse) (]@; idated balance sheeis as of December 31, 2012 and 2011, and the
related consohdataa\ taté@:n m&membew equity, and cash flows for the years then ended, and
the related notes to/%fm malsta@ en /

Management's Resyonsrb’ﬁig forghe §r@1cé1‘,&;¢tements

Management is responsible f01 atly n’?j presentation of these conselidated financial
statements in accordance with 1c¢o (J/ ip ly accepted in the United States of America;
this includes the design, lmplementatz d x@ te% ternal confrol relevant to the preparation
and fair presentation of consolidated fi naﬁﬁa a‘f& re free from material misstatement,
whether due to fraud or error, @

Auditor’s Responsibility 470 0 4/ ’?@

Our responsibility is to express an opinion on these CG d”?\ &dg !ments based on our
audits. We conducted owr audits in accordance with auditmgﬁas y@ally epted in the United
States of America. Those standards require that we plan and* F?a n ¢ aﬁa to abtain reasonable
assurance about whether the consolidated flnancial statements ar e¢ éﬁ?@?tem}% misstatement,

the consolidated financial statements. The procedures selected depend udi @fs udgment
including the assessment of the risks of material misstatement of the cons ﬁnqif l‘s ments,
whether due to fraud or error, In making those risk assessments, the auditor con C:rs \gymi control
relevant to the entity’s preparation and fair presentation of the consolidated financial statemdufgyin 1@,&;*

to design audit procedures that are appropriate for the circumstances, but not for the purpose ?)j?
expressing an opinlon on the effectiveness of the entity’s internal control. Accordingly, we express :100@
such opinion. An audit also includes evalvating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements,

An audit involves performing pr ocedules to obtain audit evidence about I)s an mclosm es in
&%vh
oli

0LDBAL ALEIANTE OF
IHOEPENDENT FIRMS




REPORT OF INDEPENDENT AUDITORS (continued)

& Auditor's Responsibility (continued)

vy
6&'\ g iglieve that the audit evidence we have obtained is sufficient and appropriate to provide a basis for

our l{g\t opinion,

Sition, 7
ifiion 7,
Opiii <> O/Q

In our ofi)i;x‘;ian tllé onsolidated financial statements referred to above present fairly, in all material
respect$ythe fihanci ai bosmmn}of Emery Telcom and its subsidiaries as of December 31, 2012 and 2011,
and the é‘snlts 64f/theig ogé1 diidns and their cash flows for the years then ended in accordance with
accounting pllhcﬂp]&ﬁlgenélﬁ}ly Ed;ejpted in the United States of America.

ke
/I// oft Ahams @LP@ & 45(\
OVGillal"ld Park, Kansas /<\ /?:1)?(’
Aprit 12,2013 @/P C /4/ @
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EMERY TELCOM AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
December 31,
2012 2011

,S) CURR[‘NTASSETS
Cash and cash equivalents $ 2,399,990 $ 5,901
QEounts receivable 904,306 805,649
telt ials and supplies 918,154 859,819
C pﬁrd income taxes 517,054 600,184
ti;el ¥ glds 479,148 415,424

N
Q’]‘otalb 1ent assets 5,218,652 2,690,977

Nomu‘%&yﬂs Q}\\ ("‘1
Investméhts I /b 1,325,820 1,400,937
Goodwill () .9 )/\, e 2,377,759 2,377,759
Itangible 2533, * (7 ’?ﬁ\ /2) 483,659 483,659
Deferred char es/)\, ; /Z 448,009 527,498
e

,_:{\(9“) (’:}? ’)\

Total noncurrapt zg\sets 9 @ <7 4,635,247 4,789,853
o\ <<\
PROPERTY, PLANT, AND EQUI @ Vg\

Regulated property, plant, and" lsnen R\S’e{éace /l/ 72,522,221 72,066,161
Regulated plant under constr uctl 1,016,144 639,748
Nonregulated property, plant, and e leme ffejelv.f? C} 15,584,668 15,020,481
Nonregulated plant under constructlon Q ‘7 509,433 1,068,653
DRACAY
Total property, plant, and equipment % @ /Z/ %89 632,466 88,795,043
Less accumulated depreciation "‘ %f 4/ 9@50 422) (52,379,776)
Qo
Net propetty, plant, and equipment '&? \-g\ 8?, 18"(344 36,415,267
7
Op;$@4§_!é§’§g43@ $ 43,896,097
Oy A
Q‘Zf O 5
Ty S0y
(NGRS
0, 7 9
e,
W e
ﬁ.)? 'y
(( !




EMERY TELCOM AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

LIABILITIES AND MEMBERS' EQUITY

December 31,

2012 2011
Q‘\ CURRENT LIABILITIES
(, @ Cutrrent maturities, notes payable 3 - $ 560,000
counts payvable 1,375,287 1,666,846
(7N
vance billings and customer deposits 57,199 52,050
k|
{\ccr}ﬁd income tax 2,892 2,892
( Eitl;ua'l Cp?'l%nt liabilities 369,766 314,756
(jiTotal%D%enthabrhtles 1,805,144 2,596,544
LONG- 1“6}1\ \
Notes paﬂabl 2,000,000 5,776,732
Less cur réi?%}a 1t|es /ﬁf{\f - {560,000)
Total l<}1g ja; m. (Tc:azs {“\ Q%\/b 2,000,000 5,216,732
2
OTHER LIABILITIES 6\ ﬁ O
Deferred credits 581,188 670,013
Deferred income tax /SD 3,981,379 3,598,386
Postretirement benefit obligatfg\?) /Z/ 4/ 1,470,997 1,674,249
/
Total other liabilities and d"?{ (q L{:} 6,033,564 5,942,648
MEMBERS' EQUITY @ ,f ‘(/
Membership certificates /é? il /?,;{\ 126,256 126,256
Patronage capital /Z) /z/ C f ,695,173 17,050,587
Accumulated other comprehensive income (loss) /D/ 2,152 {73,767)
Retained earnings ﬂ?, QLQ ;3’ 654 13,037,097
P /
Total members' equity ‘/O/L/J /. 3@9123@ 30,140,173
= (ffx \-.r(_;)
k9$ ifz\ 535, 943‘? $ 43,896,097

le% o
08 005:)

) «%j’
¢ "'0
Q2

rs

See accompanying notes. 4




EMERY TELCOM AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME

Years Ended December 31,

2012 2011
OPERATING REVENUE
L Wireline $ 16,481,323 $ 15,696,468
€ s Television 2,989,581 3,195,471
D L}ntemet 4,079,389 3,845,900
Q‘h (;fllaneoumevenue 1,563,777 1,580,196
4 N
_:%:\ ') Ne\t operating revenue 25,114,070 24,318,035
OPERA! E@EN}SE
P!aut Fc uﬁatmns expense 3,262,382 3,538,879
Pla 5:011 Eauﬁc Qp%ﬂtlonsﬁex\pense 1,077,379 1,053,446
Dep%j on '1) amu (zatl NC Delse 5,612,218 4,993,171
Customen pem opns c e“ise ,7/ 1,345,264 1,269,650
Corporate’s s%jitm& expenigf /<.>. 1,864,036 1,824,518
Other operatingdaxes (7 L‘:(‘\ O 186,425 195,127
Nonregulated )\. L (.) 6 6,345,801 6,897,528
A RS “N
Total opcratinésé}pgzwe O /%) /{V 19,693,505 19,772,319
NN
OPERATING MARGIN O S ’ﬁ)/, f"‘\:‘/li/ 5,420,565 4,545,716
iy
OTHER INCOME (EXPENSE) ’ﬁb? /‘ f‘)’?
Interest and dividend income "’ 229 2,302
Interest expense ( 3 O O (49,902) (323,969)
Allowance for funds used during constr llCtlD@ ( 10,866 -
Loss on investments L /;7) (768,695) (52,517}
Other income ,E,: N 18,139 7,623
-
, %, 76 Y
Total other expense 0 O ,rf789 363) (366,561)
NET MARGIN BEFORE INCOME TAXES ?/\ ‘;\ /04‘?1%92 4,179,155
Income Taxes % /Z"t}\ 1 5 003’7/ 1,471,123
}.
NET MARGIN C‘(:) ;. 96,16‘9, 2,708,032
Ly, ey 3
OTHER COMPREHENSIVE INCOME ',fk S lj\
Change in postretirement benefit obligation 41,6\5 912}6 (DA 172,481
A0y (.)
TOTAL COMPREHENSIVE INCOME $ 3,022 1’{@ WE__@ 513
\
% %

09

See accompanying notes.

(421




9
&in
[y
< -
2 &
KN y
= !
<n &7 M\O
S LNy
o Ry 5 gy’
v/ PERELE
TR IND
SETL6LTIE § ¥S9EL6ST § ZETTS V08 @,.W.\wm,oﬁ ot $ 6IT1LZ $ 952921
616'STT - 616521 Y mn\w\ C&J - -
661'968'C 661'9687 - A $p NA, - -
- (611°12) - @ mmww, ‘7 . &Q,_\o:.ﬁm -
- Th - e, O 4y .
- £90°11 - N@%ﬁ.&% QJQ- O -
. o % o
(zrg'29€) - - (z18'295) T -
952 9547 /v@\ @W Ao § -
- - - 6vLSIE Y AGBLSTEN Chr -
NN
SLT'OFT'OS L60°LED'ET {z92'¢1) 8E8%EL'DT \mmﬁ,ﬁmv & g ; z9g1
\\m\o .\\\ .,m\m}.. \xV\...
I8¥'ZLT - 18¥'ZLT - - \\w\ 7 &_v» - O,\vv
7E0'80LT Z£0'80LT - - - \,,,..v\ s .
- (6¥L'sTE) - - 6hLSIE™ Omw,v ke
- 6ILE - (61L'€) - %M\ OB
- 15912 - (1s#12) - /mw.m\ .Omu
(£86'89¢) {£86'89¢) <
612'S - - 612'S " - /N\A !
- - - £85'709 (£85209) - “
8IFEIILT § PYY'6T90T $ (evz'ovz) § £6T'TZS9T § £85709 % 952921
[e10], sgutuaey (sz07) ewoou] paudssy I[qBUBISSY SIBIYNLD
paurelayg salsuayazdulon adeuoned adeuone] diyszequiaiy
13110
DPRIBMUNIY

-sa1ou Surfueduiondz sag

ZT0Z ‘1€ 1PquR0aq "IONVTVE

uoneseo jyauad suswanansod ut 25ueyD
U IRt 19N
[earden aSeuoned
adzuonyed Auedwosaguy
usunsnipe
S9]qRAI@D21 SULIND Paulelal sIIpato [ende]
pawImal s1paao [ende
syeunsn(py
pausisse silpato [exide)

1T0Z 1€ Joquaos( ‘IINVIVE

uoneBiqoe 1yeued Jwswsainansod ur sBuey)
widrew 19N
1eaden afruoneg
adeuoned Aueduwostaur

Juaunsnipe
$3[qBAIAD2I SULIND pPauleIat s3Ipalo [ede)
pRuIIaL SIpaaD [eude)

ALINOZ SYAFIWANW 40 SLNIWALVLS AILVAITOSNOD
SHIAVIAISENS ANV WOOT4AL AYdINI

s O@ syusunsnipy
. N pousisse supa.o [ende]
i u\@(mw“v

by 0T0Z 1€ 22qWe29Q ‘IONVIVE
oN
&
.Q&, {\.l}

S Ay’
K\) ~
2

e
N
L7
2N



EMERY TELCOM AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net margin $ 2,896,199 $ 2,708,032
6\ Adjustment to reconcile net income to net cash
(f? provided by operating activities
VD preciation and amortization 5,612,218 4,993,171
\%ei red tax 382,993 1,151,846
o s’p‘h investments 768,695 {3,893}
goncasp%atronage (34,114) (48,624}
Hlty nc’eﬁn funds used during construction (10,866) .
Chang§ in oﬁ%ing assets and liabilities
ccowhts el ble (98,657) 536,865
tqi iy sg g es C\ (58,335) (498,702)
P epdyments (63,724) {8,563)
Deferfe :pgps = /Z/é,f\\ 79,489 (62,423}
Income (%B aéc id /{'::) 83,130 555,842
Accounts p ya ie & (291,559) 1,015,517
Advance bllllng %t?me% 5,149 4,787
Postretirement b lj‘eﬁ atiol (77,333) 128,616
Deferred credits é /5) (88,825) 670,013
Other current liabilities O N 6\ /% //‘Z/ 55,010 {38,416)
Net cash from operating z@g}es(? /7 9,159,470 11,104,068
CASH FLOWS FROM INVESTING AC‘I‘[VI’I‘[EQ G Q
Additions to plant and equipment C?@ ( / (3,178,325) (5,944,000)
Proceeds from asset retirement /Z//{\ 533,817 49,287
Distributions received from investments 45? C) 16,915 20,894
Net cash from investing activities /(%) 'ﬁ’? O@ \S‘ ‘(g 15647,593) (5,873,819
/\ $ 0T
CASH FLOWS FROM FINANCING ACTIVITIES \ Q
Patronage distributions ZZ“;)\ @5 056 (363,768)
Proceeds from long-term debt % 8’4‘2}56 910,855
Payments of long-term debt C 25,988]. {8,054,123)
Net cash from financing activities 4 @(1@88] Q (7,507,036}
7 7 [/ /e
NET CHANGE IN CASH AND CASH EQUIVALENTS 2,3 Q 9 / “‘)\ (:2,,276 787}
CASH AND CASH EQUIVALENTS, beginning of year 9 90{& Sd 3,286,§88
&% P
CASH AND CASH EQUIVALENTS, end of year $ 2,399,990 $ > 9,907 jz)
o

Years Ended December 31,

See accompanying notes.




EMERY TELCOM AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

2012 2011
SUPPLEMENTAL DISCLOSURE OF CASH PAID DURING
THE YEAR FOR

( C.Interest, net of amounts capitalized $ 85,167 $ 415,893

I/I’%ga tax $
O

1,269,000 3 950,906

S&-%QULE“(}F NONCASH INVESTING AND FINANCING ACTIVITIES

For tlug%gl;ﬁ enf@ﬂ)ecember 31, 2012 and 2011, patronage allocations totaling $21,119 and $315,749,
respecti efj’(,eff‘vere t&"ﬂljferred from retained earnings,

G e 0 O
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies

‘& Organization - Emery Telcom (the Cooperative), a cooperative organized in the state of Utah, is a
r‘ééu ated local exchange telephone company providing telephone service to approximately 3,900 access
lmefh{ﬁmei v County, Utah,

N
hrg—ektrﬁ Telg HC, Inc. (the Holding Company), a corporation organized in the state of Utah, is the holding
compa@fo '%zgaxable operating companies within the consolidated group.

Catbon/fjméxg» et(:o nc. (Qa! hon), a corporation organized in the state of Utah, is a regulated local
exchange ¥ lgp an Er })wdmg telephone service to approximately 8,100 access lines in Carbon

County, UtaPC) O \ /}\Adk\

Hanksville ’i‘elco(n{:\ (l?i k Ja !poratmn organized in the state of Utah, is a regulated local
exchange telephone c.f )&Rahﬁ) qlfng t é;;llated telephone service to approximately 100 access lines in

Wayne County, Utah.
N << ;‘7(

Emery Telecommunications (d ,\f\c /?E'I‘V a’f jrpor ation organized in the state of Utah, provides
Internet and customer premise s wceé% L x;ﬁfgjﬁly 8,600 subscribers in Emery, Carbon, and
Wayne Counties. C

Emery Telcom Long Distance, Inc. (ETLq _)3 '{Ql(p(}l 0??;9 jzed in the state of Utah, provides
long-distance service to approximately 8,400 ¢ (ﬁf%/mgfs 0 @(reég j,a:ced local exchange companies.

Emery Telcom Video, LLC (ETV-LLC), a iimited-liabi lﬁy qomg Jpéy @gamzé;}y the state of Utah, provides
traditional cable television services to apptoxnﬁateﬁ?jﬁlﬂﬂ s:{bSc )beré <;dpd 2,300 cable Internet

subscribers. /

Emery Telcom Wireless, Inc. (Wireless}, a corporation orgamze&slgathe te qﬂU&ah provides wireless
telecommunications service. Operations for Wireless were di cwmu'?l\ duung the year ended
December 31, 2012, fo @ JA

Principles of consolidation - The consolidated financial statements mchﬁ%th @ccountg gf Emery
Telcom, its wholly-owned subsidiary, Emery Telcom HC, Inc, and its whol J)wng sﬁt{s)ldgaues
Carbon/Emery Telcom, Inc.; Hanksville Telcom, Inc.; Emery Telecommunications & Vidéo, .,,DC {fmery
Telcom Long Distance, Inc; Emery Telcom Video, LLC; and Emery Telcom Wireless, Inc &uch ég‘é
collectively referred to as the Company. Significant intercompany accounts and transactions have been,70

eliminated. @




EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Sighificant Accounting Policies {continued)

Q(‘éccountmg policies - The financial statements of the Company have been prepared in conformity with
t@ jccountmg principles generally accepted in the United States of America applicable to regulated
pub{ ¢ utilities. Such accounting principles are consistent, in all material respects, with accounting
pun)ciglfﬁplesc: ibed by the Federal Communications Commission (FCC) under Part 32, Uniform System
) ch’qung f(?:)_r Telecommunications Comparnies,

Accountl g est) ates - The preparation of financial statements in conformity with accounting
prmcnpge;s g’é_(\geral chpteéi in the United States of America requires management to make estimates
and assuéu)\ @ha(‘ ffect tl&jrepm ted amounts of assets and liabilities and disclosure of contingent
assets and lig jll f’ 3 at d,ate’l)f Qte financial statements and the reported amounts of revenue and
expenses duri 1e 1ep 01 L{g" epipd, Actual results could differ from those estimates. Significant
estimates lndud?de‘pj eeiqt n ¢ {Jjns N elstate access revenile seitlements, and valuations of long-

lived assets and gOOd }({ T‘)
<;> <f)

Cash and cash eqluva]ents\Q the p"uLﬁhse's %qhe statements of cash flows, the Company considers
all highly liquid investments Iﬁgﬂlassd\'wu ajba\turjgof three months or less to be cash equivalents.
Concentration of credit risk - Th /Lﬁ grﬁz %ts cash in bank deposit accounts, which, at
times, may exceed federally-Insured lmﬁ%‘ edexéﬂy i sx;(!” d limit is $250,000 per institution, The
Company has not experienced any losses i h @ oun?ﬂ% ﬁ“e ent believes it is not exposed to any
significant credit risk on cash and cash equlval { o 7
}E?/,l CAIREN
Accounts receivable - Accounts receivable are sta é:z;t thi{?md’@; ma‘pgg ment expects to collect on
outstanding balances. Creditis extended on a short-terimifagist el\efm gy acto ts receivable do not bear
interest. The Company reviews the collectability of 'tccoulf} cél}a le gx{ € sed upon an analysis
of outstanding receivables, historic collection information, amd3 < (ﬁ‘fl ??}iltlons Receivables
from subscribers are due 30 days after issuance of the subscri 1b§$b wa rom other exchange
carriers are typically outstanding 30 to 60 days before payment S(;jceﬂ&q Xc%;o wnts receivable are
written off when they are determined to be uncollectible. The Compan f du Gc? rite-off method
when accounting for bad debts, which provides for uncollectible amountﬁ éo }, c1alug to earnings
and a credit to accounts receivable based on Management’s assessment of the tatey. 0} individual
accounts. Management believes the direct write-off method provides lesults’@pt w,'oéﬂdi gt differ
materially from the allowance method. Q‘”
0 S) C:)')

Advertising costs - Advertising costs are expense when incurred. For the years eudea}b
December 31, 2012 and 2011, advertising costs incurred were $149,403 and $113,277, respectively.
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies {continued)

‘Szf aterials and supplies - Materials and supplies consist of fiber-optic cable, metallic cable, telephone
’éﬁupment and materials related to the telecommunications industry. Materials and supplies are stated
at(tf(aiowel of average cost ar market,

Rggtﬂated» operty, plant, and equipment - Regulated property, plant, and equipment is stated at
or 1g1n l 0s E cost of additions to plant includes contracted work, direct labor, materials, certain
payroll tﬁ es mployee benefits. When units of property are retired, the original cost plus removal
costs, les: \(age,@?%ai gegl Jo accumulated depreciation with no gain or loss recognized. The cost of
mainten: ce an,d )e it gé( rty and replacement of items determined to be less than units of

property is Cb:)/‘ﬁ qop rghn Egnses

Depreciation is ¢ n}f:futed\p tﬁg\st alg ’lme basis by the application of rates based on the estimated
service lives of the vat‘jﬂu\s‘c asses oé pl e" iable property as approved by the state regulatory authority.
These estimates are subj ecgto chggge i li\g ﬁe?(,tei m.

Nonregulated property, pl t,'_\anc[ﬂ eq/j) ent»’f? onregulated property, plant, and equipment is
recorded at original cost. Depreci’ai} 1 15’ edm /;é on“ stralght-lme basis for financial reporting and
accelerated methods for income tax hfirposes. Ex e\fﬁiituf or maintenance and repairs are charged to
operations when incurred. Gains or loss s fe Q},ﬂp};l@}\dls oﬁ'gls are included in income,

7PN
Long-lived assets - The Company 1ev1ew3//)[1ts ﬂiﬁ}i /féi) asﬂﬁ-‘\whenever events or changes in
circumstances indicate the carrying amount of S, 1 y ot l( cecoverable. When such events
occur, the Company determines potential impairmeh by cmugarif%)th ymg value of its assets with

the sum of the undiscounted cash flows expected to be pﬁawgéd operatingghd eventually disposing of
the asset. Should the sum of the expected future net cash ﬂ/ shéfes t ) E%Values the Company
would determine whether an impairment loss should be recogﬁiye,‘d ﬁd m @"1 mentﬂosses on long-lived
assets have been identified in the financial statements, ﬂ,l O e _,‘s.

Intangible assets and goodwill - Intangible assets and goodwill are 1175 in aé% rdance with the
Intangibles - Goodwill and Other Topic of the Financial Accounting Stamz d'c)y { AS@ Accounting
Standards Codiftcation. Definite lived intangible assets are amottized on a‘s h ﬂlne (ba“sgs over the
estimated useful life of the assets. Goodwil! and intangible assets with indefinite’ E }s ‘aré (:r}ot‘ a@‘o&tlzed
but are evaluated for impairment annually or between annual tests if an event or chéf ge it i uuuﬁ;t
occars that would more likely than not reduce the fair value of the reporting unit below 1(3(?&11 jg
amount. p
%o
Income tax - In 2012 and 2011, the Cooperative qualified as a tax-exempt entity because more than 85%  ~
of gross revenues were from Cooperative members, Taxes are computed on income unrelated to the
Cooperative's exempt purpose,

11




EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 -~ Summary of Significant Accounting Policies (continued)
& :
(}pcome tax (continued)

Tl%é/ o perative’s subsidiaries are taxable for both federal and state income tax purposes and file a
L0n§0{ ’ated tax return, Defetrred taxes are provided on a liability method whereby deferred tax assets

{'Eg:ogn} d for future deductible temporary differences and deferred tax liability are recognized for
futme t_”:}(a t mporary difference. Temporary differences are the differences between the reported
amounts"tfi set nd liabilities and their tax basis. Deferred tax assets & liabilities relate primarily to the
differer cg 1("; @gzp; e(}an al}’d]amm tization methods for tax purposes. Deferred tax assets are reduced by
a valuat; dw nce f‘en 1rLt e opinion of management, it is more likely than not that some pertion of
all of the de : e fa wal rllgtbe'ﬁ Lwed Deferred tax assets and liabilities are adjusted for the effects of

changes in tax l%s\anigites g&lfg\le,t%?je of enactment.

The Company recor d} /};\t‘: xfhm(t /Zi:t'jhns if the likelihood the position will be sustained upon

examination is less thaﬁ p\,é) th\ b i’ , 2012 and 2011, the Company had no accrued amounts
related to uncertain tax pog}t 1 ele$ n ggqalms, if any, are recorded as interest expense and
other expense, respectively. T Yan lgf?;ger subject to U.S. federal or state and local tax

examinations by tax authorities 0‘1%&15@9\” Qy 9

Taxes imposed by governmental aut tl 'Fhe\/g)m agil is subject to taxes assessed by various
governmental authorities on many dlffe1 é e of ﬂ 111‘?9’»y 1sactions with its customers. These
specific taxes are charged to and collected fr O{tﬁ(l; (ép ﬁﬁ{ners and subsequently remitted to
the appropriate taxing authority. The taxes are acto ed &31 0 et Bré‘liiand excluded from revenues.

Comprehensive income - Comprehensive income is gjf ?13@ aglhq che:prge in}é uity ofa business during
a period as a result of net income (loss) and other gains anddﬁ j;es aff &qui ;;y’ tSlat under accounting
principles generally accepted in the United States of America, aa §§ ﬁ?deq h grh neti l\,ceome Accumulated
other comprehensive income {loss) includes an adjustment ¢ e‘ﬂec@he éffegt of the Company's

tretirement benefit plan.
postretireme efity O¢ OL/ /

Revenue recognition - Monthly service fees derived from local wir ehr"fg ) teﬁq‘p and ;lewsmn are
billed one month in advance but recognized in the month that service is pk vigie (}ees (fk;l ived from
business system sales and directory are billed in arrears and accrued in the mont‘f‘j viced e)}z o@did

Usage sensitive revenues, such as access (revenues earned for originating/terminating lOI(%QIStQSfe

calls), and long-distance are generally billed as a per-minute charge. Although these revenues are billed 7, )
in arrears, an estimate of unbilled revenues is accrued in the month service is provided. @
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (continued)
&S\ i, .
@evenue recognition {continued)

In%é’é?;\ te access revenues also include settlements based on the Company’s participation in the revenue
poois adi’mmsteted by the National Exchange Carrier Association (NECAJ. Settlement revenues are
det l"mmegl gb}{ annually prepared separations and interstate-access cost studies. These studies are
pr epat\g; su ent to year-end and, therefore, the related revenues are recorded on the books based
on an esﬂhate QPNECA pool earnings and on other assumptions related to information utilized in the
prepar; tg,on fif) he o /; stud(|e:§ The studies are subject to a 24-month pool earnings adjustment period
and a Ia idw of/t e sy ECA Revenues were decreased in 2012 and 2011 by $465,000 and
$56,000, res;j— ggiﬂ& fo(v 9]1,18 e;{\ts related to prior-year differences between the recorded estimates

and actual revénues 6\

Internet revenues ai é‘(ga{ﬁr’d) froq b ) /[z( ‘v1s;on of customer access to the public Internet, excluding

revenues attributable t d)gktél 6} \!n’ie’ SL) transport (line costs between the customer and the
Company’s equipment that'e (%: ntel ¢l )A{nterstate access revenues include settlements from
NECA that compensate the Co {mysl(?the D§ tarf%m t refated to the provision of Internet services.

The Company’s wireline and Umv al S é%@o /i {}SS] revenue is intended to compensate the
Company for the high cost of prowdmgq e e hon\é‘}e m USS revenue includes funds received for
high cost loop support (HCLS), local sw1tch‘§ q{p ltp'i I , 2012 (LSS}, interstate comtnon line
support (ICLS), Connect America Fund (CA Iie i fla ﬁ@us programs. HCLS and ICLS are
based on the Company's current relative level ot( t!:}ati exbefise a@g;ant investment. Support from
the CAF is based on a historical frozen amount rela C&Q ZOL)lm’?%tmeﬁfx&]d expenses associated with
the switching function and certain 2011 intrastate acc@ re m@g yhlchj ethel make up the CAF
base. The CAF base will be reduced by 5% each year in detev@!ﬁ %l* E&m

Regulation - The Company's services are subject to rate 1egulat169 %&‘foilgj 9] \

» Interstate access revenues are regulated by the FCC through its re Ztlo (NF tatés -and settlements
. procedures as administered by the NECA.
« Federal USS revenues are administered by the Universal Service Admlhtgsmti\f;) Con'{any (USAC)
based on rules established by the FCC. O g
s Local, intrastate toll access revenues, and Utah Universal Service Fund Ievenues’gt‘e I gt{_ated }Jy the
Public Service Commission of Utah. (.5) k)
>
Other sources of revenue are not rate regulated and include cable and IPTV service, long-distance service, &
customer prenmise equipment sales, rents, and other incidental services. ’
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 ~ Summary of Significant Accounting Policies (continued)
‘\-S}’Begulation {continued)

Né‘{ff@;}lated expenses and nonregulated plant are directly attributable fo nonregulated services.

) T - A -
All-other op2rating expenses and telecommunications plant are related primarily to wireline revenues;
howe"v@ SOt §£l these costs jointly relate to regulated and nonregulated services. For interstate access
settlemeht,- 1SS, Fite case, and other regulatory purposes, the portion of these common costs related to
nonre u}gté{\gctlv{}}\are ée]moved in accordance with Part 64 of the FCC rules in order to ensure
regulatetﬁ}\\(eﬁ)uis al e@}ée cal;l\costs of providing regulated services.

In October 2011, }\e F )lssn/ n o dfl reforming intercarrier compensation and USF mechanisims and
issued a Further q;rce BE:I’ ﬁ§ i‘nakmg (FNPRM) on long-term USE reform, transition timing,
and implementation. ’lﬁl&{n cﬁrity of, t}ge i pacts of these regulations began on July 1, 2012.

Major provisions of the or d% S{Bl\ﬁ(l\rpuég
S ’ﬁ/
s Limitations on the amount 0 pdl EQ‘*B,C % v’l

¢ Limitations on capital expendltul. 4 and pela ;ex e’nges recoverable from the USF

¢ Benchmarks for minimum local late{\ ()ai e to e d 1sef§«b recipients of support

s The establishment of the Access Recove&%h (AR 21 ed end users

¢ The phase out of local switching support Vgﬁ:@‘,ﬂfabl ,F(the CAF, a new funding mechanism
for investment and expenses related to the s !1/

o The structured reduction of carrier access rate &a,rge Létﬁ%(loﬁa%@/y to other carriers using its

network to complete long-distance calls
/O/Z/

{) T O
Fair value measurement - Fair value represents the price that wg 1l gceive -to sell an asset or
transfer a liability in an orderly transaction hetween market par tu:lpa ? t Tt \sneasa ement date. The
Company follows a fair value hierarchy, which requires an entity to mdy

j zef the use 0 observabie
inputs and minimize the use of unobservable inputs when measuring fair \};\53 ﬁ/@fo] dﬁzm are the
three levels of inputs that may be used to measure fair valie: o ,70 O ’s

Levei 1 Quoted prices in active markets for identical assets or liabilities. C)

Level 2 Observable inputs other than Level 1 prices, such as quoted prices fol? Siml.lal' 7
assets or liabilities; quoted prices in markets that are not active; or other inputs
that are observable or can be corroborated by observable market data for -
substantially the full term of the assets,

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

Management is monitoring the impacts of the reform on an ong(ﬁ{% I{Igﬁ O
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (continued)
f*S}Fair value measurement {continued)

T he fﬁ (iL‘vaIue measurement guidance is applicable to the Company in the following areas:

. Choodw;ﬂl {Note 4)
e P ﬁ‘etl%‘lt benefit plan assets (Note 8)

Subse egl;r véﬁ%} Subsequent events are events or transactions that occur after the balance sheet
date but Qefmré he i} auclé] sSatements are available to be issued. The Company recognized in the
financial state Igcs éle{né ffects] of all subsequent events that provide additional evidence about
conditions thatexjstéd F Siate of/] e balance sheet, including the estimates inherent in the process of
preparing the fihdngja g%tem{nts e:\C()mpanys financial statements do not recognize subsequent
events that provide evégltg{mg oL ¢ 1di fm that did not exist at the date of the balance sheet but arose
after the balance sheet /(Qt @fo: tl}e cial statements wete available to be issued.

(

Subsequent events have been‘/ v lga%_{j‘th ug Ap i! 12, 2013, which is the date the financial statements
were available to be issued. {
@ - \’7/2/

Reclassification of amounts - Ceita{t“‘ﬁleca S)lf ag:)}s hﬁge been made to the 2011 consolidated
financial statements to conform to the 2012, IESQ tatiof}, Théfe | fs no effect on previously reported net

’@ T
A, U, Qe
Note 2 - Accounts Receivable (17 /}\C?(\d\‘s‘ 7 /Z%
A0 Q
Accounts receivable consist of the following at December 31: 04 4 !’Z/ t% /227)

& A

margin or members’ equity, /7 /,

*

Q.90 2011
Accounts receivable, subscribers $ 1298 '73}1 6\ $ 291,696
Accounts receivable, carriers 5@2—‘,044/ 1/‘ ) a\ 335,753
Accounts receivable, related party Gﬁ O 176,012
Accounts receivable, other 445 ﬁ),@ /’/3 0'12.,188

')

V
904,306 Qgg!@
Total $ 3 2 3. ]
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 3 - Investments

‘S}Bgestments consist of the following at December 31:

O
4;?,\ 2012 2011
COBagk; ACB (CoBank) $ 1176820  $ 1,159,622
Other myes@f&ts 149,000 241,315
Q,
(‘f‘?tal O $_ 1325820 _$ 1,400,937

RN R
Asa condltl% tsdebt fo, ? d})e Company was required to purchase participation certificates. The
participation ce ificatés’ (me CQI {é\ original cost, adjusted for patronage allocations net of cash

distributions. The C%ﬂ parti IIL )10 1t1f‘1cates have no readily determinable market value and are
stated at cost, Patr onag’eﬁ‘ncd“ e is T'el %51 d z}}: areduction of interest expense.

Other investments mclude{}i‘ }strhqms ' fll tn hips. Investments in partnerships include a 19%
ownership in Utah Fiber [xh:atwd’r‘ki‘!r %} 3 % ﬁyneiship in IPTV Network Services, LLC (IPTV),
and a 20% ownership in Weste ry’ eyiet, h&(j [ 1;1) WFN is inactive. These investments are
accounted for under the equity methbd ac@ntl g'fi 1 nQeshnents due to the flow through nature of

the partnerships. O <‘

During 2012, IPTV seld its headend equ;pment/?:f d ISCG Y mﬁb ? g IPTV services. As a result, the
Company wrote off its investiment in IPTV and 1ecog’§ }ed "é."}loss 0 ,- *)

‘?)\ /O ‘7;\
ote 4 - Intangible Assets and Goodwill
Note 4 - Intangible Asset. G Q/Z/ AZ?\"‘ (’%

Intangible assets at December 31, 2012 and 2011 consist of wnellese‘_‘apest’\ﬁm (?;ated in Carbon, Emery,
and Grand counties, which were acquired through a FCC wireless spe t m ﬂ}tmn ,T’hg cost of acquiring
the spectrum was $483,659, The wireless spectrum is reviewed annual])/ g{ Eﬁi met}l,tjby Managetnent.
No impairments were recognized by the Company during the years ended Dét’grxgbal‘zi’l ZQf)Zfand 2011.

$ O, -
The Company’s goodwill balance represents the excess purchase price over the f{ a]l(;fg‘f 1d);i}§1ﬁahle
assets and liabilities acquired from PRECIS and other business combinations. Goo w111 was ste o:
impairment by comparing the fair value of the reporting unit to the carrying value. As of Deceﬁﬂaer 31
2012 and 2011, Management determined the fair value of the reporting unit exceeded its carr ying value, )
and no impairment loss was recorded. Fair value was determined using the income approach (level 3 v
inputs in the fair value hierarchy), which includes a calculation of discounted cash flows.
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EMERY TELCOM AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 5 - Property, Plant, and Equipment

%}
‘»S Property, plant, and equipment balances, together with accumulated depreciation, consist of the
'F@owing at December 31:

‘\ (\ _
Depreciable Plant Accumulated 2012 2011
@o ! Life Account Depreciation Net Balance Net Balance
o O
Regulated ﬁ%n't p
Gene[‘;a} suﬂe@rt facff‘i:s O 5-30 years $ 8600210 § 6114630 $ 2,485,580 $ 2,603,243
Centr aéﬁ‘ {(uﬁ})nen ’{,\ O 5-12 years 12,897,517 8,278,535 4,618,982 5,231,830
Cable and xt;d fauf-lagﬁ C /l//{\ 10-30 years 32,291,849 25,892,009 6,399,840 7,721,755
Telephone p]a’?%{qms:t 0"adp§stment il t" 20 years 18,732,645 11,863,545 6,869,100 7,805,729
Plant under construc}l/% LQ C) @\/Z}UA 1,016,144 N/A 1,016,144 639,748
/P
Total é‘\ C) "'?{ 73,538,365 52,148,719 21,389,646 24,002,305
0 S
Nonregulated plant () ’ﬁ/ '/'Z/
General support facilities "?) g} arst%} 741,245 2,968,443 2,050,480
Central office equipment §7 ‘1} 71'2, 1,134,554 578,093 1,827,113
Cable and wire facilities yea@ 3 {“b 2,063,807 5,499,783 6,227,363
Internet equipmant 5- 10 g}jﬁ /%(Q 7§§ ;1'88 /:;Zl 340,241 391,647 342,239
Television equipment 5-10 years”(': } 6, 0 94 072 1,412,835 832,958
Voicemail equipment 5 years 1@ 448 /Z/ 27‘:7,84 32,164 64,156
Plant under construction N/A 0599 45%)(.) \9 ﬁ}f 509,433 1,068,653
Total

$16094/30\3 3 %%01 7g§%

O

g ; 292 398 $ 12,412,962

C?,;

Telephone plant acquisition adjustment (TPAA) arose in connectiofi’ \ﬂ!, th ‘pm cl;gses of three former
Qwest exchanges. TPAA represents the excess fair value over the ori %/
acquired and is being amortized over the estimated usefut life of the acquir
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 6 - Long-Term Debt

§ ong—tet m debt is comprised of notes payable to CoBank. Outstanding loan balances associated with each
“sh V)dmry are as follows at December 31:

\,
(m :
' ,}\ 2012 2011
Car 131) $ 2,000,000 $ 3,536,732
ETV, LE 4} - 2,240,000

& rotalspzo/geg,izz{at@ § 2000000 $ 5776732
4 ) Q )\ /Z/

The note payab f?o Cdﬁé K z{ ?" Cléf/ €3 Q(lth Carbon includes a fixed interest rate portion, $2,000,000 at
an interest rate of 5 6 6%, D gy m 1 2012, Repayment on the note is determined on a quarterly
commitment structure’ ffésedxﬁn thaé} l’an’ mg loan balance with final maturity in 2014. Based on the
outstanding loan commltrﬁe th QEL I§ #2012, the Company is not required to make principal
payments until 2014. This o (f;also Ly v1d an a‘f\ 1 able revolving loan that has a limit of $5,326,721, as
of December 31, 2012. The r Yo, 11§§ a’n c’ ntan varlable interest rate based upon the British
Bankers Association London Inter a (fﬂje d R te (L R) which was 0.21% on December 31, 2012,
plus a margin of 1.50% to 2.00% th t l c[ é'ted z?sed i Company performance. The revolving loan
limit decteases quarterly and avallablht){”éeasé :) K?f(of December 31, 2012, the unadvanced
balance on the revolving loan totaled $5,32 ,g/l Q] evf]img lf ’n has a commitment fee of 0.25% for
unadvanced balances, fél/ /Z/ @

The note payable to CoBank associated with ETV- Lﬂ: 01ﬂ allyS‘m/t? ount of $5,320,000 was
originated in January 2009 to provide funding for theg 13‘ m§set it wcl"gf;)and contains a variable
interest rate based upon the LIBOR (which was 0.21% on Deﬁ)nbel f? 201}/] mat gin of 1.50% to
2.00% that is adjusted based on Company performance. Notw 1 ;1 s at ? bas /on quarterly fixed
amounts of $140,000, with the final payment due April 20, 2019, E‘}mgé\ 12, *Lompany paid off the
note payable to CoBank associated with ETV-LLC, o’? O ’{‘ )"

7 Ci“

The stock of all members of the conselidated group was pledged to consg nate g_he 10@ agreements
with CoBank. In addition to the pledge agreement, the notes payable are secur d@)(y I{ real arﬂ petsonal

property of the Company. /Z/

The notes contain certain affirmative and negative covenants, including maintenance of cer tam f}nnma
ratios as defined by the agreement. (:)@

Future payments of principal to CoBank will approximate $2,000,000 in 2014,
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 7 - Income Tax and Deferred Income Tax

‘-Szlpcome tax expense consists of the following for the years ended December 31:

Y 5 2012 2011
e
Chn; rént ,
Feqé)al Q P $ 1,170,880 $ 276,418
Statcf)(\ ,«9@ 181,130 42,859
Defen@(\ "2\(\ 382,993 1,151,846
/ C\
To(ta j (LG‘(‘)%EQ?){)\ }{/gn§e® 1,735,003 1,471,123
Income tax expensé . !%?\S,lﬁ%yon( ‘%)&4’
Operating O 303,353 202,304
Nonregulated 4 “6 Q @ﬂ?( 1,431,650 1,268,819
2’
Total income tax expé\% 6\ $ 1,735,003 $ 1471,123

% A/f %
Oo O(

For the years ended December 31, 2012 and/éég 1,

sﬁﬂldatg ncome tax expense computed at the

statutory rate differs from the amount of the ex é%’se [€.€ :de 6’ t?ti145(2‘1_]1’?11’2(;1alstatements The difference
1c

relates primarily to the tax exempt status of the Co \ én Qld sta
P y {

",

%
The components of the Company’s net deferred tax llabllg/épns@jbf thézfpllé%?}fg at December 31:

O]
4/\/2/ 2,3/1/ 2011

Tax depreciation and amortization in excess of OQ/f
financial statement depreciation and amortization (g[‘)BO @4] L}Cf»'\ $ (3,608,289)
Accrued employee benefits 4—»‘ CS\ 9,660
Investment basis difference Sié 4 O RS I 884
Capital credit adjustments (6,579} /}9 X R6641)
Total $ {3,981,379) $ g’) 8 3(26

19

{51?




EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8 - Employee Benefit Plans
L (;Um Cooperative sponsors two postretitement benefit plans.

Dé{ hé contribution savings plan - The Company has a defined contribution 401(k) savings plan for
all e]lg b)t\employees that is administered by the National Telecommunications Cooperative Association
fo A) fb

The Cooﬁéla ive dird Carbon employees can make voluntary contributions to the savings plan, with the
Company, nfii é}mgz&‘}lploy E‘COIltl ibutions to the savings plan up to four percent of annual salary. In
addltlo othpah §(a its discretion, contribute up to an additional eight percent of the
employees T)xual Ssqlai §.« XQ! tff,e Axeals ended December 31, 2012 and 2011, the Company made an

additional d1sct<g\?<\o\nal ¥ /matcﬁ fo} enget cent.
€ <

ETV and ETV-LLC enip yée%%an@#s 'ﬂd /l'.llltaly contributions to the savings plan, The Company will
contribute to the Savu{geq /plah thb fo 9he basis, matching amounts up to two percent of their
annual salary if the employa%n 1 i%g,tesxaﬂ { 93@ percent of annual salary.
t)

The Company's cost for the savmg 8 2 % and $417,449, respectively, for the years ended
December 31, 2012 and 2011, Savi gg plaw’ <Qj ged to expense and other accounts based on
payroll distributions. Q (

("
Other postretirement plan benefits - The Ccﬁ tfe s;ﬁigﬁ Qeﬁned benefit postretirement plan
administered by NTCA for employees of the Coof ﬁz/we f pi v pl@tg July 1, 2007, The plan covets
eligible employees only and provides healthcare ingy ?’apce a(t}};l Ilfm’;nsm it e benefits to retirees and to
retiree’s dependents upon the retiree’s death. Eligibility- i:j’ se g@n I}pe dat@ }zld retirement at the age
of 65 or retirement based on the rule of 85.

Q !Z,, él) O

Obligation and funded status — The amount of benefits to be paﬁ [ en{l 0‘1’1 :{hgnber of future events
incorporated into a formula, including estimates of the life expectay @f eiﬂgloyees [survivors, years of
service rendered, and future interest rates. 'ff {Z‘S Y 5

The accumulated benefit obligation represents the present value of all fl /L@eﬁts *aﬁ:}n ibuted to
employee service rendered prior to the measurement date and does not mc]t\'ﬁie ch,ai e§Jl uture
compensation. For postretirement benefit plans, the benefit obligation is the 4 Cumula‘_\#_ged eneﬁt
obligation.

w,
%o
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8 - Employee Benefit Plans

"S}(}h]igation and funded status (continued)

T
1'5“5:?(2‘1 owing table summarizes the benefit obligation, the fair market value of assets, and the funded
statsxs as,bf December 31, 2012 and 2011, for the retiree health plan:

)] pl
C 7 O A 2012 2011
Oy, A
Changg‘ip li’gg (xﬁt &b \ilgatlo%
“C)

Beneﬁtqb:/jg Qg be nhn N $ 2387114  § 2404585
Service cos 6\ @ 86,748 85,001
Interest cost 108,640 128,177
/}3/ 93 On
Benefits paid 4) )';, (116,780) (105,556)
Actuarial gain (174,930 125,093
6\0 (\(}313 ?7( ) ( )
Benefit chligation, end of yeé;';p @4/ 2,290,792 2,387,114
Change in plan assets 4/ /Lé;)/
| OO “. ~0, Y
Fair value, beginning of year @ !‘“@ ‘C/ﬁ_ “ 712,865 686,471
Lo ¥ 5 T s
Actuarial return on plan assets 7 g, 4) e /L’ '~y 106,930 26,394
i Q L
Fair val - O On X 4,
air value, end of year ") © B "B19795 712,865
S 0 7
Funded status Q- Ly 14 ,9@ $ 1,674,249

k‘(,\ O > 0\
The Cooperative has adopted the Compensation-Retirement Benefi Toﬁ]{f of ¢ B FASB ASC that
addresses improvements in financial reporting by recognizing th #5 atus of a defined
postretirement plan as an asset or liability on the balance sheet, and to reco@@’k Hi §eq1éz;|}\challges in
that funded status. The Cooperative is partially funding the obligation. There i& (% 1ese§t llbjz;_))llcy for
fully funding the plan, %)

Management has elected to amortize the initial obligation, past service liabilities, and cﬁlhulatﬁ&e -
actuarial gains and losses over a 20-year period. Amortization included in the periodic postretirement (?9
benefit cost totaled $17,213 and $16,397, respectively, for the years ended December 31, 2012 and 2011,
At December 31, 2012, accumulated other comprehensive income of $52,152 consists of unamortized
gains. The estimated net gain that will be amortized from accumulated other comprehensive income into

net periodic benefit cost over the next year is $7,948.
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8 ~ Employee Benefit Plans
LS}‘.leigation and funded status (continued)

T}}é’l’f\lu’)wing amounts included are not yet reflected in the net periodic benefit cost and are included in
accu‘n u!gted other comprehensive income {loss) for December 31:

P
{) & S 2012 2011
Accum\( te( ain ‘{13 s) $ 52,152 $ {(48,606)
'I‘ransl'agn\ol;:]%g%mn“§ Cﬁ. C /Z) - (25,161)
Netamount 1t @ﬁted af%i’(n{ g\ea@l eduction) to equity $ 52,152 $ (73,767)

’%\ K fi>

Other plan information - ﬁi\ \jo?\g(mg tﬁA le p! QQ }es the net periodic benefit cost at December 31;

o,
@ / ’%‘7
; . 2012 2011
/.t
“\?{ /Lf D O 4’@ Y,
Net periodic pension cost O O <) «(7 $ 105,671 3 233,748
C’)‘f ( - - "
NN
¢

The periodic benefit cost is the amount 1ecogmzé¥ S?n tfg’f}naﬁétﬁ} stafements as the cost of the plan for

the year. Components of the net periodic benefit cost4re ser Y je do!‘\t inft ?st cost, actual return on plan
assets, and amortization of unrecognized gains/losses, r;bl 51 c Cos ,)rand 1;[ }\al obligation.

Estimated future benefit payments, which reflect expected fu@%seldﬁ a’s%p‘pl S!?x- }te are as follows:

AN
2013 $ 181,009 C’C’ OOO s
2014 190,059 Lz, T, Vg
2015 199,562 43, 1.7 0
2016 209,540 62?‘ o
2017 220,017 2N
2018 through 2022 1,276,520 O/[/ Q0>
Q5 Qs
5 N
) ,7‘0
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8 - Employee Benefit Plans

i'S‘(s»/gther plan information (continued)
J(\“(’/,

At B:a\&e nber 31, the assumptions used in the measurement of the Cooperative’s benefit obligation are

shoy;.n‘rig?the following table:

s )\_ﬁ
C\Q () Percent

A
nghtér ;fwel agé‘aasumptlons as of December 31 2012 2011
Exp X 16;1{1 fbn o'xi\\?lan(:\t}ts 7.65 7.65
Discounbfate {2 N /Z/ 5.00 5.50
Rate ofcom%qsauap 1ncféas,e ) 3.00 3.00
Q\

A 6% anhual rate of/in Keh%e)m th ge{]c" pita cost of covered healthcare premiums was assumed to
decline by 0.50% over the extl 0 Qﬂ)s unﬁ}l/lt reaches a level of 5% per year. Increasing the assumed
healthcare cost trend lateél?r f % eacﬁ\ gal WQ increase the accumulated postretirement benefit
obligation as of December 3 )QQQ@}/ xnna ‘e/y $54,424 and the aggregate of the service and
interest cost components of t euo@ t&etue }ﬂt benefit cost for the year then ended by

approximately $7,189, <f <) C 3

Plan assets -~ Plan assets are managed byN}‘ A Egmty é?cgn 1tfes )31 imarily include investments in large-
cap companies located in the United States an(fﬁlterﬁtlonei % Tixe chome securities include corporate
bonds of companies from diversified industries, niojg/ y ack ecu{ji s, and United States treasuries.
Other types of investments include real estate inv me:tt UI /Lvate equity funds that follow
several different strategies. )\ '7 4,‘7
P Q
NTCA makes all investment decisions for the program with tl pe@e}p gfftj&é%yes( l?ezlt management and
consulting firm, Wilshire Associates. The trust committee makesimvestﬁx deg}gg)ns, which begin with
a review of the assets and liabilities of potential investments and th?'f)n‘ﬂ{}s th’éu final decision hased
upon obtaining the rate of return consistent with program needs. /f';ff %\
f

The fair value of the Cooperative's plan assets at December 31, 2012 by asset (sé?ggo{,yégt e bellows

/H
Percentage of Cﬂ)/] - c ) éﬁ a'f’thy
Asset Type Plan Assets Amount “Level ).
o a, .
T > .
Domestic equities 23% $ 188,550 1 C{L
International equities 32% 262,335 1 o
Private equities 10% 81,980 2
Fixed income 15% 122,970 2
Real estate 10% 81,980 2
High-yield fixed income 10% 81,980 2
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 9 - Paironage Capital

Q}The Cooperative is a non-stock cooperative arganized to provide local telephone service to its patrons.
@Venues from patrons in excess of the cost of providing service on an annual basis is, by contract with
theptron, considered a contribution of capital to the cooperative and is allocated to patrons on the basis
of the( }otal patronage. Margins received from sale of goods or services other than telephone service are
ncfr noperati ‘pg and are credited to patron accounts after losses are recovered. Operating losses are ot
allo at dyto (pati ons. Capital accounts are repayable to patrons or their successors only at the discretion
of the B@nd 51 ectors provided, however, that the financial condition of the cooperative is not
impair e;{‘ %(l mg 032, patronage capital assigned was reduced by $378,875 with $367,812 that was
returne t?;{{atf rs afdr§110 was retained by the Company as a result of discounting early patronage
distributio i i& e Capital Assigned was reduced by $390,438 with $368,987 that was
returned to p <\ chjz E isetained by the Company as a result of discounting early patronage
distributions, )\ é:\ 6\

/sfé\ R ) ()i‘\ /?/)\

Note 10 - Revenue 6\{ <(\ 4?{

Wireline and miscellaneous %g tiug l)e(%h f ég?s;st of the following for the years ending

December 31: Zx

/
(S O “Tr 2012 2011

Wireline

Customer ’@@ Q /% $C«f$?£31 577 $ 5897,196

Inttercarrier : LQ
Interstate (?})O ‘\‘5\ /;‘6111%9'; y 6,028,915
Intrastate ,7/ /:Z*:)?f{ ,2 9{2/ 1,362,207

Universal Service support - federal :1;@10 783, 1,369,436

Universal Service support - state m( 31 0’3857@\ rﬁ-') 1,038,714
&3

Total wireline revenues 16, f 1,,‘32}/7 7 (5,696,468
NOVECIE
Miscellaneous Q,L, Y g

Equipment sales, leasing, and installation 304,960 ‘?:', 62 2@0
Directory 278,130 ﬁ 5, 6110 >
Rent 82,120 88,676
Other 871,993 963,959
Uncollectible 26,574 (120,270)

$ 1,563,777 $ 1,580,196
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EMERY TELCOM AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 10 - Revenue {continued)

‘xséplireline revenues consist of the following:
(V7N
. '(Cus omer revenues include end user charges, such as the subscriber line charge, Federal Universal
c §£N)§e Charge, and ARC.
o U"'nver,s‘gl iewme support includes the amounts received from USF for HCLS, LSS, ICLS, CAF, and Utah

Uni@ls rvice
o Al a@_ess ch e and settlement revenue, except as described above, is classified as intercarrier

ue Q )
N "/z/ &4
Q \S‘ 4’
Note 11 - Guarditeé qf; {,Re]af &Paﬁfy Debt

UFN is a facilities- baé( Qomﬁumgg nﬁﬁa?‘vwe provider in Utah, The Company's equity ownership of
UFN was approximatel 1,9\‘3%@ Qe emyber’ ﬂ 2012 and 2011, The Company guaranteed a portion of
the debt of UFN related to 4.pran 33‘? ty tﬂs tﬁ;;@ias used to purchase switching and other equipment
for its state-wide fiber netwo'i‘%‘l‘ 1$.1s an a@l jor tlif note, paid quarterly, with its final payment due
January 20, 2015, Debt guatanteﬁl?y é oﬂgehalf of UFN at December 31, 2012 and 2011
and

amounted to approximately $120,64 62 5941" T 5 Q’;}miy

)
C 4 O’{m /4,

«/}\ w ‘7
R
%%% %
IR NI~
U, %, %
7 &
o
AN s
§, 9 Do
Oy 70 Ug?/s
[ TN 7,
Qo 4
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PORT OF INDEPENDENT AUDITORS ON CONSOLIDATING INFORMATION

To th% d% irectors

Emf_ry

6‘/&6‘0

We have au l%}ﬂ e uﬂ'ﬂteﬂ? ncial statements of Emery Telcom and subsidiaries as of the year
ended Decemb an 2, ct thereon dated April 12, 2013, which expressed an unmodified
opinion on those ments, appears on page 1. Our audit was conducted for the
purpose of forming é{ im o @ co lldated financial statements as a whole. The following
consolidating informatio gent ur poses of additional analysis of the consolidated
financial statements rather % en ;l n l position, results of operations and cash flows of
the individual companies, an is’ 1 &1%% aat of the consolidated financial statements.
<5’

Accordingly, we do not express an i‘mu %ﬁosttmn results of aperations, and cash flows
of the individual companies,

ey,
/V/ ots Lems LLP @@(/Gf ,z:/f(?/

Q
e %
Overland Park, Kansas O,? G § ,‘7
April 12, 2013 208 0 2
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THAT
1OCouiins

yourE

), Communication with Those Charged with Corporate Governance Under

| Cga Auditing Standards (AU-C Sections 260 and 265)

Our @onsibility under US Generally Accepted Auditing Standards

Q

Oureds og\ 9i]ity, as described by professional standards, is to express an opinion about whether
the firfagcia “sidtements prepared by management with your oversight are fairly presented, in all
pec conformity with U.S, generally accepted accounting principles. Our audit of the
financighst Eﬁpaen }Qes rktzt,relieve you or management of your responsibilities,

Sensitivd g @ﬁg{/ﬁwng@wg@\%

Rates and Lﬁbafi@? yaé’tzs’{qn d{fﬂg\te transactions and intercompany cost allocations
= Depreciation )/\S/ \1%3 Qf?) 4/)\
= Part 64 adjustmené\,{\ Y O{(\ /<7 /4
1

(o)
= Estimates inherent to ﬁ?@%i?ﬁ?g& {\%}t n%ment testing
Difficulties in performing tﬁ@?;@4/¢@0ﬁ/b\

e ¢

0, % B %
Cor d and ‘rected mi %’ ’fi@ % /;I/
orrected and uncorrected misstatel @8 yal Q e N

1
. o 4 2
See attached lists, % ' O O&S‘ @

None

Disagreements with management #?)/‘, - W ‘ 7@ 472)
O/Z/J @ \(90 O

None dy Pl /&
o O O

elIld ] y i 5 O >
Management representations O 0 /f‘ {?
We have requested certain representations from managenient that ar%fﬁalu@é‘gﬁlﬁ%ﬁ)anagement
representation letter dated as of the report date. & @\

§, Q
?30 e
5%,

Management consultations with other independent accountants

None
Other findings or issues ‘?
None

Governance communication information

Page -1-
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1O

§ Discussed verbally with: Beard of Directors at April Board Meeting

%
Dé\'{éhf‘discussion: Bill Warinner delivered to Board on April 25, 2013
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