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CPAS ANO BUSINESS CONSULTANTS 

INDEPENDENT AUDITORS' REPORT 

To the Board of Directors 
Canby Telephone Association and Subsidiaries 
Canby, Oregon 

We have audited the accompanying consolidated financial statements of Canby Telephone Association (an 
Oregon cooperative corporation) and Subsidiaries (the Association), which comprise the consolidated balance 
sheets as of December 31, 2014 and 2013, and the related consolidated statements of operations, 
comprehensive income, changes in members' equity, and cash flows for the years then ended, and the related notes 
to the consolidated financial statements. 

MANAGEMENT'S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes the 
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of 
consolidated financial statements that are free from material misstatement, whether due to fraud or error. 

AUDITOR'S RESPONSIBILITY 

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of America . 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the 
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity's preparation 
and fair presentation of the consolidated financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by 
management, as well as evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 

OPINION 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of Canby Telephone Association and Subsidiaries as of December 31 , 2014 and 2013, 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. 

REPORT ON CONSOLIDATING INFORMATION 

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements as a 
whole . The consolidating information in Schedules 1-111 are presented for the purposes of additional analysis of 
the consolidated financial statements rather than to present the financial position. results of operations, and cash 
flows of the individual companies. and it is not a required part of the consolidated financial statements. Such 
information is the responsibility of management and was derived from and relates directly to the underlying 
accounting and other records used to prepare the consolidated financial statements. The consolidating financial 
information has been subject to the auditing procedures applied in the audit of the consolidated financial 
statements and certain additional procedures, including comparing and reconciling information directly to the 
underlying accounting and other records used to prepare the consolidated financial statements or to the 
consolidated financial statements themselves, and other additional procedures in accordance with auditing 
standards generally accepted in the United States of America. In our opinion, the consolidating information is 
fairly stated in all material respects in relation to the consolidated financial statements as a whole . 

.'A1(TLLP 
Salem. Oregon 
March 28, 2015 

680 H AWTHORNE AVENU E SE . #1 40. SALEM. OR 973 0 l 

PHONE'. 5 03 585 .7774 FAX: 5 0 3. 364. 840 5 
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CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 

Consolidated Balance Sheets 
December 31 , 2014 and 2013 

ASSETS 

Current Assets: 

Cash and cash equivalents 

Marketable securities 

Accounts receivable 

Inventory 

Income taxes receivable 

Prepaid expenses 

Total Current Assets 

Other Assets and Investments: 

Other assets 

Investments 

Deferred income taxes 

Goodwill 

Total Other Assets and Investments 

Property, Plant, and Equipment: 

$ 

2014 2013 

4,255,933 $ 4,943,782 

3,093,223 2,026,129 

1,723,495 1,911 ,654 

782,437 537,512 

129,570 

519,770 560,270 

10,504,428 9,979,347 

82,115 79,855 

1,039,091 1,008,864 

712,000 878,000 

3,974,375 3,974,375 

5,807,581 5,941 ,094 

Property, plant, and equipment 59,964,939 56, 758,996 

Less accumulated depreciation 40, 732,308 37,823,035 

Property, Plant, and Equipment, net 19,232,631 18,935,961 

$ 35,544,640 $ 34,856,402 

See accompanying notes to consolidated financial statements. 2 



LIABILITIES AND MEMBERS' EQUITY 

Current Liabilities: 

Current portion of long-term debt 

Accounts payable 

Accrued expenses 

Patronage capital payable 

Income taxes payable 

Current deferred tax liability 

Customer deposits and advance bill ings 

Total Current Liabilities 

Long-Term Liabilities: 

Long-term debt 

Deferred compensation 

Other long-term liabilities 

Total Long-Term Liabilities 

Members' Equity: 

Memberships 

Patronage capital 

Accumulated earnings 

Accumulated other comprehensive loss 

Total Members' Equity 

See accompanying notes to consolidated financial statements. 

$ 

$ 

2014 

189,625 

749,383 

536,596 

29,599 

46,349 

25,900 

945, 111 

2,522,563 

80,626 

1,024,222 

1, 104,848 

47,401 

14,573,185 

17,696,784 

(400, 141 ) 

31,917,229 

$ 

35,544,640 $ 

2013 

304,500 

130,566 

635,600 

29,555 

41 ,711 

42,000 

995,848 

2,179,780 

189,625 

78,061 

1,143,949 

1,411 ,635 

47,401 

14,642,625 

16,852,626 

(277,665) 

31,264,987 

34,856,402 
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CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 

Consolidated Statements of Operations 

Years Ended December 31, 2014 and 2013 

Operating Revenues: 

Local network services 

Network access services 

Internet 

Miscellaneous operating 

Total Operating Revenues 

Operating Expenses: 

Plant specific 

Plant nonspecific 

Customer 

Corporate 

Selling, general , and administrative 

Depreciation and amortization 

Total Operating Expenses 

Operating taxes: 

Operating income taxes 

Other operating taxes 

Total Operating Taxes 

Total Operating Expenses and Taxes 

Operating Margin 

Other Income (Expense): 

Interest and investment income 

Interest expense 

Miscellaneous income, net 

Income tax expense 

Total Other Income (Expense), net 

Net Margin 

See accompanying notes to consolidated financial statements. 

$ 

$ 

2014 2013 

2,569,388 $ 2,720,596 

7,283,645 7,298,423 

2,884,463 2,736,777 

557,879 633,409 

13,295,375 13,389,205 

2,812,915 3,178,885 

2,281,442 2,129,726 

1,760,586 1,673,766 

2,134,054 2, 113,084 

34,652 23,037 

2,771,516 2,664,435 

11,795, 165 11 ,782,933 

146,573 260,665 

424,389 418,673 

570,962 679,338 

12,366, 127 12,462,271 

929,248 926,934 

250,395 121,596 

(24,745) (43,217) 

(263,255) (1 ,301) 

(49 ,751) (29,472) 

(87,356) 47,606 

841,892 $ 974,540 

4 



CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 

Consolidated Statements of Comprehensive Income 
Years Ended December 31, 2014 and 2013 

Net Margin 

Other Comprehensive Loss: 

Unrealized loss on marketable securities 

Reclassification for realized losses on the sale of marketable 

securities, net of tax 

Change in unrecognized prior service costs and unrealized losses on 

post-retirement benefit plan 

Deferred tax asset on unrealized loss 

Total Other Comprehensive Loss 

Total Comprehensive Income 

See accompanying notes to consolidated financial statements. 

$ 

$ 

2014 2013 

841,892 $ 974,540 

(19,494) (70,268) 

10,590 7,948 

(114,972) (192,219) 

1,400 

(122,476) {254,539) 

719,416 $ 720,001 
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CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 

Consolidated Statements of Changes in Members' Equity 
Years Ended December 31, 2014 and 2013 

Member- Patronage Accumulated 

ships Capital Earnings 

Balance, December 31, 2012 $ 47,173 $ 14,647,281 $ 15,958,330 

Net margin 79,932 894,608 

Paid to estates (84,583) 

Unrealized holding loss on 

marketable securities 

Change in unrecognized 

transition obligation and 

unrealized losses on post-

retirement benefit plan 

Net membership change 228 

Other adjustments (5) (312) 

Balance, December31 , 2013 $ 47,401 $ 14,642,625 $ 16,852,626 

Net margin 841,892 

Paid to estates (69,482) 

Excise tax refund 2,414 

Unrealized holding loss on 

marketable securities 

Change in unrecognized 

transition obligation and 

unrealized losses on post-

retirement benefit plan 

Other adjustments (2,372) 2,266 

Balance, December 31, 2014 $ 47,401 $ 14,573,185 $ 17,696,784 

See accompanying notes to consolidated financial statements. 

Accumulated 

Other 

Comprehensive 

Loss Total 

$ (23,126) $ 30,629,658 

974,540 

(84,583) 

(62,320) (62,320) 

(192,219) (192,219) 

228 

(317) 

$ (277,665) $ 31,264,987 

841 ,892 

(69,482) 

2,414 

(7,504) (7,504) 

(114,972) (114,972) 

(106) 

$ (400, 141) $ 31,917,229 
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CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 

Consolidated Statements of Cash Flows 
Years Ended December 31, 2014 and 2013 

Cash Flows from Operating Activities: 

Net margin 

Adjustments to reconcile net margin to net cash 

provided by operating activities : 

Depreciation and amortization 

Nonregulated depreciation 

Loss (Gain) on sale of investments and 

marketable securities 

Change in deferred taxes 

Noncash patronage 

Changes in assets and liabilities: 

Accounts receivable 

Inventory 

Prepaid expenses 

Accounts payable 

Accrued expenses 

Income taxes 

Other long-term liabilities 

Customer deposits and advance billings 

Deferred compensation 

Net Cash Provided by Operating Activities 

Cash Flows from Investing Activities : 

Capital expenditures 

Purchase of investments and marketable securities 

Proceeds from investments and marketable securities 

Change in other assets 

Net Cash Used by Investing Activities 

See accompanying notes to consolidated financial statements. 

$ 

$ 

2014 2013 

841 ,892 $ 974,540 

2,771,516 2,664,435 

511,466 470,313 

8,894 7,882 

151 ,300 137,500 

(4,276) 

188, 159 10,536 

(244,925) 28,492 

40,500 (25,945) 

618,817 (432,400) 

(99,004) 90,292 

(124,932) (22,709) 

(234,699) (31 ,913) 

(50 ,737) 146,238 

2,565 39,254 

4,380,812 4,052,239 

(3,579,652) (2,624,767) 

(2,620,627) (357,150) 

1,505,508 893,352 

(2,260) (38,898) 

{4,697 ,031~ $ {2.127,463~ 
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2014 2013 

Cash Flows from Financing Activities: 

Principal payments on long-term debt $ (304,500) $ (304,500) 

Proceeds from memberships 228 

Excise tax refunds received 2,414 

Payments to estates, net (69,482) (84,583) 

Patronage capital paid, net (62) 3,104 

Net Cash Used by Financing Activities (371,630) (385,751) 

Net Increase (Decrease) in Cash and Cash Equivalents (687,849) 1,539,025 

Cash and cash equivalents, beginning 4,943,782 3,404,757 

Cash and cash equivalents, ending $ 4,255,933 $ 4,943,782 

Cash Paid During the Year for Interest $ 24,768 $ 43,217 

Cash Paid During the Year for Taxes $ 169,805 $ 273,681 

See accompanying notes to consolidated financial statements. 8 



CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 
Notes to Consolidated Financial Statements 
Years Ended December 31, 2014 and 2013 

Note 1 - Organization and Summary of Significant Accounting Policies 

Organization 
Canby Telephone Association (the Association) is an Oregon cooperative corporation providing 
Telecommunications, broadband, and entertainment services within and around the city of Canby, Oregon. 

Directlink of Oregon, Inc. (DLO) is a wholly-owned subsidiary of the Association. DLO activity is limited to 
nonregulated activities including the lease of fiber and office space in the general vicinity of Canby, Oregon. 

Mt. Angel Telephone Company (MATC) is an Oregon corporation providing telecommunications and broadband 
services within and around the city of Mt. Angel, Oregon. MATC was purchased by the Association effective 
January 1, 2008. 

Basis of Consolidation 
The consolidated financial statements of the Association include the accounts of the Association and its wholly
owned subsidiaries, DLO and MATC All material intercompany transactions and balances have been eliminated 
in consolidation . 

Basis of Accounting 
The Association's financial statements are prepared on the accrual basis of accounting in conformity with the 
accounting principles generally accepted in the United States of America applicable to regulated enterprises. 

Regulation 
The Association is subject to limited regulation by the Public Utility Commission of Oregon (PUC) and the Federal 
Communications Commission (FCC). The Association maintains its accounting records in accordance with the 
Uniform System of Accounts, as prescribed by the FCC, and adopted by the PUC. As a result, the Association's 
application of accounting principles generally accepted in the United States of America differs in certain respects 
from the application by nonregulated entities. Such differences primarily concern the time at which certain items 
enter into the determination of net margin. 

Regulatory and legislative actions, as well as future regulations, could have a significant impact on the 
Association's future operations and financial condition. See Note 1, National Broadband Plan and FCC Order. 

Estimates 
The Association uses estimates and assumptions in preparing consolidated financial statements in accordance 
with accounting principles generally accepted in the United States of America. Those estimates and assumptions 
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the 
reported revenues and expenses. Actual results could differ from those estimates. 

Comprehensive Income 
The Association reports comprehensive income. The purpose of reporting comprehensive income is to report all 
changes in equity of an enterprise that result from recognized transactions and other economic events of the 
period other than transactions with members in their capacity as members. 

Income Tax 
The Association has been granted an exemption from Federal income taxes, except for "unrelated" business 
income, under Section 501(c)(12) of the Internal Revenue Code. The Association is also exempt from state 
income taxes. However, in any year for which greater than 15% of gross revenue is derived from nonmember 
services, the Association becomes a taxable cooperative. The Association was exempt from income taxes in 
2014 and 2013. Federal and state taxes payable by taxable cooperatives are computed differently from taxes 
payable by other corporations, primarily because cooperatives are allowed to deduct margins allocated or paid to 
patrons within 8 Y, months after the end of each taxable year. DLO is a taxable corporation and files a separate 
tax return. MA TC is a taxable corporation and files a separate tax return but will share in apportionment of the 
Federal tax bracket. 

9 



CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 

Notes to Consolidated Financial Statements 
Years Ended December 31, 2014 and 2013 

Note 1 - Organization and Summary of Significant Accounting Policies, continued 

Income Tax. continued 
The Association follows accounting standards generally accepted in the United States of America related to the 
recognition of uncertain tax positions. The Association recognizes accrued interest and penalties associated with 
uncertain tax positions as part of the income tax provision, when applicable. There were no amounts accrued in 
the financial statements related to uncertain tax positions. 

The Association files informational and income tax returns in the United States and various state and local 
jurisdictions. With limited exceptions, the Association is no longer subject to examinations before 2011 . 

Income taxes are provided for the tax effects of transactions reported in the consolidated financial statements and 
consist of taxes currently due and deferred income taxes. Deferred taxes represent the future tax return 
consequences of differences between the financial statement and the tax basis of assets and liabilities, which will 
either be taxable or deductible when the related assets or liabilities are recorded or settled. 

Revenue Recognition 
The Association recognizes revenues when earned regardless of the period in which they are billed. 

Monthly service fees derived from local telephone, broadband and video services are billed in advance. Advance 
billings are recorded as a liability and subsequently transferred to income in the period earned. Access charges 
(see Note 1, Network Access Revenue), long distance and other revenues based on usage are billed in arrears. 

Cash and Cash Equivalents 
The Association considers all highly liquid investment securities purchased with a maturity of 3 months or less to be 
cash equivalents. The Association maintains its cash in bank deposit accounts that are insured by the Federal 
Deposit Insurance Corporation (FDIC) up to a limit of $250,000 per depositor per bank. At December 31 , 2014, the 
Association had $3,523,595 in uninsured cash equivalents ($3,469,811 in 2013). 

The Association has not experienced any losses in its bank deposit accounts and believes it is not exposed to any 
significant credit risk on cash . 

Marketable Securities 
The Association has classified all marketable securities as available for sale . These investments are stated at fair 
value in the consolidated financial statements with accumulated unrealized gains and losses reported as a 
separate component of members' equity. 

Accounts Receivable 
The Association extends credit to its customers. An allowance for doubtful accounts is maintained, based upon 
management's review of the year-end accounts receivable aging and past credit and collections history. 
Receivables are written off when the Association determines an account is uncollectible. Past due status is 
determined based on the age of the past due account. No allowance for doubtful accounts was recorded at 
December 31 , 2014 and 2013. 

Fair Value of Financial Instruments 
The Association's financial instruments, none of which are held for trading purposes, incl ude cash and cash 
equivalents, marketable securities, receivables , accounts payable, and notes payable . The Association estimates 
that the fair value of all of these non-derivative financial instruments, other than marketable securities (see Note 
2), at December 31, 2014 and 2013 does not differ materially from the aggregate carrying value of its financial 
instruments recorded in the accompanying consolidated balance sheets. 

10 



CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 
Notes to Consolidated Financial Statements 
Years Ended December 31, 2014 and 2013 

Note 1 - Organization and Summary of Significant Accounting Policies, continued 

Inventory 
Inventory held for resale and telecommunication materials and supplies are stated at the lower of average cost or 
market. Cost is determined principally by the average cost method. 

Goodwill 
The Association records goodwill as the difference between the value of the Association's investment in MA TC 
and MATC's related equity and was generated from the acquisition of MATC by the Association. Goodwill is 
evaluated for impairment and adjusted accordingly on an annual basis. No impairment was needed during 2014 
or 2013. 

Investments 
Investments in which the Association holds a 20%-50% interest are accounted for on the equity method. 
Investments accounted for on the equity method are recorded at cost and adjusted for the Association's share of 
income or loss. Investments in which the Association holds less than a 20% interest are recorded at cost and 
income is recorded when dividends are received. 

Property. Plant. and Equipment 
Telecommunications plant in service and under construction is stated at cost, including estimated overhead 
expense. Depreciation is calculated on a straight-line basis over the estimated life of the classes of buildings and 
equipment in accordance with rates consistent with industry standards. Depreciation rates range from 2% to 
33.3%. Costs of plant retired are eliminated from telecommunications plant accounts and such costs plus 
removal expenses, less salvage, are charged to accumulated depreciation in accordance with industry practice. 

Video and satellite equipment in service and under construction and DLO property and equipment are stated at 
cost. Depreciation is calculated on a straight-line basis over the estimated life of the classes of equipment. 
Depreciation rates range from 2% to 33.3%. Maintenance, repairs, and replacements are charged to expense 
as incurred. When property or equipment is sold or otherwise disposed of, the asset account and the related 
accumulated depreciation accounts are relieved, and any gain or loss is included in operations. 

Patronage Allocation 
Patronage capital is derived from margins retained from operations and refunds of federal excise taxes, both of 
which are allocated to the accounts of individual patrons and are subject to retirement at the discretion of the 
Board of Directors. 

Nonpatronage income, net of expenses, is recorded to accumulated earnings. Amounts included in accumulated 
earnings are not subject to allocation to the accounts of individual members. Losses sustained by the Association 
may be allocated to the accounts of individual patrons or offset to accumulated earnings at the discretion of the 
Board of Directors in accordance with the Association's bylaws. 

Network Access Revenues 
Network access revenue is received under a system of access charges. Access charges represent a 
methodology by which local telephone companies, including the Association, charge the long-distance carrier for 
access and interconnection to local facilities. The Association has elected to file access tariffs through the 
National Exchange Carriers Association (NECA) and directly with the PUC for these charges. These access 
tariffs are subject to approval by the FCC for interstate charges and the PUC for intrastate charges . 

When network access revenues have been received pursuant to the settlement and access agreements above, 
they are then either placed into a common pooling arrangement with other exchange carriers for redistribution or 
kept by the Association. The redistributions are made according to formulas established by the governing boards 
of the pools and are generally based upon expenses incurred and investments maintained. 

11 



CANBY TELEPHONE ASSOCIATION and SUBSIDIARIES 
Notes to Consolidated Financial Statements 
Years Ended December 31 , 2014 and 2013 

Note 1 - Organization and Summary of Significant Accounting Policies, continued 

Network Access Revenues, continued 
The Association and MATC participate in various pooling arrangements with NECA. They also participated in 
pooling arrangements with the Oregon Exchange Carriers Association (OECA) through July 2013, at which time 
the OECA Optional pool closed. 

Settlement, access. and pool distribution revenues are recorded when the amounts become determinable. 
Related expenses are recorded when incurred. Subsequent true-ups and retroactive adjustments, which are 
generally allowed for a period up to 24 months (NECA pool only), are recorded in the year in which such 
adjustments become determinable, based upon studies prepared by outside consultants. 

The Association and MATC receive funding from the state universal service funds. These support revenues are 
included in the network access revenues in the accompanying consolidated financial statements. 

In 2014, the Association and MATC received $5,473,028 ($5,582,994 in 2013) in interstate access revenues 
administered through the NECA Pools. In 2014, the Association and MATC received $1 ,007,948 from the Oregon 
Universal Service Fund ($987,638 in 201 3). The current funding levels for the Oregon Universal Service Fund 
are determined in accordance with PUC Order 13-162 which ends on June 30, 2016. The level of funding after 
this date cannot be reasonably estimated at this time. 

National Broadband Plan and FCC Order 
In 2010 the FCC issued the National Broadband Plan which outlined a long-term plan to increase broadband 
penetrations and services throughout the United States of America . The plan further outlined a proposed long
term phase-out of access charges (referred to as lntercarrier Compensation) and moved to support mechanisms 
based on broadband services rather than the current Universal Service High Cost Loop Fund administered by 
USAC. 

In response to the plan, the FCC approved Report and Order 11-161 (the Order) on October 27, 2011, that began 
the process of reform ing the universal service and lntercarrier Compensation (ICC) systems and adopts support 
for broadband-capable networks as an express universal service principle. The Order further creates the Connect 
America Fund (CAF) which will ultimately replace all existing high-cost support mechanisms as well as help 
faci litate ICC reforms. 

The key provisions of the order include: 

• Capping the federal universal service fund at current levels. 

• Placing limitations on capital and operating spending. 

• Establishing local rate benchmarks. 

• Capping the per-line support amount for the universal service high cost loop fund at $250 per month. 

• Phase out of local switching support and the establishment of the CAF for recovery of investment and 
expenses related to the provision of switching services. 

• Reforming the ICC system by adopting a plan to transition from access charges to a bill and keep 
framework. The transition period for rate-of-return carriers such as the Association is approximately 9 years 
from the date of the order. 

• Adoption of a monthly Access Recovery Charge as a transitional recovery mechanism to mitigate the impact 
of reduced intercarrier revenues. 

The Order was effective December 29, 2011 and implementation began July 1, 2012. As of the implementation 
date, CAF recovery is calculated based on the frozen fiscal year 2011 interstate switched access revenue 
requirement, plus certain 2011 intrastate access revenues, and will decline annually by 5% during the transition 
period. 
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