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The Annual Meeting of Shareholders of
Telephone Utilities, Inc.will be held at 2:00 p.m.
on Monday, April 22,1974, at the American
Legion Hall, Ilwaco, Washington.



To Our
Shareholders:

The year 1973 was one of growth
both internally and through the
acquisition of Northwestern
Telephone Systems, Inc. from
Pacific Power & Light Company
on November 30, 1973 in
exchange for 1,800,000 shares

of the Company’s common stock.

Net earnings per share of
common stock grew to 75 cents,
an increase of 53% over the prior
year on a consolidated basis.
Earnings would have been 2 cents
less, or 73 cents per share, with-
out the Northwestern acquisition.

Our revenues increased 23%
to a total of $22,991,322 through
a combination of improved toll
settlements with the Bell System,
rate increases and additional
subscribers served. Although we
were able to hold the line on
operation and maintenance
expenses, there was a significant
increase in depreciation expense
because of large plant additions
completed in 1972 and in income
taxes because of higher net in-
come. Interest expense increased
by 42% because of additional
debt outstanding and as a result
of the upward spiral in the prime
rate, which affected the cost of
our short-term borrowings.

We experienced a station gain
of 7,656, or 8%, and ended the
year with a total of 107,384
stations.

The year 1974 should see a
continued improvement in
revenues as the full year impact
of rate increases is realized and
as a result of continued increases
in both toll and exchange billings.
Our 1974 operation and mainte-
nance expenses are expected to
be greater than last year because
of inflation; however, depre-
ciation expense should not grow
significantly because of the
relatively smaller amount of plant
additions in 1973. Interest
expense should decline in 1974
because we expect less debt to

be outstanding at the end of 1974
than was outstanding at the end
of 1973 and because we privately
placed $8,500,000 of long-term
debtat 8% in December, 1973 to
replace higher-cost short-term
borrowings.

Our year-end cash position
was strong and should allow us
to conclude our 1974 capital
budget program without any
outside financing.

We currently are completing
a reorganization aimed at provid-
ing a decentralized operation
consisting of four divisions with
each being responsible for the
group of operating companies
within its geographic area. These
four divisions will replace the
prior method of operating each
subsidiary as a separate company.
We also expect to consolidate
the individual companies into
larger units as the year progresses
to achieve certain administrative
economies.

In the past four months we
have organized a supply subsidi-
ary to serve principally our own
operating units and have effected
considerable savings in material
costs; we also have been able to
reduce operating company in-
ventories. Much time will be
devoted during 1974 to realizing
the savings inherent in the con-
solidation of the Northwestern
Telephone Systems, Inc. proper-
ties and in further developing

our total system revenues
through rate increases and active
marketing activities.

Although further acquisitions
will remain a high priority item,
there are none currently pending.

Effective in March of 1974 our
Executive, Engineering, Opera-
tions, Purchasing and Supply
Company offices will be located
in Portland, Oregon. This move
to a location convenient to public
transportation will allow us to
devote more time and attention
to our operating properties and
reduce the size of the manage-
ment staff which would
otherwise be required.

Itis with pleasure that this
report is submitted to you; if
you have questions about the
matters contained herein or
about other items concerning the
Company, please do not hesitate
to write.

Sincerely,

///77é‘£; W o S

A. M. Gleason
President




Innovation to answer
uncommon communication
needs

Anderson Island. Surrounded by
the waters of Puget Sound south-
west of Tacoma. Approximately 150
residents inhabit its seven mile
length, but numbers alone are not
important when it comes to vital
needs for reliable, instant communi-
cation with the outside world. That
people-to-people link is the
telephone.

Several years ago, telephone
facilities serving the island were
limited to a single toll station. Since
then, Sound Telephone Company, a
subsidiary of Telephone Utilities,
Inc., has linked the Island to the
outside world by modern electronic
equipment and underwater cable.

Skilled telephone crews are
shown here in action, picking up
damaged cable, making repairs
and carefully re-laying over a mile
of cable on the floor of Puget Sound
—connecting underground tele-
phone lines on the island with the
Company’s system on the mainland.

Today, Anderson Island sub-
scribers enjoy efficient responsive
suburban telephone service, and no
longer experience communication
isolation from the outside world.




Report of
Operations

The Company and its subsidiaries
provide telephone communica-
tions service through the operation
of 23 telephone companies
serving an aggregate of 107,384
telephone stations primarily in the
states of Washington, Oregon and
Montana and to a lesser extent in
California, Idaho and Nevada. The
Company provides or arranges
financing and provides general
management, accounting, engi-
neering, central billing, purchasing
and other operating services for
its operating telephone subsid-
jaries. The Company’s subsidiaries
provide both local and long
distance toll service for customers
in their respective service areas
without competition. Long
distance toll service is provided
over toll lines partially owned by
the subsidiary companies inter-
connected with the long lines of
the Bell System.

Toll service furnished jointly
with other telephone systems is
governed by settlement agree-
ments with Bell System companies
and various independent
telephone companies. Prior to July
1,1972, the majority of these
settlement agreements were based
upon nationwide average cost
schedules developed by the
United States Independent Tele-
phone Association and the Bell
System. Under these agreements,
the Company retained a portion of
the tolls collected by each
exchange, based upon the number
of messages generated and the
average revenue per message.
Beginning on July 1,1972, the
Company changed its method of
settling for toll revenues by going
from the nationwide average cost




schedules to an individual cost
basis of settlement. This cost basis
of settlement is established by a
cost study conducted jointly by
the Company and the connecting
telephone company to establish
the actual direct and allocated cost
of furnishing toll service. From this
study the Company receives its
cost of furnishing toll service plus
arate of return on the portion of
plant furnishing such toll service.
[n addition to conventional
telephone service, the Company’s
Cascade Autovon Company
subsidiary has a contract with the
Department of Defense to operate
an Automatic Voice Network
(AUTOVON) switching center at
North Bend, Washington. These
facilities were placed into service
November 8, 1970, and are a part
of a worldwide transmission
system for voice, typewriter and
computer data for the Armed
Forces and certain other Govern-
mentagencies. The contractis for
a term of ten years; however, it is
subject to cancellation or termina-
tion for the convenience of the
Government in which event
Cascade Autovon Company would
be reimbursed its actual
nonrecoverable costs.




Statement of
Consolidated Income

For the years ended December 31,1973 and 1972




Consolidated
Balance Sheet

December 31,1973 and 1972




Statement of Consolidated
Retained Earnings

For the years ended December 31,1973 and 1972




Statement of Changes in
Consolidated Financial Position

For the years ended December 31,1973 and 1972




Telephone Utilities, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
December 31,1973







To the Directors and Shareholders
of Telephone Utilities, Inc.:

We have examined the consolidated balance sheet of Telephone Utilities, Inc. and
subsidiaries as of December 31, 1973 and the related statements of consolidated income,
retained earnmgs and changes in consohdated fmancxa! position for the year then

31, 1973 and the results of their operations and the changes in their financial position for
the year then ended, in conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding year.

~ Portland, Oregon




. Aurora Telephone Company . Knappa Telephone Company

2. Beaver State Telephone Company . Lopez Telephone Company

3. Cascade Autovon Company . Northwestern Telephone Systems, Inc.

4. Cascade Telephone Company
. Olympic Telephone Company

5. Columbia Basin Telephone Company
. Orting Telephone Company

6. Depoe Bay Telephone Company
. Puget Island Telephone Company

7. Deschutes Telephone Company
. Rainier Telephone Company

8. Evergreen Telephone Company
. Rose Valley Telephone Company

9. Gem State Utilities Corporation
. Sound Telephone Company

10. llwaco Telephone Company
. Timberland Telephone Company

11. Inland Empire Telephone Company
. Vashon Telephone Company

" 12. Island Empire Telephone Company




Officers:and
Management

Directors

Telephone Utilities, Inc. -

Transfer Agents and Registrars Special Counsel

General Counsel Auditors
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Montana’s Flathead Valley is dotted with picturesque lakes Tall timber and a nearly perpendicular cliff of Lindy Peak

well suited for sailboating. A red, white and blue spinnaker frame the serene beauty of Lace Lake, hidden away in the
sail billows in the summer breeze on Flathead Lake, one of rugged southern reaches of the Mission Range southeast
the more popular rendezvous for sailboat enthusiasts. of Kalispell, Montana.

The Big Mountain ski resort near Whitefish, Montana, is Photographer’s camera captures autumn colors in Woodland
among the premier ski areas in North America. Tall “snow Park, a favorite for picnics and leisurely strolls in Kalispell,
ghost” trees flank skier on one of Big Mountain’s runs. Montana.
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