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Telephone Utilities, Inc.
CONSOLIDATED BALANCE SHEET

December 31, 1976 and 1975 1976 1975
Assets
Telephone plant:
Telephone plant in service (Notesland 3) ................. $110,709,902 $100,407,283
Less accumulated depreciation . ....................... 23,192,791 19,862,048
87,517,111 80,545,235
Constructionwork inprogresss -t & oL L e 2,741,583 2,923,720
Netitelephone plantiiniic. - il it 90,258,694 83,468,955
Cost of acquisitions in excess of equity in
net assets of subsidiaries (Note 1) ........................ 10,522,753 9,670,732
Current assets:
Cashili e talin e Rl o s e LR 379,328 272,884
Temporary cash investments (Notes2and 7) .............. 5,623,259 4,275,575
Accountsreceivable.. = s D e L R 3,791,565 4,089,218
Material and supplies(Noted) ;... ... oo e ionans 1,576,414 1:512 077
Prepavinents'. o — .o thie v i, e N e (L= = st 201,885 231,658
Total currentassets . ........................... 11,572,451 10,381,412
Unamortized debt expense and other deferred charges ........ 417,651 441,575
$112,771,549 $103,962,674

See accompanying notes.
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Telephone Utilities, Inc.

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

Years ended December 31, 1976 and 1975 1976 1975
Balance atbeginningofyear .. -...— - ... ...... .. .. $13,153,234 $10,767,894
Netincome . .... - - - - = = 9 4,790,946 4,210,665
17,944,180 14,978,559
Deduct:
Cash dividends:
Common stock (Per share: 1976 — $.29; 1975— $.07) . . . . 1,370,045 330,965
Prefewtedstock .. ... . .. . . . 30,473 30,473
5% common stock dividend, at market
valueatdateofdeclaration .... .. ... ... ....... ... .. 1,463,887
1,400,518 1,825,325
PBalanceatendofyear(Note3) - =~ . . —..~..... . $16,543,662 $13,153,234
Telephone Utilities, Inc.
CONSOLIDATED STATEMENT OF CAPITAL IN EXCESS OF PAR VALUE
Years ended December 31, 1976 and 1975 1976 1975
Balance atbeginningofyear ........ ... .. . ... ... ... ... $26,782,317 $25,551,505
Excess of market value over par value '
of common stock dividend .. .. . 1230812
Balanceatendafvear . ... ... .. . ., ..., . . .. $26,782,317 $26,782,317

See accompanying notes.




Telephone Utllities, Inc. ,

CONSOLIDATED STATEMENT 01: CHANGES IN FINA”'TP{ ; IA

Years ended December 31 1976 and 1975

Source of working capital:
From operations:
Netipcome  .........._ ... . .
Items not involving working capital:

Ch e s et e s e e s e e e

Depreciation and amortization

Mmonty interest .

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

- ...

6 041 482

Allowance for funds used during copsiruetion ... ...

Deferred income taxes and investment tax cred1t 2 073 000 "

.........

Total from operations . ..
Long-term debt issued and assumed in

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

1,807,312

11 207 837 .

1454 o

connection with purchase of subsidiaries ................ ’ .
Salvage from plant and equipmentretired . ................ 805,184 670486
Decrease (increase) in workingeapital . ... ... .. . . . | f 1,789,707 . (1 092, 723),' -

$17,074,408  $12239700
Application of working capital: . ' ’ .

Property, plant and equipment: ...
Additions to telephone plantin service . . ................ $12,615,526  $11,794348
Change in construction work in progress—net ........... . us218n @ 2683299,

. , 12,433,389 9,111,049

Allowance for funds used during construction . . . ... .. . (273 058) . (878,505)

- 12 160, 331 8,732,544

Acquired in connection with purchase ' , .

of subsidiaries- net . ... .. . .. . ... . ., 898 637_ ;-  | BEi1Hd
_ " 13 058,968 9 599, 68

Addition to cost of acquisitions in excess . "

of net assets of subsidiaries ... ... ...._ .. . ~ 798‘,476’ | 442 971
Reductionoflongtermdebt ... ..., . ... ... ... 1,475,071 1 527241
Cost of removal of plant and equipment . ... ... ... ... ... 268479 2 261 ,488
Doidends 10000 1,400,518 361438
Oher—ppet .......,........_...___.. . 1288 <6801

$17,074,408  $12,239,700

Decrease (increase) in the elements of working capital:

‘31;E a, 4547 12‘3)

$ (256945)

Cash and temporary cash investments . ......... . .  (256,9¢
Accountsrecewable .. ... . . 297,653 _ 179680
Material andsupplies ........ .. ... .. .. . (64, 337)’; . 59
Othercurrentassets ... .. .. ... .. .. ... . .. . 773 130605 2
Accountspayable .. .. . .. . . . 2,914,391 . (3" 001288
Incometoxespayable . . . 491,859 (682 191)‘,‘ .
Current maturities on long-termdebt ............ ... (66 @ 18

Other cunentliabiliies .., . ....... ... ... . @588 2 @

See accompanying notes.

 $ 1,789,707




Telephone Utilities, Inc.

Notes to Consolidated Financial Statements

1. Summary of significant accounting policies

(a) Basis of presentation

The consolidated financial statements include the
accounts of Telephone Utilities, Inc. (TU.) and its sub-
sidiaries (Company), all majority-owned. All appropriate
intercompany transactions have been eliminated.

In November 1976, T.U. purchased all of the outstand-
ing stock of Eastern Oregon Telephone Company for
$1,478,000. In August 1975, T.U. purchased all of the
outstanding stock of Blue Mountain Telephone, Inc. and
Fossil Telephone Exchange for $720,000. Operating re-
sults for those companies from the dates of purchase are
included in the accompanying consolidated statement of
income. Consolidated results of operations for the two
years ended December 31, 1976 would not be materially
affected by the inclusion on a pro forma basis of the
operating results of the purchased companies.

(b) Regulatory authorities

The accounting policies of the Company are in con-
formity with the requirements and authorizations of the
regulatory agencies of the various states in which the
Company operates.

(c) Telephone plant

Telephone plant is stated at cost. Additions to tele-
phone plant represent direct costs, indirect charges for
engineering, supervision and similar overhead items, and
an allowance for funds used during construction. Mainte-
nance and repairs are charged to expense as incurred.
Betterments and renewals of items considered to be iden-
tifiable items of property are charged to plant accounts.
Accumulated depreciation is charged for ordinary retire-
ments and the cost of the removal of assets retired and is
credited for proceeds from sales and salvage.

Depreciation is provided using the straight-line method
over the estimated service lives of the various classes of
depreciable assets. The average composite depreciation
rate used for telephone plant was 5.9% in 1976 and in
1975

(d) Cost of acquisitions in excess of equity in net assets
of subsidiaries

The cost in excess of the carrying value of net assets
of purchased subsidiaries of $9,238,835, applicable to

acquisitions entered into prior to November 1, 1970, is
not being amortized since, in the opinion of management,
there has been no diminution of its value. The cost in
excess of the carrying value of net assets of purchased
subsidiaries of $1,306,068, applicable to subsidiaries
purchased subsequent to November 1, 1970, is being
amortized over 40 years.

(e) Material and supplies

Material and supplies are stated at average cost.
(f) Pension plans

Substantially all employees are covered under the pen-
sion plans of the Company. Pension costs were $366,310
in 1976 and $292,793 in 1975, including applicable pro-
visions for unfunded past service costs. Current service
cost is funded as the liability accrues. Past service costs
are being amortized over a ten year period. At January 1,
1976, the unfunded past service costs were approxi-
mately $585,000.

(g) Income taxes

Federal income tax is allocated to T.U.’s subsidiaries on
the basis of their filing separate federal income tax
returns.

Deferred income taxes are provided for the income tax
reductions resulting from the additional depreciation
deduction allowed by the ADR provision of the Revenue
Act of 1971 and the current deduction for income tax
purposes of the cost of removal of retired assets.

Deferred income taxes are not provided for the income
tax reductions resulting from the deduction of certain
taxes, pension costs, and interest which are capitalized for
financial reporting purposes.

Investment tax credit of $1,163,000 and $961,000
earned in 1976 and 1975, respectively, has been deferred
in the accompanying financial statements and will be
amortized to income over the useful property life of the
related assets.

(h) Net income per average share

Net income per average common share is based on the
weighted average number of common shares outstanding
during each year.



2 Transactlons wnth related partles

At December 31, 1976 and 1975, approxxmate}y 80%
of TU.’s outstanding common stock was beneficially
owned by Pacific Power & Light Company (Pacxﬁc) The
following is a summary. of transactions with Pac1f1c ‘

(a) Management services

Pacific provides certain management and other ser-
vices, at cost, to the Company under a management
services agreement. Billings under this management
services agreement totaled $232,234 i in 1976 and
$265,215in 1975.

(b) Temporary cash investments

At December 31, 1976 and 1975, temporary cash in-
vestments included $5,400,000 and $4,100,000, respec-

tively, of short-term advances to Pacific. These advances

were made under an agreement providing for the tempo-

rary investment of excess cash at the prime commercial
rate of interest. Interest income from investments made
under this agreement was recorded as follows

| 9%
Parentoperations.....  $ 409,583  $ 298,797
Otherincome .. . .. 7183

$ 409,583

(c) Income taxes

The Company will join with Pacific in ﬁhng a consoh—
dated federal income tax return. The federal income tax is
allocated to the Company on the basis of its ﬁlmg a sers.

rate consolidated federal income tax return.

e

3 Long-termdebt . ff - k, ; .
Long-term debt at December 31 1976 and 1975 con— ~‘

. sxsted of the followmg . _
, 1976 . 1975
~ 2% 8% Flrst Mortgage
notes payableto
* Rural Electrification
- Administration and , ; ,
- Rural Telephone Bank, - .
maturities 1990- 2009 $ 1 991 278 $ 1734411
. 5%-10%% First - .
‘ Mortgage notes and .
_ bonds, maturiies . .
' through 1998 .. 19027135 20162013
7%% Second Mortgage =~ .
_ note,duelS80 ..... 11,000,000 11000000
5%%-9%% . .
Unsecured notes, ' _ . .
matun‘aes 1978- 2007 14,671,982 13,528,374
, f o 46,690,395 46,424,798
; Less current maturiies . 1,484,288 1,550,932
' ' $45 206, 107

$44.873,866

Substanﬁally all of the telephone plant in service is
pledged as collateral securing portions of the long—term

- debt. Certain of the loan agreements contain provisions,

among others, restnctmg the payment of cash dmdends,

~and one loan agreement, in addition to restricting cash

dividends, contains limitations on purchases or redemp-
tions of TU s stock. Retained earnings of $7,993,000 are

not restricted at December 31 1976

Total long-term debt maturing annually within each of

_the four years after December 31,1977 is as follows:

1980 §12 710549

1978 $ 1,739,306 12 71(
$ 1981 $ 1,639,315

1979 $ 1,800,529



4. Shareholders’ equity

Under the Employee Stock Option Plan, approved by
shareholders in 1973, options to purchase 100,000 shares
of common stock at fair market value at date of grant may
be granted to certain key emplovees. At December 31,

1976, no options had been granted under the plan.

5. Parent operations

Farent operations of T.U. are summarized as follows:

1976 1975
Interest income:
From subsidiaries .. ... $ 156,224 § 42500
Other—principally
on temporary cash
investments
(] (o) A —— 409,583 361,688
565,807 404 188
Interest expense;
To subsidiaries . ... ... 311,374 272 532
Other—principally
on long-term debt. . ... 729,918 744,441
1,041,292 1,017,273
Federal income tax (credit):
Federal income taxes . . (247,000) (325,000)
Dreferred federal
incometaxes....... {3.000) 12.000
Met deferred
investment
taxcredit ... 1.000 (3,000)
(249,000) (316,000
Other expense—net .. .. 44,176 51.442
$ 270,661 3 348527

6. Federal income taxes

Deferred income taxes result from timing differences in
the recognition of expense for tax and financial statement

purposes. The tax effects of these differences are as
follows:

1976 1975
Excess of tax over
book depreciation .. % 1,003,000 % 907,000
Cost of remowval of retired
assets deducted for
tax purposes. .. .. .. 102,000 106,000
$ 1,105,000 5 1,013.000

The Company’s effective federal income tax rate was
47.2% in 1976 and 46.9% in 1975. The differences be-
tween these effective rates and the 48% federal income
tax statutory rate are attributable to the following:

1976 1975
Interest, taxes and
pensions capitalized . 2.8% 4.0%
Amortization of invest-
ment tax credit . . ... 2.1 1.6
Other it (4.1) (4.5)
B% 1.1%




7. Commitments

Expenditures in connection with the Company’s con-
struction program will approximate $12,050,000 in 1977.
Cash now temporarily invested (Note 2) will be utilized in
connection with the construction expenditures.

Total rental expenses for 1976 and 1975 are as follows:

1976 1975
Pole contacts . .. . ... $ 294,543 $ 276,141
Other, including
short-term rentals . 148,564 144 877
$ 443,107 $ 421 018

Commitments under several minor long-term leases
are not material to results of operations or financial
position.

8. Quarterly financial data

Summarized quarterly financial data (unaudited) for
1976 is as follows:

Three Months ended
March 31 June 30 Sept. 30 Dec. 31

Operating
revenues.. $7,832,031 $7,919,219 $8,035,810 $8,460,805
Operating
income ... $1,790,709 $1,806,013 $1,852,379 $2,098,884
Netincome. $1,032,802 $1,102,024 $1,203,349 $1,452,771
Net income
per common
share . ... . $25

s2 32 sa1

I

Accountants’ Opinion

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

See the Summary of Operations and Management’s
Discussion and Analysis of the Summary of Operations
for additional information with respect to the year ended
December 31, 1976.

9. Asset replacement cost

The impact of the inflation experienced in recent years
has resulted in replacement costs (unaudited) of tele-
phone plant that are significantly greater than the histori-
cal costs of such assets reported in the accompanying
consolidated financial statements. The Company’s ability
to maintain its investment in telephone plant in the future
will be contingent upon its ability to finance the needed
additions. This, in turn, will depend primarily on the
Company’s ability to obtain adequate and timely
rate relief.

The Company’s annual report to the Securities and
Exchange Commission on Form 10-K contains additional
information with respect to estimated asset replacement
cost at December 31, 1976.

We have examined the consolidated balance sheet of Telephone Utilities, Inc. and subsidiaries as
of December 31, 1976 and 1975 and the related consolidated statements of income, retained
earnings, capital in excess of par value, and changes in financial position for the years then ended.
Our examination was made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other auditing procedures as we

considered necessary in the circumstances.

In our opinion, the above-mentioned consalidated financial statements present fairly the financial
position of Telephone Ultilities, Inc. and subsidiaries at December 31, 1976 and 1975 and the results
of their operations and the changes in their financial position for the years then ended, in conformxty

with generally accepted accounting principles applied on a consistent basis.
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1976 Highlights
1976 1975

THE Net income applicable to commonstock ......... $ 4,760,473 $ 4,180,192
SHAREHOLDER Average shares outstanding . . . . . e . i 4,724,487 4,728,079
Net income per average commonshare . ......... $1.01 $.88
Total shareholders’ equity ..................... $ 48,561,933 $ 45,171,505
THE Operatingrevenues ..............c..ovoooons. $ 32,247,865 $ 28,835,866
COMPANY Working capital from operations ................ $ 12,672,205 $ 11,207,837
Total assets; endofyear . .............c........ $112,771,549 $103,962,674
Telephone plant in service; end of year .. ......... $110,709,902 $100,407,283
Telephones in service;end ofyear . . ... .......... 138,625 125,402
THE Total employees; end of Years: . . e o~ S : 618 : . 585
EMPLOYEE  Total wagespaid . . ... = Tx LB - S - .. $ 7,990,728 $ 6,872,651

46¢ 70c 78c 88c $1.01

1972 1973 1974 1975 1976

The Company will furnish to Shareholders upon
written request, without charge, a copy of its annual
report on Form 10-K for the Company’s most recent
fiscal year. The Form 10-K contains more detailed
statistical and financial information than is included in
the Annual Report to Shareholders. If you wish a copy
of the Form 10-K, you may address your request to
Mr. Brian M. Wirkkala, Secretary, Telephone Utilities,
Inc., llwaco, Washington 98624.

The Annual Meeting of Shareholders of
Telephone Utilities, Inc. will be held at 2:00 p.m.,

Pacific Daylight Time, on Monday,
April 25, 1977 at the American

Legion Hall, llwaco, Washington 98624



Telephone Utilities, Inc.




To Our Shareholders:

We are particularly pleased to report that 1976 was a year
of continued progress in which we exceeded a major
earnings milestone. Our net income per average common
share passed the $1.00 level reaching $1.01 per share, up
14.8 percent from the $.88 level achieved in 1975. A
glance at the five-year summary of operations on the fol-
lowing page will dramatize the significance of this ac-
complishment. Our earnings have increased significantly
each year and more than doubled in the four years be-
ginning in 1973 when the Company was reconstituted
under the present management. The compound earnings
growth ratio during that four-year period exceeds 19 per-
cent. Also, 1976 saw gross operating revenues achieve a
new record level of $32,247,865 up 11.8 percent from
1975.

The economic health and diversity of our service terri-
tory were again evident during the year. Our internal sta-
tion growth rate which grew at 7 percent in spite of the
1974-1975 recession increased to approximately 9 per-
cent, a figure double the national average. This internal
growth, along with the acquisition of the Eastern Oregon
Telephone Company which serves areas in and around
Boardman and Pilot Rock, Oregon, brought the number
of stations served to 138,625. Increased operating
efficiencies allowed us to serve this expanded number of
stations without significantly increasing the employee
work force. As a result, the number of telephones served
per employee increased from 214 to 224, a figure which
compares favorably within the industry.

Our 1976 construction program was designed to pro-
vide our subscribers with better service as well as to meet
the demands of increased numbers of telephones served.
We completed a number of major construction projects
during the year, including an expansion of the com-
puterized ticketing system in Gig Harbor, Washington, the
provision of Direct Distance Dialing through electronic toll
ticketing in both the llwaco and Evergreen companies,
expansion of our microwave systems in both the North-
western Telephone— Oregon and Beaver State properties
and placing in service of an automated operator service
component of our electronic switching system in Kalispell,
Montana. All of these projects are functioning well. The
new operator service system, which is described in more
detail elsewhere in this report, allows us to provide a high
level of operator service to our subscribers in the Mon-
tana property and is a source of considerable pride to our
Company. The addition of these projects and other sys-
tem improvements provided the capacity to meet the
demand for increased toll usage, an increase of 12.7 per-
cent over the preceding year.

The entire 1976 construction program was financed
from internally generated funds for the third consecutive
year and we expect to meet our 1977 construction budget
of $12,050,000 without outside financing.

We currently have no rate applications pending and do
not anticipate filing for any general rate increases in states
other than Montana. As a result of the major service im-
provement projects recently completed in Montana we
are now experiencing a less than adequate return on
investment and expect to request rate relief in that state in
1977. Because of expected regulatory lag we do not an-
ticipate any impact from this filing on 1977 results.

We continue to contact other independent telephone
companies in and around the general area served by the
Company seeking acquisition opportunities. Although
none have been finalized as of this writing, we continue to
believe that the acquisition of other properties is a viable
method to expand the investment opportunity of the
Company and thereby enhance its long-term growth
prospects.

In December 1976 the Board of Directors increased the
annual dividend rate 14 percent from $.28 per share to
$.32 per share, payable quarterly commencing with
payment on February 7, 1977. Although the Board has
not yet established a percentage payout objective to be
applied to future earnings, the current dividend will be
reviewed as soon as further earnings improvement
warrants.

Please read the more detailed information and accom-
panying financial statements. If you care to comment or
have questions about the material herein or other matters
concerning the Company, please advise.

Sincerely,

A.M. Gleason
President



Telephone Utilities, Inc.
SUMMARY OF OPERATIONS

1976

Years ended December 31,

1975 1974 1973 1972

Operating revenues

Operating expenses, other than
federal incometaxes..................

Federal income taxes

Total operating expenses

Operatingincome WL - olleiiaiin

Other income

Interest expense

Minority interest in net income and
preferred stock dividends of
subsidiaries

Income from telephone operations

Parent operations —interest and
expenses—net

Net income

Preferred stockdividends . ...............

Net income applicable to
common stock

Average number of common
shares outstanding

Net income per average common
share

$32,247,865 $28,835,866 $25,621,214 $22974,330 $18,692,367

20,102,880 17,869,546 15434,263 13,284,042 12,538,807
4,597,000 4,089,000 3,640,000 3,180,516 1,169,937
24,699,880 21958546 19,074,263 16,464,558 13,708,744
7,547,985 6877,320 6546951 6,509,772 4,983,623
510,001 725347 743961 541957 427,807
2,932,483 2985781 3,188204 3218376 2,517,917
63,896 57,694 52,012 58,446 45,425
5,061,607 4,559,192 4,050,696 3,774,907 2,848,088
270,661 348527 318684 456312 678471
4,790,946 4,210,665 3732012 3318595 2,169,617
30,473 30,473 30,473 31,216 31,290
$ 4,760,473 $ 4,180,192 $ 3,701,539 $ 3,287,379 $ 2,138,327
4,724,487 4728079 4728079 4,728,079 4,682,991
$1.01 $.88 $.78 $.70 $.46



Management’s Discussion and Analysis of the Summary of Operations

The summary of operations includes the operations of
Telephone Utilities, Inc. (T. U.) and its subsidiaries
(Company), all majority-owned.

Operating revenues for 1976 and 1975 increased prin-
cipally as a result of continuing improvements in toll set-
tlements with connecting companies. The majority of the
Company’s subsidiaries are on the cost basis for toll set-
tlements, which provides for the recovery of the costs of
furnishing toll service plus a return on the investment in
plant utilized in furnishing such toll service. In addition,
local service revenue increased because of an increase in
the number of subscribers served, increased directory
advertising revenues, and in 1975, because of rate
increases in certain service areas.

Operating expenses, other than federal income taxes
for 1976 and 1975, increased due to: (a) generally higher
labor and material costs; (b) increased maintenance ex-
pense resulting from expanded central office and outside
plant maintenance programs and, in 1975, expenses
related to the placing in service of a major central office
construction project; (c) increased depreciation expense
resulting from the large plant additions completed in re-
cent years and an increase in the composite depreciation
rates to 5.9% in 1976 and 1975 as compared with 5.8%
in 1974; and (d) in 1975, increased operating taxes

expense, principally as a result of higher property taxes.
A significant portion of operating expenses is included
as cost of furnishing toll service and is recovered as
revenues through the toll settlement procedure.

Federal income tax expense for 1976 and 1975
increased principally because of higher income levels.

Other income includes the allowance for funds used
during construction, a non cash item, and interest in-
come. The allowance for funds used during construction
represents the cost of the funds used for construction of
telephone plant and, accordingly, fluctuates with the
increases and decreases of the construction program. The
decreased amount for 1976 is due to the lower average
amount of construction work in progress during the year.
Interest income, which results from the intercompany
short-term investment of excess cash by subsidiaries, de-
creased in 1976 as a result of average amounts invested
and a reduction of the average rate of interest earned.

Parent operations consists of the interest income
earned by T U.’s short-term investments of excess cash,
the interest and other expenses of T. U. and the related tax
effect of these transactions. Interest income for 1976 and
1975 increased as a result of greater average amounts in-
vested. Interest for 1976 and 1975 increased as a result of
the issuance of additional long-term debt and increased
short-term borrowings from subsidiaries.



The Company

Telephone Utilities, Inc. is a telephone holding company
whose subsidiary operating companies serve 138,625
telephones located principally in Washington, Montana
and Oregon and to a lesser extent in Idaho, Nevada and
California. All of the operating companies are subject to
the jurisdiction of regulatory agencies in the states in
which they operate. In addition to conventional tele-
phone service, a subsidiary operates an Automatic Voice
Network (Autovon) switching center under a contract
with the government which will terminate in 1980. This
contract is subject to earlier cancellation for the conveni-
ence of the government in which case the unrecovered
costs would be reimbursed by the government.

During 1976 TU purchased Eastern Oregon Telephone
Company which serves a total of 2,261 stations through
three exchanges. No other acquisitions of telephone
properties were pending at year-end; however, the Com-
pany continues to actively pursue such acquisitions as the
opportunities present themselves.

The telephone subsidiaries have been organized into
four operating divisions which have been established es-
sentially along geographical lines. This has permitted the
achievement of significant operating efficiencies and cost
savings. Plans are being implemented to merge the com-
panies operating in each state into larger operating com-
panies. These mergers, which will require the approval of
lenders and regulatory bodies, will permit achievement of
further cost reductions. The consolidation will also reduce
the number of separate rate cases required to maintain a
fair rate of return on invested capital.

Construction and Service Improvements

During 1976 TU placed in service additions totaling
$12,615,526 to expand the capacity of our plant facilities
and to provide service improvements to our subscribers.

There were several major construction projects com-
pleted during the year including the completion of traffic
operator positions (TOPS) associated with the electronic
switching system in Kalispell, Montana. In addition, the
economically inefficient small operator service functions
in the llwaco Telephone Company at Long Beach, Wash-
ington and the Evergreen Telephone Company at Mor-
ton, Washington, were eliminated and Direct Distance
Dialing equipment was provided at each of those two lo-
cations. The introduction of DDD to these two properties
has been well received and was a contributing factor to
our increases in toll volumes.

Another major project was the installation of addi-
tional computer capacity to our electronic DDD ticketing
system in the Island Empire company in Gig Harbor,
Washington.

Other construction activity saw additions to the Beaver
State Telephone Company microwave system in and
near Lakeview, Oregon, and a replacement of the North-
western Telephone Systems’ microwave system in the
Lebanon, Oregon area as well as a variety of local plant
improvement projects designed to meetincreased toll call-
ing, requests for service improvements and the addition
of new subscribers throughout our service territory.

We expect 1977 construction and service improvement
programs to require expenditures of $12,050,000. This
money will be required for additions to the Kalispell, Mon-
tana electronic switching system and a variety of central
office and outside plant projects throughout the entire
Company. This construction program is expected to be
funded through internally generated funds and existing
cash reserves.



Revenue and Rate Activities

1976 saw no significant rate increase activity. The revenue
deficiencies that were expected to develop in 1976 were
significantly offset by increased earnings from our toll set-
tlement arrangements and growth in local revenues. Cur-
rently there are no rate increases pending although we are
actively preparing a rate increase request covering the
Northwestern Telephone Systems property in Kalispell,
Montana. During the past several years a significant
number of service improvement projects have been com-
pleted without corresponding revenue increases. As a re-
sult, our rate of return in that property is not currently
adequate to meet our requirements and we expect to file
an application for substantial rate relief in 1977. Although
the Montana Public Service Commission has no stated
time period during which it must act on our application,
it has announced an internal objective of concluding action
by nine months from the date of filing. With our present
timing and the resulting period required for processing
by the agency, no impact is anticipated on 1977 results.
During 1976 we experienced a 12.7 percent increase in
toll messages. This compares with an increase of 10.7
percent in 1975 and 8.4 percent in 1974. This continued
increase in toll volumes contributes significantly to meet-
ing our revenue requirements through enhanced toll set-
tlements with connecting companies. During 1976 the
Company also benefited through increased rates of return
earned by the majority of our connecting companies
which are shared with us through the workings of the toll
settlement process.

Employees and Labor Relations

At December 31, 1976 the Company had 618 full-time
employees compared to 585 at year-end 1975. Because
the number of employees added increased at a lesser rate
than the number of telephones served, the number of sta-
tions served per employee, a common industry measure
of efficiency, improved from 214 in 1975 to 224 at year-
end 1976.

Slightly over 50 percent of our employees are mem-
bers of either the International Brotherhood of Electrical
Workers or Communication Workers of America, both
AFL-CIO affiliates, and are represented through a total of
four different bargaining units. Each of the contracts with
those units expire in the latter part of 1977.

In addition, we have a working agreement with approx-
imately 10 percent of our employees who represent
themselves through an elected committee which also ex-
pires in the fourth quarter of 1977.

Contracts covering employees in the bulk of the tele-
phone industry in the nation expire during mid-1977. We
expect to begin negotiations with our employee groups
soon after conclusion of the bargaining on the nation-
wide contracts by the larger companies in the industry.
We would be hopeful that our contracts can be settled on
whatever pattern is established in those nation-wide set-
tlements since we remain committed to providing wages
and benefits for both union and non-union employees
comparable to others in our industry.



Continuation of Service Improvement . . . TOPS

The old operator positions

New computer ontrolled TOPS

A single operator position

With the placing in operation of the final phase of elec-
tronic switching equipment in Kalispell, we have marked
an end to an era at our Kalispell switching center. The
familiar manual cord board operator system was phased
out in May of 1976 and the new computer-controlled Toll
Operator Positioning System (TOPS) took over. The new
system, the first of its kind, provides for marked im-
provement in service for our subscribers while reducing
our operating costs. Typically, the new system is 40-50
percent more efficient than the older manual type. Be-
cause of the computer environment, future growth and
changing requirements are very easy to implement, pro-
viding our company with the ability to meet any of our
foreseeable needs quickly and economically. This com-
pletes a project that was started in the spring of 1973 to
provide a new modern switching system in Kalispell, to
provide for existing and future needs of the Montana
operation.




Telephone Utilities, Inc.
CONSOLIDATED STATEMENT OF INCOME

Years ended December 31, 1976 and 1975 1976 1975
Operating revenues:
L OCAlSeIVICe s inas ot e T i o $ 9,749,997 $ 8,809,315
Tollservicelat s o e R e 20,025,997 17,849,858
Government communicationservice .. ................... 1,249,777 1,265,519
Miscellameoust: s e e i s e e s e 1,222,094 911,174
Totalloperatingrevenuies . Cniiiids - T 32,247,865 28,835,866
Operating expenses:
Maintenance DUINEE. - TGS et el 5,839,561 4,816,536
Depreciation; (Notetl) s = s e e e e 5,785,425 5,232,247
alfiC s o i s s e e 818,667 949 423
Commercial, administrativeand other . ................... 5,024,198 4,278,865
Taxes, other than federal incometaxes.................... 2,635,029 2,592,475
Federal income taxes (Notesland 6) .. ................... 2,522,000 2,251,000
Deferred federal income taxes (Notesland 6) ............. 1,108,000 1,001,000
Net deferred investment tax credit (Notesland 6) .......... 967,000 837,000
lTolalloperatingexpenses . ., - i, . e il 24,699,880 21,958,546
Operatingincome ity ettt S s e 7,547,985 6,877,320
Other income:
Allowance for funds used during construction (Note 1) . ... ... 273,058 378,505
Other, including interest income (Notes2and 5) ............ 236,943 346,842
510,001 725,347
Interest expense—principally on long-term debt (Note 5) .. .... 2,932,483 2,985,781
Minority interest in net income and preferred stock
dividendsiof stibsicliaries it il 8 R 63,896 57,694
Income from telephone operations . .. ...................... 5,061,607 4 559,192 ’
Parent operations—interest and expenses—net (Note 5) ...... 270,661 348,527
NeiNCOMe T e e N e = e e e T 4,790,946 4.210,665
Preferred stockdividends . .. ............... ... ... .. ..., 30,473 30,473
Net income applicable to commonstock . ................... $ 4,760,473 $ 4,180,192
Net income per average common share (Note1) ............. $1.01 $.88

See accompanying notes.




