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Highlights

Percent

- 1979 1978 Change

The Net income applicable to common stock $ 9,104,880 $ 7,787,386 17%
Shareholder Average shares outstanding .......... 4,673,040 4,724,202 (1)
Net income per common share ....... $1.95 $1.65 18
Total shareholders’ equity . ........... $ 63,386,392 $ 58,313,379 9
Dividends paid per common share . ... $.75 $54 39
The Operatingrevenues . ................ $ 54,170,036 $ 44698124 21
Company Working capital from operations . . . . . .. $ 22,282,030 $ 17,369,738 28
Telephone plant in service, end of year . $156,002,186 $132,867,279 17
Telephones, endofyear ............. 185,737 170,719 9
The Total employees, end of year ......... 877 735 19
Employee Totalwagespaid ................... $ 14,812,085 $ 11,728,783 26




To Our Shareholders

esults for the year 1979 re-
flect continued strong gains
for Telephone Utilities, Inc.

¢ Net income per common share
increased 18% to $1.95 per
share

¢ Dividends paid per common
share increased 39% from $.54
to $.75

* Revenues totaled $54,170,000
up 21%

¢ Telephones served totaled
185,737, an increase of 9% —all
from internal growth

e Long distance telephone calls
increased by 12% to a total of
34,800,000 originating mes-
sages, equivalent to more than

95,000 calls a day.

The Company reached new
highs in revenues, net income,
earnings per share and number of
telephones served in 1979. For the
seven years ended December 31,
1979, earnings per common share
have grown at a compound rate of
18%. These earnings increased

from $.70 in 1973 to $1.95in 1979.

These long-term results were
attained primarily through careful
budgetary control of capital ex-
penditures. During this period of
above-average station growth, the
Company achieved maximum
efficiency from existing plant
facilities and, until 1979, financed
required capital additions with in-
ternally generated funds.

Construction of telephone
plant and facilities exceeded
$29,000,000 in 1979, the largest
annual expenditure for new
equipment in the Company’s his-
tory. This program was necessary
to accommodate our continued
internal growth and to upgrade
and improve service to existing
customers. In addition to funds

generated within the business,
1979’s plant additions were fi-
nanced through short-term bor-
rowings of $13,700,000 from our
affiliated company. During the
vear, a subsidiary of the Company
received approval for a $2,995,000
long-term loan from the Rural
Electrification Administration
(REA). (Approximately $500,000
of REA funds were received during
1979.) The Company is awaiting
final approval of another REA loan
for a subsidiary which serves por-
tions of Eastern Oregon. This
$9,500,000 REA loan will be used
to finance the Eastern Oregon
construction during a two year
period.

Our 1979 construction program
was highlighted by the placing in
service of six digital electronic
switching systems. With the com-
pletion of these installations,
approximately 19% of our sub-
scribers now enjoy the advantages
of electronic switching and have
available for their use extra fea-
tures such as touch calling, call
forwarding, speed calling, call
waiting, etc. Demand for these
special features continues to grow
as our subscribers recognize the
advantages these features offer.
We are also pleased to report that
the performance of these sophisti-
cated switching systems are
achieving our goals in regard to
speed, reliability and service qual-
ity, and are providing essential
building blocks for a modern
communication system for our
subscribers’ future needs.

Construction expenditures
of $35,000,000 are budgeted for
1980. A construction program of
this magnitude cannot be ac-

complished without some reliance

on external sources of funds. As a
result of the recent interest rate

increases, we are currently review-
ing our 1980 construction program
in an attempt to reduce our need
for outside funds to the extent
service considerations will allow.
Even after this review, it is unlikely
that the Company will be able to
avoid some external financing. In
addition the Company has re-
deemed an $11,000,000, 73%
note which matured on March 19,
1980. The need for these outside
funds at today’s high interest cost,
the impact of inflation on our
operating expenses, and some ex-
pected slowing of economic activ-
ity within our service areas will
make it difficult to maintain the
earnings growth rate of recent
years.

The Company has reached an
agreement in principle to acquire
Greatland Telephone Company, a
company which provides tele-
phone service in an area near Fair-
banks, Alaska. The acquisition,
which is subject to approval by the
Alaska Public Utilities Commis-
sion, would provide the Company
with its first telephone property in
the State of Alaska.

The Board of Directors estab-
lished the current annual dividend
rate of $.80 per share on April 23,
1979, up from the prior rate of
$.60 per share. This dividend will
be reviewed from time to time in
view of our operating results and
capital requirements.

Zt70 St

A.M. Gleason
President

March 26, 1980



Telephone Utilities, Inc.
SUMMARY OF OPERATIONS

Years ended December 31,

1979 1978

1975

1977 1976

Operating revenues

Operating expenses, other than
federal income taxes

Federal income taxes

Total operating expenses

Operating income

Other income (expense)

Interest expense

Minority interest in net income and
preferred stock dividends of
subsidiaries

Income from telephone operations

Parent operations—interest, expenses,
and taxes, net

Net income

Preferred stock dividends

Net income applicable to
common stock

Average number of common
shares outstanding

Net income per common
share

$54,170,036 $44,698,124

$37,155,363 $32,247,865 $28,835,866

33,420,887 27,168,676 22,978,085 20,102,880 17,869,546
8,135,650 6,955,750 5,523,649 4,597,000 4,089,000
41,556,537 34,124,426 28,501,734 24,699,880 21,958,546
12,613,499 10,573,698 8,653,629 7,547,985 6,877,320
(6,211) 252,961 290,597 510,001 725,347
2,563,586 2,669,375 2,742,470 2,932,483 2,985,781
33,666 43,967 51,328 63,896 57,694
10,010,036 8,113,317 6,150,428 5,061,607 4,559,192
874,984 295,759 344,853 270,661 348,527
9,135,052 7,817,558 5805,575 4,790,946 4,210,665
30,172 30,172 30,473 30,473 30,473
$ 9,104,880 $ 7,787,386 $ 5,775,102 $ 4,760,473 $ 4,180,192
4,673,040 4,724,202 4,727,985 4,724,487 4,728,079
$1.95 $1.65 $1.22 $1.01 $.88



Management’s Discussion and Analysis of the Summary of Operations

The summary of operations in-
cludes the operations of Telephone
Utilities, Inc. (TU) and its subsidiaries
(Company).

Net income increased by 17% and
net income per common share in-
creased by 18% during 1979 after a
35% increase during 1978.

Operating revenues increased by
21% in 1979 after an increase of 20%
in 1978. The primary reason for the in-
crease in local service revenues (14%
in 1979 and 20% in 1978) was the
internal growth in the number of cus-
tomers. This is evidenced by the in-
creases in number of telephones
served (9% in 1979 and 10% in 1978).
In addition to the internal growth in
telephones, the Company benefited
during both 1979 and 1978 from a
Montana local service rate increase
which increased revenues in excess of
$1,000,000 annually and was effective
in April, 1978.

Toll service revenues increased by
26% during 1979 and 23% during
1978. These revenues represented
67% of the Company’s total 1979 rev-
enues and 64% of total 1978 reve-
nues. The majority of the Company’s
toll revenue is determined through cost
basis settlement procedures. Under
these procedures, the operating sub-
sidiary’s toll revenue represents a
recovery of the operating expenses
associated with toll service plus a
return on its investment in facilities
used in providing toll service. During
both 1979 and 1978, toll revenues in-
creased from a combination of factors
including increased usage of the
toll network by our customers and
increased operating expenses and in-
vestment associated with providing
toll service.

Maintenance expense increased by
32% during 1979 after a 28% increase
during 1978. These increases resulted
from the additional maintenance effort
required to provide service to our cus-
tomers and maintenance expenses
incurred in connection with the sub-
stantially increased construction pro-
gram of 1979. Depreciation expense
increased by 22% during 1979 after
an 8% increase in 1978. The com-
posite depreciation rate increased to
6.3% in 1979 from 5.9% in 1978. The

increased expense for both years
resulted primarily from additions to
telephone plant, and during 1979, ap-
proval of depreciation rate adjustments
for the Company’s Washington operat-
ing subsidiary. Traffic, commercial,
administrative, and other operating
expenses increased by 15% during
1979 and 18% during 1978. These
increases resulted primarily from in-
creased number of employees, wages
and wage related costs.

Taxes, other than federal income
taxes, increased by 21% during 1979
after a 20% increase during 1978.
These increased taxes occurred as a
result of increased investment in plant,
increased wages, revenue, and taxable
income. Federal income taxes in-
creased by 17% in 1979 and 26% in
1978. The increase in both years can
be attributed to increased taxable in-
come, a factor which was mitigated
somewhat during 1979 as a result of
the reduction in the federal statutory
tax rate from 48% to 46%. Other in-
come declined by 102% in 1979 after a
decrease of 13% in 1978. The de-
crease in 1978 resulted primarily from
a decrease in the average amounts of
excess cash invested by the sub-

Net Income and Dividends

Per Common Share Dollars

225

Earnings
Reinvested

- Dividends
. Paid

2.00

175

sidiaries with TU under the intercom-
pany short-term investment program.
The 1979 decrease resulted from com-
pliance with the FCC’s change in
accounting for the cost of funds as-
sociated with short-term construction
projects (See Note 1 of Notes to Con-
solidated Financial Statements). Under
that change, the Company capitalized
none of the financing costs associated
with its construction program.

Interest expense declined by 4% in
1979 and 3% in 1978 as the subsidiary
companies made debt principal pay-
ments as required by the related
agreements.

The parent operations reflect the
interest income earned by TU’s in-
vestment of excess cash, the interest
and other expenses of TU, and the
income tax effect of the parent
operations. The net effect of parent
operations increased 196% in 1979
after a 14% decrease in 1978. These
changes occurred primarily as a result
of changes in the level of funds in-
vested as temporary cash investments
between TU and subsidiaries and the
level of temporary cash investments
and advances between TU and its
majority shareholder.

Number of Telephones =t December 31 Thousands

225

200




The Company

Telephone Utilities, Inc. is a tele-
phone holding company whose sub-
sidiary operating companies serve
185,737 telephones located principally
in Washington, Montana and Oregon
and to a lesser extent in Idaho, Nevada
and California. Included in our wide
geographic area are suburbs of Seattle,
Tacoma, Spokane and Portland.

The areas in which the subsidiaries
provide service include rapidly devel-
oping resort communities, diversified
agricultural areas and areas which in-
clude integrated forest product manu-

Construction and Service
Improvements

facturers as well as a cross-section of
light industrial activities. All of the
operating companies are subject to the
jurisidiction of regulatory agencies in
the states in which they operate.
These service areas are either in or
adjacent to rapidly growing portions of
the Pacific Northwest. As a result, the
company’s internal growth rate in tele-
phones has, for several years, doubled
the national average for the industry.
In addition, the company continues to
experience increases in toll usage as its
subscribers substitute telecommunica-

tions for higher cost travel alternatives.
Competition continues to impact the
activities of the company. However,
through aggressive marketing and
competitive pricing, very few losses in
the terminal equipment market have
occurred.

TU Service Company, with ware-
house facilities in Portland, Oregon,
provides centralized purchasing and
storage of material to support the
company’s operating properties
throughout its multi-state operation.

G ross construction expenditures
(including reuse of equipment and
cost of removal) for 1979 totaled
$29,025,000 or $1,092,000 under
our original budget for the year.

As a result of above-average station
growth and the need to aggressively
pursue the modernization of our sys-
tem, a construction budget of approx-
imately $35,000,000 is planned for
1980. Conversion of our central offices
to electronic switching is receiving high
priority in the planning process. A total
of 8 electromechanical central offices
will be replaced by digital electronic
switching systems in the current year.
During 1979 central offices in Kings-
ton, Hansville, ElIma and Montesano,
Washington, and Boardman, Oregon,

were replaced by digital electronic
equipment. In addition, the switch at
Lebanon, Oregon, was replaced in
part by digital equipment. These high
technology digital electronic switching
systems provide sophisticated calling
features, are readily expandable, are
low in maintenance, and require less
building space. In addition, significant
cost savings in outside plant facilities
can be achieved by replacing small
electromechanical central offices with
remote switching units and applying
electronic transmission techniques.
Service demands which require
plant construction continue to press
our ability to keep current, and we
must continue to strive to maintain ap-
propriate levels of service and to meet

expanding customer requests, while at
the same time providing reasonable re-
turns to our investors.

Under the planned $35,000,000
1980 construction program, we will
generate a major portion of our con-
struction funds internally. However,
under a program of this size, outside
borrowing will be required in amounts
similar to those needed during 1979.
The budgeted expenditures are subject
to continuing review and modification,
and in light of the current high interest
rates, may require downward adjust-
ment during 1980. Any necessary de-
ferrals or delays would be made with
the goal of minimizing the impact on
service to our customers.



TELEPHONE UTILITIES, Inc. Operating Companies & Service Area

TELEPHONE UTILITIES, Inc.
Service Area

Eastern Washington Division
(ldaho, Nevada)

Western Washington Division
Oregon Division
Montana Division

%%é;ﬁ“ I / \ Seattle CAS
e . | AUT

EED B =N

EASTERN WASHINGTON DIVISION
Cheney — Headquarters

4 , {ENEY, - . hmber Kettle Falls IDAHO
Olympia ' ‘ S ‘ - - Spangle e
! . Medical Lake Mesa Grandview
i GCLY e
opia
Sl | . o Mathens Corer
: ; . L Grestor Kahlotus NEVADA
Hunters Washtucna
Valley Twisp Owyhee
TELEPHONE UTILITIES Chewelah Winthrop Mountain City
CORPORATE HQ. ) ; i - -
TU SERVIGE COMPANY. ORE . WESTERN WASHINGTON DIVISION
| ‘ ’ Gig Harbor — Headquarters
Burley Randle Montesano
Fox Island Packwood Kingston
Arletta Orting Hansville
Long Beach South Prairie Vashon
Ocean Park Lopez Island North Vashon
Chinook Puget Island North Bend
Morton Lakebay Snoqualmie Pass
Mineral McCleary Fall City
Glenoma Elma Carnation

OREGON DIVISION
Lebanon — Headquarters

Sweet Home Kinzua Sprague River
Brownsuville Pilot Rock Aurora

Yoncalla Boardman Depoe Bay
Creswell Ukiah Gleneden Beach
Spray Lakeview Maupin

Long Creek Paisley Wamic

Mitchell Chiloguin Tygh Valley
Monument Fort Klamath Pine Grove
Paulina Chemult Knappa

Fossil Rocky Point Scappoose

MONTANA DIVISION
Kalispell — Headquarters

Whitefish Finley Point Olney
Columbia Falls Hungry Horse Somers
Polson Lakeside Swan Lake
Big Fork Marion Yellow Bay
Elmo McGregor Lake

CASCADE AUTOVON COMPANY
T U SERVICE COMPANY




Revenue and Rate Activities

Continued good operating results al-
lowed the Company to earn rates of
return sufficiently high to allow us to
complete the year without applying for
major rate increases. Based on present
projections rate increase applications
are expected to have a minimal impact
on 1980 operating results.

During May 1978 the Montana
Consumer Counsel filed a petition for
review in State District Court seeking
reduction of the rate increase of
$1,008,000 granted by the Montana
Public Service Commission. During
April 1979 the State District Court up-
held the Montana Public Service
Commission’s decision granting the
increase.

Reflecting the strong economic
health of our growing service area, the
Company experienced a 12% increase

Employees and Labor
Relations

in originating toll messages during
1979 compared to the above-average
increases of 19% in 1978 and 17% in
1977. This rate of growth continues to
exceed our main station growth
(number of customers) even though
our main station growth continues at
exceptionally high levels.

Telephone Revenues

This internal growth in toll usage
and customers served provided signifi-
cant revenue increases. These in-
creases, along with increased local
rates and good returns on toll invest-
ment, are reflected in an excellent
revenue year as shown in the accom-
panying financials.

Millions of
Dollars

55

Other

50

Toll
Revenue

45

Local
Revenue

40

35

7%

30

25

76 77 78 79

The Company provided full-time em-
ployment to 877 people at December
31, 1979 compared with 735 at the
prior year end. Thisincrease in
employees was necessary to meet our
rapid growth in customers and our
expanding construction program.
Approximately 60 percent of our
employees are covered by five different
bargaining units, four of which are rep-

resented by either the International
Brotherhood of Electrical Workers or
the Communications Workers of
America, both AFL-CIO affiliates. Four
of these agreements expire during
1980 and are subject to negotiation.
The fifth agreement expires during
1982. Historically our wage increases
closely parallel those of the major
companies in our industry, thereby al-

lowing us to attract competent tele-
phone personnel.

Our work force projections for
1980 reflect a continued need to in-
crease the labor force to keep abreast
of our internal growth and expand our
marketing effort to effectively meet
competition brought about by the
deregulation of the terminal equip-
ment market.




Telephone Utilities, Inc.
CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31, 1979 and 1978 1979

Operating revenues:
localsemice .. ..... . ... ____ $15,203,413 $13,346,499
Toll serviee ... - ... ... . . . 36,192,977 28,782,295
Government communication service ... .. ..... .. ... .. ..... 841,255 915,202
Miscellaneenus ... ... - ...... . . ... . @ 1,932,391 1,654,128

Total operatingrevenues .... ... ........ .. .. ... ..., 54,170,036 44 698,124

Operating expenses: ’ , _

Maintenance 11,160,738 8,440,743

Depreciation (Note 1) " 8,505,172 6,966,763

Teaffe.. .. ... .. ... ___ . .. _ 982,555 880,882
Commercial administrativeandother .. ... = = . 8,095,387 7,012 283
Taxes, otherthan federalincometaxes .. ... = . .. 4,677,035 3,868,005
Federalincometaxes (Notesland6) .. .. ........ ... ... . 4,120,650 4,541,250
Deferred federal income taxes (Notes1and6) ................ 1,789,000 1,403,000
Net deferred investment tax credit (Notes 1 and 6) ........ . 2,226,000 1,011.500
Tolaloperatingexpenses .. .. .. ... . 41,556,537 = 34,124,426
Operating income ' . - 12,613,499 10,573, 6 8
Other income (expense):
Allowance for funds used during construction (Note 1) ......... — 232 673
otherpet ... ..... . . .. .. . .. - . . (6211) 20,288
(6,211) 252,961
Interest expense—principally on long-termdebt . . ............... 2,563,586 2.669.375
Minority interest in net income and preferred stock ,
dividends of subsidiaries 43,967
Income from telephone operations 8,1 13,317
Parent operations—interest, expenses and taxes, net (Note 5) ... .. 874,984 295,759
Netincome . .. ..... . ...... .. ...... ... .. 9,135,052 7,817,558
Preferred stockdividends . ....... ... 30,172 30,172
Netincome applicabletocommonsteck . ... ... = $ 9,104,880 $ 7,787,386

$1.65

Net income per common share (Note 1)

See accompanying notes.
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2. Transactions with related parties

At December 31, 1979 and 1978, approximately 81% of TU’s outstanding common stock was beneficially owned by Pacific Power & Light
Company (Pacific). The following is a summary of transactions with Pacific:

(a) Management services — Pacific provides, at cost, certain management and other services to the Company under a management services
agreement. Billings under this management services agreement totaled $123,000 in 1979 and $170,000 in 1978.

(b) Temporary cash investments/notes payable-dffiliates — At December 31, 1979, notes payable-affiliates represented $13,700,000 of
short-term advances from Pacific; at December 31, 1978, temporary cash investments included $2,450,000 of short-term advances to Pacific.
These transactions were made under an agreement providing for temporary cash investment or advances at the prime commercial rate of
interest.

(c) Income taxes — The Company will join with Pacific in filing a consolidated federal income tax return. The Company’s federal income tax
provision is based on its filing a separate consolidated federal income tax return.

3. Long-term debt
Long-term debt at December 31, 1979 and 1978, consisted of the following:

1979 1978

2%-8% First Mortgage notes payable to Rural Electrification Administration and Rural Telephone Bank,

maturities theough 2000, .. . . ... . $ 2,110,154 $ 1,710,488
5.1%-10% % First Mortgage notes and bonds, maturities through 1998 .......... ... ........... 15,567,848 16,820,368
77a%Second Mortgage note due 1980 (Nete 8 .~ ... ... . .. .. -...... ... ... 11,000,000 11,000,000
5% %02 % Ul ceted notes matinifiesthrongh 2007 . . ... . ... ... . L. o 13,436,053 13,970,961
folalllengtermdet . = = 0 o =2 0 1 i 42,114,055 43,501,817
Lesscumentmatngties . = = % - L Lo 12,709,844 1,841,164

$29,404,211 $41,660,653

Substantially all of the telephone plant in service is pledged as collateral under loan agreements related to long-term debt. Certain of the
agreements contain provisions restricting the payment of cash dividends, and one loan agreement, in addition to restricting cash dividends,
contains limitations on purchases or redemptions of TU’s stock. Retained earnings of $16,850,000 are not restricted at December 31, 1979.

Total long-term debt maturing annually within each of the four years after December 31, 1980, is as follows:
1981 $1,690,000 1983 $1,306,000
1982 $1,244,000 1984 $1,259,000
4. Stock Option Plan
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 employees. At December 31, 1979, no options had been granted under the plan.
5. Parent operations
Parent operations of TU are summarized as follows:

1979 1978
Interest income:
Erom subeidiates . ... . .. $ 10,783 $ 34,442
Erom temiporaly cash investments (Nete 2y .. .| 00 0L 59,173 404,460
69,956 438,902
Interest expense:
losubsidiases . = o« | 0 . 604 18,100
@nilonigiteim debt . = BRI R - e e e e 842,577 864,794
On'notespavable  affiliates (Nete! 2050 — = = oo oo i 756,585 11,853
1,599,766 894,747
Federal income tax (credit):
Eederdlincoie tasestl ol . i v e sk e e (768,000) (266,000)
Bleferi@d federal ihicome ey s -~ 0 e e e 15,000 15,000
NMefidefeirod inGeshient faf elbditi e 000 = e i s 19,000 (1,500)
(734,000) (252,500)
Ofhetiexpense: fiek e - RIS & i e e e e 79,174 92,414

$ 874,984 $295,759




6. Income taxes

- Deferred income taxes result from timing differences in the recogr
_ these differences on federal mc axes are as follows:

on Qf expense for tax and financial statement purposes. The tax effects of

, - 1979 1978

Excess of tax over book deprecitaton. .. ... ... . . . . $1,642,000 $1,173,000

Cost of removal of retired assets dediicted fortaxpurposes .. ...~ . .- 0 . . 162,000 245,000
$1,804,000 $1,418,000

The Company’s effective combined state and federal income tax rate was 47.0% in 1979 and 47.9% in 1978. The difference between these
effective tax rates and the federal income tax statutory rates of 46% in 1979 and 48% in 1978 is attributable to the following:

1979 1978
Interest, taxes and pensions capitalized, net 1% (.8)%
Amortization of investmenttaxcedt .. ... . 0 (2.7) (2.3)
2.3 1.8
1.3 12
1.0 % (.1)%
7. Commitments
Expenditures in connection with the Company’s construction program will approximate $35,000,000 in 1980.
Total rental expenses for 1979 and 1978 are as follows:
1979 1978
Pole attachmentrentals,. .. ... _ .. . .. .. . . ‘| ' ... $359,000 $378,000
Other, includingshorttermeentals .. .. ... .0 . - .. _ . . ... ... 201,000 170,000
$560,000 $548,000

Commitments under several mmor long-term leases are not material to results of operations or fmancxal posntlon

8 Subsequent Event

On March 19, 1980 the Company sngned an agreement effectxv 9 inancing the $11,000,000 Second Mortgage Note (Note 3). Under
terms of the new agreement, the loan is unsecured, bears interest at 103% of the prime rate, and is to be repaid March 10, 1981.

9. Quarterly financial data (Unaudited)
Summarized quarterly financial data for 1979 and 1978 is as follows:
Three Months Ended

March 31 June 30 Sept. 30 Dec. 31
1979 1979 1979 1979
Operafingtevenes ... . = = . T o $12,438,208 $13,207,988 $13,527,842 $14,995,998

Operatingincome ... ... .. ... . .. ... ... $ 2,687,420 $ 2905811 $ 3,202,164 $ 3,818,104

Netineome , $ 1,949,167  $ 2260405 $ 2.878,129
 Net income per common share : $.41 . $as $.62 k
Three Months Ended
March 31 June 30 Sept. 30 Dec. 31
1978 1978 1978 1978
Operatingreventies . - . .~ . $10.134, 356 $11,009,452 $11,168,893 $12 385 423
Operatingincome 1. .. .. .. 0 $ 2,304,650 $ 2,574,522 $ 2,667,748 $ 3,026,778
Netincome ... ... ... .. ... .. $ 1,586,577 $ 1,849,261 $ 1,977,441 $ 2,404,279

Net income percommonshare - $ 33 $.39 $.42 $.51
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Supplementary Five-Year Comparison of Selected Financial
Data Adjusted For The Effects of Changing Prices (Unaudited)

~ Average 1979 Dollars

1979 1978 1977 1976

Historical cost information adjusted
for general inflation
Operatingreventies: ... .. . ... $54,170,036 $49,730,666 $44,504,551 $41,118,392
Income from continuing operations 4,341,124
Income from continuing operations per
commonshare = .~ — = 92
Reduction of plant to net recoverable cost . ... .... 9,698,223
Net assets (shareholders’ equity) at yearend. . .... 59,939 981
Current cost information
Income from continuing operations . . ............ 3,629,1:75
Income from continuing operatiohé per .
commonshare ........ . ... _ ... .. ... ..  _ .. 7
Excess of increase in general price level of plant
held during the year over changes in specific
prices after reduction to net recoverable cost . . . . 8,986,264
Net assets (shareholders’ equity) at yearend ... .. .. 59,939,981
Other information
Purchasing power gain on net monetary
items held duringtheyear ... ... ... ... 8,210,193
Cash dividends declared per common share .. .... $ 76 $ 60 s i $ 37
Market price per common share at .
vearend . . .. ... - $11.11 $12.59 $10.22 $ 7.80
Average Consumer PriceIndex ... ... ... ... . - 2174 195 4 181.5 170.5

1975

$38,889,065

$ 6.21
161.2

Auditors’ Opinion

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

We have examined the consolidated balance sheets of Telephone Utilities, Inc. and subsidiaries

as of December 31, 1979 and 1978 and the related consolidated statements of income, retained
earnings and changes in financial position for the years then ended. Our examinations were

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 consolidated financial statements present fairly the financial
position of Telephone Utilities, Inc. and subsidiaries at December 31, 1979 and 1978 and the results
of their operations and the changes in their financial position for the years then ended, in conformity
with generally accepted accounting principles applied on a consistent basis. '

Ryl Y sice v Lolle
Portland, Oregon

January 25, 1980, except for Note 8
as to which the date is March 19, 1980
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Seaview, Washington;
retail grocer

HUBERT A. TONDREAU

Assistant Vice President
Standard Insurance Company
Portland, Oregon;

life insurance company

Common Stock

Telephone Utilities, Inc.
Range of Bid and Asked Prices for Quarters Ended

March 31, 1978
June 30, 1978
September 30, 1978
December 31, 1978

March 31, 1979
June 30, 1979
September 30, 1979
December 31, 1979

Cash dividend payable dates:
February 27, 1978
May 30, 1978
September 5, 1978
December 4, 1978

March 5, 1979

June 4, 1979

September 4, 1979
December 3, 1979

Stock is traded in National OTC Market

NASDAQ—TPHN

Bid Asked
High Low High Low
.................................. 9% 8% 10% 9%
.................................... 12 9 12% 10
.............................. 12 10% 12% 11%
............................... 12 10% 12% 11%
.................................. 14% 11 16 11%
.................................... 14% 13% 15% 13%
.............................. 14% 13% 15% 14%
............................... 13% 10 14% 11
Per Share
................................ $.09
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............................... $.15
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General Counsel
Stoel, Rives, Boley, Fraser and Wyse
Portland, Oregon

Special Counsel
Bogle & Gates
Seattle, Washington

Auditors
Deloitte Haskins & Sells
Portland, Oregon

FORM 10-K

On written request, the Company will
furnish to Shareholders a copy of its annual
report on Form 10-K for the Company’s
most recent 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., [lwaco,
Washington 98624.

ANNUAL MEETING

The Annual Meeting of Shareholders of
Telephone Utilities, Inc. will be held at
2:00 p.m., Pacific Daylight Time, on
Monday, April 28, 1980 at the Company’s
offices, 1221 Southwest Yamhill Street,
Suite 200, Portland, Oregon 97205.
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