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EXECUTIVE SUMMARY E [] NF m E”” M_

Sherwood Mutual Telephone Association ("Sherwood” or "the Company®) is a rurai independent
local exchange carrier ("RLEC") operating in northwestern Ohio. The Company operates under federal
rate of retun regulations as an average schedule company. The Company is an eligible
telecommunications carrier and a recipient of high cost support for voice telephony services. As a
condition for receiving this support, Sherwood offers broadband service which is designed to comply with
the FCC's new broadband obligations’,

The Company can provide broadband which satisfies the current FCC requirement (4 Mbps /
1Mbps) to 100% of its customers. Sherwood continues to invest in network additions and maintenance of
existing plant to meet customer demand and ensure quality service at affordable rates.

PRESENT SERVICE CAPABILITIES
Sherwood is a single exchange company with that exchange aiso named Sherwood. The

Sherwood study area is approximately 35 square miles. At December 2013, the company served 922
access fines detailed below,

Single Party Residential Lines 761
Singlc Party Business Lines k)
Multi-line Business Lincs 130
Total Access Lines 922

At this time, Sherwood offers broadband at speeds which exceed the 4 Mbps / 1 Mbps
requirement to 100% of their customers. Sherwood's customers are served by a network consisting of
both fiber optics and copper. The company uses a combination of fiber to the home ("FTTH®) network
architecture which allows the company to offer higher broadband speeds deeper into its network. In
other areas the Company uses traditional DSL over copper loops. Sherwood intends to have FTTH
architecture in place for 100% of its customers by the end of 2015. Sherwood currently markets
broadband with 10 Mbps download speeds to 100% of its customers,

* Per Paragranh 587 of the USE/ICC Transformation Qrder,
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PROPOSED SERVICE IMPROVEMENTS C [] N HU H“ ‘ m.

Even though Sherwood is presently able to provide 4 Mbps / 1 Mbps broadband service to 100%
of its study arca and 100% of its customers, continued capital investment is anticipated. As noted,
additional FTTH projects may be undertaken to provide customers with speeds in excess of the FCC
requirsment. Becsuse these investments do not relate to the provision of 4 Mbps / 1 Mbps broadband,
there is no quantification of the expenses in this plan.

In the normal course of business, the Company incurs maintenance and repairs expense which
relate to the telecommunications network and support assets. Over the last two years, the Company has
averaged approximately $220,000 per year in plant expenses. It is anticipated that this level of
expenditure will be incurred on an ongoing basis even if no further improvements to the broadband
network are impiemented. The Company will continue to respond to the needs of its customer base and
the desire for broadband speed which is even faster than the FCC's minimum requirement. At the same
time, the Company will continue to offer the services which universal service mechanisms support,
including:

Voice Grade access to the Public Switched Telephone Network, and
Local Usage, and

Access to emergency service, and

Toll limitations for low-income customers

PUN -~

Simultaneously, the Company will be following the FCC's actions on the transition to an all-IP
based network which will be a further use of capital dollars, Funds received from the universal service
support mechanisms, in combination with all other revenue streams will allow the Company to maintain
and upgrade the telecommunications network. This support wiil also help to keep rates affordable, in
accordance with universal service principles. These funds may be used to deploy new or advanced
technologies and new services, depending on customer demand and regulatory requirements,
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CONFIDENTIAL

CONCLUSION
In this filing the Compeny projects certein expenditures or investments which it anticipates will

be incurred over the next five years, It should be noted that any estimates are based on today's
technology and may change over the five year planning period. Ultimately the goal of this plan is to
jdentify investments required to meet the broadband requirements set forth by the FCC, If the Company
is 2ble to accomplish these goals at a Jower cost than is predicted in the plan it would be under no
obligation to spend the amounts identified in this plan.

Certain statements in this document are “forward-looking statements” which may describe
styategies, goals, outlook or other non-historical mattess, or project expenses andfor capital investment,
These statements are only predictions and involve known and unknown risks, uncertainties, and other
factors that may cause our actual results to differ materially from those expressed or implied by such
farward-looking statements,

Forward-looking statements speak only as of the date on which they are made. As set forth in 47
C.F.R. Section 54.313(a)(1), the Company recognizes the obligation to file annual progress reports on this
five year plan. At that time the Company will update or revise any forward-looking statements included
in this plan,
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March 5, 2014 tm“.\“ H\“ \ AL

Board of Directors and Members
Sherwood Mutual Telephone Association, Inc.
P. O. Box 4572
Sherwood, Chio 43556-0572
INDEPENDENT AUDITORS' REPORT

We have audited the accompanying consolidated balance shest of SHERWOOD MUTUAL TELEPHONE
ASSOCIATION, INC. AND ITS WHOLLY-OWNED SUBSIDIARY (An Ohio Mutual Company) as of
December 31, 2013 and 2012, and the refated consolidated statements of Income, changes in members'
equity, and cash flows for the years then ended, and the relafed notes fo the financlal statements.

Management's Responsibiiity for the Financlal Statements

Management Is responsible for the preparation and falc presentation of these financial statements in
accordence with accounting principles generally accepted in the United Sfates of America; this includes
the design, implamentation, and maintenance of internal control relevant to the preparation and fair
presentation of financlal statements that ere free from material misstalement, whether due to fraud or
eror.

Auditor's Responsibllity

OQur responsibiiity is to express an opinion on these financial statements based on our audit, We
conducted our audit In accordance with auditing stendards generally accepted in the United States of
America. Those slahdards require that we pian and perform the audit to obtaln reasonable assurance
about whether the financlal statements are free from malerial misstatement.

An audit Invotves performing procedures to obtaln audit evidence about the amounts and discloswes in
the financlal stalements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error,  in making thosa risk assdssments, the audilor considers infernal controf refevant {o the enfity's
preparation and falr presentation of the financial slatements in order to design audit procedures that are
appropriate In the clrcumstances but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we axpress ho such opinlon. An audit also includes evalualing
the appropriateness of accounting policles used and the reasonableness of significant accounting
astimates made by management, as well as evaluating the overall presentation of the financlal
statements.

.1 -



Board of Direstors and Members
Shorwood Mudual Telophone Association, Inc.

March 5, 2074 Q““H“Em\m

Opinion

We belleve that the audit evidence we have chialned s sufficient and appropriate to provide a basis Yor
our audit opinlon,

ln our opinion, the financlal statements referred to above prasent falriy, in all material respects, the
financla!l position of Sherwood Mutual Telephone Assoclation, Inc. and Its wholly-owned subsidlary as of
Oecember 31, 2013 and 2012, and the resulls of its operations and ifs cash flaws for the year then ended
In accordance with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The suppfementa! [nformation on page 18 is presenfed for purposes of additionat analysis and Is not a
required part of the financlal statements. Such information Is the responsibility of management and was
derived from and relates directly to the undedying accounting and ofher records used fo prepare the
financial slatements. The information has been subjected fo the auditing procedures applisd in the audit
of the financlal etatements and cerfain addiifonal procedures, incfuding comparing and reconclling such
information diractly to the underlying accounting and other records used to prepare the financial
statements or to the financiat statements themsalves, and other addRional procedures in accordance with
auditing standards generally accepted in the Unites States of America. In our opinion, the Information is
fally stated In all material respects In relation to the financlal statemenis as & whals,

Respectfully submltted,

Ldlly Groug, PC
Jackpo, Hiclijpan

March 6, 2014




SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.

AND ITS WHOLLY-OWNED SUBSIDIARY
{An Ohio Mutual Company)

SHERWOOD, QHIO

CONSOLIDATED BALANCE SHEET
DECEMBER 31, 2013 AND 2012

ASSETS

ARDERVAL

2013 2012
CURRENT ASSETS:
Cash and cash equivalents $ 83035 ¢ 437,302
Accounts receivable - felecommunications - 49,499 76,562
net of allowance for doubtful accounts of
$26,418 in 2013 and $7,770 In 2012
Interest recslvable 17,178 13,233
Materials and supplles 136,627 38,686
Prepald taxes 2,650 24,247
Prepald expenses 40,003 30,201
Total curvent assets 338,992 620,221
NONCURRENT ASSETS:
Investments - affiliated 1,717,727 1,597,080
Invastments -~ nonaffillated 20,816 91,169
Noles receivable 950,000 950,000
Deferred charges 3329 7785
Total noncurrent assets 2881872 2,646,004
PROPERTY, PLANT, AND EQUIPMENT:
Telecommunications plant in service 8,049,488 7,224,300
Telecommunications plant under
construction 0 42,188
CATV equipment - anglog 3,944 39044
8,053,432 7,287,442
Less: Dspreciation reserva 43618 3,854,358
Net book value 3.909.813 3413084
Total assats 8940877 8.679.3

(The accompanying notes are an integral part of these financial statements)
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CUNFIOEN

LIABILITIES AND MEMBERS' EQUITY

CURRENT LIABILITIES:
Accounts payable
Accrued taxes
Total current labliities

MEMBERS' EQUITY:
Memberships lssued
Peltonage capital
Retained eamings
Other comprehensive Income (loss)
Total members' equity

Tolal liabllities and
members' equity

2013 2012
$ 194482 $ 110,882

5286 6,038
199,768 116,920

8,650 9,865
5,350,082 5,262,768
1,444,449 1,308,674

252 {6,909)
8,740,909 6,662,389

$ 6940677 _$ 6679309

(The accompanying notes are an infegral part of thase financial statements)




SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.

AND ITS WHOLLY-OWNED SUBSIDIARY
CONSOLIDATED STATEMENT OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

\’N\H\M\ih‘.

2013 2012,
OPERATING REVENUES:

Baslc focal network services $ 187,758 $ 170421

Network access services 734016 731,779

CATV and internet revenues 568,466 576,673

Miscallaneous 21,022 15,803

Less:

Uncollectible revenues 16,238 21,605
Total operafing revenues 1,495,025 1466481
OPERATING EXPENSES: :

Plant specific operations 115,860 100,454

Plant nonspecific operations 103,220 113,116

Depreciation and amortization 233,574 211,139

Customer operations 110616 113,067

Comporate operalions 262,266 300,264

CATV programming fees 314,030 310,140

Tolal operating expenses 1,439,456 1,167,170
GROSS OPERATING INCOME 355,669 309,201
OPERATING TAXES:

Other operating taxes 17479 14,530
OPERATING INCOME 338,080 204,761
NONOPERATING INCOME (DEDUCTIONS):

interest Income 47,692 §7,712

Nonregulated income 110,169 80,038

Recavary of undeposited funds 2,720 11,410

Income taxes (1,140) 0

Tota! nonoperating income
{deductions) . 1sBd3t 149158
NET INCOME 497,521 443919
OTHER COMPREHENSIVE INCOME (LOSS).

Unrealized gain (foss) an securitles — (64343) (33,353

NET COMPREHENSIVE INCOME $ 433178 $ 410566
(The accompanying notes are an integral part of these financlal statements)
5




SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.
ARD [TS WHOLLY-OWNED SUBSIDIARIES

CONSOUDATED STATEMENT OF CHANGES IN MEMBERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

QHEIDENTIAL

PATRONAGE RETAINEG COMPREHENSIVE
MEMBERSHIP ___CAPITAL EARNINGS = INCOME (LOSS) JOTAL

BALANCE -
JANUARY 1, 2012 $ 8410 $5214518 $ 1170419 $ (138556) $ 6,254,792
Memberships - net 1,555 1,565
Income (oss) from:
Sherwood Mulual 295,076 146,668 (33,353) 407,289
Sherte! Cable 3,217 3277
Change in Accounting
Method - Com Net . 165,000 165,000
Retirement of capital
credits {256,836) (12,688) (268,524)
BALANCE -
DECEMBER 31, 2012 09,865 6,262,750 1,308,574 (6,909) 8,562,389
Memberships - net (1,315) (1,31
Income (foss) from: %
Sherwood Mutuat 338,443 153,035 (64,343) 427135
Sherte! Cable 6,043 6,043
Retirement of capital
credits {232,140) (21,203) {253,343)

BALANCE -
DECEMBER 31,2013 _$ 8650 _§ 63568062 _$ 1444448 _$___ (71252) _§$ 6,740,809

(The accompanying noles are an Integral part of these financial statements)
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OPERATING ACTIVITIES:
Nef comprehensive income

SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.

AND ITS WHOLLY-OWNED SUBSIDIARY

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

Adjustmenis o reconcile net comprehensive income

to net cash
Depreclal

vided by operating activities:
and amaortization

Equity In {income) loss in Investments
Unrealized (gain) loss on sectuilles
Changes n operafing assafs and Fabliifles;

(increase) Decrease In:

Accounts recelvable

Other current assels

Other noncurrent assets
Increase {Decreass) in:

Accounis payable

Accried laxes

13
§ 433,178

CORFIDERTIA

2012
$ 410566

241,139
(81153)
33,353

18,086
13,572
3,440

16,688
(164}

NET CASH PROVIDED BY (USED FOR)

OPERATING ACTIMITIES

INVESTING };.OHVITISS: and "
Purchase o erty, plant equipme
Investments nmgm?gleg ' WP

624 615

NET CASH PROVIDED BY (USED FOR)

INVESTING ACTIVITIES

FINANCING ACTMTIES:
{Pecreass) In memberships

Increase

Retirement of capital credls

NET CASH PROVIDED BY (USED FOR)
FINANCING ACTIVITIES .

INCREASE gg%%REASE) iIN CASH AND CASH

EQUIV.

CASH AND CASH EQUIVALENTS - BEGINNING
CASH AND CASH EQUIVALENTS - ENDING

30,303; §542,126
v 2,178 160 333)

(732.479) (702,459)

1,655
(268,524)

{267,869)

(345,913)
783215

SUPPLEMENTAL DISCLOSURES:

Inferest paki (net of $0 capltalized) $
Income taxes paid $
Retirement of Tefecommunications plant (at oost) $

7

$...93038 3 437302

$ ¢
$ 0
$ 6,642

(The accompanying notes are an integral part of these financlal statements)
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SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC,
AND (T8 WHOLLY-OWNED SUBSIDIARY

NOTES TO GONSOLIDATED FINANGIAL STATEMENTS mm\‘_‘\\\\“\

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The consolidated financlal statements include the accounts of Sherwood Mutual Telephone

Assoclation, Inc, and its wholly-owned subsidlary, Shertel CATV, Inc,, {coflectively referred to

g‘s the Q&mgany) after elimination of all significant inter-company balances and transactions
consofidation.

The Company des telecommunicafion services to member subscribers in the Sherwood,
Ohlo area. The accounting policies of the Company conform to accounting principles
generally accepted in the United States of America (US GAAP) and rellect practices
appropriate to the telephone industry, The accounting recoras were maintained In
accordance with Part 32 Uniform System of Accounts and the Nonregulated Activity
Requirements prescribed by the Public Utililes Commission of Ohio and the Federal
Communicatlons Commission.

The Company operates as a Saction 501(c) (12} Corporation as defined by the intemal
Reventte %o«:?; (I&C). @) (12) Corp

- Concentrations of Credit Risk —

The Company grants credit to member subscribers, substantially all of whotm are located In
the Sherwood, Ohlo area, The Company also grants credit to connecting tolf companies
located throughout the United States.

Financlal instruments that gotenﬁail subject the Company to credit ik include investments
in Com Net, inc., Horlzon Telcom, Inc., Horlzon PCS, Inc., Broadband Network Group, LLC,
SAA Bright NET, Inc., and Defiance Holdings, LLC. Fulure changres In economic conditions
may make the nvestments |ess valuable, Com Net, inc., Horlzon Teicom, inc., Horizon PCS,
Inc., Broadband Network Group, LLC, SAA Bright NET, Inc., and Deflance Hoklings, LLC all
have restrictive ownership rights.

Notes Receivable that potentiatly subject the oomfany to credit risk include notes from
Sh Banc Corporation and Deflance Holdings, LLC,

Use of Estimates —~

The process of preparing financial stalements in conformity with US GAAP requires the use

of estimales and assumptions regarding certaln types of assets, liabllities, revenues, and

expenses. Such estimates primarily relate to unsettied transactions and events as of the

2&; o{ ;30 ﬂnan&:l statements. Accordingly, upon seftiement, actual results may diffar from
mated amounts.

Cash and Cash Equivalenis ~
The Company considers highly liquid investments with maturities of ninely days or less to be

cash equivalenis. Securities with maturities between ninety days and one year are
considered temporary investments.

-8~




SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.
AND TS WHOLLY-OWNED SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

V&\\-\Hﬂ%&\\i\i

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Cash and Cash Equivalents ~ (Continued):

i?nﬂit(’f December 31, 2043, all of the Company's deposits are within the federally insured
s,

Atiowance for Doubtul Accounts —

The Company estimated an allowance for doubful accounts beginning in 2012 by analyzing
historical coltaction pementa?es based on the age of the recsivables collected and 2#’23}{,‘““
those percentages to current accounts receivable balances, Receivables are wiitten en
{he Company defermines that they are uncollsctible,

The aflowance for doubfful accounfs was $26,418 and $7,770 atl December 31, 2013 and
2012, respectively.

Materials and Sypplles ~

Inventorles are stated at the fower of cost or market on the first-In, first-out (FIFO) method. A
physical inventory was taken by managemsnt on December 31, 2013.

Telephone Plant and Depreciation -

Telephone plant in service and under construction was stated substantially at original cost,
Management was of the opinion that any ag{ustments that might be regulred to record
proferties at original cost would not be material. The Company provided for depreciation on
a sl m!ght—line basls af annual rates which will amoriize the depreclable prope;y aver its
estimated useful life, Depreclation for book oses has been comptted In accordance with
rates authorized by the Public Utllilles Commission of Ohlo.

At the time the plant Is retired, the retirements credited to telephone plant together with
removal costs less salvage, are charged to the depreciation reserve, unless the retirement is
of an extraordinary or abnonnal nature.

Long-Lived Assols -

Long-lived assets, identifiable {ntangibles, and assoclated goodwlli are reviewed for
impalrment whenever events or changes in clrcimstances Indicate that the canying amount
may not be recoverable, If the ox?‘eected fulure cash flow from the use of the asset and ifs
eventual disposition is less than the carrying amount of the asset, an impairment loss is
racognized and maasured using the assets falr vaiue,

Comprehensive incoms -

Comprehensive income includes net income and all other changes in equity during a period
except those resulting from investments by or distributions fo shareholders, Other
comprehansive income for the periods presented consists of fair value changes of the
Investments described in Note 4.

-5-




SHERWGOD MUTUAL TELEPHONE ASSOCIATION, INC.
AND ITS WHOLLY-OWNED SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued): m\“\\\“\\\\ N\
Revenue _Recoanition -

Toli access services are furnished in conjunction with ComNet.Inc., Century Link, and other
long-distance camiers. Durlng 2013 and 2012, the Company racelved montﬁty access
revenues based upon annual average cost separatfon studles, Access and local service
revenues are tlally recognized when such services are performed.

Maintenance -

Accounting for malintenance and reﬁiaelsrs was in conformity with the Uniform System of
Accounis prescribed by the Pubiic Utilities Commission of Ohio.

2. INVESTMENT IN TELEPHONE PLANT AND CABLE ASSETS:

Telephone plant in service was stated primarlly at cost as explained in Note 1. Listed below
are the major classes of the tele%hone lant as of December 31, 2013 and 2012, as well as
the amount of cable assets as of De ¥ 31, 2013 and 2012:

2013 2012
Land $ 7,004 $ 7,004
Buildings 164,782 184,025
Central office equipment 2,063,645 1,951,026
Pole lines 19,183 19,184
Aerial cable 82,282 82,282
Buried cable . 6,640,067 4,841,280
Aerial wire 2,929 2,932
Furniture 6,208 6,208
Office equipment 24428 24,428
General t&ae computers 13,077 25,594
Motor ve 64,661 84,651
Work ul‘pment
elephone plant In '

selvice . £8.040488 £2.221.300

CATV equipment - —7 S 3044

-10-
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SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC,
AND ITS WHOLLY-OWNED SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Y,m“- \“W\W

INVESTMENT IN TELEPHONE PLANT AND CABLE ASSETS (Continuad):

The Company provides for depreclation on a straight-ine basis at annual ratas which will
amortize the depreclable property over is estimated usefu! life. During 2001, the Company
was %rantad new depreclation accrual rates %#he Public Utilities Commission of Ohio

(PUCO). Individuat plant depreclation rafes for 2013 and 2012 are as follows:
2013 2012
Bufidings 2.77% 2.77%
Cenfral office equipment - hardware 6.67 667
Central office equipment ~ software 20.00 20.00
Circult equipment 7.14 7.14
Pole lines 7.00 7.00
Aeriaf cable 6.25 625
Burled cable §.00 5.00
Aerlal wire 10.38 10.38
Fumiture 4,76 4,76
Office equipment 1168 11.68
CGeneral 0se computers 14.29 14.28
Motor vehicles 10.59 10.58
Work equipment 5.00 5.00

In addiion to depreclation accrual rates, the Company implemented an adjustment to
depreciation reserves in the amount of $220,170 amortizable over five years baglhning
January 1, 2012. The amortization amounted to $44,034 for 2013 and is shown as a
reduction of depreciafion expense.

Depreciation has been charged as follows:

2013 2%.21
Dapreciation - accrual rates $277,608 $255,143
Amortization of reserves
ubtotal ‘ 233,57 211,109
Amortization - organfzationa!
costs and goodwill O ] — 30
Total depreciation expense 3233574 3211339
The Company has no purchase commitmerts as of March 6, 2014,
Investments - affiliated:
The accounting method and canying values of investments conslsted of the following at
December 31, 2013 and 2012,
Accounting
Com Net, Inc. Common Shares F% Value $ 200,000 § 124,000
Com Net, Inc. Preferred Shares Fair Value 100,000 100,000
SAA Bright.NET, inc. Equity 80,415 72,702
Broadband Network Group, LLC Equity 4,206 4,008
Defiance Holdings, LLC Equity S% 1.226353
Total 21507060

TS




SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.
AND ITS WHOLLY-OWNED SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS \ “\\\»\\\“\\\\\\

3. RELATED PARTY TRANSACTIONS:

Com Net, inc (Com Nef) -

Com Net consists of & group of local exchange companles engaged In a joint venture {o

provide thelr customers beller communication capabliiies. The purpose of Com Net is to
rovide qualily services at a reduced cost. Tha tment has ownership restrictions and
imited mar fity. The Company is one of 22 companies owning common sfock, During

2013, the Company began recording Its investment in Com Net at falc market value. The

change In methodol%g resulted in a prior period adjustment of $165,000. The increase in

value for 2013 and 2012, in the amount of $6,000 and $11,000, respectively, is reflected In
the income statement as unrealized gain (loss) on securities.

During 2012, the Compan_},' exchanged a nole recejvable from Indspendents Fiber Network,
tLC In the amount of $73,000 for preferred shares In Com Net, The Company also
purchased an additlonal $27,000 of preferred shares in 2012.

SAA Bright NET, Inc, (SAA) -
SAA consists of three local exchange com%ntas providing infernet access to greater
Ohlo and Northeastem Indiana. The investment has ownership restrictions and

Northwestern
(imited marketabliity. SAA maintains iis own staff. The Company has direclors that are also
directors of SAA. This income is reflacted in honregulated income.

Broadband Network Group, LLC (BNG) -

The purpose of BNG was to ¢reate a fiber ring for local exchange cariers. This company ls
an affiliate of Com Net. BNG Is owned by 16 local exchange cartlers who are Included in the

ComNet ownership group. This income Is reflected in nonregulated income.

Defiance Holdings, LLC (DH) -

The purpose of DH was to purchase a wireless provider of infemet and ofher services, DH is
ownad with two iocal exchange phonhe nias that are also members of SAA, The LL.C
has electad {0 be treated as a C-Corporation and is accounted for on the equity method.
Ownership in the LLC has restricions and kmited marketabiity. DH malntains its own staff.
The Com anws directors that are also directors of DH, This income is reflected in
honregulated me.

The Company has loaned DH a total of $450,000. (See Note )

~42-
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SHERWCOD MUTUAL TELEPHONE ASSOCGIATION, INC.
AND ITS WHOLLY-OWNED SUBSIDIARY

NOTES TO CONSOUIDATED FINANCIAL STATEMENTS

CQUARERDA

RELATED PARTY TRANSACTIONS (Continued):

Income and expenses - affiliated:

During 2013 and 2012, the Company received Income from and incurred expenses to
affilated companies as follows:

2013 2013 2012 2012

Com Net, Inc. . $ 0 $ 84,481 $ c 3 1%.704
SAA Bright.NET, Inc. 0 68,224 0 71,353
Bright Long Distance, Lid, 0 665,602 0 74,043
Deflance Holdings, LLC 12,000 7,885 12,000 7,008

R df o £

Notes Recelvable - affijafed:

During 2012, the Company exchanged a note recelvable from independents Fiber Network,
LLC, an affiliate of Cotn Net, for Com Net preferred stock {see above).

Defiance Holdings, LLC - Interest accruing at 5.0% per annum payable in ggarteriy
Instaliments - due on demand - unsecured. The Company loaned an additional $160,000 in
2011. As of December 31, 2013, the outstanding balance amounted to $460,000,
INVESTMENTS -~ NONAFFILIATED:

As of Dacember 31, 2013, the Company owns the following (adjusted for stock dividends):

Horizon Telcom, inc. 544 *A* shares
Horizon Telcom, inc. 1,633 "B" shares

Falr market values for Horizon Telcom, Inc. A and B shares are avallable from Pink Sheet
quotations , which I8 a market that Is very thinly traded.

Values are as fo¥ows:

Market Market
2013 2012
Horizon Telcom, Inc. *A” $ 7,762 $ 28288

Horizon Telcom, Inc. “B"

Total
Less: Prior years matket value
Increase (decrease) in value

Reflected In financial sfatements as:
Other comprehensive income:

Unrealized gain (loss) on securities $70342) $£(44.353)

20,816 91,168
135611,

13-



SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.

AND ITS WHOLLY-OWNED SUBSIDIARY S Y \\‘“
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Q,\\\\\\'\Q%_ \\

NOTES RECEIVABLE:

Sherwood Banc Corporation - interest accruing at 4.0% per annum - due January 20, 2016 -
collateral for the loan Is 100,000 shares of The Sherwood State Bank stock - nole amount
$500,000. As of December 31, 2013 and 2012, the outslanding balance amounted to
35500.0(‘1?‘6n The Company has 8 director that is also a director of the Sherwood Banc
Corporation,

Defiance Holdings, LL.C (DP? -interest accruing at 5.0% efer annum -due an demand. As of
Decembar 31, 2013, the oulstanding balance amounted to $450,000. See Note 3 regarding
related party transactions.

NONREGULATED ACTIVITY:

Foliowing Is a summary of net income from nonregulated investments for the years endad
December 31, 2013 and 2012:

2013 2012
Nonregulated , nonmember revenue $ 28,868 $ 25,189
Nonregtdated, nonmember Sexpenses) (31,200) (28,306)
Income in SAA Bright.NET, Inc. 7.713 183
=ncome in gra%adbanmdem rkL(E{;oup. LLe 200 ﬁ(%zggi
ncome In Dafiance ings,
Net income . &mﬁi $80036,
Nonrec?ulated equipment [s stated net of accumulated depreclation. The Company
depredates these asseis on a stralght-iine basis over thelr estimated usefu] lves.
2013 2012
Nonreguiated assets (at cosf) $ 1,183 $ 1193
Less:” Depreclation resetve e 1183

& g 0

PENSION PLAN:

The Company has a Simplified Employee Pension (SEP) plan for the benefit of the
employees. %fs is a defined contribution plan whereby the board of directors establishes the
amount of contribution, if any, annually. During 2013 and 2012, the board approved
contributions amounting to $8,782 and $7,573, of which $9,782 and $7,573 were unpald at
December 31, 2013 and 2012, respectively,

CAPITAL CREDITS:

The Com has a policy of retiring all capifal credits that are over a certain period. This
policy Is rgw;‘gmd annually.

During 2013, the Company decilared retirement of 60% of the unpaid eagi(ai cradits for 1938,
plus $10 per member from 2012 mta;ﬂm $143,104 pald in November 2013, The Company
also refired capital credits for estates and former membars in the amount of $110,239.

During 2012, the Company declared retirement of the remaining one-half of unpaid
Patronage capital credits for 1995, and 10% of the Patronage capital credits allo for
2011 totalling $170,977 g:igin November 2012. The Company aiso retired capital credits for
estates and former mem in the amount of $98,547.

-14-
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SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC,
AND T8 WHOLLY-OWNED SUBSIDIARY
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Y \\ \\ \Y\‘ WiLR

PROVISION FOR UNDEPOSITED FUNDS:

The Company Included a loss provision for funds that were applied to the customers account
but falled to get credited to the Company’s bank account. The amount of undeposited funds
was $19,291 and $26,677 for 2011 and 2010, respeclively. During 2012, the insurance claim
for $10,000 was collected in additlon to $1,410 of other recoverties. The company collected
an additional $2,720 in other recoveries during 2013,

FEDERAL TAX STATUS:

This Company operates as a tax-exempt corporation as defined by the United States
Treasury, Internal Revenue Code Section 501(¢) (12). One of these requirements Is that the
Company must obtain 85% or more of lts gross income from members. Management
belleves ¥ has mel this requirement for 2013 and 2012, and does not incur a tax obligation on
fts member based revenues.

The Company flles a non-consolidaied U.S. Corporation Income fax retum for its wholly-
gwr}ed subsidiary and computes and allocates lts federal income tax on a separate returns
asls.

The ‘comfang has determined ils provision for federal income tax to amount to §1,140 and
$578 for 2013 and 2012, respectively.

DIRECTOR COMPENSATION:

in 2012, the company changed the director compensation arrangement. The new
arrangement provides for a base pa){ of $8,000 pius an amount equaf to 1.6% of the net profit
of the Company before taxes. The directors have elected to forgo the compensation
increase that would have resulted from the amortization of depraciation reserves. The
amount squal to 1.5% of the net profit (excluding the amortization of depreciation reserves)
amounts to $6,275 and $5,765 for the years ended December 31, 2013 and 2012,

respectively,

FAIR VALUE MEASUREMENTS:

US GAAP establishes a fair value measurement framework, Including a hierarchy that
rloritizes Inputs to valuation techniques used to measure falr value. The three levels of the

alr value hlerarchy under US GAAP are distinguished by inputs to the valuation methodology
sumimarized as follows:

Level 1 (highest priority) ~ Quoted market prices for ldentical assets or liabllitles in active
markels at the measurement date.

tevel 2 - Quoted piices for similar Instruments In active markets; quoted prices for idenfical

or similar instruments In inactive markets; and model-driven valuations In which all significant
hputs or significant vakie drivers are observable in active markets,
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12. FAIR VALUE MEASUREMENTS (CONTINUED): \ \“\\1\\\‘\“\‘

Level 3 (lowest priority) - Management's best estimate ot what matket participants would use
in pricing the instrument at the measurement date and model-driven valuafions which are
unobservable and significant {o the fair value measurement,

The assessed favel is based on the lowest fevel of any lgrut that is significant to the fair vafue
measurement, During 2013, the Company bagan recording thelr investment in Com Net, Inc.
common stock at fair vaiue. Prior to 2013, the Company recorded this invesiment at cost.
The COmpa%s investment in Com Net, inc, remains a Level 3 classification In the fair value
g%groh\a 2012ere wera no other changes In the methaodologies used as of December 31,

an A

Fo!!tlgwing Is a description of the valuation methodolopies used for amounts measured at falt
value.

Level 1 inpuls ~ Descriptions of the valuation methodologies used for assets measured at falr
value are as follows: common stocks, corporale bonds and U.S, government securities
\églggg at the closing price repotted on the activa market on which the individual securitles are

Level 3 inpufs — Descripfions of the valuation methodotmes used for assets measured at falr
value are as follows: common and preferred stocks, which are closely held, valued at cost
and sffiiated investments valued at cost, fair market value, or uging the equity method.

Assels at Falr Value as of December 31, 2013

Assels feval 1 Level 2 Level 3 Tolal

Stocke/partnerships $20,816 $0 $1,717,727  $1,738,543
s alg as

Assels Lovel 1 Level 2 Leval 3 Tolal

Stocksipartnerships $91,159 $0 $1,6907,060 $1,688,218

Change In Level 1 value:

The following table reprasents the change in the Level 1 falr value hisrarchy as disclosed In
tha above fables, .

2013 2012
Beginning Leve! 1 valus $91,159 $135,511
Change In market valie
Ending Level 1 value

These methods may produce a fair value measurement that ma? not be indicative of net
realizable value of future falr values. Management belleves its valuation methods are
appropriate, but the use of different methodologies or assumptions could result In a different
fair value measurement at the measureinent date.
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CHANGE IN ACCOUNTING PRINCIPLE:

During 2013, the Company began using the fair value method for reporting its investment in

et, Inc. common stock. This investment had been repoited using the cost method, The
change in accounting method resuited in a prior period adjustment of $165,000 to other
comprehansive income, reflected on the Statament of Changes in Members’ Equity, $6,000
and $14,000 of unrealized gain on securities Is reflected on the Income statement for the
yesrs ended Decernber 31, 2013 and 2012, respeciively.

SUBSEQUENT EVENTS:

The Company has evaluated subsequent events through March &, 2014, the date which the
financial statements were available to be lssued.

AT
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SHERWOOD MUTUAL TELEPHONE ASSOCIATION, INC.
AND (TS WHOLLY-OWNED SUBSIDIARY

SCHEDULE OF REVENUE SOURCES

FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

Subscrihar Sources Revenues:
Basic local telephone services
Subscriber line revenues
High Speed intemat
Cable Televislon service
Long Distance
Miscetlaneous
l.ess:

Bundied Discounts
Total Subsctiber revenues

Canler Access Billing:

Interstate Cartler

Intrastate Carrer

intersfate special accass

Intrastate speclal access

Less:

Uncollectible revenues - Carriers
Total Cartier revenues

NECA:
Interstats Common Line Support {ICLS)
Local Switching Support (LSS)
High Cost Loop Suppost (HCLS)
Other settlements
Total NECA revenuas

Totat Operating Revenues

«48-

2013

$ 187,768
92,764

342,374
250,434

62,338

24,785

26,108
832,347

82,431
167,081
124,575

17,834

16,238

366,565

133,963
68,913
3,26

1
196.1[%%

$ 1496026

170,421
91,924
398,000
261,426
73,559
16,977

86,036
827,370

86,248
223,507
30,364
23,503

27805
336257

139,170
63,657
1,188
{1,161}

$

202,864

1,466,461




