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INDEPENDENT AUDITOR’S REPORT 

Board of Directors 
Duo County Telephone Cooperative Corporation, Inc. 
Jamestown, Kentucky 42629 

Report on the Financial Statements 

We have audited the accompanying consolidated financial statements of Duo County Telephone 
Cooperative Corporation, Inc. and Subsidiaries which comprise the balance sheets as of December 31 , 
201 2 and 201 1, and the related statements of income and comprehensive income, patronage capital 
and other equities, and cash flows, for the years then ended, and related notes to the financial 
statements. 

Management’s Responsibility for the Financial Statements 

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

Auditor’s Responsibility 

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. 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 those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of Duo County Telephone Cooperative Corporation, Inc. and Subsidiaries 
as of December 3 1,201 2 and 20i  1, and the results of their operations and their cash flows for the years 
then ended in accordance with accounting principles generally accepted in the United States of America. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated March 26, 
201 3 on our consideration of the Cooperative’s internal control over financial reporting and on our tests 
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other 
matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering Duo County Telephone 
Cooperative Corporation, Inc.’s internal control over financial reporting and compliance. 

Certified Public Accountants 

March 26,2013 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 
BALANCE SHEETS 

December 31 , 201 2 and 201 1 

ASSETS 
___. 201 2 - 201 1 

Current assets 
Cash and cash equivalents 
Temporary cash investments 
Cash, RUS construction fund 
Marketable Securities 
Accounts receivable, less allowance for doubtful 

accounts of $127,056 in 2012 and $184,417 
in 201 1. 

than market 
Materials and supplies at average cost which is less 

Accrued interest receivable 
Prepaid expenses 

Total current assets 

Other assets 
Cash investments 
Nonregulated investments 
Investment in affiliated companies 
Deferred charges 

Total other assets 

Telephone plant, at cost (substantially all pledged as 
collateral on long-term debt to RUS) 

Telephone plant in service 
Telephone plant under construction 
Nonoperating plant-land 

Total 

Less accumulated depreciation 
Telephone plant, net 

$ 6,016,626 $ 4,781,279 
7,320,746 12,525,588 
35,547 72,214 

2,520,294 

1,670,608 2,163,277 

2,182,369 2,214,257 
131,223 151,684 
326,662 227,574 

20,204,075 22,135,873 

18,222,453 14,062,164 
21 4,329 352,860 

44,044,434 41,603,888 
2,659,344 2,642,386 
65,140,560 58,661,298 

82,861,416 80,499,348 
13,452,814 9,984,320 

52,008 52,008 

96,366,238 90,535,676 

54,034,787 49,482,OI 0 
42,331,451 41,053,666 

$ 127,676,086 $ 121,850,837 

The accompanying notes are an integral 
part of the financial statements. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SU BSI D lARl ES 
BALANCE SHEETS 

December 31,201 2 and 201 1 

LiABlLlTlES AND MEMBERS’ EQUITIES 

Current liabilities: 
Current portion of long-term debt 
Accounts payable , includes construction contract 

Customer deposits 
Income tax payable 
Accrued expenses 

payables of $1 67,412 in 201 2 and $529,814 in 201 1 

Total current liabilities 

Deferred income taxes 
Long-term debt 

Total long term liabilities 

Other liabilities and deferred credits: 
Deferred credit 

Total other liabilities and deferred credits 

Members’ eq LS ities: 
Patronage capital 
Other equities 
Accumulated other comprehensive income (loss) 
Other member capital 

Total members’ equities 

201 2 - 201 1 

$ 2,737,129 $ 3,566,000 

746,441 1,659,871 
14,400 15,125 

1,427,309 
1,891,678 2,172,631 

6,816,957 7,413,627 

10,621,004 10,634,735 
3,204,659 

I0,621,004 13,839,394 

164,503 161,084 

164,503 161,084 

48,867,699 46,726,796 
60,052,870 52,614,301 

1,136,987 1,095,635 
16,066 

1 1  0,073,622 100,436,732 
$ 127,676,086 $ 121,850,837 

The accompanying notes are an integral 
part of the financial statements. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 

STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 
For The Years Ended December 31,201 2 and 201 1 

201 1 

8,302,660 
9,044,811 

1 15,994 
1,848,639 

.____ 

Operating revenues: 
Local network services 
Network access services 
Carrier billing and collection 
Miscellaneous Dperating revenue 
Uncollectible revenue 

Totai operating revenues 

$ $ 8,335,707 
9,555,695 

103,771 
1,721,971 
(1 05,481) 

19,611,663 
(1 02,287) 

19,209,817 

7,008,339 
1,262,573 
5,403,784 
1,518,939 
2,646,098 

191,305 
18,031,038 

Operating expenses: 
Plant specific operations 
Plant nonspecific operations 
Depreciation 
Customer operations 
Corporate operations 
Extraordinary items 

Total operating expenses 

7,885,604 
1,422,164 
5,538,945 
1,548,282 
2,409,932 

18,804,927 

Operating income 1 ,178,779 806,736 

Nonoperating income 
Provision for income taxes 

Nonoperating income net of taxes 

13,427,653 
(5,361,199) 
8,066,454 

14,339,128 
(5,587,289) 
8,751,839 

Income before interest and nonregulated income 9,558,575 9,245,233 

Interest on long-term debt to RUS, net of interest 
capitalized $I 08,424 in 201 2 and $145,851 in 201 1 (444,770) (31 0,572) 

No n reg u lated I nco m e 1,121,411 1,115,755 

10,363,758 Net Income 9,921,874 

Other comprehensive income- change in unrealized 
gain (loss) on marketable securities 16,066 

Total comprehensive income $ 9,921,874 $ 10,379,824 

The accompanying notes are an integral 
part of the financial statements. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 

STATEMENTS OF PATRONAGE CAPITAL AND OTHER EQUITIES 
For The Years Ended December 31,201 2 and 201 1 

Paironage Capital 
Accumulated 
Comprehesive Other 

Income Equities Assignable Assigned Balance 
Balances, January 1,201 1 $ 8,833,001 $ 36,500,329 $ 45,333,330 $ - $ 44,871,053 

Patronage capital assigned for the 
year ended December 31, 201 1 (2,334,925) 2,334,925 

Refund of overcollected Federal 
Excise tax for prior year 8,904 8,904 

Adjustment for prior refunds (2,946) (2,946) 

Transfer nonoperating margins for 201 1 (7,743,248) (7,743,248) 7,743,248 

Net income for the year ended 
December 31, 201 1 9,921,874 9,921,874 

-- Distribution of patronage capital ~ (791,118) (791,118) - 

Balances, December 31, 201 1 8,676,702 38,050,094 46,726,796 - 52,614,301 

Patronage capital assigned for the 
year ended December 31, 201 2 (2,483,304) 2,483,304 

Refund of overcollected Federal 
Excise tax for prior year 8,155 8,155 

Adjustment for prior refunds (1,283) (1,283) 

Transfer nonoperating margins for 201 2 (7,438,569) (7,438,569) 7,438,569 

Net income for the year ended 
December 3 1, 20 1 2 10,363,758 10,363,758 

Other comprehesive income 16,066 

Distribution of patronage capital -- (791,158) (791,158) - 

Balances, December 31,2012 $ 9,118,587 $ 39,749,112 $ 48,867,699 $ 16,066 $ 60,052,870 

The accompanying notes are an integral 
part of the financial statements. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION. INC. 
AND SUBSIDIARIES 

STATEMENTS OF CASH FLOWS 
For The Years Ended December 31 , 201 2 and 201 1 

Cash flows from operating activities: 
Net income 
Adjustments to reconcile net income to net 

cash provided by operating activities: 
Depreciation and amortization 
Income from investment in affiliated companies 
Refund of Federal Excise taxes 
Changes in operating assets and liabilities: 

Decrease (increase) in accounts receivable 
Decrease (increase) in inventory 
Decrease (increase) in prepaid expenses 
(Decrease) increase in accounts payable 
(Decrease) increase in customer deposits 
(Decrease) increase in deferred taxes 
(Decrease) increase in accrued income taxes 
(Decrease) increase in accrued expenses 

Net cash provided by operating activities 

Cash flows from investing activities: 
Purchases of property, plant and equipment 
Plant removal costs 
Salvage recovered from retirement of plant 
Decrease (increase) in nonregulated investments 
Investment in affiliated companies 
Investments - other 
Purchases of temporary investments 
Maturity of temporary investments 
Purchases of marketable securities 
Decrease (increase) in deferred charges . 

Net cash used in investing activities 

201 2 

$ 10,363,758 

5,538,945 
(1 3,719,519) 

8,155 

994,693 
31,888 
(99,088) 

(1,394,994) 
(725) 

1,413,578 

(280,953) 

2 , 855 , 738 

(6 , 65 8 , 08 8) 
(37,379) 

138,531 
7,931,707 

198,727 
(9,617,709) 
13,688,255 
(2,504,229) 

(1 6,956) 

- 201 1 

$ 9,921,874 

5,403,784 
(1 2,651,225) 

8,904 

(331,323) 
(547,250) 
(85,499) 
334,733 

(2,874) 
1,324,599 

(84,737) 

3,290,986 

(9,769,506) 
(1 5,670) 
45,000 
(52,364) 

11,047,767 
(359,928) 

(1 6,527,936) 
16,552,874 

(8,2 03) 

3,122,859 91 2.034 

The accompanying notes are an integral 
part of the financial statements. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBS ID IAR I ES 

STATEMENTS OF CASH FLOWS, CONCLUDED 
For The Years Ended December 31,201 2 and 201 1 

201 2 - 201 1 
Cash flaws from financing activities: 

Distributions of patronage capital 
Principal payments to Rural Utilities Service 
Principal payments to CoBank 
(Decrease) increase in deferred credits 
Other member capita! 

Net cash (used) provided by financing activities 

Net (decrease) increase in cash and cash equivalents 

Cash and cash equivalents at beginning of year 

Cash and cash equivalents at end of year 

$ (791,158) $ (791,118) 
(3,816,030) (2,347,162) 

(21 7,500) (21 7,500) 
3,419 35,369 

41,351 75,621 

(4,779,918) (3,244,790) 

1,198,679 958,230 

4,853,494 3,895,263 

$ 6,052,173 $ 4,853,493 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Interest, net of interest capitalized of $1 08,424 in 201 2 
and $145,851 in 2011 $ 392,290 $ 460,581 

Income taxes $ 4,086,347 $ 3,944,590 

The accompanying nates are an integral 
part of the financial statements. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summarv of Siqnificant Accountina Policies: 

Principles of Consolidation: 

The consolidated financial statements include the accounts of Duo County Telephone cooperative 
Corporation, Inc. and its wholly owned subsidiaries, Diversified Holding Corporation and Cumberland 
Cellular, Inc. All material intercompany transactions have been eliminated. 

General: 

The Cooperative maintains its accounts in accordance with the Uniform System of Accounts prescribed 
for telephone companies by the Federal Communications Commission. The financial statements reflect 
the application of certain accounting policies described in this note. 

Nature of Business: 

Duo County Telephone Cooperative Corporation, Inc. Cooperative Corporation, Inc., provides telephone 
service in a four-county area of south central Kentucky. The Cooperative grants credit to customers, 
substantially all of whom are local residents and commercial businesses. 

Esti mates: 

The preparation of financial statements in conformity with generally accepted accounting principles 
requires the use of management estimates and assumptions that affect the reporting amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 
and the reporting amounts of the revenues and expenses during the reporting period. Actual results 
could differ from those estimates. 

Telephone Plant: 

Telephone plant is stated at original cost, which includes material, labor, transportation and such indirect 
items as engineering, supervision and employee fringe benefits. As property units are retired in the 
ordinary course of business, the cost of the property plus removal cost, less salvage, is charged to 
accumulated depreciation. Listed below are the major classes of telephone plant as of December 31, 
201 2 and 201 1 : Depreciation 

- 201 2 - 201 I Rate 
Organization 
Land 
Buildings 
Central Office Equipment 
Cable and Wire Facilities 
Furniture and Office Equipment 
General Purpose Computers 
Vehicles 
Other Work Equipment 
In tang i b les-CATV 
Goodwill 

$ 41,918 
61 2,782 

7,674,756 
19,900,374 
47,877,710 

1,400,749 
942,913 

1,249,217 
626,870 

1,529,507 
1,004,620 

$ 55,514 
611,164 

7,669,519 
18,147,668 
46,873,225 

1,437,935 
1,253,129 
1,281,455 

635,6-12 
1,529,507 
1,004,620 

$80,499,348 

2.7% 
7.5-1 1.9% 
2.2-8.9% 
758.7% 

15.8% 
12.1 % 
12.1 % 
- 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED 

1. Summarv of Siqnificant Accountinq Policies, Continued: 

Depreciation: 

Depreciation is calculated by the straight-line method designed to amortize the cost of various classes of 
depreciable assets over their estimated useful lives. 

Derequlated Customer Premises Equipment: 

Deregulated CPE is stated at cost. The Cooperative provides for depreciation on a straight-line basis at 
an annual rate of depreciation which will amortize the cost of the equipment over its estimated useful 
life. 

Cash and Cash Equivalents: 

For purposes of the statement of cash flows, the Cooperative considers all highly liquid debt instruments 
purchased with a maturity of three months or less to be cash equivalents. 

Nonreaulated Investments: 

This balance reflects the Cooperative's permanent net investment in deregulated CPE and internet 
equipment. Following is a summary of net income from deregulated operations for the years ended 
December 31 , 201 2 and 20'1 1 : 

201 2 201 1 

Income from operations 
Expenses 

Net income 

$3,979,502 $3,644,856 
(2,863,748) (2,523,445) 

$ 1,115.75 4 $ 1.121.411 

Investment in Affiliated Companies: 

This balance represents the Cooperative's investments in affiliates for the purpose of providing cellular 
telephone services. The subsidiary's investment in a cellular partnership is accounted for using the 
equity method. Additionally, the Cooperative's 20% investment in a partnership is accounted for using 
the equity method. 

In March 2003, the Cooperative's affiliate Cumberland Cellular, Inc., purchased the assets of a cable 
television system in Russell County, Kentucky. The operations of the cable system are reflected in the 
financial statements of Cumberland Cellular, Inc. for 201 2 and 201 1. 

In July 2006, the Cooperative's affiliate Cumberland Cellular, Inc., purchased the assets of a cable 
television system in Columbia- Adair County, Kentucky. The operations of the cable system are reflected 
in the financial statements of Cumberland Cellular, Inc. for 201 2 and 201 1. 

Other Member Caoital: 

This balance represents unclaimed distributions of patronage capital. After a statutory waiting period, 
these balances will be re-assigned to the Cooperative's existing patrons. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SU BSlD IARl ES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED 

1. Summarv of Sianificant Accountina Policies, Continued: 

Postretirement Benefit Plans: 

The Cooperative provides health care benefits to retired employees. The Cooperative has prefunded 
this amount. This cost is being amortized over a twenty-year period per the Kentucky Public Service 
Commission and the Federal Communication Commission. During 201 2 and 201 1 , $294,000 and 
$240,000 were charged to operations. 

The annual measurement date is July 1 for other postretirement benefits. The following tables provide 
information about changes in the benefit obligation and plan assets and the funded status of the 
Company’s postretirement benefit plan: 

Funded Status 
- 2012 - 2011 

Accumulated Postretirement Benefit 
Obligation (APBO) $ (7,562,433) $ (5,876,429) 

Assets 7,994,372 7,951,469 
Unrealized Gain/ (Loss) 2,627,351 647,919 
Unrecognized Initial Obligation 32,348 
Prepaid Benefit Cost $ 3,059,290 $ 2,755,307 

Net Periodic Postretirement Benefit Cost 

Service Cost 
Amortization Cost 

Initial Obligation 
Past Service Liability 
Cumulative Gain/( Loss) 

Total Amortization Cost 
1 nterest Cost 
Expected Return on Assets 
Net Periodic Benefii. Cost 

$ 195,707 $ 176,892 

32,348 

105,819 2,100 
105,819 34,448 
371,574 31 8,472 

- 580,780 607,411 - 
$ 92,320 $ (77,599) 

The discount rate used in determining the accumulated postretirement benefit obligation was 5% for 
201 2 and 201 1. 

For measurement purposes? an 8% annual rate increase in the cost of health care benefits was used for 
the year ended December 31,2012. The rate is assumed to decline until level at 5% per year by the 
year 201 6. 

The effect of a 1 % increase in the health care trend rates would have the following effects on the plan: 

Postretirement benefit obligation 
Net perodic benefit cost 

Subsequent Events: 

$ 1,196,405 
174,774 

Management has evaluated subsequent events through March 26, 201 3, the date which the financiai 
statements were available to be issued. 
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2. 

DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBS1 DlARl ES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED 

Summarv of Siunificant Accountina Policies, Concluded: 

Reclassifications: 

Certain amounts in the prior year financial statements have been reclassified for comparative purposes 
to conform with the presentation in the current year financial statements. 

Related Partv Transactions: 

Related party transactions have been eliminated during the consolidation of the financial statements for 
the year ended December 31 , 201 2 and 201 1. 

Mortqaue Notes: 

Long-term debt is represented by mortgage notes payable to the United States of America and CoBank. 
Principal and interest payments are due in both monthly and quarterly installments. It is estimated that 
installments of $2,737,129 are payable within the next twelve months to the United States of America. 
The notes are scheduled to be repaid at various times from May, 2009, to April, 2023. At December 31, 
201 2, the Cooperative has unadvanced loan funds in amount of $8,734,713. 

As of December 31 , 201 2, the Cooperative has made advanced payments in the amount of $7,557,445 
on its mortgage notes payable to the United States of America. 

Long-term debt to CoBank is due in quarterly installments of varying amounts through the year 201 3. 

Following is a summary of outstanding long-term debt: 

201 2 - 201 1 

Due to United States of America: 
2% First Mortgage Notes 
5% First Mortgage Notes 
4.8375% First Mortgage Notes 
3.56% - 5.05% First Mortgage Notes 

Due to CoBank: 
Total Due to the United States of America 

7.97% First Mortgage Note 

Less unadvanced loans 

Less RUS advanced payments 

Less current maturities 

$ $ 341,679 
1,224,294 1,602,935 

108,914 282,143 
9,232,298 11,984,025 

10,565,506 14,210,782 

55,781 _” 273,28 1 
10,621,287 14,484,063 

(326,713) (326>713) 

(7,557,445) (7,386,691) 

2,737,129 (3,566,000) 

$ - - 
The maturities of long-term debt for each of the five years succeeding the balance sheet date are as 
follows. 

201 3 $2,737,129 

Due to the amount of RUS advanced payments, the balance of long-term debt is shown as current. 

The long-term debt agreements and the bylaws of the Cooperative contain restrictions on the return to 
patrons of capital credits. These restrictions require the maintenance of defined amounts of members’ 
equity and working capital. 

Page 12 



DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED 

3. Cash and Cash Eauivalents: 

All deposits are in various financial institutions and are carried at cost. 

201 2 
Carrying Bank 
Amount Balance 

- 

Insured (FDIC) $ 902,360 $ 892,833 
Uninsured: 

Collateral held by pledging bank's trust 
Department in Cooperative's name 5,149,813 5,327,365 

Governmental Securities 
Uncollateralized - 

Total Deposit $ 6,052,173 $ 6,220,198 

- 201 1 
Carrying Bank 
Amount Balance 

$ 941,374 $ 929,830 

2,862,946 2,862,946 
1,049,173 I ,049,173 

---.- 
$ 4,853,493 $ 4,841,949 

4. Pension Plan: 

The Cooperative has a non-contributory defined benefit pension plan covering substantially all of its 
employees. Effective July 1, 1984, the Cooperative changed from its original plan to one sponsored by 
the National "Telephone Cooperative Association. 

At the time of transfer to the new Plan, the Cooperative funded all past service costs. Contributions to 
this Plan for the years ended December 31 , 201 2 and 201 1 were $51 0,624 and $500,581. The fund 
covers all vested benefits under the Plan, The Plan has been approved by the Internal Revenue 
Service. As the Cooperative is only one of several employers participating in the Plan, it is not 
practicable to determine if the vested benefits of the Cooperative's employees exceed the Cooperative's 
portion of the Plan assets. 

The accumulated pian benefit information using the latest actuarial information applicable for each plan 
year is as follows: 

January 1, January 1 , 
201 2 201 1 

Accumulated benefit obligation 
Plan assets at fair value 

$(I ,774,457,676) $(I ,271,879,210) 
1,290,330.635 1,325,350,746 

Funded Status $ (48 4J27!0411 $ 53.4 7 1.536 

Additionally, the Cooperative has a 401 (K) Plan. The terms of the Plan call for an elective contribution 
from employees of 1 % or more of their salaries while the Cooperative contributes 1 % of their salary, 
Total pension expenses related to the Plan for 201 2 and 201 1 were $31,491 and $33,237. 

5. Investments: 

Marketable securities have been classified as available-for-sale according to management's intent. 
Realized gains and losses on all marketable securities are determined by specific identification and are 
charged or credited to earnings. 
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DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, CONTINUED 

5. Investments, Concluded: 

Cost and fair value of the company's available-for-sale securities at December 31, 2012 have been 
segregated as follows: 

Unrealized 
- cost Market Gainl(Loss1 

Cash Equivalents $1,049,836 $1,049,836 $ 
Equity Securities 1,454,392 1,470,458 16,066 
Total Available-For-Sal( $ 2,504,228 $ 2,520,294 $ 16,066 

Avaiiable-for-sale securities are carried in the financial statements at fair market value and included in 
other investments on the financial statements. Net unrealized holding gains and losses in the amount of 
$1 6,066 have been included in accumulated other comprehensive income for the year ended December 
31, 201 2. The Cooperative had no marketable securities for the year ended December 31, 201 1. 

6. Temporarv Cash Investments: 

In 1996, the Cooperative adopted Financial Accounting Standards No, 1 15, "Accounting for Certain 
Investments in Debt and Equity Securities". This statement addresses the accounting and reporting for 
investments in equity securities that have readily determinable fair values and for all investments in debt 
securities. 

All debt securities of the Cooperative are considered to be held to maturity. The carrying amounts and 
approximate market value of held to maturity investments are: 

Net 
Amortized Unrealized Market 

Cost Gains (Losses) Value 
U.S. Treasury Securities - 201 2 $29,114,598 - n 
US.  Treasury Securities - 201 1 $28,596,98Q $ 64.241 $28,661. 221 

The maturities of held to maturity investments and their approximate market value at December 31 , 
201 2 and 201 1, were as follows: 

201 2 201 1 
Amortized Market Amortized Market 

cost Value cost Value 
Due in one year or less 

(included in cash and 
Temporary Cash Investments) $ 10,892,144 $1 0,880,747 $14,534,816 $14,492,473 

Due after one year 18,222,454 18,334,753 14,062,164 14,168,748 
$ 29,114?598 m - $28!661? 221 
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7. 

DUO COUNTY TELEPHONE COOPERATIVE CORPORATION, INC. 
AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, CONCLUDED 

Provision for income Taxes: 

The Corporation has been exempt from federal income taxes as a cooperative telephone company 
under Section 501 (c)(l2) of the Internal Revenue Code. In 1991 , the Internal Revenue Service issued a 
Technical Advice Memorandum, which interprets certain types of revenues to be excluded in 
determining when the Cooperative satisfies the 85 percent income test to qualify for tax exempt status. 
By applying these interpretations, the Cooperative does not qualify in the current year for the tax exempt 
status. The Company's provision for income taxes differs from applying the statutory U.S. federal 
income tax rate to income before income taxes. The primary differences result from providing for state 
income taxes and from deducting certain expenses for financial statement purposes but not for federal 
tax purposes. 

The provision for income taxes consists of the following: 

2012 2011 
Current income Tax Expense $ 5,587,289 $ 4,047,738 

Deferred Income Taxes 1,313,461 

Provision for Income Taxes $ 5,587,289 $ 5,361,199 

The Cooperative follows the recognition requirements for uncertain income tax positions as required by 
generally accepted accounting principles. The Company has no tax position at December 31,201 2 for 
which the ultimate deductibility is highly certain but for which there is uncertainty about the timing of 
such deductibility. The Cooperative's policy is to classify income tax related interest and penalties in 
interest expense and other expenses, respectively. No such interest or penalties were recognized during 
the periods presented. 

The Company files income tax returns in the U.S. federal jurisdiction, and various state and local 
jurisdictions. The Company is no longer subject to U.S. federal, state and local income tax examinations 
by tax authorities for years before 2009. 
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ADDITIONAL INFORMATION 



CAMPBELL, MYERS, & RUTLEDGE, PLLC 
Certified Public Accountants 

Independent Auditors' Report 
on Consolidating Information 

Board of Directors 
Duo County Telephone Cooperative Corporation, Inc. 

Jamestown, Kentucky 42629 
Cooperative Corporation, Inc. 

We have audited ihe consolidated financial statements of Duo County Telephone Cooperative 
Corporation, Inc. and Subsidiary as of and for the years ended December 31,2012 and 201 1 , and our 
report thereon dated March 26, 2013, which expressed an unmodified opinion on those financial 
statements appears on pages one and two. Our audits were conducted for the purpose of forming an 
opinion on the consolidated financial statements as a whole. The consolidating information presented in 
Schedule I and II is presented for purposes of additional analysis of the consolidated financial 
statements rather than to present the financial position, results of operations, and cash flows of the 
individual companies, and it is not a required part of the Consolidated financial statements. Such 
information is the responsibility of management and was derived from and relates directly to the 
underlying accounting and other records used to prepare the consolidated financial statements. The 
consolidating information has been subjected to the auditing procedures applied in the audit of the 
consolidated financial statements and certain additional procedures, including comparing and 
reconciling such information directly to the underlying accounting and other records used to prepare the 
consolidated financial statements or to the consolidated financial statements themselves, and other 
additional procedures in accordance with auditing standards generally accepted in the United States of 
America. In our opinion, the consolidating information is fairly stated in all material respects in relation to 
the consolidated financial statements as a whole. 

emfbGe4 & fate+? w e  
Certified Public Accountants 

March 26,2013 
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CAMPBELL, MYERS, & RUTLEDGE, PLLC 
Certified Public Accountants 

Cindy L. Gresr, CI’A 
L. Joe Rutledge, CPA 
Joaatba~i W. Uelcher, CPA 
K. Brent Billixigsley, CPA 

Skip K. Canipbell, CPA 
Satiimie D. Parsley, 
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Jeniia U. Pace, CPA 

4 10 SOUIll Broadwily 
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w t v  cmr-qn.coin 

Report on Internal Control over Financial 

Based on an Audit of Financial Statements Performed in 
Reporting and on Compliance and Other Matters 

Accordance with Government Auditing Standards 

Board of Directors 
Duo County Telephone Cooperative Corporation, Inc. 
Jamestown, Kentucky 42629 

We have audited, in accordance with the auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards 
issued by the Comptroller General of the United States, the consolidated financial statements of Duo 
County Telephone Cooperative Corporation, Inc., which comprise the balance sheets as of December 
31,201 2 and 201 1 and the related statements of income and comprehensive income, patronage capital 
and other equities, and cash flows for the years then ended, and related notes to the financial 
statements, and have issued our report thereon dated March 26, 201 3. 

Internal Control Over Financial Reporting 

In planning and performing our audit of the financial statements, we considered Duo County Telephone 
Cooperative Corporation, Inc.’s internal control over financial reporting (internal control) to determine 
the audit procedures that are appropriate in the circumstances for the purpose of expressing our 
opinions on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of Duo County Telephone Cooperative Corporation, Inc.’s internal control. Accordingly, 
we do not express an opinion on the effectiveness of Duo County Telephone Cooperative Corporation, 
Inc.’s internal control. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a 
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance. 

Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any 
deficiencies in internal control that we consider to be material weaknesses. However, material 
weaknesses may exist that have not been identified. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether Duo County Telephone Cooperative 
Corporation, Inc.’s financial statements are free from material misstatement, we performed tests of its 
compliance with certain provisions of laws, regulations, contracts, and grant agreements, 
noncompliance with which could have a direct and material effect on the determination of financial 
statement amounts. However, providing an opinion on compliance with those provisions was not an 
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests 
disclosed no instarices of noncompliance or other matters that are required to be reported under 
Government Auditing Standards. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 
entity’s internal control or on compliance. This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the entity’s internal control and 
compliance. Accordingiy, this communication is not suitable for any other purpose. 

Certified Public Accountants 

March 26, 2013 
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