1L S o
Teclmolagy For You
T B

7840 Morgan County Hwy.

Sonright TN 3787 RECEIVED

EMAL
highland@highland.net June 1, 2015 JUN 4 - 2015
e oo PUBLIC SERVICE
606/376 5311 COMMISS'ON

Fax  423/628 2409

Jeff D. Cline

Annual Report Branch Manager

Commonwealth of Kentucky

Public Service Commission
211 Sower Boulevard P. O. Box 615
Frankfort, Kentucky 40602-0615

Dear Jeff Cline:

Please find enclosed a copy of the Audited Consolidated Financial Statements

from Totherow, Haile & Welch for period ending December 2014. If you have

any questions, please call me at 423-628-2121 or e-mail
atriece(@highlandtel.net

Sincerely,

Qb Bron-

Patriece Brown
Account Manager










































































































TOTHEROWHAILE& WELCH, PLLC
&W 2&5&(’ 7‘%&60/4/&2‘@/&%

Independent Auditor’s Report on Compliance with Aspects of Contractual
Agreements and Regulatory Requirements

Board of Directors
Highland Telephone Cooperative, Inc.
Sunbright, Tennessee

We have audited, 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, the financial statements of
Highland Telephone Cooperative, Inc., which comprise the balance sheet as of December 31,
2014, and the related statements of operations, comprehensive income, changes in members’
equity and cash flows for the year then ended, and the related notes to the financial statements,
and have issued our report thereon dated March 16, 2015. In accordance with Government
Auditing Standards, we have also issued our report dated March 16, 2015, on our consideration
of Highland Telephone Cooperative, Inc.’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. No reports other than the reports referred to above have been
furnished to management.

In connection with our audit, nothing came to our attention that caused us to believe that Highland
Telephone Cooperative, Inc. failed to comply with the terms, covenants, provisions, or conditions of
their loan, grant, and security instruments as set forth in 7 CFR Part 1773, Policy on Audits of Rural
Utilities Service Borrowers, Sec. 1773.33 and clarified in the RUS policy memorandum dated
February 7, 2014, insofar as they relate to accounting matters as enumerated below. However, our
audit was not directed primarily toward obtaining knowledge of noncompliance. Accordingly, had we
performed additional procedures, other matters may have come to our attention regarding Highland
Telephone Cooperative, Inc.’s noncompliance with the above-referenced terms, covenants,
provisions, or conditions of the contractual agreements and regulatory requirements, insofar as they
relate to accounting matters. In connection with our audit, we noted no matters regarding Highland
Telephone Cooperative, Inc.’s accounting and records to indicate that Highland Telephone
Cooperative, Inc. did not:

Maintain adequate and effective accounting procedures;
Utilize adequate and fair methods for accumulating and recording labor, material, and overhead costs,
and the distribution of these costs to construction, retirement, and maintenance or other expense

accounts;

Reconcile continuing property records to the controlling general ledger plant accounts;



Clear construction accounts and accrue depreciation on completed construction;
Record and properly price the retirement of plant;

Seek approval of the sale, lease or transfer of capital assets and disposition of proceeds for the sale or
lease of plant, material, or scrap;

Maintain adequate control over materials and supplies;
Prepare accurate and timely Financial and Operating Reports;

Obtain written RUS approval to enter into any contract agreement of lease with an affiliate as defined
in Sec. 1773.33(e)(2)(i);

Disclose material related party transactions in the financial statements, in accordance with
requirements for related parties in generally accepted accounting principles; and

Comply with the requirements for the detailed schedule of investments.

This report is intended solely for the information and use of the board of directors, management, and
RUS and supplemental lenders and is not intended to be and should be used by anyone other than
these specified parties. However, this report is a matter of public record and its distribution is not
limited.

x/aﬂum; -ﬂ:&, £ Welehs, Prre

Certified Public Accountants

McMinnville, Tennessee
March 13, 2015
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Board of Directors

Highland Telephone
Cooperative, Inc.

Sunbright, Tennessee

We have audited the financial statements of Highland Telephone Cooperative, Inc. and Subsidiary as of
December 31, 2014 and 2013 and for the years ended December 31, 2014 and 2013 and have issued our
report thereon dated March 13, 2015. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Highland Telephone Cooperative, Inc.'s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of Highland Telephone Cooperative’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of Highland Telephone Cooperative,
Inc.’s internal control over financial reporting.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the Cooperative’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting principles
such that there is more than a remote likelihood that a misstatement of the Cooperative’s financial
statements that is more than inconsequential will not be prevented or detected by the Cooperative’s
internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that result in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Cooperative’s internal control.

Our consideration of the internal control was for the limited purpose described in the first paragraph of
this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies that we consider to
be material weaknesses, as defined above.
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Compliance

As part of obtaining reasonable assurance about whether Highland Telephone Cooperative, Inc.
and Subsidiary’s financial statements are free of 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 pro-
visions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance that are required to be reported
under Government Auditing Standards.

This communications is intended solely for the information and use of the Board of Directors,
management, the Rural Utilities Service, and supplemental lenders, and is not intended to be and
should not be used by anyone other than these specified parties.

Tothwor; Jhite, £ Witehs, Prie

Certified Public Accountants
McMinnville, Tennessee
March 16, 2015
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March 13, 2015

To the Board of Directors of
Highland Telephone Cooperative, Inc.

We have audited the consolidated financial statements of Highland Telephone Cooperative, Inc. for the year
ended December 31, 2014, and have issued our report thereon dated March 13, 2015. Professional
standards require that we provide you with information about our responsibilities under generally accepted
auditing standards, as well as certain information related to the planned scope and timing of our audit. We
have communicated such information in our letter to you dated December 1, 2014. Professional standards
also require that we communicate to you the following information related to our audit.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Highland Telephone Cooperative, Inc. are described in Note A to the financial
statements. No new accounting policies were adopted and the application of existing policies was not
changed during 2014. We noted no transactions entered into by the Company during the year for which
there is a lack of authoritative guidance or consensus. All significant transactions have been recognized in
the financial statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from
those expected. The most sensitive estimates affecting the financial statements were:

Management’s estimate of the allowance for doubtful accounts is based on historical sales, historical
loss levels, and an analysis of the collectability of the individual accounts.

Management’s estimate of the deferred tax asset and liabilities encompasses the temporary
differences in tax reporting and financial statement presentation based on future expected financial
trends of the Company.

Management’s estimate of the accrued postretirement benefits is based on the actuarial findings of
an independent actuary for the cost of medical benefits for current and future associate retirees.



We evaluated the key factors and assumptions used to develop the above described accounting estimates in
determining that if it is reasonable in relation to the financial statements taken as a whole.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our
audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the
audit, other than those that are clearly trivial, and communicate them to the appropriate level of
management. Management has corrected all such misstatements. In addition, none of the misstatements
detected as a result of audit procedures and corrected by management were material, either individually or
in the aggregate, to the financial statements taken as a whole.

Disagreements with management

For purposes of this letter, a disagreement with management as a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditors’ report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated March 13, 2015.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion™ on certain situations. If a consultation involves application
of an accounting principle to the Company’s financial statements or a determination of the type of auditor’s
opinion that may be expressed on those statements, our professional standards require the consulting
accountant to check with us to determine that the consultant has all the relevant facts. To our knowledge,
there were no such consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Company’s auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not
condition to our retention.



Qther Matters

With respect to the supplementary information accompanying the financial statements, we made certain
inquiries of management and evaluated the form, content, and methods of preparing the information to
determine that the information complies with U.S. generally accepted accounting principles, the method of
preparing it has not changed from the prior period, and the information is appropriate and complete in
relation to our audit of the financial statements. We compared and reconciled the supplementary information
to the underlying accounting records used to prepare the financial statements or to the financial statements
themselves.

This information is intended solely for the use of the Board of Directors and management of Highland
Telephone Cooperative, Inc. and is not intended to be and should not be used by anyone other than these
specified parties.

Sincerely,

Sthorowr; Jhite, £ Witehs, Piie

Certified Public Accountants
McMinnville, Tennessee
March 16, 2015



