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To Our Shareholders 

W
e apologize for the delay in the 

distribution of the 2009 Annual 

Report. As you may recall, last 

year our 2008 Annual Report was distributed 

late in the year as well. In both instances these 

delays were the result of our need to obtain third 

party audited financial statements from Verizon 

Wireless relating to our nonoperating income 

from a partnership that materially impacts the 

company's cwdited financial statements. By way 

of background, for many years we _ _ --J~=""""""~=~;t;;~ 
have been involved in a partnership 

with Alltel Wireless. Verizoll 

Wireless merged with Alltel 

Wireless in 2009 and due to the 

size and scope of the merger was 

unable to produce their audited 

financial statements for the 

partnership until very late in the 

year. Going forward we expect to 

receive the audited financial 

statements in a more timely manner. direction and shifts in strategy in order to 

meet the demands of new markets, increasing 

Over the course of the company's 115 year competition and new environments. At our 2009 

existence, there have been many changes in Annual Meeting held in April of this year and 

l. 



2. North State Comrnunications 

To Our Shareholders 

through other correspondence over the course consistent movement away from traditional 

of the year, we have outlined an exciting new telecom services. The products that have served 

hroadband business model for North State. as the core of our company for 

Th is new business strategy is a "best network, 

hest products" approach to competing and 

winn ing in the ever changing markets in which 

we provide products. As we have seen over the 

last several years, the competitive landscape and 

technology have created a dramatically new 

environment in the telecom industry. The 

growth of the internet and developments in 

wireless services have had a tremendous impact 

on how people communicate, ,1re entertained, 

collaborate and socialize. This impact has been 

fueled hy recent i1l1d ongoing developments in 

faster devices, faster computers, amazing new most of its history have been in decline as 

wireless phones, new mobile hroadhand devices we have hattled these trends in our financial 

like tablets and net books and developments in performance over the last several years. 

high definition displays and televisions. If YOll 

had to sum it up, you might say it is a massive Our "best network, hest products" strategy is to 

movement to a new level of "digital lifestyle" for reverse these trends hy taking advantage of the 

the consumer. growth opportunities that this evolving "digital 

way of life" present. This requires transitioning 

As consumers and businesses shift towards North State to a hroadband company, building 

this evolving digital way of life, we have seen superior wireline and wireless broadband 
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To Our Shareholders 

networks, operating from a competitively 

superior position, offering new and innovative 

broadband products, providing the highest 

levels of customer service and gaining market 

share within high value, multi-product 

customers in this growing broad band and digital 

market place. 

As we outlined in eady 2009 our "best network" 

approach is to build a fiber-to-the-home <"Ind 

fiber-to-the-business network that is essential to 

the delivery of new and "best products" in the 

market place. In 2009 we invested nearly $21 

million putting in place key components of this 

network and beginning our fiber build out. A 

portion of our capital spending during the year 

went towards the expansion of our wireless 

network which in itself is transforming to an 

ulrra-fJst, mobile broadband network. 

During the year we launched "Plex," the new 

brand for our consumer broadband products. 

With the fiber network construction underway, 

we introduced a family of "Plex Broadband 

Internet" products which are ultra-fast 8nd far 

superior to our nearest competitor. In the fourth 

quarter of the year we launched "Plex Advanced 

TV," our all digital, fiber powered television 

product. Our "best network" approach lets us 

Vvclcol'na to 
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deliver "best picture in the market," high 

definition content, with near unlimited capacity 

to add high definition channels to meet the 

growing appetite for "HD." 



4. Norrh S[;lCe Communicarions 

To Our Shareholders 

In mid 2009 we introduced the Apple iPhone 

into our line-up of wireless "smart phones". 

Through our joint operating agreement with 

AT&T we offer the best phones and devices and 

the fastest wireless broadband network in the 

country and intemationally; the "best wireless 

network". Wireless has rapidly become the core 

product of choice in the "digital lifestyle." 

Our offerings of wireless from AT&T, Plex 

Broadband Internet and Plex Advanced TV 

provide consumers a great mix of products to fit 

their unique lifestyles. 

'While certain components of our "best network, 

best products" strategy were put in place in late 

2008, the major components were put in place 

during 2009. The fiber construction and our 

abilities to market and more widely offer Plex 

broadband products came together late in the 

year. Our 2009 financi'll performance reflects the 

trends we have seen in previous years with 

declines in telecom revenues only partially offset 

by gains in broadband and wireless revenues. 

Broadband revenues increased 5.8% for the 

year. Wireless revenues increased 8.3%. 2009 

operating expenses reflect a number of start-up 

costs related to our Plex products. 

Our "best network, best products" strategy was 

carefully crafted in 2008 as we determined a 

significant new direction for North State was 

necessary because of the significant changes in 

the market place. We have been very strategic 

with our new direction, taking a long term 

gTowth and value building approach. As we have 

I? 1", . b,eadb,od· " 
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To Our Shareholders 

expressed before, North State is uniquely 

situated to fulfill this strategy and deliver 

sustained growth and cash flow generation in 

the coming years. Operating resu Its for 2010 are 

substantiating our strategy. The business model 

is gaining traction as we are seeing broadband 

and wireless revenue growth exceeding declines 

in our telecom segment. The total number 

of "customer connections" across all of our 

products is increasing. Our average revenue per 

connection is increasing. V\,Ie are cost effectively 

expanding our fiber network, have introduced new 

faster broadband products, are gaining market 

share with Plex Advanced TV and are seeing 

strong growth in mobile broadband revenues. 

We have completed significant internal changes 

to align the organization with this new direction. 

With the start lip phase behind us, we are 

intently focused on expanding our "best 

network" by passing a substantial number of 

homes and businesses with fiber over the next 

24 to 36 months; gaining market share with 

our "best products" via an intense sales and 

marketing plan; remaining competitively 

superior with new products; and "wowing~' the 

market with a unique level of customer care. 

We greatly appreciate your support and look 

forward to continuing execution of our plans 

and reporting ever improving results. 

C. Heyden McKenzie 
Chairman and Chief Executive Ojf~cer 

Roystcr M. Tucker, III 
Vice Chairman, President and Ch,ef Operating Officer 

~. 



6. North Stare Communiearioll$ 

Operating Revenues 
& Other Income 

Operating Expenses 

Income Taxes 
& Other Expenses 

Net Income 

Earnings per Average 
Common Share 

Cash Dividends 
Paid per Share 

Capital Expenditures 

Financial 

$104,806,331 

$R7,623,526 

$6,491,322 

$10,691,483 

$4.60 

$5.20 

$20,929,466 

2009 

Highlights 

$109,017,638 ($4,211,307) -3.9% 

$83,433,066 $4,190,460 5.0% 

$9,954,333 ($3,463,011) -34.8% 

$15,630,239 ($4,938,756) -31.6% 

$6.59 ($1.99) -30.2% 

$5.20 $0.00 0.0% 

$24,398,687 ($3,469,221) -14.2% 

2008 net increase % increase 
(decrease) (decrease) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION A:-JD SL'B;; lD I AR: ~~ 

CONSOLIDATED BALANCE SHEE 

Assets 2009 2008 

Current assets: 
Cush anJ cash equivalents $ 6,281,354 10,217.9'27 
Investment securities 12,948,5 80 9,408,036 
Accounts receivable (less allowance for doubtful accounts, 

$600,000 in 2009 and S500,OOO in 2008) 9,057.413 9,885,183 
Matetial s and supplit's 3,163,551 3,331,899 
Prepayment s 1,374, 141 947,004 
Income taxes recoverable 200,289 270,372 
Deferred income taxes 858,394 816,735 

T ota I CUlTent assets 33,883,722 34,879, I 56 

Property, plant , and equipment 411 ,262,900 395,23 I ,57 1 
Less accumulated depreciation 272,745,924 257 ,044,254 

Property, pl ant, ilnd equipment, net 13R,516,976 138,187,317 

Other assets: 
Investment securities 8,865,625 7,226,235 
Investments in unconsolidated entities 10,579,970 9,588,699 
Intangibles, net or amorliL3tion 6,493,750 6,494 ,425 
Other noncurrent assets 1,865,763 1,911,373 

Total other assets 27,805,108 25,222,732 

Total assets $ 200,205,806 198,289,205 

See a.GComponying 170/PS In (onsolirintpd financial statements. 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSlDIARU:S 

CONSOLIDATED BALANCE SHEET 

Liabilities and Stockholders' Equity 2009 2008 

Current liabilities: 
Accounts payable and paYTol1 withholdings $ 4, I 95,346 4,878,043 
Advance billings and cllstomer dcrosits 3,292,483 3,379,5 I 0 
Income wxes payable 101.406 987,289 
Accrued expenses 8,856,940 6,684,596 
Accrued taxes 398,K24 349,503 

Total current liabilities 16,844,999 I 6,27R,94 I 

Other liabilities: 
Dcferrcd income taxcs 16,534,443 9,752,914 
Accrued pension benefits 23,441,719 31,486,495 
AccrLled postretirement benelits 1,676,198 1,914,300 
Othcr liabilities and deferred credits 1,456,556 1,612,052 

Total other liabilities 43, 108,916 44,765,761 

Total liabilities 59,953,915 61,044,702 

SlOckholders' equity: 
Capital stock: 

Cumulative preJen'ed stock, Authorized 100,000 shares, 
pm value S I 00 pel' share: 

4% Series, issued and outstanding 5,000 shares 
ill 2009 and 2008 500,000 500,000 

5% Serics, issued and outstanding 15,784 shares in 20{J9 
and 16,049 shares in 2008 J,578,400 1,604,900 

Common stock, stated value $5 per shilre, no par villue: 
Class A (voting), Authorized 3,500,000 shares, issued 

and outstonding 1,406,669 shares in 2009 
and 1,408,767 sharcs in 200R 7,033,345 7,043,R35 

Class B (nonvoting), Authorized 2,500,000 shares, issueu 
and outstanding 893,420 shares in 2009 
and R94,RO I shares in 2(0)) 4,467, I 00 4,474,005 

Paiu-in capital 17, I 02 12.422 
Retained eamings l35, 735 ,590 137,339,722 
Accumulated other comprehensive loss (9,079,646) (13,730,3S I) 

Total stockholders' equity 1.40,25 J ,891. 137,244,503 

Total liabilities ancl stockholders' cquity $ 200.205,806 198,289,205 

See accompanying notes to consolidated financial statements, 
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NORTH STATE TELECOMMUNICATIONS CORPORATIOI'< ,-\YD ~L B . r 
CONSOLIDATED STATEMENTS OF INCO E 

2009 2008 

Operating revenues: 
Local scrvicc S 26,589,717 29.19 J. 1-
NCllvork access and long distance service 25,619,441 29.002. 
S,lles and other services 41.353,648 39,203. 1 5'J 
Directory and other 5,513.743 6,034.084 

99,076,549 103 ,431,782 

Less uncollectible revenue 1,<i54 ,R6R 1,715,794 

Net operating revenues 97,421,681 101,715,988 

Operating expenses: 
Plant operations 41,593,585 39,662,326 
Depreciation and amoni:,:,tlion 20,614,221 19.068,283 
Cu>tOlller operations 17,137,6~5 16,075,883 
General and administration 6,751,264 7,058,802 
Taxes other than income taxes 1,526,77J 1,567,772 

Total operating expenses 87,623,526 83,433,066 

Net operating incoille 9,798,155 18,n2,922 

Nonoperating income (expense): 
Interest income 452,21 J 866,844 
Intercst expense (521) (29,540) 
Equity in earnings ofllnconsolidatcd entirics 6,887,788 6,320,976 
Gain on sale of inveStmClll securities 44,651 113,830 
Other income (e.\pense). net (27.649) (}(>,330) 

Ner nonoperating income 7,356,480 7,235,780 

Income before income taxes 17.154,635 25.5 J 8,702 

Income taxes 6,463,152 9,888,463 

Net income 10,691,483 15,630,239 

Prcferrcd srock dividcnds 99,295 100,620 

Net income available to common stockholders $ 10,592,188 15,5)9,619 

Basic earnings per avaage common share S 4.60 6.59 

Weighted average common shares outstanding 2,302,190 2,35R,036 

Cash dividends per average common share S 5.20 5.20 

See accompanying Ilol.es to consolidated finallrial siaiemml.l. 



12. North StJte CommunicJtions 

NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

AND COMPREHENSIVE INCOME 

,. Of.(> · IIlElt 31 

2009 

rr~fl:!rrcJ stock: 
nJlJllcc. bcgllloing S 2, I 04,900 2.119,900 
.\cquisilion of preferred SIOCK (26,500) ( 15,000) 

n'II<.illlT, ending $ 2,07X,400 2, I 04.')00 

('ornrnon stock; 
nalancl'. beginning 11,517.R40 II.XVI.615 
Acqujsjtion ofCOlnlllon stock (17,19.\) (.173.775) 

R;-d<-lnc~> ending I 1,500,445 11,517,X40 

Paid-in capital: 
nalam:c, hegillning S 12.'122 12.572 
AC(jllisition or prercrr~d stock 4,6BII ( ISO) 

8C1lclnce. ending 17.102 12.422 

Kctirernent plJlls <ldjll~[mt':nt: 
8alanct':, heg.inning $ (15,00 I ,526) 2,245,XU4 
Currell! CldjlJ"itmc-nl J,5~9J)5X ( 17,247)]0) 

tJ<1lance. ending S (11,471,968) (15.001.526) 

Unre.lIized nppreciation (depreci'Hion) of securities: 
8;dance, heginning S 1,271,145 4,570,3J~ 

Other comprehensive income (10%) 1,121,177 (J,2VV,I~J) 

I::hllance, ending S 2,392,322 I,DI.145 

Re![1ined ~arnings: 
tkllclncc, beginning. S 13 7,J39. 722 138.96J,955 
N~I income I 0,6V I ,'lgJ I U,6~ I ,'lgJ 15,630,~J,) 

Cnsh dividends: 
Preferred stock (99.29.\) (100.620) 
Common stock (I (,971,584) ( 12.256.616) 

A~quisitioll of common stock in excess 
of <;tated value (224,736) (4,X97,236) 

B(1lollcc. ending S 1"5.7J5.590 IJ7."39.722 

(\ccnlllulJtcd other comprehensive income (loss): 
881~nce. beginning S (13,730.381) 6,816,142 
UJ\r~(1IiL~d holding gains (Ioss~s.) mising during the 

r~rioJ, nel of lax e.,\rem;c in 200<) or$733.7.34 
<tno nL1 of tax benefit 111 200R or $2, 152.671 1.121,177 

Rctircmcllt pL:ms ndjusuncnt, net of tax ('.'(pense 
ill 2009 of S2,J02,966 ond tax benefit in 2008 
of$1 ),253.538 J,5 '9,558 

Other comprehensive income (lo:-;s) 4,650.735 4.650,735 (20,546,523 ) 

Comprehensive income (loss) 15,342,218 

Balance, ending $ (9.07~,646) (13.730,38 I) 

See accompanying notes to consoiidaled jinan(ial statements. 

2008 

15,6]O.2JV 

(J,2VV, I V.11 

( 17,247,3301 

(20,546,523 , 

(4,916.2841 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SCRSIDL\.RIE." 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

2009 2008 

Cash nows R'om operating activities: 
Net income S 10,691,483 15,630,239 
Adjustments to reconcile net income to oet cash provided by 

operating activities: 
Dcprcciation and amoni72tion 20,614,221 19,06~,2~1 

Change in the allowance for doubtti.ll account> 100,000 39,000 
Gain on sale of investment securitics (44,651) ( 113,830) 
Equity in emnings of unconsolidated entities (6,887,788) (6,320,976) 
Deferred income taxes 3,703,191 1,022,874 
Dcfen'cd pension and postrctirement bcnclits 1,578,160 14S,585 
Changes in operating assets and liabilities: 

Accounts receivable 727,770 2,57R,046 
Invemory 170,348 (758,915) 
Other assets (2,358,699) 1,088,631 
Accounts payable (769,724) (620,124) 
Accrued expenses 1,335,783 1,962,862 
Other liabilities (4,174,393) (2,712,787) 

Net cash provided by operating activities 24,685,701 33,211,888 

Cash tlows from investing activities: 
Additions to propelty, plant, and equipment (20,929,466) (24,398,687) 
Cost ofremoval of telephone plant, net of sal vage (365,317) (309.661) 
Proceeds from sale of investmeot securities 3,270,244 21,142,808 
Purchases of investment seclIfities (7,236,407) (15.203.3 70) 
Distributions from unconsolidated cntitics 8,973,502 6':; 15,785 

Net cash used in invcsting activities (16,287,444) (12.453,125) 

Cash flows from financing activities: 
Acquisition of preferred stock (21,R20) (15,150) 
Acquisition of common stock (242,131) (5,271,0 II) 
Cash dividends paid ( 12,070,879) (12,357,236) 

Net cash used in financing activities ( 12,334,830) ( 17,643,397) 

Net change in cash and cash equivalents (3,936,573) 3,115,366 

Cash and cash equivalents at beginning of year 10,217,927 7, I 02,561 

Cash and cash equivalents at end of year 6,281,154 10,217,927 

Short term investment securities at end of period 12,9~8,580 9,40X,036 

Total cash, cash equivalents, and shorl tenn inwstmcnt secmiries :1) 19,229,9J4 19,625,963 

Supplemental cash flow information: 
Cash pa id for income taxes $ 3,575,23R 4,997,707 

Cash paid for interest S 521 183,163 

See accompanying notes to consolidated financial statements. 
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NORTH STATE TlCLECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

. ~ UI!!lli:\1 R~R 11 21H~ 1111 

(1) Significant Accountiug Policies 

(II) Nllture of Operations 

North State Telecommunications Corporation and Suosidiaries (the Company), located in High 
Point, Norlh Carolinn, opcratcs entircly in thc telccommunications industry. The Company, through 
ih suosidi~ries, provides local telephone, long distance, oroado~nd, video, ~nd wireless service in 
four counties located in nonh central North Carolina. The Company's local services nre subject to 
regulation by thc Slale of North Carolina Utilities Commission (thc Commission) and the Fedcral 
Communications Commission. 

(b) Basis of Consolidation 

The consolidated tinanci,d statements include the financial statements of Nonh State 
Telecommunications Corporation and its wholly owncd subsidimies. All significant intercompany 
balances and lransaclions have oeen eliminated in consolidmion. 

Investments in unconsolidated entities in which the Company has either a paltnership interest or the 
ability to exercise significant influence, but nor control, over the affiliates' operating and financial 
policies nre accounled for using the equily mel hod. Income and losses are allocalcd lO the COlnpany 
in accordance with the Company's respective ownership percentage. Cenain other investments are 
stated ot cost. 

(c) Cash and Cash Equivolellls 

Thc Company considcrs all cash and money market accounts which are not subjccl [0 withdrawal 
restrictions and all highly liquid debt instruments and certific<ltes of deposil witb 8 maturity dale of 
less than three months 10 be cash and cash equivalents. 

Thc Company maintains certain of its cash and cash equivalent balanccs in interest bearing aCCOLU1ls 
at fedenllly insured commercial banks. Interest bearing m;counts al commercial banks are insured by 
the Federal Deposit Insurance Corporation for lip to $250,000. At December 31,2009, the Company 
had approximately $4.37 mill ion of cash on deposit in excess of federally insured limits. 

(d) J/lve~t/llelll Securities 

lnvcsuncnt securilics consisl of statc and mLUucipal debt securilics, corporatc cquity securilics, and 
certificates of deposit wilit maturit), dates of greater than three months. The Company ci<lSsities ils 
deot and equity securities ns available-for-sale. Unrealized holding gains and losses, nel of the 
related income lax efkct, arc cxcluded from earnings and reported as a separate componenl of 
stockholders' equity until realized. Realized gains and losses from the sale of securities are 
determined on a specific identification basis. 

A decline in thc markcl valuc of a security below cost, that is dcemed to bc othcr than tcmporary, 
results in a reduction in carrying amount to fair value. The impairment is charged to earnings and a 
new cost basis for the security is established. Dividend and interest income are recognized when 
eamcd. 

http:l"eeogni7.ed
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NORTH STATE TELECOMMUNICATIONS CORPORATION A:\D q Oh:-1 Pl. .. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) Significanl Accoullting Policies (conlinued) 

(e) Fair Vallie of Fit/ollcial InslrulllenlS 

Generally ~ccepted accounting principles (GAAP) eswblished ~ three-tier fair vallie hierarchy, which 
prioritizes the inputs IIsed In mcasuring fair valuc. These tiers includc: Level I, defmcd as observabk 
inruts such as lIuoted prices in active markets; Level 2, defIned as inputs other than quoted rrices in 
active markets that are either directly or indirectly observable; and Level J, defined as unobservable 
inputs in ,,·hich lillie or no markct data cxists, thercfore requiring an entity to develop its own 
assumrtions. The hierarchy gives the highest priority lu Level I measurements and the lowest 
priority to Level 3 measllfemenlS. 

At Deccmbcr 31, 2009 and 2008, the fair value of the Compaoy's eash and eash equivalents, 
accounts receivable, invesnnent securities, advance billings anu Cu,10lner deposits, as well as all 
other accrued liabilities, approximated amounts recorded in the accompanying consolidMed tinaneial 
statcments. The Company maintains invcstments in certain dosely held companies and since there is 
no oren mal'ket for trading these securities, it is not rracticable 10 estim~te their resrective fair 
market values. 

(f) MI/lerials and Supplies 

Materials and supplies are recorded at thc lower of nverage cost or market. 

(g) Property, PIal/I, lint! Eq/lipmenl 

Properly, plant. and equipment is stillcd at oliginal cost Dncl includes ccnain indirect costs consisting 
uj" payroll taxes, pension and other fringe benefits. 

For regulated rlallt and equipment, the original co~t of derreeiaIJle rmrerty retired is removed from 
telephone plant accoullts and cbarged to accumulated deprecintion, whicb is credited with Ihe 
salvage less removal ~USI. Under this methuu. nu gain ur loss is reeurded on oruinary retirements of 
derreciable rrorerty . For nOllreglllated rlant and equirment, the original cost and accumulated 
depreciation are removed from the accounts and any gain or loss is included in the results of 
operations. 

Derreciation IS calculateu Ll sing the straight-line method uver the estimated useful lives of the 
respective assets as follows: 

Buildings 
Telephone cable and equipment 
Furniture and office equlpmcnt 
Vehicle and work equipment 

40 ycars 
5 to 43 years 
5 to 20 years 
5 tu 15 years 

(Co ntinued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUIlSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) Significant Accounting Policies (continued) 

(II) Impairmel1t of Long-Lived Assets 

Long-lived assets, such as property, plant, and equipment, and purchased intangibles subject to 
amortization, arc reviewed for impairment whenever events or changes in circumstances indicate that 
the calTying amount of an asset may not be recoverable. Recoverability of assets to be hekl and used 
is measured by a comparison of the carrying amount of an asset to the estimated undiscounted tiJmre 
cash flows expected to bc gcneratcd by thc asset. I f the c<lnying alllount of an assct cxcecds its 
estimated future cash tlows, an impairment cilarge is recognized by the amount by which the 
carrying amount of the asset exceeds the fair value of the asset. No such impairment losses were 
recorded in 2009 or 2008. 

(;) Intangible Assets 

llle Company's intangible assets consist primarily of wireless licenses. Wireless licenses have terms 
of 10 years, but are renewable through a routine process involving a nominal fee. The Company has 
dctennincd that no legal, rcgulatory, contractual, competitive, cconomic or other Llctors cUlTcntly 
exist that limit t'he useful life of its wireless licenses. Therefore. the Company does not amoliiz.e iLs 
wireless licenses based on the determination that these assets have indefinite lives. Indelinite lived 
intangible asscts arc tcsted annually for impainncnt by comparing tile fair valuc of thc assCls [0 tlleir 
carrying amount. 

Amonization expense for other intangible assets was $(,75 and $1,351, respectively, for 2009 and 
2008. 

The components of intangible assets arc as follows: 

Wireless licenses 
Other, net 

Total 

2009 

s 6,493,750 

S 6,493,750 
=~~== 

2008 

6,493,750 
(,75 

6,494,425 

The f8ir vallie of\Vireless licenses is estimated using a direct income based valuation approach. This 
approach uses a discounted cash tlow analysis to estimate what a marketplace pal1icipant would be 
willing to pay to purchase thc aggregated wireless licenses as of the valuation dare. As a result, 
management is required to make signilicant estimates about future cash flows specifically associated 
with its wireless licenses, an appropriate discount rate based on the risk associated wjth those 
estimated cash flows flnd assumcd [erminal valuc and growth ratcs. Thc discount rate incorporates 
management's estimate of the expected return a marketplace pat1icipant would require as of the 
valuation date, including the risk premium associated with the current and expected economic 
conditions as of thc valuation datc. Thc tcnninal valuc growth ratc rcpresents thc markctplacc's 
estimated long-term growth rate. 

(Continued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION Af\"D q' B~ ID, 

I\lOTES TO COI\lSOLIDATED FII\lANCIAL STATEME -:; 

(1) Significant Accounting Policies (continued) 

OJ Self-jnsurance Liability 

The Company maintains a self-insured health benetlts plan which provides medical benetlts 10 

cmployces elcctlng coverage undcr the plan. Thc Company estimatcs ;l reservc for incurrcd but not 
repol1ed medical claims based on historical experience and other assumptions. Stop-loss insurance 
coverage is maintained for individual medical claims cxceeding $80.000 and aggregate claims 
cxcecding 55 million. 

(k) Asset Retirement Ohfiglltio/ls 

GAAP requires that a liability be recognized for an asset retirement obligation in the period in which 
it is incurred if a reasonable estimate of fail' value call be made. Celuin of the Company's operating 
agrccments and leases contain provisions requiring it to rcstore facilities or remove equipment in the 
event that the oper'lIing or lease agreement is not renewed. The Company e.~pt:cts to continually 
renew its operating and lease agreements. Accordingly, the possibility is remote that the Company 
would bc requircd to incur signi ficanl rcstoration or removal costs relatcd to thesc agreements in thc 
foreseeable future. The Company 'yould record an estimated liability in the unlikely event an 
agreement contailling such a provision were no longer expected to be renewed. The ohligations 
related to thc reilloval provisions contained in the agreements or any disposal obligations relatcd to 
its operating assets al'e nUl estimahle or are not material to the Company's consolidated financial 
condition or results of operations. 

(I) jncome Taxes 

Deferred income wxes are accounted for using the liability method. Deferrcd tax assets and 
I iabi I itics arc: adjusted Cor the effecls of changes in tax laws and rates on the date of enactment. 

Tran;,aetions I,"' which tax deductibility or the timing of tax deductihility is uncertain are analyzed 
by management based on their technical merits. The Company recognizes accrued interest and 
penalties, if any, relaled to unrecognized tax benefits in income taxes. At DCcclllber 31,2009 and 
2008, the COlllpany had no amounts accrued for the payment of interest and penalties. The 
Company is no longer subject to federal, state and local income tax examinations by tax authorities 
[or years before 2006. 

(11/) Earnings PCI' Average COllllllon Shurl! 

Basic t:arnings pcr common share (EPS) is computed by dividing the net income available tll 
common stockholders by the weighted average shares 01' olltswnding comillon stock. 

(Conlinued) 
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NORTH STATE TEl.ECOMMUNICATIONS CORPORATION AND SUJ3SlDIARlES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) SignificaJlt Accounting Policies (continued) 

(n) Revenue Recogllition 

Toll access and local service revenues are recognized wilen earned regardless of the period in whi, 
thcy arc billed, Thc Company participates in tclcpbonc revcnue pools with other Iclepholl 
companies for certain inlerstHte Hnd intrHsl.ate revenue, Such [lools Hre funded hy toll revenue and u 
access charges wilhin state jurisdictions and by access charges ill tile interstate market, Revenu 
cam cd through 111e various pooling processcs is initially rccorded based on cSlimales, Thc Compan, 
has settled all toll and ~ccess charge revenue [looling agreements through 2007, 

The Company [leriodically makes claims for recovery of certain amounts related ro access chargt1 
on certai.n minutes of usc tcrminatcd by Ihe Company on behalf of other carriers. Managcl11eu 
believes those claims Ihat have not been Hccepled by olher' carriers have merit and there will be 
resolution in the fuhrre regarding these claims. However, management is unable to estimate tr 
recovery and is not rcasonably assured of collection. As a rcsult of this uncertainty, Ihe Company hJ 
not recorded revenue for these items. Upon assurance of collectHbility, the Com[lan), will recogni; 
revenue in the period that assurance or collection occurs. 

Installation fees are deferred and the related costs are capitalized and amortized over the estimal 
I ile of the customer'. 

Sales of communications products including wireless hanusets Hnd accessories represent H separa' 
earnings process and are recogni7.ed when products are delivered to and accepted by customer 
Fees assessed 10 cOlllmunications customers to activate service an: allocated to the delivered it e 
(equipment) and recognized as product sales to the extent that the aggregate [ll'Oceeds received fro 
the cllstomer for the equipment and activation fee do not exceed the fbir value of the cquipmeJ 
Any <lctivation fee not allocated to the equipment is defened upon activation and recognized 
service revenue on a straight-line basis over the eX[lected life of the customer relationshi[l, 

(0) Use o/Estimates 

The preparation of financial statements in eontQmlity wilh GAAP requires Illanagelllenl to nlu! 
cslimates and assumptions that affcel the report cd alUoWlts of asscts and liabilities and disclosures 
contingent assets and liahilities Ht the dHte of the tinoncial swtements and reported amounts 
revenues and expenses during Ihe reporting period. Acrual results could differ from those estimate> 

(C(mlinlled) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND Sl'I:ISIDI AJU£. .. ' 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) Significant Accounting Policies (continued) 

(p) Concell/ration o/Credit Risks 

The Company's tin~ncial instruments that are exposed to concentrations ot' credit risk consist 
primarily of its cash equivalents and accounts rcccivable. 

The Company's cash equivalents Hre primarily certificates of deposit, most of which have been 
issued under the CDARS program (Certiticate ot' Deposit Account Registry Service) which provides 
full Federal Deposit Insurance Corporation (FDIC) insur~nce. Th.is investment policy is intended to 
limit the Company's exposure to concentrations of credit risk. 

Accounts receivahle halances are primarily from the COlT1pHny's telecOlnlllunications customers. 
The Company routinely assesses the financial slrength of its customers and, gener~lly, does not 
obtain collateral. Credit risk is managed hy disconnecting services to customers who are delinquenl. 

The allowance tor douhttul accounts rdlects the Company's estimHte of rrohahle losses related to its 
trade accoutHs receiv~hlc. In estahlishing the allowance tor doubthd accounts, the Company 
considers a number of factors, including historical collection experience, agLng of thc accounts 
l'eceivHble balances, current economic conditions, and a specific customer's ability to meet its 
tinancial obligations to the COlnpany. 

The Company invests in varioLis typcs of investment instruments which me discussed in Nore 3. 
Investment securities, in general, are exposed to various risks, including interest relte, market, and 
credit risk. Due to the level of risk associated with certain investment securities, it is at least 
rcasonJbly possibk that changes in thc valucs in invcstment sccurities will occur in thc ncar tcnn 
Rnd that such changes could mHterially aFfect the amounts repol1ed in the accomranying balHnce 
sheets. 

Thc Company's pension plans hold debt and equity securities for investment purposes. The value of 
these plan assets is dependent on the financial condition of those entities issuing the debt and equity 
securities. A signiticant decline in the tair value of plan assets could result in additional 
contributions to the plans by the Company in order to meet funding requirements under the 
Employee Retirement Income Security Act of 1974, as amended (ERISA). 

(q) Advertising 

All costs associated with advertising and promoting rroducts ,Ire expensed in the ycar incurred. 
Advertising and promotion expenses were approximately $3.6 IDillion and $3.0 million for the years 
ended December 31,2009 and 2008, respectively. 

(Continved) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND Sl)[lSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) SignLficant Accounting Policies (continued) 

(r) Accountin~ C"({n~es and Recelll Accountillg PrOIlOullcements 

Tn June 2009, the Financial Accounting Standards Board (FASB) issued Statement of Financial 
Accounting Standards No. 168 "The fASG Accounting Standards Codification and tllC I-krarchy of 
()ener~lIy A(;(;epted A(;counting Principles-~ replacement of F ASS StanJard c.io. 162" (SF AS 16R) 
SF AS J 68 replaces the hierarchy of GAW \\itll two levels of G/\AP: authoritative and non­
authoritative. On July 1, 2009, the FAS13 Accounting Standards Codification (f AS13 ASC) becamc 
the single source of ~uthoritative nongovemmental (iAAP, except for rules ~nd inlerpretive I·e leases 
of thc Securities and Exchange Commission. All other non-grandfathered accounting literantre 
became 110n-Jutllol·iwtivc. The adoption or SFAS 168 did not have a material impact on tile 
Comp<lny's financial statemellls. As a result of the adoption of SF AS 16R, all references to GAAP 
now refer to the f AS13 ASC. 

Effcctive Dccember 31,2009, thc Company adoptcd the provisions of f AS[J ASC 715-20-50, which 
expands employers' disclosures ~bOllt postrelirement benefit plan assets. This code section replaces 
the requirement to disclose the percenrage of fair value of total plan assets wirh a requirement to 
disclose the ralr valuc of cach major asset category and clarifics fair valuc diselosurc requiremcnts 
for certain plan asseL'i. 

The Company adopted the provisions of FASB ASC 740-10-05 effeclive January I, 2009. This 
codification section clarifies the accounting for uncertainty in income taxes rccognized in J 
(;Ompilny's financial stillements anJ the recognition anJ measurement of il «I,~ position l>!ken or 
expected to be taken in a tax return. The adoption ofFi\SR i\SC 740-10-05 did not have any impact 
on the Company's financial statements. 

(.'J Rec/assijiCtltio/l Adjustments 

Cel1ain amounts in the 200R financial stiltemenrs have been reciassitieJ to conform with the 2009 
statements. 

(Contimlfd) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Propert)', Plant, and Equipment 

Propeliy, plant, and equipment consists of [he following: 

Cost Accumulated Depreciation 

2009 2008 2009 2008 

Land $ 2.166.949 2.166,94~ 

Buildings 13.668.478 13,418.862 7.2; 1,151 7,091,248 

Cent,al o[(icc equipmenl 17.1,371,411 170.498.064 138.633.001 129.58l.619 

Oulside planl f"cililic> (poles. 
lines. cables, and eond"il) 163.01~.702 15~,726,70 I 102,068.724 98,644,694 

Furni[lJre and fixillres 1,2S9,g57 1,170,821 1,031.279 983,702 

Data processing equipment 7.623.765 6.025,332 4.927.026 4.611,171 

Vehicles 2.971..505 2.94R.4R9 2,470,504 2,446,11 S 
Tools and work equipment R78,8.l4 811.758 61.),446 628,94 I 

TOlal ncgulalcd in service 364.989,501 356,867,575 256.976.131 243.987.693 

Cunstructiun in prugn.:ss 11.494.981 9.703.094 

Tolol reguloled 376,484,482 366,570.669 

NomegJlluted plant and equipment in service 34,558,811 23,634,9n 15,769,793 13 ,056,561 

Nonregul(lted constrllction in progress 219,607 5,025,915 

TOlal Ilonregulaled 34,778,418 2R,660,902 

TUlal $ 41 1.262.900 395,231,571 272.745.924 257,044,254 

Depreciation expense reiMing to regulated plant and equipment was S 17,834,008 and $16,942,875 in 2009 
and 2008, respectively. Compositc ratcs applicd to the deprcciable tclcpbonc plant accounts rcsullcd in 
depreciation expense that IVao equivalent to 4.9% and 4.1>% of the average balance of telephone plant and 
equipment in service during 2009 and 2008, respectively. Depreciation expense relming to nonregulated 
plant and cquipment was $2,779,538 and $2, j 24,057 in 2009 and 2008, respectively. 

The nonregulaleu plant and equipment in service consisls principally of wireless, broadband ~nd video 
equipment. 

The regulated construction in progress consists principally of a new operations suppon information system 
under development at December 31, 2009. Implementation issues caused Ihe Company to abandon the 
projeCl subsequent to year-end, which resulted in a loss on abandonment of approximately $11 million in 
2010. 

(C()ntinued) 
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NORTH STATE TELt:COMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(3) Inveslmenls 

All of the Companies' mnrketoble securities are reported Ot estimated fair va lues based on quoted market 
prices of identical securi ties in ~ctive markets (Lcvel I). Unrealized ga ins and losses are report ed as a 
s"parate cOlllronent of stock holders' "quity. Realized gains and losses on disrosal are ca lculated on th e 
net proceeds of sales less the amortized cOStS of securities sold on 0 specific identificat ion basis, and Me 
included in inws tment income. The amortinllion of premiullls nnd discounts arising at acquisition, and 
inlerest income, are al;;o included in in\ · ~'tment income. 

(aj [II vestment Securities 

The 3moni7.ed COSt an d esti lnared fai r value of marketable securities available--for-sale at f)ecelnber 
31 arc as follows: 

2UU9 
(;rnss (;ross 

AmOrli%cd unrealized unrealized Pair 

COS I gllins losses value 

Currenl assets: 

Tax-exempt ll1uni<..:ipal bunds $ 12,102 ,758 345,822 1 ",448,580 
Ceni ficales or dt::p05il 500,000 500,000 

I 2.60~. 758 345.822 1 ",948,530 

NOl)currenl asse ls: 
Debl ~nd equity securities 5,255,991 4,4')5.345 885,71 I 8,865,625 

$ 17,X5X,749 4,841,167 X~5,7t l 2 1,X I4 ,205 

ZUUS 

(;ros.fi (;ro~~ 

Amortized llnrc:lli~cd ul1re~ liz('d Fail' 

COSI gains tosses value 

Clln'ent a~el S 

T:.xoe:'\empl lnun1ciral bonds $ X,180,587 227,449 K,408,036 
Cet1iticales of deposit 1,000,000 1,000,000 

9, 1 XO,5~7 227,449 9,4{)~,().)6 

Noncu rrent a$.<:-cl~: 

Ucbt and equi ty ~~(,; uriliL:s 5.353,)40 3.267,365 1,394,770 7,226,235 

14.533,727 3.495,3 14 1.394,770 16,634,271 

Subsequeo l to year-end, the Company liquidated marketable equity se<:u rit ies wilh a total fair v~llIc 
of aPrroxilnately 55.2 million ~l Decel11h"" 31, 2009. The COlllrany rece ived pro<:eeds on the s<lles 
of approximately $6.1 million and recorded a net ga in on the sa.les of appro xi mal e ly S5.3 million. 

(Continued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINAI\JCIAL STATEMENTS 

(3) Investments (continued) 

(a) Investment Securities (continued) 

The contractual maturities of ceniticales of deposit and lax-exempl municipal bonds 
availab1c-for-sale al Dceember 3 I, 2009 wcre as follows: 

Fair 
Cost value 

Due wilhin one year $ 500,000 500,000 

Due aner one year lhrough five years 5,320,300 5,473,139 

Due beyond tive years 6,7R2,45R 6,975,441 

Total $ 12,602,758 12,948,580 

The following tables show gross unreali7.ed losses and fair value for lhose investments that were in 
an umealized loss posilion as of December 31, 2009 and 2008, aggregated by inveslment category 
and the length of lime lhal individual securilies have been in a continuous loss posilion: 

As of December JI, 2009 
Less than 12 Months 12 Months or GreRfer Total 

Gros,~ Gross Gross 
Fair unrealized Fair unrealized Fair unreali7.ed 
v"lue loss value loss value loss 

Debl S 45,139 (287) 45,139 $ (287) 

Equity 2,243,221 (88-',424) 2,243,221 (885,424 ) 

t 45,139 (287) 2,243,221 (885,424) 2,288,360 $ (885,711 ) 

As of December 31, 2008 

Less tha" 12 Months 12 Monfhs or Greater Total 

Gross Cross Cross 
Fair unrealized Fair unrealized Fair unrealized 
value loss ""Iue loss value loss 

Debt S 137,787 (13, 113) 352,034 ( 6,846) 489,821 (19.959) 

['"liily 504,45H (675,156) 1,252,923 (699,655) U57,3X I (1,374,XII) 

$ 642,245 (688,269) 1,604,957 (706,50 I) 2,247,202 ( 1,394,770) 

(Continued) 
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NORTH STATE TEl.ECOMMUNICATIONS CORPORATION AND SURSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

... . _ - UE\: \-IIIER 

(3) Investments (continued) 

(a) InvestllJent Securities (continlled) 

The Company maintains a nonqualified trust. referred to as a Rabbi Trust, to fund benefit pay,nents 
under its SuppJcmcnial Execulive Retircmcni Plan (SERP) Rabbi TnlSI asselS arc subJeello eredilor 
cl~ims under cert.1in conditions and are not the property of employees. Therefore, they are accounted 
for as corporate assets and are included in other assets as investment securities. Assets held in tll.LSt at 
Deccmber 31,2009 and 2008, were S3,199,S14 and 52,823,162, respcctively. 

(b) Investments ill Unconsolidated Entities 

Long-lenn inveslments in unconsolidaled companies consisl at' the following: 

Ownership 

percentage 

Equity method: 
Alltel Communications of 

Nonh Carolina Limited 
Partnersh i p 5.81% 

Access/ON Multimedia, 
Inc. 19.60% 

Cosl method: 
InComm Holdings, Inc. <1% 

2009 

:Ii 10,353,942 

113.726 

112,302 

S 10,579,970 

200S 

9,384,269 

92,128 

I 12,302 

9,588,699 

Earnings (losses) from investments accounted for under the equity method were as follows: 

2009 

AJlld CommLUlicatiolls of Norrh Carolina 
Limited Parmership S 6,~66, 190 

Access/ON Multimedia, Inc. 21,598 

Total $ 6,887.788 
=====~=== 

(Continued) 

2008 

6,3n,334 
(7,358) 

6,320,976 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(3) lovestments (continued) 

(b) II/vestments il/ Uncol/solidated EI/tities (continued) 

Summari,ed tinancial information for Alltel Communications of North Carolina Linlited Partnership 
("Alirel Communications" or the "Partnership") is as follows at December 31 (in thousands): 

Current assets 
Noncurrent assets 
Current I iabil ities 
Noncurrent liabilities 
Partners' equity 

for the years ended December 31: 

Total revenues and sales 
Net income 

$ 

2009 

87,350 
256.045 

19,6iB 
9,751 

313,961 

2009 

343,R 14 
83,188 

2008 

19,316 
47,694 

7,597 
9,787 

49.626 

2008 

144,848 
36,847 

On January 9, 2009, Allte! Corporation was acquired by Cellco ParUlership d/b/a Verizon Wireless 
("Veriwn Wireless"). Upon completion of the merger, Alltel Corporation became a \Vholly-owned 
subsidiary of Verizon Wircless. The Company entered into an agTeement with Verizon Wireless 
whereby Alltel Communications was merged \Vith Verizon Wireless's wholly-owned wireless 
operation that overlaps the Partnership. The Partnership'S 2009 summary financial information is 
presented at historical book value as the eneclS of Vc:rizon Wireless's purchase of Alltel 
Corporation have not been pushed down to Alltel Communications. 

The resulting Partnership ownership percentages were adjusted based on the relative values of the 
two merged entities. The Company's 18.05% prc-rocf'dcr owncrship pcrccntage in thc Partnership 
became 5.tll % effective April 1.2009. 

In 2009 and 200R, the Company received $8,973,502 and S6,315,7R5, respectively, as distributions 
from Alire] Communications. As a result of the reduction in ownership interest in Ihe Partnership, 
th.: Company accrued approximately $3 million due to Verizon Wireless ,u December 31,2009 to 
reflect excess distributions received during 2009 using the 18.05% pre-merger ownership 
percentage. This amount due to Vetizon Wirelcss was subtracted from Ihe Company's first gllarter 
20 I 0 disn·iblilion. 

(Continued) 
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NORTH STATf. TELECOMMUNTCATTONS CORPORATTON AND SUHSTOTARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

'f J UKCI~U!l'R 1 !II~& 

(4) Capital Stock 

Under the terms of ~ stock purchase ~g.reemcnt dated June 30, 1963, the Company reacquired and canceled 
150 shares of 5% preferred stock at S I 0 I p<T share during 2009 and 2008. Prefened stock was reduced by 
the par \'alue of $15,000 and paid-in capital was reduced oy Ihe $150 excess of par value. This agreement 
provides for the acquisition of 7.500 shares of 5% preten'ed stock at the annual rate of 150 shares umil 
fully redeemed. There are 900 shares remaining 10 bc rcdeemed at Dccembn 3 1,2009. 

The COlllp~n) acquired and retired an additional 115 shares of prefen'ed stock at a cost ofS6,670 in 2009. 

The holders of cumulative preferred stock are entitled to the stated value of cumulative dividends belore 
payment of any dividends on common slock. in addition, in prcfcrence to the common stock, cumulative 
preferred shareholders are entitled to the $100 redemption price per share, plus any cumulative and unpaid 
di\.idends, should there be a distrioution of assets upon the sale, dissolution, or liquidation of the Company. 

The Company acquired and retired 3,479 shares of common stock at a cost of $242,131 in 2009 and 
74,755 sl'\arcs of common stock al a cost of $5,271,0 II in 2008. 

(5) Income Taxes 

Income ta~ expense coonsistcd oflhe following: 

Current income taX expense 

Deferred income ta)( expense 

Total 

S 

S 

2009 2008 

2,759,961 6,865,589 

3,703,191 3,022,874 

G,463,152 9,888,463 

Comronents of the di fference bel\\een income lax expense computed at the 'lpplicable federal income tax 
statutory rate and the total income ta).; expense included in the statements of income are as follows: 

Statutory fedcral incolTlc tax ratc 

federal income tax at statutory rate 

Lncre~se (decrease) resulting [rolft: 

State income tax, net of federal income tax benefit 

Nontaxable interest income 

Other, llct 

income tax expense 

( (;(mtinued) 

2009 

35% 

6,004,123 

689,041 

( 15G.)33) 

(73,279) 

6,463,152 

2008 

35% 

8,931,549 

1,045,075 

(189,055) 

100,894 

9,888,463 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(5) Income Taxes (continued) 

Net deferred income tax liabilities consist of tbe f(lll(lwing c(lmp(lnents: 

Net dcfclTCd incomc laX assets: 
Accrued pension costs 
Postretirement benefits other than pension 
Accrued vacation pay 
Other 

Net deferred incomc lax liabilitics: 
Investments 
Property and equipment (principally accelerated 

depreciation) 

Tolal 

2009 

9,902.628 
787.500 
494,502 
256,150 

11,440,780 

2,414.40 I 

24,702,428 

27,116,829 

$ 15,676,049 ======== 

2008 

12,693,043 
882,213 
481,530 
255,208 

14 .3 11 .994 

1,559,158 

21,689,015 

23,248,173 

8,936,179 

Based upon the level of historical taxable income and projeclions for future taxable income over the 
periods in which thc deferrcd tax assets arc deductiblc, managemcnt belicvcs it is morc likely than not that 
the Company will realize the benetlts of the deferred income lax assets at December 31,2009. 

The deferred inc(lme tax amounts described above have been elassitied (In the accompanying balance 
shccts as lollow,,: 

2009 2008 

Noncurrent liabilities :5 16,534,443 9,752,') 14 
CUITent assets 858,394 816,735 

Total $ 15,676,049 X,936,179 

(Continued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(6) Employee Benefits 

(aJ Employee Pension Plan 

The Company has a noncontribUiory detined benetit pension plan covering substantially 311 of its 
cmployc~s. Thc b~ncfits arc bascd on years of serVlcc and thc employcc's [mal avcragc monthly 
compensation during the tive highest compensated yeHrs el11ployeu. ContTibutions to the plan are 
based upon the Projected Unit Credit actuarial funding method and comply with the funding 
requircmcnts of the Employee Rctiremcnl Income Securiry Act. Contributions arc intended to 
rrovide not only for benetits attriouteu to service to uate, hut also for those eXreL1ed to be earned in 
the furure. 

The measurcment date used to detennine pension benefits for the pension plan is J)eccmbcr 31. The 
following table sets fOl1h the funded status of the Comrany's pension plan anu amounts recognized 
in the Comrany's tinaneial statements: 

2009 2008 

Acnlarial present value of benefit obi igation-accumulated 
benefit ohligution $ 10L759,228 95,377,267 

Projected benetil obligation for services rendered to uate $ (106,992,493) (103,161,983) 

Plan assets at fair vu lue 82,522,068 71,334,093 

l'undcd status (underfunded) (24,470,425 ) (3 1,82 7 ,~90) 

Unrecognized lIet gain li'om past experienct) 
different from that assumed 21.592,943 27 ,076,388 

Unrecognized prior service cost (1,456,760) (1,602,015) 
Unrecognized loss included in other 

cOlnprehcnsive income (loss) (20,136,185) (25,474,J73) 

Total accrued pen,ion benetit, (24,470,427) (31.827,890) 

Curren! ponion included in accrued expenses 3,000,000 2,500,000 

Accrued pension b~ndjts :£ (21,470,427) (29,327,890) 

COlTIp:·nlY <:onlribut ions $ J ,311,078 2,688,918 

Benefits paid $ 5,207,953 4,851,9t6 

(Continued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(6) Employee Benefits (continued) 

(a) Employee Pension Plall (conlinlled) 

Net periodic pension cost for the Company's pension plan included the following expense (income) 
components: 

Service cost, benefits earne<.l <.luring the period 

Interest cost on projectcd bcncfit obligation 

Expected gain on plan assets 

Net amortization and defen-al 

Net periodic pension cost 

$ 

2009 

1,863,142 

6,305,077 

(6,759,194) 

71,698 

1,480,723 

2008 

1,825,095 

6,171,322 

(7,602,620) 

(145,254) 

24S,543 

The weighted average discount rate used in determining the actuarial present value of the projected 
benefit obligation was 6.0% in 2009 and 6.25% in 2008. The rate of increase in future compensation 
levels used in determining the actuarial present value of the projected benetit obligation ranges from 
2.0% to 5.5% in 2009 and 3.0% to 6.5% in 2008. Thc assumcd long-term rate of return on pension 
plan assets was 8.0% in both 2009 and 2008. 

The expected rate of return on employee pension plan assets is determined by those assets' historical 
long-tenn investment performance, current asset allocation, and estimates of future long-term returns 
by asset class. 

The Company's pension plan asset target guidelines include fixed income and equity securities, both 
of which may vary between 40% and 60% of the total asset base, and a maximum of' 30% for cash 
and cash cquivalcnts. Thc mutual funds contain both fixcd incomc and cquity sccuritics and thus the 
overall mix of fixed income and equity securities fall within the target guidelines. Overall returns 
should closely approximate the return of a weighted average index comprised of 25% S&P Stock 
Index, 25% RusseU Stock Index, and 50% 13m'clay's U.S. Aggregate I30nd Index. 

(Continued) 
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NOIUH STATE TELECOMMUNICATIONS CORPORATION AND 5UBSIDIARlf,S 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(6) Employee Benefits (continued) 

(II) Employee Pellsion Plllu (contil/I/cd) 

The following tables present fair value measurement information for the Company's eillployee 
pension plan assets: 

Sig)liJiclIllt Other 
Obsen'nble Unobservable 

DCl:t:::mber 11, Quoted lvlarkels Inputs Inputs 
2009 Prices (Level I) (Level 2) (Le\-e13) 

Ca~h and ca~h eqlli\'alent~ $ 1.984.4]6 1.984,4]6 

fvlutu(1] funds, stocks 3<1.337,682 3<1.337,682 
Mutual rumb. bunds ;lIlt.l null'~ ),65 I .~Il<1 5,65 ),804 
lnd~x Tr(1ck Gr~nd Centr[JI 

8uml Nlaslcr fund 23,277,721 23.277,721 

U.S. Government securitie:-. 6,0 I ~,o79 6.016,079 

CorpOfClle bonds nnd notes 4,223.336 4.223.336 
Cumpany stut:k 7.030," 10 7.030,4 to 

Total illv~slrnenls $ Sl,522.068 52,213,9.17 7,0,,0,4 I 0 ::>.1,277,72 I 

SibrniJil:alllOtht:r 

Ob,er\'"blc UnubsL'rvLlblc 
December 3 I . (jlloleo Markeb Inputs Inputs 

2008 Prices (Lc\'el J) (I.evel 2) (I,evel J) 

C<lsh (lnd C<lsh equivcdellls S 1.86<1.806 1,864,806 
Mutual funds 34,419,632 34,4 19,632 
ind", Track <frond Central 

Bond Master hll1d ::> 1,500,36R 2t 500.36R 
U.S. (/o\oC:n1lllci1! <:~curilie:-; 4.1146, 1,7 4,1146, I] 7 
Curpura\(: hond:- and notes ,U29.0HJ J.52').08:; 
Comp1my swd.;. 5.97<1.067 5.'174.067 
Total i tl\·est m~nls S 71,334,093 43,R59,1l3R 5.974,067 ::> t.500,3fiR 

The plan's mUlltal funds, US governmenr secmities, and corporate bonds and notes are prese)lted at 
rail' value based on Cjlloteu markel prices of identical securities in active markets, The fair value or 
Comrany stock is determined using the weighted average stock prices for transactions in the last 30 
days of the year. The f~ir value of the Grand Central Bond Masler fund is determined by discounting 
the expe(;ted cash flows baseu on current yields or similar inslruments with comparahle duralions, 
The following lahle provides further details of the Level 3 fair value measurements, 

(Conti1l1wri) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(6) Employee Benefits (continued) 

(a) Employee Pensioll Plan (coll/illlled) 

The following table provides further detail of Level 3 fair value measurements. 

Beginning balance 

Total gains (rcalized and lInre~lized) 

Deposits 

Gnding balance 

$ 

$ 

Index Track Grand Central Bond Master 

Fund 

2009 2008 
21,500,368 20,303,899 

1,300,353 1,077,710 

477,000 118,759 

23,277,721 21,500,368 

No plan assets are expected to be returned to the Company during 20 I O. 

The Company expects to contribute approximately $3,000,000 to its pension plan in 2010. Expected 
benefit IXlyments to be paid by the plan for each or the next ten years ended December 31 are as 
follo\\'s: 

2010 $ 6,338.100 
2011 6,652,700 
2012 6,959.200 
2013 7,244,300 
2014 7,506,500 

2015-2019 41,066,400 

The estimated ncr (gain)/Ioss and prior service COSt rhat "ill be amortized from aceWTIulated other 
comprehensive income into net periodic pension cost over the next fiscal year <lre $0 and $( 145,255), 
respectively. 

(Continued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUIlSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(6) Employee Benefits (continued) 

(b) Supplemental ExeClttive Retirement Plan (SERP) 

The Company's SERP is a nonqualilied detined benetit plan which covers those employees of the 
Company whose compensation has been limitcd by the Omnibus Budget Reconciliation Act 
(OBRA), which he~ame effective January I, 1995. 

TIle measurement date used to determine pension benetits for the SERP is December 31. The 
following table sets forth the status of the Company's SERP and amounts recognized in tbe 
Company's financial statements: 

Actuarial present value of benefit obligations-accumulated 
benelit ohligation 

Projected benefit obligation Cor services rendered to date 

Plan assets at fair value 

Fundcd status (lUlderfundcd) 

Unrecognized net gain from past experience 

different from that assumed 

Unrecognized prior service cost 
UtUecognized gain included in other 

comprehensive income 

Total accrued SERP pension benefits 
Current portion included in accrued expenses 

Accrued SERP pension henefits 

Company contributions 

Benefits paid 

2009 

$ ====2,=1 0=8,;",5=4=!l= 

$ 

$ 

$ 

(2,131,287) 

(2,131,287) 

(364,460) 

364,455 

(2,13 j ,292) 
160,000 

(1,971 ,292) 

160,242 

160,242 

2008 

1,832,324 

(2.318,604) 

(2,318,604) 

(150,161) 

(21,749) 

171,909 

(2,3[8,605) 

160,000 

(2, 158,605) 

160,242 

160,242 

Net reriodic pension cost for the Company's SERP included the following expense components : 

2009 2008 

Service cnSl, henelits earned during the period $ 34,6X2 32,112 
Interest cost on projected henefit obligatinn 152,S 3X 140,n2 
Net amortization and deferral (21,749) (53,044) 

Net periodic pension COSl $ 165,47 1 119,990 

(Continued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

r' HlltR 31. WU!J & ~OI1 

(6) Employee Benefits (continued) 

(b) SlIpplemental Execulive Reliremel1l Plaf/ (SERP) (colllif/lled) 

The weighted average discount rate used in determining the actuarial present value of the projected 
bcnefit obligation was 6.0% and 6.25% in 2009 and 2008, respectively. Thc ratc of future 
compensation levels used in determining the actuarial present value of the projected benefit 
obligation was 2.0% to 5.5% in 2009 and 5.0% in 2008. 

Although the SERP has no plan assets, the Company has established a Rabbi Trust to fund this 
benefIt, the investments for which are included in the balance sheet under otller investment 
securities. All of the trust's assets are reported at estimated fair values based on quoted market prices 
of identical securities in active markets (Level I). The investments. by asset category. are as follows 
at December 31, 2009: 

Cash and eash equivalents $ 61,596 

Mutual funds 2,613,415 

State and municipal bonds 524,g03 

Total Rabbi Trust investments $ 3,199,814 

The Company expect~ to contribute approx imately $160,000 to its SER P in 20 I O. Expected benefit 
payments to be paid by the plan for each of the next ten years ended December 31 are as follows: 

2010 $ 
2011 
2012 
2013 
2014 

2015-2019 

160,000 
153,000 
153,000 
153,000 
152,000 
750,000 

The estimated net gain and plior service cost that will be amortizcd from accumulated other 
comprehellsive incolne into net periodic SERP cost over the next fiscal year are S19,700 and $0, 
respectively. 

(c) P051relirement Bel1ejils 

The Company provides life insurance benefits to eligible retired employees. The postretirement plan, 
which is nonconlribulory, provides life insurance cover~ge of 50% or 100%, depending on hire date, 
of the last full year's salary prior to retirement. The cost of providing postretirement benetits is 
accrued during the employees' active service period. The Company funds these benefits as they 
become payable by the Company. 

( Con.tin.ued) 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

I I ,(}E " \\ . I ' ' 

(6) EmpJuyee Benefits (cootiuued) 

(c) Pas/re(iremell( Belleji/s (coll/inued) 

The measurement date lIsed to determine postretirement benetits for the postretirement plan is 
December 31 Th~ following table sets forth the component s of the accrued poslrctiremcnt life 
insurance obligation: 

AccunlUlateci postretifement benetit obligation 
I'air valuc of plan assets 
Funded status (underfunded) 
Umecognized net ~cnJafial (gain) loss 
Unrecognized prior service cost 
Umccognizcd gain (loss) included in other 

comprehensive incolne 

Total accrued poslfetirement benefits 
Current ponion includ~d in ~ccrucd expenses 

Accrued postretirement benefits 

:5 

2009 20llR 

(1.996, J 98) (2,234 ,300) 

(1 ,9%,19R) (2,234,300) 

(863,700) (575,700) 

49.200 63,000 

814,500 512,700 

(1,996,198) (2,234,300) 

:120,000 :120,000 

(1,676.198) ( 1,914,300) 

The accumulateu posn'etirement benefit obligation was computeu using an assumed discount rate of 
6.0% in 2009 and 6.25% in 2008. 

Nct periodic postrctirement benefit cost included the following expense components: 

2009 2008 

Servicc cost, benefIts attributed to service during 
the period $ 51,500 55.600 

Interest cost 11 4.800 144,100 

Net amortizations ~nd deferrals (102,600) (82,000) 

Net periodic postretirement co." :; 63,700 117,700 

Gain due [0 sen lement and curtailment \) (111,800) 

The Company expects to contribute approxil11atd~ :5320.000 to ils poslretirement plan in 2010. 

(Con tinued) 
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NORTH STATE TELECOMlvrUNTCATlONS CORPORATION AND SURSIDIARIE~ 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(6) Employee Benefits (continued) 

(c) Postretirement Benefits (contilllled) 

Expected benetit payments to be paid by the plan for each of the next ten years ended Decernber 31 
arc as follo\Vs: 

2010 S 31,1 00 
2011 40,300 
2012 50,300 
201, 60,100 
2014 70,300 

2015-2019 511 ,~OO 

The estimated net gain and prior seryice cost that will be amorti7.ed Ii'om accumulated olher 
comprchensive income into ne[ periodic postretirement cost over the next fiscal year arc Sl I 6,400 
and $13,ROO, respectively. 

(d) 401 (k) Plall 

The Company has a 401(k) salary savings plan under which employees may contribute a portion of 
their salary on a tax-deterred basis. The Company matches a pOl1iol1 of the employee's contribution. 
Matching contributions lVere approximately $264,000 and $1,063,000 in 2009 and 2008, 
respecli"ely. 

(7) Contingencies 

The Company, in the normal course of busines" is pany to a number of claims and/or lawsuits. The 
Company's management does not expect the results of these outstanding claims or lawsuits to have a 
material adverse effect on the financial position or resuhs of operations of the Company. 
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NORTH STATE TELECOMMUNICATIONS CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(8) Lease Commitments 

The Company has several operating leases, primarily tor wireless cell tower sites. Future minimtun lease 
pnyments undel' these operating lenses as of December 31, 2009 are: 

Year ending December 31: 

2010 
2011 

20J2 
2013 
20J4 

i\ fin 5 years 

Total minimum lease payments 

$ 

Operatin~ 

Leases 
740,735 
688,768 
621,026 
559,944 

523,224 
t ,230,657 

$ =====4 ',=364====,3=5=4= 

The operMing lease commitments include rhe Company's expected optional renewal periods that nre 
reasonably asstu-<::d relnl.ed primarily to certain cell towcr sitcs. Thc cell towcr leases, which arc subject to 
rent escalation cl<Iuses, generally have initial five-ye<Ir terms with renewal options for <Idditional five-year 
tenns totaling 15 to 25 years. The Company's gross rental expense related to these operating leases totaled 
$969,057 and $912,851 io 2009 and 2008, respcctivcly. 

(9) Suhsequent Events 

The Company evnluatcd events and trnnsactions after December 31,2009 through October 14,2010, the 
date the t,nancial statements were available to be issued, for subsequent events, and determined that there 
were no events to rcporI during that period other than those described in Note 2 and Note ). 
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REPORT OF INDEPENDENT AUDITORS 

\{ .~l. 100-, S: ~O()8 

Board of Directors 
North State Telecommunications COlvoration and Subsidiaries: 

We have audited the accompanying consolidated balance sheets of North State 
Telecommunications Corporation and Subsidiaries as of December 11 .. 2009 and 2008, and the 
related consolidated statements of income, stockholders' equity and comprehensive income, and 
cash nOH'S for the ;'ears then ended. These financial statements are the responsibility of the 
Company's managemenl. Our responsibility is to express an opinion on these financial 
statements based on our audits. We did not audit the financial statements of AlItel 
Communications of North Carolina Limited Partnership ("All tel Conununications"), a 5.8! % 
and 18.05% owned equity method investee in 2009 and 2008, respectively. The Company's 
investment in A lltel Communications at December 3!, 2009 and 2008 was $! 0,353,942 and 
$9,384,269, respectively, and its equity in earnings of Alltel Communications \Vas $6,866,190 
and $6,328,334 for the years then ended. The financial statements of Allte! Communications 
were audited by other auditors whose reports have been furnished to us, and our opinion, insofar 
as it relatcs to the amounts included for Alltel Communications, is based solely on the reports of 
the other auditors. 

We conducted our audits in accordance with auditing standards generally accepted in the United 
States. Those standards require that we plan and perform the audits to obtain reasonable 
assurance about ,,·hether the financial statements are free of material misstatement. An audit 
includes consideration of intemal control over financial reporting as a basis for designing audit 
procedures that are appropriate in the circumstances, but not for tIle purpose of expressing an 
opinion on the effectiveness of the Company's internal control over financial reporting. 
Accordingly, we express no such opinion. An audit includes examining. on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overa.11 
financial statement presentation. We believe that our audits and the report of the other auditors 
provide a reasonable basis For our opinion. 

In our opinion. the tin<tncial slilttments rererred to abo\·e present Cairlv. in all material respects. 
the consolidated tinancial position oC Nonh State Tclecommunications Corporation and 
Subsidiaries HS of December J I, 2009 and 2008. and the results of its operations and its cash 
flows far the years then ended in conformity ,,·ith accounting principles generally acccpted in the 
United States. 
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