Edgar Filing: SHENANDOAH TELECOMMUNICATIONS CO/VA/ - Form 10-Q

SHENANDOAH TELECOMMUNICATIONS CO/VA/
Form 10-Q
November 03, 2010

UNITED STATES OF AMERICA
SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549
FORM 10-Q
(Mark One)
xQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the quarterly period ended September 30, 2010

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File No.: 000-09881

SHENANDOAH TELECOMMUNICATIONS COMPANY
(Exact name of registrant as specified in its charter)

VIRGINIA 54-1162807
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
organization)

500 Shentel Way, Edinburg, Virginia 22824
(Address of principal executive offices) (Zip Code)

(540) 984-4141
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesx Noo

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yeso Noo



Edgar Filing: SHENANDOAH TELECOMMUNICATIONS CO/VA/ - Form 10-Q

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer x Non-accelerated filer o Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yeso Nox

The number of shares of the registrant’s common stock outstanding on October 29, 2010 was 23,737,973.




PART L.

Item 1.

Item 2.

Item 3.

Item 4.

PART II

Item 1A.

Item 2.

Item 6.

Edgar Filing: SHENANDOAH TELECOMMUNICATIONS CO/VA/ - Form 10-Q

SHENANDOAH TELECOMMUNICATIONS COMPANY
INDEX

FINANCIAL INFORMATION

Financial Statements

Unaudited Condensed Consolidated Balance Sheets September 30. 2010 and December 31.
2009

Unaudited Condensed Consolidated Statements of Income for the Three and Nine Months

Ended September 30. 2010 and 2009

Unaudited Condensed Consolidated Statements of Shareholders’ Equity and Comprehensive

Income for the Nine Months Ended September 30. 2010 and the Year Ended December 31.
2009

Unaudited Condensed Consolidated Statements of Cash Flows for the Nine Months Ended
September 30. 2010 and 2009

Notes to Unaudited Condensed Consolidated Financial Statements
Management’s Discussion and Analysis of Financial Condition and Results of Operations

Quantitative and Qualitative Disclosures about Market Risk

Controls and Procedures

OTHER INFORMATION

Risk Factors

Unregistered Sales of Equity Securities and Use of Proceeds

Exhibits

Signatures

Exhibit Index

Page
Numbers

7-8

35

36-37
37
38
39

40




Edgar Filing: SHENANDOAH TELECOMMUNICATIONS CO/VA/ - Form 10-Q

Index

SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)

September 30, December 31,
ASSETS 2010 2009

Current Assets

Cash and cash equivalents $ 43,144 $ 12,054
Accounts receivable, net 22,149 15,058
Income taxes receivable - 5,531
Materials and supplies 5,355 6,062
Prepaid expenses and other 3,488 2,504
Assets held for sale 10,850 10,810
Deferred income taxes - 616
Total current assets 84,986 52,635
Investments, including $2,163 and $1,990 carried at fair value 9,021 8,705
Property, Plant and Equipment
Plant in service 448,581 373,111
Plant under construction 19,232 9,116
467,813 382,227
Less accumulated amortization and depreciation 202,584 179,925
Net property, plant and equipment 265,229 202,302
Other Assets
Intangible assets, net 91,868 2,417
Cost in excess of net assets of businesses acquired 10,885 4,418
Deferred charges and other assets, net 5,084 1,248
Net other assets 107,837 8,083
Total assets $ 467,073 $ 271,725

See accompanying notes to unaudited condensed consolidated financial statements.

(Continued)
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)

September 30, December 31,

LIABILITIES AND SHAREHOLDERS’ EQUITY 2010 2009
Current Liabilities

Current maturities of long-term debt $ 12,508 $ 4,561
Accounts payable 7,821 8,804
Advanced billings and customer deposits 9,505 6,349
Accrued compensation 2,938 1,003
Income taxes payable 512 -
Liabilities held for sale 1,328 858
Deferred income taxes 674 -
Accrued liabilities and other 6,876 3,053
Total current liabilities 42,162 24,628
Long-term debt, less current maturities 185,629 28,399

Other Long-Term Liabilities

Deferred income taxes 30,048 29,649
Deferred lease payable 3,592 3,351
Asset retirement obligations 6,166 5,966
Other liabilities 4,829 4,060
Total other liabilities 44,635 43,026

Commitments and Contingencies

Shareholders’ Equity

Common stock 19,056 17,890
Retained earnings 175,591 160,230
Accumulated other comprehensive loss, net of tax - (2,448 )
Total shareholders’ equity 194,647 175,672
Total liabilities and shareholders’ equity $ 467,073 $ 271,725

See accompanying notes to unaudited condensed consolidated financial statements.
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share amounts)

Operating revenues

Operating expenses:

Cost of goods and services, exclusive of depreciation
and amortization shown separately below

Selling, general and administrative, exclusive of
depreciation and amortization shown separately below
Depreciation and amortization

Total operating expenses

Gain on sale of directory

Operating income

Other income (expense):

Interest expense

Gain (loss) on investments, net

Non-operating income, net

Income from continuing operations before income taxes

Income tax expense

Net income from continuing operations

Earnings (loss) from discontinued operations, net of tax
(expense) benefit of $100, $24, $(66) and $6,415,
respectively

Net income

Basic and diluted income (loss) per share:

Net income from continuing operations

Net earnings (loss) from discontinued operations
Net income

Weighted average shares outstanding, basic

Weighted average shares, diluted

Three Months Ended
September 30,
2010 2009
$53,155 $40,115
21,220 13,703
14,170 7,692
12,202 8,151
47,592 29,546
4,000 -
9,563 10,569
(2,416 ) (193
(11 ) 201
274 95
7,410 10,672
3,220 4,326
4,190 6,346
(156 ) (39
$4,034 $6,307
$0.18 $0.27
(0.01 ) -
$0.17 $0.27
23,738 23,640
23,883 23,706

See accompanying notes to unaudited condensed consolidated financial statements.

Nine Months Ended
September 30,
2010 2009
$136,954 $120,356
50,450 39,452
32,746 22,569
28,927 24,116
112,123 86,137
4,000 -
28,831 34,219
(2,992 (1,128
(153 (203
543 449
26,229 33,337
10,969 14,019
15,260 19,318
101 (10,484
$15,361 $8,834
$0.64 $0.81
0.01 (0.44
$0.65 $0.37
23,724 23,633
23,799 23,696

)
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

AND COMPREHENSIVE INCOME
(in thousands, except per share amounts)

Balance, December 31, 2008
Comprehensive income:

Net income

Reclassification adjustment for unrealized
loss from pension plans included in net
income, net of tax

Net unrealized loss from pension plans, net
of tax

Total comprehensive income

Dividends declared ($0.32 per share)
Dividends reinvested in common stock
Stock-based compensation

Conversion of liability classified awards to
equity classified awards

Common stock issued through exercise of
incentive stock options

Net excess tax benefit from stock options
exercised

Balance, December 31, 2009
Comprehensive income:

Net income

Reclassification adjustment for unrealized
loss from pension plans included in net
income, net of tax

Net unrealized loss from pension plan, net
of tax

Total comprehensive income

Stock-based compensation

Common stock issued through exercise of
incentive stock options

Net excess tax benefit from stock options
exercised

Balance, September 30, 2010

Shares

23,605

44

23,681

57

23,738

Common
Stock

$16,139

560
676

85
367

63

$17,890

539

557

70

$19,056

Retained
Earnings

$152,706

15,092

$160,230

15,361

$175,591

See accompanying notes to unaudited condensed consolidated financial statements.

Accumulated
Other
Comprehensive
Income (Loss)

$ (2,533

55

30

$ (2,448

2,596

(148

$ -

Total

) $166,312

15,092

55

30
15,177
(7,568
560
676

85

367

63

) $175,672

15,361

2,596
(148
17,809
539
557

70

$194,647

)
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Nine Months Ended
September 30,
2010 2009

Cash Flows From Operating Activities
Net income $15,361 $8,834
Adjustments to reconcile net income to net cash provided by operating activities:

Impairment on assets held for sale - 17,545
Depreciation 26,040 23,666
Amortization 2,887 450
Provision for bad debt 844 845
Stock based compensation expense 539 475
Pension settlement and curtailment expenses 3,964 -
Excess tax benefits on stock option exercises (70 ) (63
Deferred income taxes 152 (7,463
Net loss on disposal of equipment 316 734
Realized (gain) on sale of directory (4,000 ) -
Realized loss (gain) on disposal of investments 147 188
Unrealized (gains) losses on investments (229 ) (515
Net (gain) loss from patronage and equity investments 67 395
Other 575 2,300
Changes in assets and liabilities:

(Increase) decrease in:

Accounts receivable (4,031 ) (160
Materials and supplies 707 1,694
Income taxes receivable 5,531 7,366
Increase (decrease) in:

Accounts payable (841 ) (915
Income taxes payable 512 6,209
Deferred lease payable 237 114
Other prepaids, deferrals and accruals 4,989 (2,191
Net cash provided by operating activities $53,697 $59,508
Cash Flows From Investing Activities

Purchase and construction of property, plant and equipment $(33,940 ) $(37,648
Cash paid for acquisition of business 147,613 ) -

Cash received on sale of directory 4,000 -

Cash paid to acquire prepaid subscriber rights (6,884 ) -
Proceeds from sale of equipment 503 75
Purchase of investment securities (114 ) (360
Proceeds from sale of investment securities 54 14
Net cash used in investing activities $(183,994 ) $(37,919

10
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Nine Months Ended
September 30,
2010 2009

Cash Flows From Financing Activities
Principal payments on long-term debt $(25,595 ) $(14,284 )
Amounts borrowed under debt agreements 189,800 2,000
Cash paid for debt issuance costs (3,445 ) -
Excess tax benefits on stock option exercises 70 63
Proceeds from exercise of incentive stock options 557 310
Net cash provided by (used in) financing activities $161,387 $(11,911 )
Net increase in cash and cash equivalents $31,090 $9,678
Cash and cash equivalents:
Beginning 12,054 5,240
Ending $43,144 $14,918
Supplemental Disclosures of Cash Flow Information
Cash payments for:
Interest $2,392 $1,437
Income taxes $5,225 $1,596

During the nine months ended September 30, 2010, the Company assumed other debt of $972 in connection with the
JetBroadBand acquisition.

During the nine months ended September 30, 2010 and 2009, the Company utilized $75 and $5,054, respectively, of
vendor credits receivable to reduce cash paid for acquisitions of property, plant and equipment.

See accompanying notes to unaudited condensed consolidated financial statements.

12
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. The interim condensed consolidated financial statements of Shenandoah Telecommunications Company and
Subsidiaries (collectively, the “Company”) are unaudited. In the opinion of management, all adjustments necessary for
a fair presentation of the interim results have been reflected therein. All such adjustments were of a normal and
recurring nature. These statements should be read in conjunction with the consolidated financial statements and
related notes in the Company’s Annual Report on Form 10-K for the year ended December 31, 2009. The balance
sheet information at December 31, 2009 was derived from the audited December 31, 2009 consolidated balance sheet.

2. Operating revenues and income from operations for any interim period are not necessarily indicative of results that
may be expected for the entire year.

3. In September 2008, the Company announced its intention to sell its Converged Services operation, and the related
assets and liabilities were reclassified as held for sale in the consolidated balance sheet and the historical operating
results were reclassified as discontinued operations. Depreciation and amortization on long-lived assets was also
discontinued.

In connection with the preparation of the Company’s first quarter 2009 financial statements, the Company determined
that the fair value of Converged Services had declined from earlier estimates. Accordingly, the Company recorded an
impairment loss of $17.5 million ($10.7 million, net of taxes) to reduce the carrying value of these assets to their
estimated fair value less cost to sell as of March 31, 2009. At September 30, 2010, negotiations to complete the sale
continue, and there has been no change in the estimated fair value of the assets.

Assets and liabilities held for sale consisted of the following:

September 30, December 31,

2010 2009
Assets held for sale:
Property, plant and equipment, net $ 7,764 $ 7,484
Intangible assets, net 868 868
Deferred charges 1,610 1,628
Other assets 608 830

$ 10,850 $ 10,810

Liabilities:
Other liabilities $ 1,328 $ 858

Discontinued operations included the following amounts of operating revenue and income (loss) before income taxes:

Three Months Ended
September 30,
2010 2009
Operating revenues $ 2,895 $ 3,123
Earnings (loss) before income taxes $ (256 ) $ 63 )

Nine Months Ended
September 30,

13
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2010 2009
Operating revenues $ 9,597 $ 10,033
Earnings (loss) before income taxes $ 167 $ (16,899)

4. Basic net income (loss) per share was computed on the weighted average number of shares outstanding. Diluted
net income (loss) per share was computed under the treasury stock method, assuming the conversion as of the
beginning of the period for all dilutive stock options. Of 383 thousand and 351 thousand outstanding options and
shares at September 30, 2010 and 2009, respectively, 213 thousand and 222 thousand were anti-dilutive,
respectively. There were no adjustments to net income for any period.

14
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5. Investments include $2.2 million and $2.0 million of investments carried at fair value as of September 30, 2010
and December 31, 2009, respectively, consisting of equity, bond and money market mutual funds. These investments
are held under a rabbi trust arrangement related to a non-qualified supplemental retirement plan maintained by the
Company. During the three months ended September 30, 2010, the Company made no contributions to the trust,
recognized $15 thousand in dividend and interest income from investments, and recognized net unrealized gains of
$135 thousand on these investments. During the nine months ended September 30, 2010, the Company contributed
$63 thousand to the trust, recognized $8 thousand in net losses on dispositions of investments, recognized $23
thousand in dividend and interest income from investments, and recognized net unrealized gains of $91 thousand on
these investments. Fair values for these investments held under the rabbi trust were determined by Level 1 quoted
market prices for the underlying mutual funds.

6. During the second quarter of 2010, the Company completed the settlement of its defined benefit pension plan
following the receipt of a favorable tax determination letter from the Internal Revenue Service in February, 2010. The
Company purchased non-participating annuities to provide benefits to retirees, and distributed vested balances (in the
form of lump sum cash outs and rollovers to qualified retirement accounts, including Individual Retirement Accounts
and the Company’s 401(k) plan) to active employees and other participants. In order to complete the settlement, the
Company contributed $977 thousand during June 2010 to fully fund the pension obligations, and recognized $3.6
million of pension expense. There are no remaining assets or liabilities of the Company’s qualified pension plan.

During the second quarter of 2010, the Company curtailed future participation in the Company’s Supplemental
Executive Retirement Plan (“SERP”). Current participants may remain in the SERP and will continue to vest and earn
returns on invested balances, but the Company will make no further contributions to the SERP and no new
participants will be eligible to join the SERP. The Company recognized a curtailment loss of $666 thousand
consisting of actuarial losses previously recorded in other comprehensive income.

7. Financial instruments on the consolidated balance sheets that approximate fair value include: cash and cash
equivalents, receivables, investments carried at fair value, payables, accrued liabilities, and long-term debt. Due to the
relatively short time frame to maturity of the Company’s fixed rate debt, fair value approximates its carrying value.

The Company measures its interest rate swap at fair value based on information provided by the counterparty and
recognizes it as a liability on the Company’s condensed consolidated balance sheet. Changes in the fair value of the
swap are recognized in interest expense, as the Company did not designate the swap agreement as a cash flow hedge
for accounting purposes.

The July 2010 credit agreement (see note 12) provided that the Company enter into a hedge agreement for a minimum
notional value of approximately $63 million, and for a minimum term of 3 years, to manage a portion of its exposure
to interest rate movements by converting a portion of its long-term debt from variable to fixed rates.

8. Operating segments are defined as components of an enterprise about which separate financial information is
available that is evaluated regularly by the chief operating decision makers. The Company has three reportable
segments, which the Company operates and manages as strategic business units organized by lines of business: (1)
Wireless, (2) Wireline, and (3) Cable TV. A fourth segment, Other, primarily includes Shenandoah
Telecommunications Company, the parent holding company, as well as certain general and administrative costs
historically charged to Converged Services that cannot be allocated to discontinued operations.

The Wireless segment provides digital wireless service to a portion of a four-state area covering the region from
Harrisburg, York and Altoona, Pennsylvania, to Harrisonburg, Virginia, as a Sprint PCS Affiliate of Sprint
Nextel. This segment also owns cell site towers built on leased land, and leases space on these towers to both
affiliates and non-affiliated service providers.

15
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The Wireline segment provides regulated and unregulated voice services, dial-up and DSL internet access, and long
distance access services throughout Shenandoah County and portions of northwestern Augusta County, Virginia, and
leases fiber optic facilities throughout the northern Shenandoah Valley of Virginia, northern Virginia and adjacent
areas along the Interstate 81 corridor, including portions of West Virginia and Maryland.

The Cable TV segment provides video, internet and voice services in Virginia and West Virginia. It includes the
operations acquired from JetBroadBand, LLC, since July 30, 2010.

10
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During the third quarter of 2010, the Company revised the financial reporting provided to senior management and the
Board of Directors to exclude non-operating income and expenses. The following disclosures present our reportable
segments based on segment operating income, consistent with the information provided to the chief operating decision
maker to assess segment performance. Prior period reports have been revised to conform to the current presentation.
Selected financial data for each segment is as follows:

Three months ended September 30, 2010

(In thousands)
Wireless Wireline Cable TV Other Eliminations ConsolidatedTotals
External revenues

Service revenues $28,624 $3,596 $10,585 $- $- $ 42,805
Other 4,342 4,715 1,293 - - 10,350
Total external revenues 32,966 8,311 11,878 - - 53,155
Internal revenues 762 3,375 14 - 4,151 ) -

Total operating revenues 33,728 11,686 11,892 - (4,151 ) 53,155

Operating expenses

Costs of goods and services,

exclusive of depreciation and

amortization shown

separately below 12,237 4,318 8,272 56 (3,663 ) 21,220
Selling, general and

administrative, exclusive of

depreciation and amortization

shown separately below 5,885 1,828 6,195 750 (488 ) 14,170
Depreciation and

amortization 6,401 2,000 3,746 55 - 12,202
Total operating expenses 24,523 8,146 18,213 861 (4,151 ) 47,592
Gain on sale of directory - 4,000 - - - 4,000
Operating income (loss) $9,205 $7,540 $(6,321 ) $(861 ) $- $ 9,563

Three months ended September 30, 2009
(In thousands)

Wireless Wireline Cable TV Other Eliminations ConsolidatedTotals
External revenues

Service revenues $25,287 $3,340 $3,526 $- $- $ 32,153
Other 2,724 4,907 331 - - 7,962
Total external revenues 28,011 8,247 3,857 - - 40,115
Internal revenues 679 3,440 8 - 4,127 ) -

Total operating revenues 28,690 11,687 3,865 - 4,127 ) 40,115

Operating expenses
Costs of goods and services, 9,594 4,346 3,285 84 (3,606 ) 13,703
exclusive of depreciation and

17
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amortization shown
separately below

Selling, general and
administrative, exclusive of
depreciation and amortization

shown separately below 4,123
Depreciation and

amortization 5,178
Total operating expenses 18,895
Operating income (loss) $9,795
11

1,934

1,999
8,279
$3,408

1,309

895
5,489
$(1,624

847

79
1,010
) $(1,010

(521

(4,127
) $-

)

)

$

7,692

8,151
29,546
10,569
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Nine months ended September 30, 2010

(In thousands)

Wireless Wireline Cable TV Other Eliminations ConsolidatedTotals
External revenues
Service revenues $81,415 $10,595 $17,722 $- $- $ 109,732
Other 10,309 14,852 2,061 - - 27,222
Total external revenues 91,724 25,447 19,783 - - 136,954
Internal revenues 2,268 10,076 37 - (12,381 ) -
Total operating revenues 93,992 35,523 19,820 - (12,381 ) 136,954

Operating expenses

Costs of goods and services,

exclusive of depreciation and

amortization shown

separately below 32,108 13,075 16,001 188 (10,922 ) 50,450
Selling, general and

administrative, exclusive of

depreciation and

amortization shown

separately below 14,808 6,993 9,939 2,465 (1,459 ) 32,746
Depreciation and

amortization 16,927 5,860 5,944 196 - 28,927
Total operating expenses (1) 63,843 25,928 31,884 2,849 (12,381 ) 112,123
Gain on sale of directory - 4,000 - - - 4,000
Operating income (loss) $30,149 $13,595 $(12,064 ) $(2,849 ) $- $ 28,831

Nine months ended September 30, 2009
(In thousands)

Wireless Wireline Cable TV Other Eliminations ConsolidatedTotals
External revenues

Service revenues $76,348 $9,928 $10,682 $- $- $ 96,958
Other 8,258 14,316 824 - - 23,398
Total external revenues 84,606 24,244 11,506 - - 120,356
Internal revenues 1,948 9,568 24 - (11,540 ) -

Total operating revenues 86,554 33,812 11,530 - (11,540 ) 120,356

Operating expenses

Costs of goods and services,

exclusive of depreciation and

amortization shown

separately below 27,534 12,563 9,211 235 (10,091 ) 39,452
Selling, general and 12,237 5,374 3,766 2,641 (1,449 ) 22,569
administrative, exclusive of

depreciation and
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amortization shown
separately below
Depreciation and

amortization 15,021 6,334 2,513 248 - 24,116
Total operating expenses 54,792 24,271 15,490 3,124 (11,540 ) 86,137
Operating income (loss) $31,762 $9,541 $(3,960 ) $@3.,124 ) $- $ 34219

(1) Total operating expenses for the nine months ended September 30, 2010 includes $3.8 million of expense, pre-tax,
resulting from the settlement of the qualified pension plan and curtailment of the SERP during the second quarter
of 2010.

A reconciliation of the total of the reportable segments’ operating income to consolidated income from continuing
operations before income taxes is as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Total consolidated operating income $ 9,563 $ 10,569 $ 28,831 $ 34,219
Interest expense 2,416 ) (193 ) (2,992 ) (1,128 )
Non-operating income (expense),
net 263 296 390 246
Income from continuing operations
before income taxes $ 7,410 $ 10672 $ 26,229 $ 33,337
12
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The Company’s assets by segment are as follows:
(In thousands)

September 30, December 31,

2010 2009

Wireless $ 122,800 $ 146,228
Wireline 77,216 80,668
Cable TV 198,720 20,240
Other (includes assets held for sale) 399,790 172,069
Combined totals 798,526 419,205
Inter-segment eliminations (331,453 ) (147,480)
Consolidated totals $ 467,073 $ 271,725

9. The Company files U.S. federal income tax returns and various state and local income tax returns. With few
exceptions, years prior to 2006 are no longer subject to examination. No state or federal income tax audits were in
process as of September 30, 2010.

10. On July 8, 2010, the Company announced that it had amended its Management Agreement with Sprint Nextel
Corporation to allow the Company to begin selling Sprint Nextel’s Boost and Virgin Mobile prepaid wireless plans in
its territory. The Company also purchased from Sprint Nextel the right to receive a share of revenues from
approximately 50,000 Virgin Mobile prepaid wireless subscribers currently receiving service in its territory for $138
per subscriber. The purchase price of approximately $6.9 million has been recorded in intangible assets and is being
amortized using an accelerated basis over four years, determined based upon the historical and expected churn rate of
the underlying customer base.

11. On July 30, 2010, the Company completed its previously announced acquisition of the cable operations of
JetBroadBand Holdings, LLC (“JetBroadBand”) for $148 million in cash less working capital adjustments. The
purchase price was financed by a credit facility arranged by CoBank, ACB (see Note 12). The Company has included
these operations for financial reporting purposes for periods subsequent to the acquisition.

The total purchase price of $147.2 million has been preliminarily allocated to the assets of JetBroadBand as follows
(in thousands):

Accounts receivable $3,417
Other current assets 930
Cable plant 44,924
Converter boxes 2,875
Headend equipment 4,708
Land and buildings 1,700
All other plant and equipment 1,828
Acquired subscriber base 22,112
Franchise operating rights

(indefinite lived) 62,930
Cost in excess of net assets of

business acquired 6,467
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Total assets $151,891
Current liabilities $4,683
Net assets acquired $147,208

Finalization of the allocations is dependent on verification of proposed adjustments to the initial working capital
adjustment and final review and acceptance of the independent appraiser’s valuation report, which we expect to
complete by the end of 2010.
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Following are the unaudited pro forma results of the Company for the three and nine months ended September 30,
2010 and 2009 as if the acquisition of JetBroadBand had occurred at the beginning of each of the periods presented, in
millions:

Three Months Ended
September 30,
2010 2009
Operating revenues $ 57.0 $ 513
Earnings before income
taxes $ 123 $ 144
Nine Months Ended
September 30,
2010 2009
Operating revenues $ 163.9 $ 1535
Earnings before income
taxes $ 26.0 $ 41.8

The pro forma disclosures shown above are based upon estimated preliminary valuations of the assets acquired and
liabilities assumed as well as preliminary estimates of depreciation and amortization charges thereon, that may differ
from the final fair values of the acquired assets and assumed liabilities and the resulting depreciation and amortization
charges thereon. They should not be construed as representative of actual results that might have been reported had
the acquisition actually occurred at the beginning of each of the periods presented.

Operating revenues reported in the condensed consolidated statements of income for the three and nine months ended
September 30, 2010 included revenues of $7.4 million related to the former JetBroadBand entity. The amount of
earnings before income taxes related to the former JetBroadBand entity is not readily determinable due to
intercompany transactions and allocations that have occurred in connection with the operations of the combined
company.

12. Total debt consists of the following:

(In thousands)

September 30, December 31,

2010 2009
Fixed term loans $ 7,572 $ 13,060
Term loan A 189,800 -
Delayed draw term loan - 19,700
Other 765 200

198,137 32,960

Current maturities 12,508 4,561
Total long-term debt $ 185,629 $ 28,399

On July 30, 2010, the Company executed a syndicated Credit Agreement for the purpose of refinancing the Company’s
existing outstanding debt, funding the purchase price of the JetBroadBand acquisition described above, funding
planned capital expenditures to upgrade the acquired cable networks, and other corporate needs.
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As of September 30, 2010, the Company’s indebtedness totaled $198.1 million, with an annualized overall weighted
average interest rate of approximately 4.13%. The balance included $7.6 million fixed at 7.37% (the Fixed Term
Loan Facility, described further below), and $189.8 million of the Term Loan A Facility at a variable rate (of

3.77% as of September 30, 2010) that resets monthly based on one month LIBOR plus a base rate of 3.50%
currently. These loans are more fully described below.

The Credit Agreement provides for three facilities, a Term Loan Facility, a Revolver Facility, and an Incremental
Term Loan Facility. The Term Loan Facility totals $198 million and was fully drawn for the purposes described
above. The Term Loan Facility has two parts, the Fixed Term Loan Facility of initially approximately $8 million in
aggregate principal amount, and the Term Loan A Facility of $189.8 million in aggregate principal amount. The
Fixed Term Loan Facility is required to be repaid in monthly installments of approximately $200 thousand of
principal, plus interest at 7.37%, from August 2010 through August 2013. The Term Loan A Facility requires
quarterly principal repayments of $2.4 million beginning on December 31, 2010 through September 30, 2011,
increasing to $4.7 million quarterly thereafter through September 30, 2015, with the remaining expected balance of
approximately $104 million due December 31, 2015. The Term Loan A Facility is expected to bear interest at a base
rate based upon one month LIBOR plus a spread determined by the Company’s Total Leverage Ratio, initially 3.50%;
the Company may elect to use other rates as the base, but does not currently expect to do so.
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The Revolver Facility provides for $30 million in immediate availability for future capital expenditures and general
corporate needs, and an additional $20 million of availability once certain conditions have been met, for total
availability of $50 million. In addition, the Credit Agreement permits the Company to enter into one or more
Incremental Term Loan Facilities in the aggregate principal amount not to exceed $100 million subject to compliance
with certain covenants. No draw has been made or is currently contemplated under either of these facilities. When
and if a draw is made, the maturity date and interest rate options would be substantially identical to the Term Loan A
Facility. Repayment provisions would be agreed to at the time of each draw under the Incremental Term Loan
Facility.

The Credit Agreement also required the Company to enter into a hedge agreement to manage its exposure to interest
rate movements. The Company elected to hedge the minimum required under the Credit Agreement, and entered into
a pay fixed, receive variable swap on $63 million notional principal for three years. The Company will receive one
month LIBOR and pay a fixed rate of 1.00% in addition to the 3.50% initial spread on the Term Loan A Facility.

The Credit Agreement contains affirmative and negative covenants customary to secured credit facilities, including
covenants restricting the ability of the Company and its subsidiaries, subject to negotiated exceptions, to incur
additional indebtedness and additional liens on their assets, engage in mergers or acquisitions or dispose of assets, pay
dividends or make other distributions, voluntarily prepay other indebtedness, enter into transactions with affiliated
persons, make investments, and change the nature of the Company’s and its subsidiaries’ businesses.

Indebtedness outstanding under any of the facilities may be accelerated by an Event of Default, as defined in the
Credit Agreement.

The Facilities are secured by a pledge by the Company of its stock in its subsidiaries, a guarantee by the Company’s
subsidiaries other than Shenandoah Telephone Company or Shentel Converged Services, Inc., and a security interest
in all of the assets of the guarantors.

The Company is subject to certain financial covenants to be measured on a trailing twelve month basis each calendar
quarter unless otherwise specified. These covenants include:

¢ a limitation on the Company’s total leverage ratio, defined as indebtedness divided by earnings before interest, taxes,
depreciation and amortization, or EBITDA, of less than or equal to 3.00 to 1.00 from the closing date through
March 31, 2011, then 2.50 to 1.00 December 31, 2012, and 2.00 to 1.00 thereafter;

° a minimum debt service coverage ratio, defined as EBITDA divided by the sum of all scheduled principal
payments on the Term Loans and regularly scheduled principal payments on other indebtedness plus cash
interest expense, greater than 2.25 to 1.00 from the closing date through December 31, 2012, then 2.50 to
1.00 thereafter;

*a minimum equity to assets ratio, defined as consolidated total assets minus consolidated total liabilities, divided by
consolidated total assets, of at least 0.35 to 1.00 at all times, measured at each fiscal quarter end;

*a minimum fixed charge coverage ratio, defined as EBITDA divided by fixed charges (defined as cash interest
expense plus scheduled principal payments to be made on indebtedness plus capital expenditures other than capital
expenditures acquired pursuant to a capital lease through the reinvestment of net proceeds of permitted asset
dispositions or the sale of Shentel Converged Services, Inc. plus cash income taxes plus cash dividends and
distributions), greater than 0.80 to 1.00 from the closing date through December 31, 2012, then 0.90 to 1.00 through
December 31, 2013, and 1.00 to 1.00 thereafter; and,

ethe Company must maintain a minimum liquidity balance, defined as availability under the Revolver Facility plus
unrestricted cash and cash equivalents other than cash and cash equivalents held in the name of an Excluded
Subsidiary, of greater than $15 million at all times.
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These ratios are generally more restrictive than the covenant ratios the Company had been required to comply with
under its previously existing debt arrangements. As of September 30, 2010, the Company was in compliance with the
covenants in its credit agreements.
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ITEM MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
2. OPERATIONS

This management’s discussion and analysis includes “forward-looking statements” within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. When used in this report, the

words “anticipate,” “believe,” “estimate,” “expect,” “intend,” “plan” and similar expressions as they relate to Shenandoah
Telecommunications Company or its management are intended to identify these forward-looking statements. All
statements regarding Shenandoah Telecommunications Company’s expected future financial position and operating
results, business strategy, financing plans, forecasted trends relating to the markets in which Shenandoah
Telecommunications Company operates and similar matters are forward-looking statements. We cannot assure you

that the Company’s expectations expressed or implied in these forward-looking statements will turn out to be

correct. The Company’s actual results could be materially different from its expectations because of various factors,
including those discussed below and under the caption “Risk Factors” in the Company’s Annual Report on Form 10-K
for its fiscal year ended December 31, 2009. The following management’s discussion and analysis should be read in
conjunction with the Company’s Annual Report on Form 10-K for its fiscal year ended December 31, 2009, including
the financial statements and related notes included therein.

2 ¢

General

Overview. Shenandoah Telecommunications Company is a diversified telecommunications company providing both
regulated and unregulated telecommunications services through its wholly owned subsidiaries. These subsidiaries
provide wireless personal communications services (as a Sprint PCS Affiliate of Sprint Nextel) and local exchange
telephone services, as well as video, internet and data services, long distance, fiber optics facilities, and leased tower
facilities. The Company has the following three reporting segments, which it operates and manages as strategic
business units organized by lines of business:

* The Wireless segment provides digital wireless service to a portion of a four-state area covering the region
from Harrisburg, York and Altoona, Pennsylvania, to Harrisonburg, Virginia, as a Sprint PCS Affiliate of
Sprint Nextel. This segment also owns cell site towers built on leased land, and leases space on these
towers to both affiliates and non-affiliated service providers.

*The Wireline segment provides regulated and unregulated voice services, dial-up and DSL internet access, and
long-distance access services throughout Shenandoah County and portions of northwestern Augusta County,
Virginia, and leases fiber optic facilities, throughout the northern Shenandoah Valley of Virginia, northern Virginia
and adjacent areas along the Interstate 81 corridor, including portions of West Virginia and Maryland.

*  The Cable Television segment provides video, internet and voice services in Vi