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Operator:
Good day, ladies and gentlemen, and welcome to the Shenandoah Telecommunications Third Quarter Earnings Conference.  


At this time all participants are in a listen-only mode.  Later we’ll conduct a question-and-answer session and instructions will follow at that time.  If anyone should require assistance, please press star then zero on your touch-tone telephone.  As a reminder, this conference is being recorded.


I would now turn the call over to your host, Adele Skolits.  Please go ahead.

Adele Skolits:
Good morning and thank you for joining us.  The purpose of today’s call is to review Shentel’s results for the quarter ended September 30, 2013.  Our results were announced in a press release distributed this morning and the presentation we’ll be reviewing is included on the investor page of our website at www.shentel.com.  For those of you participating via the web, the slides will be advanced automatically.


Please note that an audio replay of the call will be made available later today.  The details were set forth in the press release announcing this call.


With us on the call today are, Christopher French, our President and Chief Executive Officer, and Earle MacKenzie, our Executive Vice President and Chief Operating Officer.  After our prepared remarks, we'll conduct a question-and-answer session.


As always, let me refer you to slide two of the presentation which contains our Safe Harbor disclaimer and remind you that this conference call may include forward-looking statements subject to certain risks and uncertainties.  These may cause our actual results to differ materially from these statements.  Shentel provides a detailed discussion of various risk factors in our SEC filings, which you’re strongly encouraged to review.  You’re cautioned not to place undue reliance on these forward-looking statements.  Except as required by law, we undertake no obligation to publicly update or revise any forward-looking statement.


Also, in an effort to provide useful information to investors, we note on slide three that our comments today include non-GAAP financial measures.  Details on these measures, including why we use them and reconciliations to the most comparable GAAP measures are included in our SEC filings.  These reconciliations are also provided in an appendix to today's slide presentation.


I'll turn the call over to Chris now.

Christopher French:
Thank you, Adele.  We appreciate everyone joining us this morning.  During the third quarter our financial performance showed significant improvement driven by customer growth and average revenue per user increases in the wireless and cable segments and from reduced operating expenses.  Additionally our 4G wireless network upgrade remains on track for completion by the end of this year.


On slide five, you will see the net income increased over 390 percent to $6.7 million compared to $1.4 million in the prior year.  It is important to note there were many unfavorable factors that impacted 2012 third quarter net income.  On an apples-to-apples basis, third quarter adjusted OIBDA increased 12 percent to $28.7 million.


Revenues were $77.5 million in the third quarter growing by 6.4 percent.  Revenues increased as a result of wireless subscriber growth and increased smartphone fees.  Additionally our cable segment revenues grew both from an increase and revenue generating units and from higher monthly revenue per customer.


Turning to slide six.  We again have positive net wireless additions in our postpaid services with the number of total postpaid customers up 1.8 percent over the year-end 2012 number and 3.4 percent higher than the third quarter 2012.  We added 1,370 net postpaid customers during the quarter reaching a total of 267,667.  Year-over-year we saw an 8.3 percent increase in prepaid customers and for the quarter we experienced a positive net addition of 1,297.  We are pleased with this increase given that the second quarter of 2013 saw a 3,000 decline in prepaid related to more stringent requirements for subscriber eligibility in the subsidize assurance program.


Our net service fee to Sprint increased from 12 percent of net billed revenues to 14 percent on August 1, 2008, excuse me 2013 which reduced net postpaid service revenue about $0.6 million, but net prepaid service revenues grew 31 percent due to 10.3 percent growth in our prepaid customer base and improved product mix.


The help from lower operating expenses, strong year-over-year customer and revenue growth led to an 88 percent increase in operating income for the wireless segment.  At the end of the third quarter 95 percent of our covered pops had access to our 4G service and we remain on track to complete the remainder of our network by year-end.


Cable segment highlights are shown on slide seven.  All upgrade to the cable systems acquired in 2010 has been completed, though fiber will continue to be installed throughout the rest of the year.  Operating revenues grew 8 percent to $20.5 million.  The increase in revenues was result of video price increases driven by rising programming costs and customer selecting higher price digital TV services and higher speed data access packages.


Cable segment total RGUs increased by 3,914, an increase of 3.4 percent over the year-end 2012 total and an increase of about 3.5 percent from the end of the third quarter 2012.  Consistent with cable industry trends, we experienced a slight decrease in basic video RGUs, but we did have good increases in digital video, high-speed internet and voice services.  We ended the quarter with a total of 118,805 RGUs.


Adjusted OIBDA in the cable segment for the third quarter 2013 was $1.2 million up 13 percent from $1 million in the third quarter of 2012.


Slide eight gives you an overview of our progress in recent years.  As most of you know in the 2008 to 2010 timeframe we made a series of strategic acquisitions primarily to built out our cable network and diversify our business.  These were good markets that we acquired, but many of the assets were quite neglected by former owners.  During the 2010 to 2013 period, we've been investing a tremendous amount of resources in upgrading both our wireless and cable businesses.


Now that the cable upgrades have been completed we're focused on improving the Shentel cable brand and strengthening our service offerings.  As consumer demand increases for high-speed broadband services and premium digital TV packages, we expect to see continued strong demand for our services.


We're at the tail-end of our 4G network upgrade which is the most significant capital investment Shentel has ever made.  The bulk this project is now complete, so we expect the capital expenditures will come down significantly in 2014.


On slide eight, you’ll find some of the key initiatives currently underway in our company.  During the quarter we realigned our management structure so that executive responsibilities are now organized around each of our business segments, wireless, cable or wireline rather than according to a particular function.  We believe this realignment will be beneficial and provide us more focus on our three lines of business helping us execute more effectively on our strategic initiatives and helping us better meet the needs of our customers.


As I've already mentioned on the wireless side of the business our top priority has been to complete the 4G upgrade by the end of the year.  With the upgrade essentially complete we're focused on leveraging this extraordinary network to grow both our number of users and the average revenue per user.  Sometimes overlooked element of our wireless segment as our tower business, we’re unique in the industry and that we own 153 towers which we use for our own business and on which we lease space to other carriers.  This is a valuable asset with significant capacity and over the long-term will benefit from increased demand for data usage and better coverage.


Our cable upgrades are complete and we’re focused on leveraging this investment to grow overall RGUs and revenues.  Our improved technology, our focus on customer service and our branding initiative launched in 2012 are helping us gain traction in our markets and contributing to broader and more positive recognition of the Shentel brand.  As a result, we are seeing stronger demand for our cable products.


Finally fiber leasing revenues part of both are cable and our wireline segments grew 13 percent quarter-over-quarter and were focused on driving continued growth in this part of our business.  We are very pleased with the third quarter results and the positive trends we’re seeing.  Our balance sheet is strong with $63 million in working capital and $62 million of cash at September 30, 2013.


We’re optimistic that our improved financial performance, solid balance sheet and the pending completion of our 4G network had us well positioned to take advantage of growth opportunities.  Last week we announced an annual cash dividend of $0.36 per share.  The dividend is an increase of $0.03 per share or 9 percent over the 2012 dividend.  Shentel has paid annual dividends every year, since 1960 demonstrating our history of strong financial performance and commitment to our shareholders.


I’ll now turn the call back to Adele to review the details of our financial results.

Adele Skolits:
Thank you, Chris.  I will begin on slide 11.  On this slide you see that both operating income and net income for the third quarter of 2013 had strong increases compared to the same quarter in 2012.  Operating income increased over 145 percent reaching $13.3 million.  Net income for the quarter was over $6.7 million, an increase of 375 percent over the third quarter of 2012.  Earnings per basic and diluted share for Q3 ‘13 was $0.28, up from $0.06 in the prior year.


While there have been significant improvements in the performance of our business, it’s important to consider that the 2012 results included the impact of several significant unfavorable events.  These included the accelerated depreciation of 3G assets, the write-off of $780,000 of unamortized debt issuance cost and storm damage cost of $600,000 in the cable segment.


Slide 12 shows the financial results after adjusting for these non-routine expenses, as well as certain non-cash expenses and applying to the third quarter of 2012 its share of the fourth quarter of 2012 payment from Sprint related to the prior quarter’s prepaid results.  This gives us a better apples-to-apples comparison in order to evaluate the performance of the underlying businesses.  As this slide shows, adjusted operating income before depreciation and amortization or OIBDA for Q3 ‘13 was $28.7 million, up $3.1 million or more than 12 percent from Q3 ‘12.


In order to better understand the forces driving this growth, I have provided the OIBDA results by segment on slide 13.  What you see from this table is that adjusted wireless OIBDA has grown by 15.5 percent.  Cable results have improved by more than 13 percent.  And wireline segment’s result is up over 2 percent over Q3, ‘12 since the growth in fiber sales and retail rates is once again offsetting the loss of long distance carrier access billings and the modest loss of wireline retail customers.


Next I will go into the wireless and cable OIBDA changes in depth.  On slide 14, I have analyzed the changes in the wireless OIBDA results between Q3 ‘12 and Q3 ‘13.  Prepaid revenues have grown by $2.4 million reflecting the shift in our customer mix to higher average rate plans and an 8 percent growth in the prepaid customer base.


Recall that we have lost many lower than average revenue assurance prepaid customers in the first half of the year when the government sponsored lifeline program required the customers be at least certified.


Postpaid revenues are shown net of Sprint’s service fees.  Despite the increase in the service fee rate on August 1st from 12 percent to 14 percent, net service fees have grown by $2 million.  The Sprint fee increase was more than offset by growth in our average postpaid customer base of 3 percent in Q3, ‘13 over Q3, ‘12 and growth in data billing rates.  The cost that support prepaid customers has grown by $600,000 both as a result of the 8 percent growth in average customers and an increase in the rate Sprint charges set to help support those customers.


The increasing volume of traffic and customer growth drove growth in our network cost of $1.2 million in Q3 '13.  These costs have also grown as a result of the implementation of 4G technology, which requires either fiber or microwave backhaul technology rather than the copper-based T1s we had been relying on for most of our 3G cell sites.  In addition, we’re paying more rent at the cell sites where we have upgraded to 4G.


On slide 15.  I’ve shown the components of the changes in adjusted cable OIBDA.  High-speed data revenues have grown by $1 million and voice revenues by $300,000 in Q3 '13 over Q3 '12 primarily as a result of a 10 percent and 22 percent increase in average customers respectively.  Network costs have increased by $1.1 million to support additional voice and internet traffic.


At this time, I’ll turn the call over to Earle to go into greater depth on some of the operating factors driving our results.

Earle MacKenzie:
Thank you, Adele.  Good morning.  I'll start with a few Network Vision stuff.  We are nearing the completion of the project and we'll be making an announcement in the coming weeks.  Our primary emphasis has shifted to optimizing the network.  Over 40 percent of all of our data traffic is LTE and we are approaching 15 percent of our voice traffic on 800 megahertz.  Our customers are starting to notice the benefits of our investment.


We assume there will be 15 months to 18 months before the marketplace acknowledges our efforts.  We are doing local LTE advertising, but with Sprint's construction delayed and without the anticipated Sprint regional and national message, it will take longer for the prospective customers to acknowledge.


Moving to slide 18, as of September 30 we had 267,667 postpaid customers up to 3.4 percent increase from a year ago.  As shown on this slide we continue to see an increase in smartphone penetration with 72 percent of our postpaid users having a smartphone.  We have over a 100,000 postpaid customers with an LTE device.  During the third quarter we top 400,000 postpaid and prepaid customers with total penetration of almost 19.5 percent of covered POP.


On slide 19, you see that we had 15,754 gross ads during the third quarter of 2013 compared to 18,427 in the same quarter of 2012.  Last year approximately 20 percent of the gross ads were iDEN conversions with no iDEN conversions this quarter.  Therefore we see the positive trend of a 6.5 percent increase in non-conversion gross ads.  55 percent of gross ads came to Shentel controlled channels in the third quarter of 2013 compared to 47 percent in the same quarter last year.


Churn was down at 1.8 percent.  Lower gross ads and the change in churn resulted in 1,370 net ads in 2013 compared to 3,842 last year.  I've been asked about the impact of Network Vision on our customer growth.  It’s impossible to specifically tell, but there is no doubt that replacing entire network has impacted our customers.  We did not see a significant increase in churn, but we did see a higher ratio of customers putting their price in an AT&T during the hike of the construction activity.  Over the past few months as we are winding down the construction and working on optimizing the network, we’re seeing the port-in, port-out ratio move back into line with our traditional patterns.


Slide 20 shows continued increase in gross billed revenue per postpaid customer.  Since the third quarter of 2012, the total has increased $2.24 with the entire increase covering from increased state of billings.  We've seen an increase of $1.06 since the second quarter of this year.  With the recent changes in Sprint price plan that offers unlimited for life at $80, a separate $10 smart fee will not apply.  With the $80 price point, the change will not negatively impact our ARPU, but the only new $10 smartphone fees will be on for a customer that migrates to a smartphone, but does not change to an unlimited for life price plans.


Moving to slide 21, I have shown the reconciling items between our gross billed revenues and the revenue shown on our financial statements.  Gross billed revenue for the third quarter was $51.1 million, an increase of 7.6 percent from a year ago.  The net grew by 6.1 percent.  The lower percentage growth on the net revenue is due primarily to the anticipated increase in the net service fee from 12 percent to 14 percent.  Unless agree to by both parties, the 14 percent cap remains in effect for the duration of our contract with Sprint.


Prepaid results have shown on slide 22.  We had 1,297 net adds on approximately 17,600 gross adds.  We ended the quarter with a 132,659 prepaid customers.  This is over an 8 percent increase of prepaid customers in the past year.  As of September 30, 59 percent of our prepaid base had a smartphone with 8 percent of those phones having LTE capabilities.


You see on slide 23 that prepaid churn is down from the previous quarter but up slightly from our recent quarterly trends.  As you recall, the high churn in the second quarter was the result of the reauthorization of the government subsidized insurance product.  Third quarter average gross billed revenue was $27.47, an increase of 14 percent from a year ago.  As we shared last quarter the reduction in the number of the $10 insurance customers resulted in the higher prepaid ARPU.


I will now to cable on slide 25.  We had a strong third quarter with 2,690 net new revenue generating units or RGUs.  This is the quarter when our college seeking customers return to school.  Last year we added 2,259 net RGUs in the same quarter.  Year-to-date we’ve added 3,914 net RGUs compared to 2,881 for the first nine months of 2012, an increase of 36 percent.


In the third quarter we added 2,066 broadband customers, 762 voice customers and lost only 138 video customers.  As of September 30, we had 75,324 customers with 17,687 of them not purchasing a video product.  The average RGU per customer continues to move up for the third quarter at 1.58.


I would like to share a data point with you that illustrates the momentum we are seeing in our cable business.  I am sure that many of you are familiar with the net promoter score where you ask your customer how likely they are to recommend your company or product and that promoter score is the net of the customers that on a 10 point scale give you a 9 or 10 less the number of customers that give you a 0 to 6.  Most companies get in the teams and best of breed start at 45.  We first ask the question of our customers in our new required cable markets in 2010.  At that point, our score was a negative five.  We recently asked the same question and received the score of 35.  The research firm that conducted the surveys stated it was one of the most dramatic turnarounds that ever seen.  I am very proud of what we have been able to accomplish.


Slide 26 shows the average revenue per RGU and per customer.  We continue to see an increase year-over-year and quarter-over-quarter.  In the past year, the average per customer increased over $6.  This is the result of selling more services per customer, higher revenue services and reflects the video price increase we had at the beginning of 2013.


We’ve updated our penetration by type of service on slide 27.  The increase in homes passed is the function of us continuing to expand our network where there is sufficient demand and the extensions meet our financial criteria.  We have had good growth in high-speed internet and voice penetrations.  It’s still well below the industry or peer average, but with the limited years that these services have been offered in our markets, we are making great progress.  We continue to follow the industry trends on video.  The jump in digital penetration is a result of the previously discussed digital conversions we have started in our 750 megahertz market.


Today we have converted 4,900 analog customers in three systems to all digital.  We have found that the average analog customer requires approximately 2.5 digital boxes for the conversion.  We will convert the three remaining 750 megahertz system with almost 7,100 analog customers to all digital in 2014.


Wireline results are shown on slide 29.  There is a little change in our wireline results.  We continue to have access line losses far below the industry average and consistent broadband penetrations.


I will conclude on slide 30, which provides an update of our expected 2013 capital expenditures.  We now expect to spend $102.4 million before the year end of the year.  The difference is due to shifting $17 million of fiber capacity and building expenditures to next two year.  The remaining difference is made up of either projects that came and under budget or success based projects that did not materialize.  As we stated before, we expect the 2014 expenditures will be significantly lower.  We're in the process of finalizing our 2014 capital budget and we'll share our estimates in the future.


I'll now turn it back to Adele.

Adele Skolits:
This concludes our prepared remarks.  (Stephanie), would you now like to review the instructions for posting the question.

Operator:
Thank you.  Ladies and gentlemen, to ask a question, please press the star then the one on your touch-tone telephone.  If your question has been answered and you wish to remove yourself from the queue, you may press the pound key.  


Our first question comes from Ric Prentiss with Raymond James.  Your line is open.

Richard Prentiss:
Couple of questions.  First on the land line side, there is a little growth year-over-year, but there was a decline quarter-to-quarter.  Can you talk a little bit about the seasonality and probably some new rates that were in there?

Adele Skolits:
I don’t know that there is a significant change in that business, Ric.  Fiber deals come and have a limited timeframe associated with some – you do see some adjustments to access fees as you go along, but for the most part I think that’s more noise than anything else.

Richard Prentiss:
So should we expect kind of that 2 percent year-over-year growth in that kind of low single-digits on the landline side then, given the fiber sales you’re doing?

Adele Skolits:
Yes.

Richard Prentiss:
OK.  And then Earle, you’d mentioned that doing local advertising on the Wireless side, feeling that it could take 15 to 18 months before the market sees the benefit of what you did with Vision again Sprint’s status.  Can you expand a little bit on that about how much local advertising you expect to do and what do you think the effect might be on gross and net adds?

Earle MacKenzie:
We do about $3 million plus a year in advertising, local advertising, and so what we have – currently doing is we are featuring the LTE along with the unlimited in the advertising that we're doing now.  And we’ll be alternating throughout the year promotional and then more brand, which would be the LTE advertising.  


The problem that we've got is that we're very influenced by the Washington, Baltimore and Philadelphia markets and rely on the Sprint message coming out of those markets to help us get the word out.  And because those are not markets that they've started launching in the LTE advertising again, we're not getting that residual effect.  But as we move towards the middle of next year and the Sprint advertisers more for about their LTE product, I think that will be a significant help for us.

Richard Prentiss:
OK.  And then Sprint had a pretty low percent of handsets upgrade within third quarter, I think they were just like 7 percent of the postpaid base, how are upgrades in your base?

Christopher French:
We’ve had 6.2 percent of our base upgraded in the third quarter.  From our historical past, we normally are in that 5.8 percent to 6 percent range.  So we actually had a little bit than normal but still considerably lower than kind of the industry average.

Richard Prentiss:
Great.  I’ll come back in, if there is time at the end for more questions.  Thanks.

Adele Skolits:
Ric, I would add to the question earlier about wireline that you ought to consider that our runout of certain sales of the convert services business was being conducted through the wireline segment.


So we were billing those buyers for the content that they were using at those properties for a certain period of time post sale of the convert services properties and we were really weren’t making money on that we recording the revenues and the cost of goods sold in the wireline segment related to those two and that stopped in the second quarter.

Richard Prentiss:
OK.  Thanks.

Adele Skolits:
You are quite welcome.

Operator:
Our next question comes from Barry Sine with Drexel Hamilton.  Your line is open.

Barry Sine:
I want to start talking about the expenses in your Wireless segment.  Before you embarked on the 4G upgrade plans, you gave a lot of detail in terms of what impact that might have on ongoing operating expenses and depreciation, essentially duplicate OpEx into the depreciation.  Now that we’re at the tail-end of that build, I’m assuming we are going to turn back to normal.  Are we still seeing some of those duplicative costs?  When do those run off and what does the run-rate for 2014 look like?

Adele Skolits:
The accelerated depreciation is all but done.  We time that to end at the point that the cell sites were replaced.  And you will already see, and by the way our Q is being released this morning, you will already see the drop in depreciation as a result.  The cost for the replacement of the backhaul is ongoing as we’ve terminated, we’ve experienced some termination fees related to canceling the copper lines.  We also had some duplicative costs as you note, Barry related to paying for the existing lines as well as the new lines as we were shifting from the old technology to the new.  I expected that will end in the fourth quarter as we get the final cell sites replaced.

Barry Sine:
Adele, could you put a number around those higher operating expenses and what delta would look like in 2014?

Adele Skolits:
We are not prepared to giving you guidance on 2014 at this point, but we did include the duplicative costs in our calls last year, Barry, so I would refer you to those.

Barry Sine:
OK.  And in terms of wireless marketing obviously with SoftBank in control of Sprint now.  They have talked about getting more aggressive as they did in the Japanese market some years ago.  I am assuming it’s a little early to see any of that, but are you starting hear any – what are your thoughts on how that might impact your business?  More subscriber additions, more handset subsidies, perhaps lower rates plans?

Earle MacKenzie:
Barry, this is Earle.  I think that Sprint’s also talked about this, that we are not going to see any significant shifts until next year until they finish out their LTE Network Vision rollout.  So I would anticipate that we will see a significant uptick in advertising and promotion activity at the end of next year or prior to that I am not expecting any significant changes.

Barry Sine:
OK.  And my last question is regarding the capital structure.  As you talk about in the press release, we should see a significant decline in CapEx going forward, even with the higher spending.  You have a very, very clean balance sheet, still a relatively low dividend yield.  What is the management and the Board thinking about in terms of potential ways to return value to the shareholders?

Christopher French:
Barry, this is Chris.  I guess we see 4 options really for the use of additional free cash flow.  Our first priority is going to continue to be – to invest in growing the company.  We could invest back, whether it’s expanding our current networks to reach new customers, such as building a new fiber route or making acquisition that grows one of our existing segment.  That would be our preference and our top priority.


Least likely would to do stock buybacks.  With very limited float we have in our stock, we are not sure that would be a wise choice.  So then that leaves, if we don’t have any compelling investment options, then most likely use would be to increase cash dividends to shareholders and then consider accelerating the repayment of our debt.

Barry Sine:
Great.  Thank you very much.

Operator:
Our next question comes from David Dixon with FBR Capital Markets.  Your line is open.

David Dixon:
Thank you.  Good morning.  We are fortunate to be over in San Francisco looking at the launch of the Sprint Spark differentiated LTE service.  And I want to ask a couple of questions around that in terms of postpaid sub-momentum and CapEx in coming years, really focused in on Sprint Spark as that the triband service to provide something quite differentiated on LTE and grow market share.  It is an incremental build of remote radios and antennas.  So it should be a rather quick build out rather than to what we have seen in the past that has been replaced.  So I'm just wondering if you are forecasting a build in region over time.  The other benefit from some postpaid momentum, I think, Sprint has been anticipating or whether you would be looking at benefit from those devices as they are seated with Sprint building across all of its sites nationwide, which is an urban area, 24 percent of geography.  So I wanted to just get an update on your thinking there, if I could.

Earle MacKenzie:
David, this is Earle.  Yes, we have been certainly watching that closely and continuing to have ongoing conversations with Sprint about the use of the 2.5 spectrum.  As Sprint has said, they are going to start in their largest metropolitan areas for 2 reasons.  Number one, obviously this could be a great differentiator, but they also need the additional spectrum in those markets.  We don't have that spectrum constraint in the next couple of years as we project out the data usage on our customers.


But we’ll not be probably on the same timeline as Sprint.  We see ourselves probably lagging Sprint a little bit on the build out of the Spark, of the 2.5.  So as we're kind of looking at our next couple of years, we see that at the earliest being a 2015 event.  And then we would start, obviously on a much different scale, we would start in our most populated areas and start building out the core of that with the 2.5 and then moving out as we saw it was prudent based on the cost and the usage.

David Dixon:
And Earle just to clarify could that require a renegotiation of the management agreement?

Earle MacKenzie:
It will.  Today we don’t have specific permission to use the 2.5, but we’ve started those discussions and I believe that it will look enough a lot like the amendment that we did to get the G Block and the 800.

David Dixon:
Terrific.  And then just a question on LTE performance and your spectrum strategy here that was on LTE 1900 and 800, if I heard correctly, you have the 40 percent of data on LTE.  That’s a mix of 1900 and 800 right now, is it or primarily 1900?

Earle MacKenzie:
It’s all 1900.  We won’t be launching – the only thing we have on 800 right now is voice.  We will be launching our initial LTE at 800 towards the end of the first quarter.  And we’ll be rolling that out as Sprint turns the 800 spectrum over to us.

David Dixon:
And as those carriers are lit and perhaps some observations on voice, what’s the opportunity to refarm 1900 PCS as voice-based 800, stronger signal strength there.  What's the opportunity there on the PCS to refarm?

Earle Mackenzie:
There is a lot of opportunity.  Actually we will start refarming the 1900 to LTE by late 2014 as we see more and more customers moving off 3G phone on to a 4G phone, we’ll be able to recapture some of that capacity and then move it to LTE.

David Dixon:
Great.  And then lastly, just on the LTE performance, what are you seeing in terms of throughput and latency thus far?

Earle MacKenzie:
We are getting up to 20 MHz of speed, but I would say probably the average is more in the 8 to 10 range and little or no latency.

David Dixon:
And that's on the 2.5 (just) on G Block?

Earle MacKenzie:
Yes.

David Dixon:
And so all that you'd mentioned there in terms of refarm, that’s factored into you not seeing spectrum constraints for the next 2 years?

Earle MacKenzie:
Right.

David Dixon:
Terrific.  And then just lastly, within an approval expected to the other building, tell us obviously you're going to look at different options there, but do you see any opportunity to manage that other build?  Is there any update there?

Earle MacKenzie:
Obviously we've said in the past, we would love to expand our relationship with Sprint if there was an opportunity, but we don’t have anything specific at this point.

David Dixon:
OK.  Got it.  Thanks very much.

Operator:
Our next question is a follow-up from Ric Prentiss of Raymond James.  Your line is open.

Richard Prentiss:
Yes.  I want to circle back on some of the items that came up on the Sprint call the other day.  Sprint had seen a significant effect in third quarter from what they call mixed customers or mixed accounts where a corporate account had iDEN handsets, but also CDMA handsets.  iDEN got turned off at end of June, but the CDMA side of those accounts came up, as Sprint noted, quite significantly in third quarter and expected to still see a sizable amount coming off in fourth quarter.  I know you didn’t have the iDEN side of things, but did you experience anything in the quarter kind of the similar vein?

Earle MacKenzie:
We did, but to a much, much lesser extent.  It was a handful of customers who fit into that kind of profile and did migrate to another carrier, but nothing to the same extent that Sprint has.

Richard Prentiss:
So when you say handful, you literally have enough customers?  That also includes the subscriptions as fairly small, so we're talking …?

Earle MacKenzie:
Well, I mean, these are customers with 50 to 100 lines, but a handful of customers plus then a half dozen.

Richard Prentiss:
But even if there were 5 or 6 of them at 50, I mean could we have seen a couple of hundred hit to adds?

Christopher French:
Yes.  I mean, we lost a couple of business customers in the third quarter that was related to that kind of overall theme.

Richard Prentiss:
Sure, OK.  And then as you look into fourth quarter, do you have any visibility on how many more of those are to come?

Earle MacKenzie:
I am not aware of any that are talking to us right now, but I don’t think it’s going to a big issue for us.

Richard Prentiss:
OK.  And on the call with Sprint the other day, they also kind of alluded to potential interest of hosting third-parties, you guys have your own towers so that’s kind of nice also.  But what are your thoughts about hosting third-parties’ spectrum on your assets and what that might mean to the competitive landscape?

Earle MacKenzie:
That was one of the reasons to do Network Vision.  We always saw that as kind of a potential revenue stream.  We are not afraid to sell services to our competitors.  We do it all the time.  Being a small player, you kind of have to, I always joke that one of our biggest fiber customers is Dish, who we compete against on the side of cable.  So if there is an opportunity to host somebody else’s spectrum on our sites, we are more than happy to do that.

Richard Prentiss:
And just like Spark might be lagged out a little bit given your population density, third-party hosting might come to you first for that kind of same reason that you are more suburban rural, and that might be where third-parties have some interest.  Is that a fair thought?

Earle MacKenzie:
Could very well be, and we are prepared.  That was, as I said, that was part of our planning when we did Network Vision.  As you remember, when Network Vision was just getting started, there was lot of discussion about LightSquared.  We were prepared to move forward with Sprint on that project.  So if another opportunity does come forward, we’ll jump in.

Richard Prentiss:
Great.  And then on the CapEx side, it got reduced to $102 million for 2013.  I think, Earle, you mentioned that there was some flipping of $17 million had to do with fiber capacity, and I missed the third part, I was just trying to frame what was that within the Wireless category, maybe, what was the slipping out into ’14?

Earle MacKenzie:
The biggest single project was a couple of fiber-to-the-towers to other carriers.  We thought that those projects would be more mature this year, but the delays in getting the contract signed have pushed virtually all of the – we've done the engineering this year, but all the construction will be done next year.  And that represents almost 40 percent of that number.  

Richard Prentiss:
OK.

Earle MacKenzie:
It's just fiber build out on success base.  There is some capacity, both on the Cable side and Wireless side.  And then we had a couple of real building projects.  The total of those were across all 3 segments and that was about $3 million of that.  So there really is no one project that represents the majority of the 17, but the biggest slice of that is actually fiber builds.

Richard Prentiss:
And given that success base, but do you still feel the success is there, because the engineering that could bode well as you constructed in ‘14 for fiber revenue on the land mine side?

Earle MacKenzie:
Absolutely.

Richard Prentiss:
OK.  And then, the $17 million that shift out the significant reduction to CapEx from ‘13 to ‘14 includes the impact of that 17 shifting out as well.

Earle MacKenzie:
Yes.

Richard Prentiss:
OK, great.  Thanks guys.

Operator:
Our next question is a follow-up from David Dixon with FBR Capital Markets.  Your line is open.

David Dixon:
Thanks very much.  Just a follow-up on the relative weakness in the Sprint network in adjacent areas that are all due to Network Vision, just looking back looking at the historical context here, has the Sprint network ever been in a position of relative strength in those adjacent areas?  I am trying to get a sense of whether porting trends could perhaps track back, not just traditional levels, but have to get to levels better than before the upgrade?

Earle MacKenzie:
If I look at over the relationship with Sprint, as one would expect, they started building out the core of their metropolitan areas first.  And as we've moved towards over the 10-year period, they got this coverage got better and better where we interconnected with them at the borders.  We're now kind of in that same pattern over again, where they have started the LTE build out at the core and we expect that they will – one of the last sites that will be done will be the ones that are the farthest out for them.


That’s the reason why I am kind of focusing on the 15 to 18 month timeframe because we do receive some negative comments from our customers who travel, that they go from our virtually complete LTE network, they cross the border and then they’re back at 3G until they get to Downtown D.C. or Downtown Baltimore and it’s irritant to them.  So we're anxious for Sprint to finish up because we do think there will be some significant value to us by having the LTE experience be seamless to the customer.

David Dixon:
Are you surprised, then, Earle, that it’s already back at traditional levels and they're (visiting) the line, the (following) trends are in line now with where they were previously?

Earle MacKenzie:
They are moving that way, we're not at back there yet, but we should be back there, I mean if the trend line continue we’d be back there by early next year.

David Dixon:
OK, that's good clarification.  Thank you so much.

Operator:
I am showing no further questions.  At this time, I would now turn the call back over to Adele Skolits for closing remarks.

Adele Skolits:
Thank you for participating.  As I said earlier, our 10-Q was filed this morning.  And if you have further questions, please let me know my contact information was provided in the press release.  Thank you very much for participating.

Operator:
Thank you.  Ladies and gentlemen, that does conclude today’s conference.  You may all disconnect and have a wonderful day.

END

