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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS (in thousands)
	
	
	September 30,
	
	December 31,
	

	ASSETS
	
	2020
	
	
	2019
	

	
	
	
	
	
	
	

	Current assets:
	
	
	
	
	
	

	Cash and cash equivalents
	$
	184,050
	
	$
	101,651
	

	Accounts receivable, net of allowance for doubtful accounts of $469 and $533, respectively
	
	67,667
	
	
	63,641
	

	Income taxes receivable
	
	94
	
	
	10,306
	

	Prepaid expenses and other
	
	10,579
	
	
	11,146
	

	Current assets held for sale
	
	1,148,601
	
	
	55,109
	

	Total current assets
	
	1,410,991
	
	
	241,853
	

	Investments
	
	13,034
	
	
	12,388
	

	Property, plant and equipment, net
	
	413,602
	
	
	363,087
	

	Intangible assets, net and Goodwill
	
	103,856
	
	
	88,241
	

	Operating lease right-of-use assets
	
	48,844
	
	
	42,568
	

	Deferred charges and other assets
	
	10,972
	
	
	9,267
	

	Non-current assets held for sale
	
	—
	
	1,141,498
	

	Total assets
	$
	2,001,299
	
	$
	1,898,902
	

	LIABILITIES AND SHAREHOLDERS’ EQUITY
	
	
	
	
	
	

	
	
	
	
	
	
	

	Current liabilities:
	
	
	
	
	
	

	Current maturities of long-term debt, net of unamortized loan fees
	$
	696,378
	
	$
	31,650
	

	Accounts payable
	
	25,602
	
	
	40,295
	

	Advanced billings and customer deposits
	
	8,304
	
	
	8,189
	

	Accrued compensation
	
	15,154
	
	
	10,075
	

	Current operating lease liabilities
	
	1,875
	
	
	1,731
	

	Accrued liabilities and other
	
	13,854
	
	
	7,391
	

	Current liabilities held for sale
	
	470,943
	
	
	54,246
	

	Total current liabilities
	
	1,232,110
	
	
	153,577
	

	Long-term debt, less current maturities, net of unamortized loan fees
	
	—
	
	688,464
	

	Other long-term liabilities:
	
	
	
	
	
	

	Deferred income taxes
	
	146,771
	
	
	137,567
	

	Asset retirement obligations
	
	4,870
	
	
	6,152
	

	Benefit plan obligations
	
	2,255
	
	
	2,277
	

	Non-current operating lease liabilities
	
	44,808
	
	
	42,625
	

	Other liabilities
	
	22,303
	
	
	16,776
	

	Non-current liabilities held for sale
	
	—
	
	379,036
	

	Total other long-term liabilities
	
	221,007
	
	
	584,433
	

	Shareholders’ equity:
	
	
	
	
	
	

	Common stock, no par value, authorized 96,000; 49,852 and 49,671 issued and outstanding at September 30, 2020 and
	
	—
	
	—
	

	December 31, 2019, respectively
	
	
	
	
	
	

	Additional paid in capital
	
	45,925
	
	
	42,110
	

	Retained earnings
	
	507,458
	
	
	430,010
	

	Accumulated other comprehensive (loss) income, net of taxes
	
	(5,201)
	
	
	308
	

	Total shareholders’ equity
	
	548,182
	
	
	472,428
	

	Total liabilities and shareholders’ equity
	$
	2,001,299
	
	$
	1,898,902
	

	
	
	
	
	
	
	



See accompanying notes to unaudited condensed consolidated financial statements.
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	SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES
	
	
	
	
	
	
	
	
	
	
	

	UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
	
	
	
	
	
	
	
	

	(in thousands, except per share amounts)
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Three Months Ended
	
	Nine Months Ended
	

	
	
	September 30,
	
	
	
	September 30,
	
	

	
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019
	

	Service revenue and other
	$
	55,173
	
	$
	51,814
	
	$
	162,643
	
	$
	153,285
	

	Operating expenses:
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	22,669
	
	
	20,947
	
	
	65,167
	
	
	62,030
	

	Selling, general and administrative
	
	20,039
	
	
	19,445
	
	
	64,227
	
	
	57,600
	

	Depreciation and amortization
	
	11,995
	
	
	10,741
	
	
	36,010
	
	
	33,807
	

	Total operating expenses
	
	54,703
	
	
	51,133
	
	
	165,404
	
	
	153,437
	

	Operating income (loss)
	
	470
	
	
	681
	
	
	(2,761)
	
	
	(152)
	

	Other income:
	
	
	
	
	
	
	
	
	
	
	
	

	Other income, net
	
	1,083
	
	
	994
	
	
	3,103
	
	
	3,328
	

	Income before income taxes
	
	1,553
	
	
	1,675
	
	
	342
	
	
	3,176
	

	Income tax expense (benefit)
	
	141
	
	
	507
	
	
	(684)
	
	
	(108)
	

	Income from continuing operations
	
	1,412
	
	
	1,168
	
	
	1,026
	
	
	3,284
	

	Income from discontinued operations, net of tax
	
	33,509
	
	
	13,186
	
	
	76,422
	
	
	38,130
	

	Net Income
	
	34,921
	
	
	14,354
	
	
	77,448
	
	
	41,414
	

	Other comprehensive income:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Unrealized income (loss) on interest rate hedge, net of tax
	
	539
	
	
	(1,494)
	
	
	(5,509)
	
	
	(8,434)
	

	Comprehensive income
	$
	35,460
	
	$
	12,860
	
	$
	71,939
	
	$
	32,980
	

	Net income per share, basic and diluted:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Basic - Income from continuing operations
	$
	0.03
	
	$
	0.02
	
	$
	0.02
	
	$
	0.07
	

	Basic - Income from discontinued operations, net of tax
	$
	0.67
	
	$
	0.27
	
	$
	1.53
	
	$
	0.76
	

	Basic net income per share
	$
	0.70
	
	$
	0.29
	
	$
	1.55
	
	$
	0.83
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Diluted - Income from continuing operations
	$
	0.03
	
	$
	0.02
	
	$
	0.02
	
	$
	0.07
	

	Diluted - Income from discontinued operations, net of tax
	$
	0.67
	
	$
	0.27
	
	$
	1.53
	
	$
	0.76
	

	Diluted net income per share
	$
	0.70
	
	$
	0.29
	
	$
	1.55
	
	$
	0.83
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Weighted average shares outstanding, basic
	
	49,911
	
	
	49,857
	
	
	49,889
	
	
	49,827
	

	Weighted average shares outstanding, diluted
	
	50,105
	
	
	50,129
	
	
	50,049
	
	
	50,110
	



See accompanying notes to unaudited condensed consolidated financial statements.
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (in thousands)
	
	Shares of Common
	
	Additional Paid in
	
	
	
	
	Accumulated Other
	
	
	

	
	
	
	
	
	Retained Earnings
	Comprehensive (Loss)
	
	Total
	

	
	Stock (no par value)
	
	Capital
	
	
	
	Income
	
	
	

	Balance, June 30, 2020
	49,852
	
	$
	44,659
	
	$
	472,537
	
	$
	(5,739)
	
	$
	511,457
	

	Net income
	—
	
	—
	
	34,921
	
	
	—
	
	34,921
	

	Other comprehensive gain, net of tax
	—
	
	—
	
	—
	
	538
	
	
	538
	

	Stock-based compensation
	—
	
	1,259
	
	
	—
	
	—
	
	1,259
	

	Common stock issued
	—
	
	7
	
	
	—
	
	—
	
	7
	

	Balance, September 30, 2020
	49,852
	
	$
	45,925
	
	$
	507,458
	
	$
	(5,201)
	
	$
	548,182
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Shares of Common
	
	Additional Paid in
	
	
	
	
	Accumulated Other
	
	
	

	
	
	
	
	
	Retained Earnings
	
	Comprehensive
	
	Total
	

	
	Stock (no par value)
	
	Capital
	
	
	
	Income (Loss)
	
	
	

	Balance, December 31, 2019
	49,671
	
	$
	42,110
	
	$
	430,010
	
	$
	308
	
	$
	472,428
	

	Net income
	—
	
	—
	
	77,448
	
	
	—
	
	77,448
	

	Other comprehensive loss, net of tax
	—
	
	—
	
	—
	
	(5,509)
	
	
	(5,509)
	

	Stock-based compensation
	152
	
	
	5,974
	
	
	—
	
	—
	
	5,974
	

	Common stock issued
	—
	
	23
	
	
	—
	
	—
	
	23
	

	Shares retired for settlement of employee taxes upon issuance of
	(47)
	
	
	(2,182)
	
	
	—
	
	—
	
	(2,182)
	

	vested equity awards
	
	
	
	
	
	
	
	
	
	
	
	

	Common stock issued to acquire non-controlling interest in nTelos
	76
	
	
	—
	
	—
	
	—
	
	—
	

	Balance, September 30, 2020
	49,852
	
	$
	45,925
	
	$
	507,458
	
	$
	(5,201)
	
	$
	548,182
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Shares of Common
	
	Additional Paid in
	
	
	
	
	Accumulated Other
	
	
	

	
	
	
	
	
	Retained Earnings
	
	Comprehensive
	
	Total
	

	
	Stock (no par value)
	
	Capital
	
	
	
	Income (Loss)
	
	
	

	Balance, June 30, 2019
	49,857
	
	$
	47,138
	
	$
	415,556
	
	$
	1,340
	
	$
	464,034
	

	Net income
	—
	
	—
	
	14,354
	
	
	—
	
	14,354
	

	Other comprehensive loss, net of tax
	—
	
	—
	
	—
	
	(1,494)
	
	
	(1,494)
	

	Stock-based compensation
	—
	
	936
	
	
	—
	
	—
	
	936
	

	Stock options exercised
	—
	
	—
	
	—
	
	—
	
	—
	

	Common stock issued
	—
	
	9
	
	
	—
	
	—
	
	9
	

	Balance, September 30, 2019
	49,857
	
	$
	48,083
	
	$
	429,910
	
	$
	(154)
	
	$
	477,839
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Shares of Common
	
	Additional Paid in
	
	
	
	
	Accumulated Other
	
	
	

	
	
	
	
	
	Retained Earnings
	
	Comprehensive
	
	Total
	

	
	Stock (no par value)
	
	Capital
	
	
	
	Income (Loss)
	
	
	

	Balance, December 31, 2018
	49,630
	
	$
	47,456
	
	$
	388,496
	
	$
	8,280
	
	$
	444,232
	

	Net income
	—
	
	—
	
	41,414
	
	
	—
	
	41,414
	

	Other comprehensive loss, net of tax
	—
	
	—
	
	—
	
	(8,434)
	
	
	(8,434)
	

	Stock-based compensation
	184
	
	
	3,433
	
	
	—
	
	—
	
	3,433
	

	Stock options exercised
	29
	
	
	81
	
	
	—
	
	—
	
	81
	

	Common stock issued
	—
	
	25
	
	
	—
	
	—
	
	25
	

	Shares retired for settlement of employee taxes upon issuance of
	(62)
	
	
	(2,912)
	
	
	—
	
	—
	
	(2,912)
	

	vested equity awards
	
	
	
	
	
	
	
	
	
	
	
	

	Common stock issued to acquire non-controlling interest in nTelos
	76
	
	
	—
	
	—
	
	—
	
	—
	

	Balance, September 30, 2019
	49,857
	
	$
	48,083
	
	$
	429,910
	
	$
	(154)
	
	$
	477,839
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



See accompanying notes to unaudited condensed consolidated financial statements.
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (in thousands)
Nine Months Ended
September 30, 2020

	
	
	2020
	
	
	2019

	Cash flows from operating activities:
	
	
	
	
	

	Net income
	$
	77,448
	
	$
	41,414

	Income from operations of discontinued operations, net of tax
	
	76,422
	
	
	38,130

	Income from continuing operations
	
	1,026
	
	
	3,284

	Adjustments to reconcile net income to net cash provided by operating activities:
	
	
	
	
	

	Depreciation
	
	35,522
	
	
	33,500

	Amortization
	
	488
	
	
	307

	Accretion of asset retirement obligations
	
	247
	
	
	332

	Bad debt expense
	
	514
	
	
	1,215

	Stock based compensation expense, net of amount capitalized
	
	5,306
	
	
	2,769

	Deferred income taxes
	
	(279)
	
	
	—

	Gain from patronage and investments
	
	(596)
	
	
	(3,035)

	Changes in assets and liabilities:
	
	
	
	
	

	Accounts receivable
	
	(1,189)
	
	
	(269)

	Current income taxes
	
	(261)
	
	
	—

	Operating lease right-of-use assets
	
	2,966
	
	
	2,829

	Other assets
	
	(4,122)
	
	
	(1,382)

	Accounts payable
	
	(276)
	
	
	(2,956)

	Lease liabilities
	
	(1,890)
	
	
	(961)

	Other deferrals and accruals
	
	7,344
	
	
	(4,150)

	Net cash provided by operating activities – continuing operations
	
	44,800
	
	
	31,483

	Net cash provided by operating activities – discontinued operations
	
	182,499
	
	
	161,976

	Net cash provided by operating activities
	
	227,299
	
	
	193,459

	Cash flows used in investing activities:
	
	
	
	
	

	Capital expenditures
	$
	(82,740)
	
	$
	(48,826)

	Cash disbursed for acquisitions
	
	—
	
	(10,000)

	Cash disbursed for deposit on FCC spectrum leases
	
	(16,118)
	
	
	(16,742)

	Proceeds from sale of assets and other
	
	252
	
	
	100

	Net cash used in investing activities – continuing operations
	
	(98,606)
	
	
	(75,468)

	Net cash used in investing activities – discontinued operations
	
	(17,794)
	
	
	(58,156)

	Net cash used in investing activities
	
	(116,400)
	
	
	(133,624)

	Cash flows used in financing activities:
	
	
	
	
	

	Principal payments on long-term debt
	$
	—
	$
	—

	Taxes paid for equity award issuances
	
	(2,182)
	
	
	(2,912)

	Other
	
	(727)
	
	
	72

	Net cash used in financing activities – continuing operations
	
	(2,909)
	
	
	(2,840)

	Net cash used in financing activities – discontinued operations
	
	(25,591)
	
	
	(44,666)

	Net cash used in financing activities
	
	(28,500)
	
	
	(47,506)

	Net increase in cash and cash equivalents
	
	82,399
	
	
	12,329

	Cash and cash equivalents, beginning of period
	
	101,651
	
	
	85,086

	Cash and cash equivalents, end of period
	$
	184,050
	
	$
	97,415

	
	
	
	
	
	



See accompanying notes to unaudited condensed consolidated financial statements.
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SHENANDOAH TELECOMMUNICATIONS COMPANY AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Basis of Presentation and Other Information

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X for interim financial information. All normal recurring adjustments considered necessary for a fair presentation have been included. Certain disclosures normally included in annual consolidated financial statements prepared in accordance with accounting principles generally accepted in the United States (U.S. GAAP) have been omitted. These unaudited condensed consolidated financial statements should be read in conjunction with the audited consolidated financial statements and notes contained in our Annual Report on Form 10-K for the year ended December 31, 2019.

The preparation of the unaudited interim consolidated financial statements requires management of the Company to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses and the disclosure of contingencies at the date of the unaudited interim condensed consolidated financial statements. These estimates are inherently subject to judgment and actual results could differ.

Revision of Prior Period Financial Statements

In connection with the preparation of our unaudited condensed consolidated financial statements for the three months ended March 31, 2020, we determined that certain errors existed in our previously issued financial statements. Specifically:

· Prepaid and other assets, a component of current assets held for sale, as of December 31, 2019, were understated by $2.7 million, deferred tax liabilities were understated by $0.7 million, and retained earnings were understated by $2.0 million as the result of a failure to properly account for handsets that were utilized as demo phones in certain wireless retail stores within our area of operation. All of the impact to retained earnings is attributable to 2017 and prior years.

· Property, plant and equipment, net, classified as held for sale, and deferred income tax liabilities, as of December 31, 2019 were understated by $1.4 million and $0.4 million, respectively. Depreciation, contained within discontinued operations, was overstated by $1.4 million for the year and quarter ended December 31, 2019. Income tax expense and net income were understated by $0.4 million and $1.0 million, respectively, for the year and quarter ended December 31, 2019.

We evaluated these errors under the U.S. Securities and Exchange Commission's ("SEC's") authoritative guidance on materiality and the quantification of the effect of prior period misstatements on financial statements, and we have determined that the impact of these errors on our prior period consolidated financial statements is immaterial. However, since the correction of these errors in the first quarter of 2020 could have become material to our results of operations for the year ending December 31, 2020, we revised our prior period financial statements to correct these errors herein. For the year and quarter ended December 31, 2019, the correction of these errors resulted in a $0.02 increase in both basic and diluted earnings per share from discontinued operations.

Adoption of New Accounting Principles

There have been no developments related to recently issued accounting standards, including the expected dates of adoption and estimated effects on the Company's unaudited condensed consolidated financial statements and note disclosures, from those disclosed in the Company's 2019 Annual Report on Form 10-K, that would be expected to impact the Company except for the following:

The Company adopted ASU No. 2016-13, Financial Instruments - Credit Losses ("ASC 326"): Measurement of Credit Losses on Financial Instruments, as of January 1, 2020 using the modified retrospective transition method. ASC 326 requires the application of a current expected credit loss (“CECL”) impairment model to financial assets measured at amortized cost including trade accounts receivable, net investments in leases, and certain off-balance-sheet credit exposures. Under the CECL model, lifetime expected credit losses on such financial assets are measured and recognized at each reporting date based on historical, current, and forecasted information. Furthermore, the CECL model requires financial assets with similar risk characteristics to be analyzed on a collective basis. There was no significant impact to unaudited condensed consolidated financial statements upon adoption.
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The Company adopted ASU No. 2018-15, Intangibles - Goodwill and Other - Internal-Use Software ("ASC 350"): Customer's Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement that is a Service Contract, as of January 1, 2020. ASC 350 aligns the requirements for capitalizing implementation costs incurred in a hosting arrangement that is a service contract with the requirements for capitalizing implementation costs incurred to develop or obtain internal-use software. Upon adoption of the standard, implementation costs were capitalized in the period incurred and will be amortized over the term of the hosting arrangement. There was no significant impact to unaudited condensed consolidated financial statements upon adoption.

In March 2020, the FASB issued ASU 2020-04 “Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference Rate Reform on Financial Reporting.” This accounting update provides optional accounting relief to entities with contracts, hedge accounting relationships or other transactions that reference London Interbank Offering Rate (LIBOR) or other interest rate benchmarks for which the referenced rate is expected to be discontinued or replaced. This optional relief generally allows for contract modifications solely related to the replacement of the reference rate to be accounted for as a continuation of the existing contract instead of as an extinguishment of the contract, and therefore would not require reassessment of a previous accounting determination. The Company's Credit Agreement and interest rate swaps have LIBOR as a reference rate. We plan to apply the accounting relief as relevant contract modifications are made to our Credit Agreement and interest rate swap contracts during the course of the reference rate reform transition period. The optional relief can be applied beginning January 1, 2020, and ending December 31, 2022.

Note 2. Discontinued Operations

On August 26, 2020, Sprint Corporation (“Sprint”), an indirect subsidiary of T-Mobile US, Inc., on behalf of and as the direct or indirect owner of Sprint PCS, delivered notice to the Company exercising its option to purchase the assets and operations of our Wireless segment for 90% of the “Entire Business Value” (as defined under our affiliate agreement with Sprint PCS and determined pursuant to the appraisal process set forth therein). Shortly thereafter, the Company committed to a plan to sell the Wireless operations in a manner pursuant to the affiliate agreement’s terms. Our affiliate agreement provides a process and timeline for the sale that is expected to close within one year at a price to be determined through the appraisal process outlined in the affiliate agreement. Under the affiliate agreement, the appraised value should reflect the fair market value that a willing buyer would pay a willing seller for the entire on-going business in a change of control transaction.

On November 3, 2020, the parties aligned in principle on certain elements of the appraisal and sale process. Under the agreement in principle, the appraised valuation will be performed as of July 1, 2020. The appraisal will also value Shentel’s discontinued wireless operations as though Shentel were still an affiliate of Sprint with access to its brands and spectrum, without any regard to T-Mobile’s acquisition of Sprint or its subsequent integration efforts. It is currently expected that the appraisers will complete their assessment of the Entire Business Value on or about January 20, 2021. The transaction is expected to close in the second quarter of 2021, subject to receipt of customary regulatory approvals.

The assets and liabilities that are expected to transfer in the sale are presented as held for sale within our Unaudited Condensed Consolidated Balance Sheets. Under the affiliate agreement, the sale is to be structured as an asset sale for income tax purposes. As a result, no current or deferred tax assets or liabilities are included within the disposal group. While our long-term debt does not transfer in the sale, its provisions require us to repay all of the debt upon consummation of the sale. Our debt is therefore presented outside of the disposal group as a current liability at September 30, 2020. Our related swap liabilities are also presented outside of the disposal group as a current liability at September 30, 2020 because management intends to settle it at consummation.

The expected divestiture of our Wireless operations represents a strategic shift in the Company’s business and qualifies as a discontinued operation. As a result, the operating results and cash flows related to the Wireless segment have been reflected as discontinued operations in our Unaudited Condensed Consolidated Statements of Comprehensive Income and the Unaudited Condensed Consolidated Statements of Cash Flows. Similarly, the results of our Wireless operations are no longer presented as a reporting segment. Because repayment of the debt is contractually triggered by the sale, the related interest expense is presented within discontinued operations under the relevant authoritative guidance. Consistent with the internal reporting provided to our chief operating decision maker, we previously allocated certain corporate management overhead costs to the former Wireless segment which may no longer be allocated to discontinued operations under the relevant authoritative guidance. Accordingly, we have elected to recast our segment reporting footnote to reflect the reattribution of these expenses in all presented periods in a manner that is also consistent with our updated internal reporting.
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The carrying amounts of the major classes of assets and liabilities, which are classified as held for sale in the unaudited condensed consolidated balance sheets, are as follows:
	(in thousands)
	
	September 30,
	
	December 31,
	

	
	
	2020
	
	
	2019
	

	ASSETS
	
	
	
	
	
	

	Inventory
	$
	4,240
	
	$
	5,728
	

	Prepaid expenses and other
	
	48,555
	
	
	49,381
	

	Property, plant and equipment, net
	
	300,098
	
	
	—
	

	Intangible assets, net
	
	186,885
	
	
	—
	

	Goodwill
	
	146,383
	
	
	—
	

	Operating lease right-of-use assets
	
	421,868
	
	
	—
	

	Deferred charges and other assets
	
	40,572
	
	
	—
	

	Current assets held for sale
	$
	1,148,601
	
	$
	55,109
	

	
	
	
	
	
	
	

	Property, plant and equipment, net
	$
	—
	$
	338,427
	

	Intangible assets, net
	
	—
	
	228,593
	

	Goodwill
	
	—
	
	146,383
	

	Operating lease right-of-use assets
	
	—
	
	384,010
	

	Deferred charges and other assets
	
	—
	
	44,085
	

	Non-current assets held for sale
	$
	—
	
	$
	1,141,498
	

	LIABILITIES
	
	
	
	
	
	

	
	
	
	
	
	
	

	Advanced billings and customer deposits
	$
	—
	$
	169
	

	Current operating lease liabilities
	
	422,415
	
	
	47,077
	

	Accrued liabilities and other
	
	5,333
	
	
	7,000
	

	Asset retirement obligations
	
	33,168
	
	
	—
	

	Retirement plan obligations
	
	10,027
	
	
	—
	

	Current liabilities held for sale
	$
	470,943
	
	$
	54,246
	

	
	
	
	
	
	
	

	Non-current operating lease liabilities
	$
	—
	$
	337,661
	

	Asset retirement obligations
	
	—
	
	30,762
	

	Retirement plan obligations
	
	—
	
	10,398
	

	Other non-current liabilities
	
	—
	
	215
	

	Non-current liabilities held for sale
	$
	—
	
	$
	379,036
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Income (loss) from discontinued operations, net of tax in the consolidated statements of comprehensive income consist of the following:

	(in thousands)
	
	Three Months Ended
	
	Nine Months Ended
	

	
	
	September 30,
	
	
	
	September 30,
	
	

	Revenue:
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019
	

	Service revenue and other
	$
	100,963
	
	$
	91,314
	
	$
	302,488
	
	$
	283,214
	

	Equipment revenue
	
	9,862
	
	
	15,975
	
	
	32,222
	
	
	47,814
	

	Total revenue
	
	110,825
	
	
	107,289
	
	
	334,710
	
	
	331,028
	

	Operating expenses:
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	28,567
	
	
	32,277
	
	
	95,242
	
	
	95,846
	

	Cost of goods sold
	
	9,600
	
	
	15,571
	
	
	31,565
	
	
	45,740
	

	Selling, general and administrative
	
	7,696
	
	
	8,879
	
	
	25,931
	
	
	28,774
	

	Depreciation and amortization
	
	15,077
	
	
	25,886
	
	
	62,804
	
	
	86,350
	

	Total operating expenses
	
	60,940
	
	
	82,613
	
	
	215,542
	
	
	256,710
	

	Operating income
	
	49,885
	
	
	24,676
	
	
	119,168
	
	
	74,318
	

	Other (expense) income:
	
	
	
	
	
	
	
	
	
	
	
	

	Interest expense
	
	(4,638)
	
	
	(7,442)
	
	
	(15,868)
	
	
	(22,877)
	

	Other
	
	130
	
	
	44
	
	
	391
	
	
	130
	

	Income before income taxes
	
	45,377
	
	
	17,278
	
	
	103,691
	
	
	51,571
	

	Income tax expense
	
	11,868
	
	
	4,092
	
	
	27,269
	
	
	13,441
	

	Income from discontinued operations, net of tax
	$
	33,509
	
	$
	13,186
	
	$
	76,422
	
	$
	38,130
	



Our Broadband and Tower segments recognize revenue for their respective provision of cell site backhaul service and leased colocation space to the discontinued Wireless operations. That revenue is earned under contracts executed at our estimate of fair market value, which will transfer upon consummation of the sale. Accordingly, we expect to have a level of continuing involvement with the discontinued operations via these pre-existing contractual arrangements. Revenue recognized within continuing operations pursuant to these agreements is disclosed in Note 14, Segment Reporting. Because the right to use space on our owned cell towers and the related lease liability will be transferred in the sale, they have been included in our disposal group above under the relevant authoritative guidance. These right of use assets and lease liabilities were previously eliminated within our consolidated financial statements. Total assets and total liabilities as of December 31, 2019 therefore increased by $34 million as a result.

Under the relevant authoritative guidance, consummation of the sale will trigger or accelerate the recognition of certain expense related to: contingent deal advisory fees, recognition of our interest rate swap losses in net income, and loss on debt extinguishment. Our estimate of the related range of reasonably possible expense extends from $0 if the sale is not consummated to $40 million.

Note 3. Revenue from Contracts with Customers

Our Broadband segment provides broadband, video and voice services to residential and commercial customers in portions of Virginia, West Virginia, Maryland, and Kentucky, via fiber optic and hybrid fiber coaxial ("HFC") cable. The Broadband segment also provides voice and digital subscriber line (“DSL”) telephone services to customers in Virginia’s Shenandoah County as a Rural Local Exchange Carrier (“RLEC”).

These contracts are generally cancellable at the customer’s discretion without penalty at any time. We allocate the total transaction price in these transactions based upon the standalone selling price of each distinct good or service. We generally recognize these revenues over time as customers simultaneously receive and consume the benefits of the service, with the exception of equipment sales and home wiring, which are recognized as revenue at a point in time when control transfers and when installation is complete, respectively. Installation fees are allocated to services and are recognized ratably over the longer of the contract term or the period in which the unrecognized fee remains material to the contract, which we estimate to be about one year. Additionally, the Company incurs commission and installation costs related to in-house and third-party vendors which are capitalized and amortized over the expected weighted average customer life which is approximately five years.
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Our Broadband segment also provides Ethernet and Wavelength fiber optic services to enterprise and carrier customers under capacity agreements, and the related revenue is recognized over time. In some cases, non-refundable upfront fees are charged for connecting enterprise or carrier customers to our fiber network. Those amounts are recognized ratably over the longer of the contract term or the period in which the unrecognized fee remains material to the respective contract.

The Broadband segment also leases dedicated fiber optic strands to customers as part of “dark fiber” agreements, which are accounted for as leases under ASC 842 Leases.

Our Tower segment leases space on owned cell towers to our Wireless segment, and to other wireless carriers. Revenue from these leases is accounted for under ASC 842.

Refer to Note 14, Segment Reporting, for a summary of these revenue streams.

Below is a summary of the Broadband segment's capitalized contract acquisition and fulfillment costs:

	
	
	Three Months Ended
	
	Nine Months Ended

	
	
	September 30,
	
	September 30,

	(in thousands)
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019

	Beginning Balance
	$
	12,780
	
	$
	10,476
	
	$
	11,005
	
	$
	10,091

	Contract payments
	
	2,195
	
	
	1,840
	
	
	6,128
	
	
	4,996

	Contract amortization
	
	(1,013)
	
	
	(1,399)
	
	
	(3,171)
	
	
	(4,170)

	Ending Balance
	$
	13,962
	
	$
	10,917
	
	$
	13,962
	
	$
	10,917

	
	
	
	
	
	
	
	
	
	
	
	



Future performance obligations

On September 30, 2020, the Company had approximately $2.9 million allocated to unsatisfied performance obligations that will be satisfied at the rate of approximately $0.8 million per year.

	Note 4. Investments
	
	
	
	
	
	

	Investments consist of the following:
	
	
	
	
	
	

	(in thousands)
	
	September 30,
	
	December 31,
	

	
	
	2020
	
	
	2019
	

	SERP investments at fair value
	$
	2,255
	
	$
	2,278
	

	Cost method investments
	
	10,240
	
	
	9,497
	

	Equity method investments
	
	539
	
	
	613
	

	Total investments
	$
	13,034
	
	$
	12,388
	

	
	
	
	
	
	
	



SERP Investments at Fair Value: The Supplemental Executive Retirement Plan (“SERP”) is a benefit plan that provides deferred compensation to certain employees. The Company holds the related investments in a rabbi trust as a source of funding for future payments under the plan. The SERP’s investments were designated as trading securities and will be liquidated and paid out to the participants upon retirement. The benefit obligation to participants is always equal to the value of the SERP assets under ASC 710 Compensation. Changes to the investments' fair value are presented in Other income (expense), while the reciprocal changes in the liability are presented in selling, general and administrative expense.

Cost Method Investments: Our investment in CoBank’s Class A common stock represented substantially all of our cost method investments with a balance of $9.5 million and $8.7 million at September 30, 2020 and December 31, 2019, respectively. We recognized approximately $1.0 million and $0.9 million of patronage income in Other income (expense) in the three months ended September 30, 2020 and 2019, respectively, and approximately $3.0 million and $2.7 million in the nine months ended September 30, 2020 and 2019, respectively. Historically, approximately 75% of the patronage distributions were in cash and 25% in equity.

Equity Method Investments: At September 30, 2020, the Company had a 20.0% ownership interest in Valley Network Partnership (“ValleyNet”). The Company and ValleyNet purchase capacity on one another’s fiber network. We recognized revenue of $0.2 million from providing service to ValleyNet during both of the three months ended September 30, 2020 and 2019, and approximately $0.7 million during both of the nine months ended September 30, 2020 and 2019. We recognized cost
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of service of $0.7 million and $0.8 million for the use of ValleyNet’s network during the three months ended September 30, 2020 and 2019, respectively, and approximately $2.2 million and $2.4 million in the nine months ended September 30, 2020 and 2019, respectively.

Note 5. Property, Plant and Equipment

Property, plant and equipment consisted of the following:

	($ in thousands)
	
	
	
	
	
	Estimated Useful Lives
	
	
	September 30,
	December 31,
	

	
	
	
	
	
	
	
	
	
	2020
	
	
	
	
	
	2019
	
	
	

	Land
	
	
	
	
	
	
	
	
	
	
	
	
	$
	
	
	6,806
	
	$
	
	
	6,297
	
	

	Buildings and structures
	
	
	
	
	10
	-
	40
	
	years
	
	
	
	
	
	88,996
	
	
	
	
	85,835
	
	

	Cable and fiber
	
	
	
	
	15
	-
	30
	
	years
	
	
	
	
	
	368,144
	
	
	
	
	334,260
	
	

	Equipment and software
	
	
	
	
	3
	-
	20
	
	years
	
	
	
	
	
	314,859
	
	
	
	
	278,873
	
	

	Plant in service
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	778,805
	
	
	
	
	705,265
	
	

	Plant under construction
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	54,678
	
	
	
	
	31,226
	
	

	Total property, plant and equipment
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	833,483
	
	
	
	
	736,491
	
	

	Less: accumulated amortization and depreciation
	
	
	
	
	
	
	
	
	
	
	
	
	
	419,881
	
	
	
	
	373,404
	
	

	Property, plant and equipment, net
	
	
	
	
	
	
	
	
	
	
	
	
	$
	
	
	413,602
	
	$
	
	
	363,087
	
	

	Note 6. Goodwill and Intangible Assets
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other intangible assets consisted of the following:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	September 30, 2020
	
	
	
	
	
	
	December 31, 2019
	
	
	
	

	
	
	Gross
	
	
	Accumulated
	
	
	
	
	
	Gross
	
	Accumulated
	
	
	
	

	(in thousands)
	
	Carrying
	
	
	Amortization
	
	Net
	
	
	Carrying
	
	Amortization and
	
	Net
	

	
	
	Amount
	
	
	
	and Other
	
	
	
	
	Amount
	
	Other
	
	
	

	Goodwill - Broadband
	$
	2,687
	
	$
	
	
	
	—
	
	$
	2,687
	
	$
	2,687
	
	$
	
	—
	
	$
	2,687
	
	

	Indefinite-lived intangibles:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cable franchise rights
	$
	64,334
	$
	
	
	
	—
	$
	64,334
	$
	64,334
	$
	
	—
	$
	64,334
	
	

	FCC spectrum licenses
	
	13,839
	
	
	
	
	
	—
	
	13,839
	
	
	13,839
	
	
	
	—
	
	13,839
	
	

	Railroad crossing rights
	
	141
	
	
	
	
	
	—
	
	141
	
	
	141
	
	
	
	—
	
	141
	
	

	Total indefinite-lived intangibles
	
	78,314
	
	
	
	
	
	—
	
	
	78,314
	
	
	78,314
	
	
	
	—
	
	
	78,314
	
	

	Finite-lived intangibles:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	FCC spectrum licenses
	
	20,777
	
	
	
	
	
	(280)
	
	
	20,497
	
	
	4,659
	
	
	
	(97)
	
	
	4,562
	
	

	Acquired subscribers - Cable
	
	28,065
	
	
	(25,900)
	
	
	2,165
	
	
	28,065
	
	
	
	(25,600)
	
	
	2,465
	
	

	Other intangibles
	
	463
	
	
	
	
	
	(270)
	
	
	193
	
	
	463
	
	
	
	(250)
	
	
	213
	
	

	Total finite-lived intangibles
	
	49,305
	
	
	(26,450)
	
	
	22,855
	
	
	33,187
	
	
	
	(25,947)
	
	
	7,240
	
	

	Total intangible assets
	$
	130,306
	
	$
	(26,450)
	
	$
	103,856
	
	$
	114,188
	
	$
	
	(25,947)
	
	$
	88,241
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



During the three months ended September 30, 2020, the Company completed the purchase of certain CBRS spectrum licenses for an aggregate cost of $16.1 million, within our Broadband segment. Spectrum licenses in the CBRS band are issued by the Federal Communications Commission (“FCC”) and provide us priority access rights over general access users other than incumbents, in that specific band, in accordance with the FCC’s three-tier CBRS band spectrum sharing framework to utilize designated radio frequency spectrum within specific geographic service areas to provide wireless communication services.

We acquired Big Sandy Broadband, Inc. (“Big Sandy”) on February 28, 2019. The $10 million acquisition price was allocated as follows within our Broadband segment: $4.6 million of property, plant and equipment; $2.8 million of subscriber relationships; and $2.6 million of goodwill.
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Amortization expense was $0.2 million and $0.1 million during the three months ended September 30, 2020 and 2019, respectively, and $0.5 million and $0.3 million for the nine months ended September 30, 2020 and 2019, respectively.

	Note 7.  Other Assets and Accrued Liabilities
	
	
	
	
	
	
	

	Prepaid expenses and other, classified as current assets, included the following:
	
	
	
	
	
	
	

	(in thousands)
	
	
	September 30,
	
	December 31,
	

	
	
	
	2020
	
	
	2019
	

	Prepaid maintenance expenses
	$
	4,630
	
	$
	3,065
	

	Broadband contract acquisition and fulfillment costs
	
	
	4,082
	
	
	4,898
	

	Interest rate swaps
	
	
	—
	
	1,382
	

	Other
	
	
	1,867
	
	
	1,801
	

	Prepaid expenses and other
	$
	10,579
	
	$
	11,146
	

	
	
	
	
	
	
	

	Deferred charges and other assets, classified as long-term assets, included the following:
	
	
	

	(in thousands)
	
	
	September 30,
	
	December 31,
	

	
	
	
	2020
	
	
	2019
	

	Broadband contract acquisition and fulfillment costs
	$
	9,880
	
	$
	6,107
	

	Prepaid expenses and other
	
	
	1,092
	
	
	1,908
	

	Interest rate swaps
	
	
	—
	
	1,252
	

	Deferred charges and other assets
	$
	10,972
	
	$
	9,267
	

	
	
	
	
	
	
	
	

	Accrued liabilities and other, classified as current liabilities, included the following:
	
	
	
	
	

	(in thousands)
	
	
	September 30,
	
	December 31,
	

	
	
	
	2020
	
	
	2019
	

	Interest rate swaps
	
	$
	4,710
	
	$
	—
	

	Accrued programming costs
	
	
	2,997
	
	
	3,023
	

	Sales and property taxes payable
	
	
	1,515
	
	
	919
	

	Other current liabilities
	
	
	4,632
	
	
	3,449
	

	Accrued liabilities and other
	
	$
	13,854
	
	$
	7,391
	

	Other liabilities, classified as long-term liabilities, included the following:
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	(in thousands)
	
	
	September 30,
	
	December 31,
	

	
	
	
	2020
	
	
	2019
	

	Non-current portion of deferred lease revenue
	$
	18,420
	
	$
	12,449
	

	FCC spectrum license obligations
	
	
	1,688
	
	
	1,699
	

	Non-current portion of financing leases
	
	
	1,537
	
	
	1,591
	

	Other
	
	
	658
	
	
	1,037
	

	Other liabilities
	$
	22,303
	
	$
	16,776
	

	
	
	
	
	
	
	
	



Market expectations of the projected LIBOR decreased significantly during 2020, which drove the fair value of our interest rate swaps to a liability. Refer to Note 10, Derivatives and Hedging for more information.

Note 8. Leases

At September 30, 2020, our operating leases had a weighted average remaining lease term of 23 years and a weighted average discount rate of 4.7%. Our finance leases had a weighted average remaining lease term of 14 years and a weighted average discount rate of 5.2%.
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During the three and nine months ended September 30, 2020, we recognized $2.3 million and $5.1 million of operating lease expense, respectively. Comparatively, during the three and nine months ended September 30, 2019, we recognized $1.4 million and $2.9 million of operating lease expense, respectively.

We recognized $0.1 million and $0.4 million of interest and depreciation expense on finance leases during the three and nine months ended September 30, 2020 and $0.1 million and $0.5 million during the three and nine months ended September 30, 2019, respectively.

Operating lease expense is presented in cost of service or selling, general and administrative expense based on the use of the relevant facility. Variable lease payments and short-term lease expense were both immaterial. We remitted $1.2 million and $3.2 million of operating lease payments during the three and nine months ended September 30, 2020, respectively. We remitted $2.9 million of operating lease payments during the nine months ended September 30, 2019. We also obtained $2.4 million and $9.2 million of leased assets in exchange for new operating lease liabilities during the three and nine months ended September 30, 2020, respectively. We obtained $0.7 million of leased assets in exchange for new operating lease liabilities during the nine months ended September 30, 2019, respectively.

The following table summarizes the expected maturity of lease liabilities at September 30, 2020:

	(in thousands)
	
	Operating Leases
	
	Finance Leases
	
	Total

	2020
	$
	755
	
	$
	63
	
	$
	818

	2021
	
	4,174
	
	
	174
	
	
	4,348

	2022
	
	3,959
	
	
	174
	
	
	4,133

	2023
	
	3,548
	
	
	174
	
	
	3,722

	2024
	
	3,193
	
	
	174
	
	
	3,367

	2025 and thereafter
	
	67,236
	
	
	1,529
	
	
	68,765

	Total lease payments
	
	82,865
	
	
	2,288
	
	
	85,153

	Less: Interest
	
	36,182
	
	
	656
	
	
	36,838

	Present value of lease liabilities
	$
	46,683
	
	$
	1,632
	
	$
	48,315

	
	
	
	
	
	
	
	
	



We recognized $2.7 million and $6.9 million of operating lease revenue during the three and nine months ended September 30, 2020, respectively, and $2.1 million and $6.1 million during the three and nine months ended September 30, 2019, respectively, related to the cell site colocation space and dedicated fiber optic strands that we lease to our customers, which is included in Service and other revenue in the unaudited condensed consolidated statements of comprehensive income. Substantially all of our lease revenue relates to fixed lease payments.

Below is a summary of our minimum rental receipts under the lease agreements in place at September 30, 2020:

	(in thousands)
	
	Operating Leases

	2020
	$
	1,885

	2021
	
	6,020

	2022
	
	4,957

	2023
	
	3,339

	2024
	
	2,090

	2025 and thereafter
	
	4,722

	Total
	$
	23,013
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Note 9. Debt

Our syndicated Credit Agreement includes a $75 million, five-year undrawn revolving credit facility, as well as the following outstanding term loans:

	(in thousands)
	
	September 30,
	
	December 31,
	

	
	
	2020
	
	
	2019
	

	Term loan A-1
	$
	236,721
	
	$
	258,571
	

	Term loan A-2
	
	469,727
	
	
	473,469
	

	
	
	706,448
	
	
	732,040
	

	Less: unamortized loan fees
	
	10,070
	
	
	11,926
	

	Total debt, net of unamortized loan fees
	$
	696,378
	
	$
	720,114
	

	
	
	
	
	
	
	



Term Loan A-1 bears interest at one-month LIBOR plus a margin of 1.50%, while Term Loan A-2 bears interest at one-month LIBOR plus a margin of 1.75%. LIBOR resets monthly. Our cash payments for interest were $14.5 million and $21.6 million during the nine months ended September 30, 2020 and 2019, respectively.

As shown below, as of September 30, 2020, the Company was in compliance with the financial covenants in its credit agreements.

	Total leverage ratio
	Actual
	
	
	Covenant Requirement
	

	
	
	2.1
	
	3.25 or Lower
	

	Debt service coverage ratio
	
	5.9
	
	2.00 or Higher
	

	Minimum liquidity balance (in millions)
	$
	258.8
	
	$25.0 or Higher
	



Rate quotations provided by a group of banks that sustain LIBOR will no longer be required after 2021. As a result, it is uncertain whether LIBOR will continue to be quoted after 2021. Our term loans and interest rate swaps identify LIBOR as a reference rate and mature after 2021. Alternative reference rates that replace LIBOR may not yield the same or similar economic results over the terms of the financial instruments. The transition from LIBOR could result in us paying higher or lower interest rates on our current LIBOR-indexed term loans, affect the fair value of the derivative instruments we hold, or affect our ability to effectively use interest rate swaps to manage interest rate risk. Our Credit Agreement includes provisions that provide for the identification of a LIBOR replacement rate. Due to the uncertainty regarding the transition from LIBOR-indexed financial instruments, including when it will happen, and the manner in which an alternative reference rate will apply, we cannot yet reasonably estimate the expected financial impact of the LIBOR transition.

As discussed in Note 2, Discontinued Operations, the terms of our long term debt agreements require us to repay all of our debt upon consummation of the sale of our Wireless operations. Management also intends to settle the related interest rate swaps upon consummation. Both are therefore presented outside of the disposal group as a current liability at September 30, 2020.

Note 10. Derivatives and Hedging

The Company's interest rate swaps are pay-fixed (1.16%), receive-variable (one month LIBOR) that hedged approximately 43.0% of outstanding debt with outstanding notional amounts totaling $303.5 million and $339.8 million, as of September 30, 2020 and December 31, 2019, respectively.

The fair value of these instruments was estimated using an income approach and observable market inputs. The hedge was determined to be highly effective and therefore all of the change in its fair value was recognized through other comprehensive income. During the three months ended September 30, 2020, the change in fair market value was immaterial. During the nine months ended September 30, 2020 the fair market value decreased $7.3 million due to a decline in the one month LIBOR. Derivative balances are presented as follows in our unaudited condensed consolidated statement of cash flows:
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	(in thousands)
	September 30,
	
	
	
	December 31,
	

	
	2020
	
	
	
	2019
	

	Balance sheet location of derivative financial instruments:
	
	
	
	
	
	

	Prepaid expenses and other
	$
	—
	$
	1,382
	

	Deferred charges and other assets, net
	
	—
	
	1,252
	

	Accrued liabilities and other
	
	4,710
	
	
	—
	

	Total derivatives designated as hedging instruments
	$
	4,710
	
	$
	2,634
	

	
	
	
	
	
	
	



The table below summarizes changes in accumulated other comprehensive income (loss) by component:

	
	
	
	
	
	
	
	
	Accumulated
	

	
	
	Gains (Losses) on
	
	Income Tax
	
	Other
	

	
	
	
	
	
	
	Comprehensive
	

	(in thousands)
	
	Cash Flow
	
	(Expense)
	Income (Loss), net
	

	
	
	Hedges
	
	Benefit
	
	of taxes
	

	Balance as of December 31, 2019
	$
	2,634
	
	$
	(2,326)
	
	$
	308
	

	Net change in unrealized (loss) gain
	
	(8,300)
	
	
	2,074
	
	
	(6,226)
	

	Amounts reclassified to interest expense
	
	956
	
	
	(239)
	
	
	717
	

	Net current period other comprehensive (loss) income
	
	(7,344)
	
	
	1,835
	
	
	(5,509)
	

	Balance as of September 30, 2020
	$
	(4,710)
	
	$
	(491)
	
	$
	(5,201)
	

	
	
	
	
	
	
	
	
	
	



Note 11. Income Taxes

The Company files U.S. federal income tax returns and various state income tax returns. The Company is not subject to any state or federal income tax audits as of September 30, 2020. The Company's returns are generally open to examination from 2016 forward and the net operating losses acquired in the acquisition of nTelos are open to examination from 2002 forward.

The effective tax rates for the three and nine months ended September 30, 2020 and 2019, differ from the statutory U.S. federal income tax rate of 21.0% primarily due to the state income taxes, excess tax benefits and other discrete items.
	
	Three Months Ended
	
	
	
	Nine Months Ended

	
	September 30,
	
	
	
	September 30,

	
	2020
	
	
	2019
	
	
	
	2020
	
	
	2019

	Expected tax expense at federal statutory
	$
	326
	
	$
	352
	
	$
	72
	
	$
	667

	State income taxes net of federal tax effect
	
	70
	
	
	73
	
	
	15
	
	
	138

	Excess tax benefit from share based compensation and other, net
	
	(255)
	
	
	82
	
	
	(771)
	
	
	(913)

	Total income taxes for continuing operations
	$
	141
	
	$
	507
	
	$
	(684)
	
	$
	(108)

	
	
	
	
	
	
	
	
	
	
	
	



Cash payments for income taxes totaled $5.4 million and $6.1 million for the nine months ended September 30, 2020 and 2019, respectively.

Note 12. Earnings per Share & Stock Compensation

The Company granted approximately 81 thousand restricted stock units (RSUs) to employees during the nine months ended September 30, 2020. Approximately 70 thousand and 11 thousand of these RSUs were granted during the first and second quarter of 2020, respectively, at market prices of $48.47 and $52.70 in those respective quarters. The Company also granted approximately 14 thousand RSUs to members of the board of directors at a market price of $48.47 per award in the first quarter of 2020. Additionally, approximately 40 thousand Relative Total Shareholder Return (“RTSR”) awards were granted to employees at a value of $56.32 per award in the first quarter of 2020. Under the terms of the award agreements, the RSUs granted to employees vest over the anniversary date of the grants through 2024. The RSUs granted to the members of the board of directors vest fully on the first anniversary of the grant date. Pursuant to the terms of the RTSR awards, the Company’s stock performance over a three-year period, ending December 31, 2022, will be compared to a group of peer companies, and the actual number of shares to be issued will be determined based upon the performance of the Company’s stock as compared with that of the peer group. The actual number of shares to be issued ranges from zero shares (if the Company’s stock performance is in the bottom 25% of the peer group) to 150% of the awards granted (if the Company’s stock performance is in the top 25% of the peer group). The Company's stock-based compensation award vesting is subject to requirements relating to continued
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employment with the Company through the service or performance periods, and to special vesting provisions in case of a change of control, death, disability or retirement.

We utilize the treasury stock method to calculate the impact on diluted earnings per share that potentially dilutive stock-based compensation awards have. The following table indicates the computation of basic and diluted earnings per share:

	
	
	Three Months Ended
	
	Nine Months Ended
	

	(in thousands, except per share amounts)
	
	September 30,
	
	September 30, 2020
	

	
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019
	

	Calculation of net income per share:
	
	
	
	
	
	
	
	
	
	
	
	

	Income from continuing operations
	$
	1,412
	
	$
	1,168
	
	$
	1,026
	
	$
	3,284
	

	Income from discontinued operations, net of tax
	$
	33,509
	
	$
	13,186
	
	$
	76,422
	
	$
	38,130
	

	Net income
	$
	34,921
	
	$
	14,354
	
	$
	77,448
	
	$
	41,414
	

	Basic weighted average shares outstanding
	
	49,911
	
	
	49,857
	
	
	49,889
	
	
	49,827
	

	Basic net income per share - continuing operations
	$
	0.03
	
	$
	0.02
	
	$
	0.02
	
	$
	0.07
	

	Basic net income per share - discontinued operations
	$
	0.67
	
	$
	0.27
	
	$
	1.53
	
	$
	0.76
	

	Basic net income per share
	$
	0.70
	
	$
	0.29
	
	$
	1.55
	
	$
	0.83
	

	Effect of stock-based compensation awards outstanding:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Basic weighted average shares outstanding
	
	49,911
	
	
	49,857
	
	
	49,889
	
	
	49,827
	

	Effect from dilutive shares and options outstanding
	
	194
	
	
	272
	
	
	160
	
	
	283
	

	Diluted weighted average shares outstanding
	
	50,105
	
	
	50,129
	
	
	50,049
	
	
	50,110
	

	Diluted net income per share - continuing operations
	
	0.03
	
	
	0.02
	
	
	0.02
	
	
	0.07
	

	Diluted net income per share - discontinued operations
	
	0.67
	
	
	0.27
	
	
	1.53
	
	
	0.76
	

	Diluted net income per share
	$
	0.70
	
	$
	0.29
	
	$
	1.55
	
	$
	0.83
	

	
	
	
	
	
	
	
	
	
	
	
	
	



There were fewer than 110,000 anti-dilutive awards outstanding during the three and nine months ended 2020 and 2019.
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Note 13. Commitments and Contingencies

We are committed to make payments to satisfy our lease liabilities and long-term debt. The scheduled payments under those obligations are summarized in the respective notes above. We are also committed to make annual payments of approximately $108.0 thousand on our FCC spectrum license obligation through 2039.

The Company is subject to claims and legal actions that may arise in the ordinary course of business. The Company does not believe that any of these pending claims or legal actions are either probable or reasonably possible of a material loss.

Note 14. Segment Reporting

The expected divestiture of our Wireless operations represents a strategic shift in the Company’s business and qualifies as a discontinued operation. As a result, the operating results and cash flows related to the Wireless segment have been reflected as discontinued operations in our Unaudited Condensed Consolidated Statements of Comprehensive Income and the Unaudited Condensed Consolidated Statements of Cash Flows.

Similarly, the results of our Wireless operations are no longer presented as a reporting segment. Consistent with the internal reporting provided to our chief operating decision maker, we previously allocated certain corporate management overhead costs to the former Wireless segment which may no longer be allocated to discontinued operations under the relevant authoritative guidance. Accordingly, we have recast our reporting of the remaining segments to reflect the reattribution of these expenses in all presented periods in a manner consistent with our updated internal reporting.

	Three Months Ended September 30, 2020:
	
	
	
	
	
	
	
	
	
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	Corporate &
	
	Consolidated
	

	External revenue
	
	
	
	
	
	Eliminations
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cable, residential and SMB (1)
	$
	37,469
	
	$
	—
	$
	—
	$
	37,469
	

	Fiber, enterprise and wholesale
	
	4,707
	
	
	—
	
	—
	
	4,707
	

	Rural local exchange carrier
	
	4,426
	
	
	—
	
	—
	
	4,426
	

	Installation and other
	
	2,008
	
	
	—
	
	—
	
	2,008
	

	Tower lease
	
	—
	
	1,864
	
	
	—
	
	1,864
	

	Service revenue and other
	
	48,610
	
	
	1,864
	
	
	—
	
	
	50,474
	

	Revenue for service provided to the discontinued Wireless
	
	2,100
	
	
	2,637
	
	
	(38)
	
	
	4,699
	

	operations
	
	
	
	
	
	
	
	
	
	
	
	

	Total revenue
	
	50,710
	
	
	4,501
	
	
	(38)
	
	
	55,173
	

	Operating expenses
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	21,326
	
	
	1,283
	
	
	60
	
	
	22,669
	

	Selling, general and administrative
	
	9,792
	
	
	330
	
	
	9,917
	
	
	20,039
	

	Depreciation and amortization
	
	10,106
	
	
	467
	
	
	1,422
	
	
	11,995
	

	Total operating expenses
	
	41,224
	
	
	2,080
	
	
	11,399
	
	
	54,703
	

	Operating income (loss)
	$
	9,486
	
	$
	2,421
	
	$
	(11,437)
	
	$
	470
	

	_______________________________________________________
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	(1)   SMB refers to Small and Medium Businesses.
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	Three Months Ended September 30, 2019:
	
	
	
	
	
	
	
	
	
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	Corporate &
	
	Consolidated
	

	
	
	
	
	
	
	Eliminations
	
	
	

	External revenue
	
	
	
	
	
	
	
	
	
	
	
	

	Cable, residential and SMB
	$
	33,696
	
	$
	—
	$
	—
	$
	33,696
	

	Fiber, enterprise and wholesale
	
	5,163
	
	
	—
	
	—
	
	5,163
	

	Rural local exchange carrier
	
	5,080
	
	
	—
	
	—
	
	5,080
	

	Installation and other
	
	2,073
	
	
	—
	
	—
	
	2,073
	

	Tower lease
	
	—
	
	1,851
	
	
	—
	
	1,851
	

	Service revenue and other
	
	46,012
	
	
	1,851
	
	
	—
	
	
	47,863
	

	Revenue for service provided to the discontinued Wireless
	
	2,669
	
	
	1,289
	
	
	(7)
	
	
	3,951
	

	operations
	
	
	
	
	
	
	
	
	
	
	
	

	Total revenue
	
	48,681
	
	
	3,140
	
	
	(7)
	
	
	51,814
	

	Operating expenses
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	20,032
	
	
	927
	
	
	(12)
	
	
	20,947
	

	Selling, general and administrative
	
	8,790
	
	
	192
	
	
	10,463
	
	
	19,445
	

	Depreciation and amortization
	
	8,617
	
	
	691
	
	
	1,433
	
	
	10,741
	

	Total operating expenses
	
	37,439
	
	
	1,810
	
	
	11,884
	
	
	51,133
	

	Operating income (loss)
	$
	11,242
	
	$
	1,330
	
	$
	(11,891)
	
	$
	681
	

	Nine Months Ended September 30, 2020:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	Corporate &
	
	Consolidated
	

	External revenue
	
	
	
	
	
	Eliminations
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cable, residential and SMB
	$
	108,242
	
	$
	—
	$
	—
	$
	108,242
	

	Fiber, enterprise and wholesale
	
	15,858
	
	
	—
	
	—
	
	15,858
	

	Rural local exchange carrier
	
	13,784
	
	
	—
	
	—
	
	13,784
	

	Installation and other
	
	5,928
	
	
	—
	
	—
	
	5,928
	

	Tower lease
	
	—
	
	5,490
	
	
	—
	
	5,490
	

	Service revenue and other
	
	143,812
	
	
	5,490
	
	
	—
	
	
	149,302
	

	Revenue for service provided to the discontinued Wireless
	
	6,818
	
	
	7,000
	
	
	(477)
	
	
	13,341
	

	operations
	
	
	
	
	
	
	
	
	
	
	
	

	Total revenue
	
	150,630
	
	
	12,490
	
	
	(477)
	
	
	162,643
	

	Operating expenses
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	61,572
	
	
	3,537
	
	
	58
	
	
	65,167
	

	Selling, general and administrative
	
	28,960
	
	
	1,095
	
	
	34,172
	
	
	64,227
	

	Depreciation and amortization
	
	30,448
	
	
	1,414
	
	
	4,148
	
	
	36,010
	

	Total operating expenses
	
	120,980
	
	
	6,046
	
	
	38,378
	
	
	165,404
	

	Operating income (loss)
	$
	29,650
	
	$
	6,444
	
	$
	(38,855)
	
	$
	(2,761)
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	19
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	


[image: ][image: ]

Table of Contents




	Nine Months Ended September 30, 2019:
	
	
	
	
	
	
	
	
	
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	Corporate &
	
	Consolidated
	

	
	
	
	
	
	
	Eliminations
	
	
	

	External revenue
	
	
	
	
	
	
	
	
	
	
	
	

	Cable, residential and SMB
	$
	99,703
	
	$
	—
	$
	—
	$
	99,703
	

	Fiber, enterprise and wholesale
	
	14,912
	
	
	—
	
	—
	
	14,912
	

	Rural local exchange carrier
	
	15,899
	
	
	—
	
	—
	
	15,899
	

	Installation and other
	
	6,002
	
	
	—
	
	—
	
	6,002
	

	Tower lease
	
	—
	
	5,365
	
	
	—
	
	5,365
	

	Service revenue and other
	
	136,516
	
	
	5,365
	
	
	—
	
	
	141,881
	

	Revenue for service provided to the discontinued Wireless
	
	7,597
	
	
	3,830
	
	
	(23)
	
	
	11,404
	

	operations
	
	
	
	
	
	
	
	
	
	
	
	

	Total revenue
	
	144,113
	
	
	9,195
	
	
	(23)
	
	
	153,285
	

	Operating expenses
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	59,348
	
	
	2,704
	
	
	(22)
	
	
	62,030
	

	Selling, general and administrative
	
	24,316
	
	
	634
	
	
	32,650
	
	
	57,600
	

	Depreciation and amortization
	
	27,243
	
	
	2,102
	
	
	4,462
	
	
	33,807
	

	Total operating expenses
	
	110,907
	
	
	5,440
	
	
	37,090
	
	
	153,437
	

	Operating income (loss)
	$
	33,206
	
	$
	3,755
	
	$
	(37,113)
	
	$
	(152)
	

	
	
	
	
	
	
	
	
	
	
	
	
	




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

	
	
	Three Months Ended
	
	Nine Months Ended

	
	
	September 30,
	
	September 30,

	(in thousands)
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019

	Total consolidated operating income (loss)
	$
	470
	
	$
	681
	
	$
	(2,761)
	
	$
	(152)

	Other income, net
	
	1,083
	
	
	994
	
	
	3,103
	
	
	3,328

	Income from continuing operations before income taxes
	$
	1,553
	
	$
	1,675
	
	$
	342
	
	$
	3,176

	
	
	
	
	
	
	
	
	
	
	
	



Note 15. Subsequent Events

Dividend Declaration

On October 27, 2020, the Company's Board of Directors approved a dividend of $0.34 per common share. The dividend will be payable on December 1, 2020 to shareholders of record as of the close of business on November 12, 202020.
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ITEM 2.	MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 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, including information concerning our response to COVID-19, 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, that may include natural disasters, pandemics and outbreaks of contagious diseases and other adverse public health developments, such as COVID-19, changes in general economic conditions, increases in costs, changes in regulation and other competitive factors. Updates to the Risk Factors described in “Item 1A-Risk Factors” as provided in our Annual Report on Form 10-K for the year ended December 31, 2019, may be found below in Part II, under the heading “Item 1A-Risk Factors.

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, 2019, including the unaudited condensed consolidated financial statements and related notes included therein.

Overview

Shenandoah Telecommunications Company (“Shentel”, “we”, “our”, “us”, or the “Company”), is a provider of a comprehensive range of broadband communication services and cell tower colocation space in the Mid-Atlantic portion of the United States. Management’s Discussion and Analysis is organized around our reporting segments. Refer to Note 14, Segment Reporting, in our unaudited condensed consolidated financial statements for additional information.

Results of Operations

Three Months Ended September 30, 2020 Compared with the Three Months Ended September 30, 2019

The Company’s consolidated results from operations are summarized as follows:

	
	
	Three Months Ended September 30,
	
	
	Change
	

	($ in thousands)
	
	2020
	% of Revenue
	
	2019
	% of Revenue
	
	$
	
	
	
	%

	Revenue
	$
	55,173
	100.0
	
	$
	51,814
	100.0
	
	
	3,359
	
	
	6.5

	Operating expenses
	
	54,703
	99.1
	
	
	51,133
	98.7
	
	
	3,570
	
	
	7.0

	Operating income
	
	470
	0.9
	
	
	681
	1.3
	
	
	(211)
	
	
	(31.0)

	Other income, net
	
	1,083
	2.0
	
	
	994
	1.9
	
	
	89
	
	
	9.0

	Income before taxes
	
	1,553
	2.8
	
	
	1,675
	3.2
	
	
	(122)
	
	
	(7.3)

	Income tax expense
	
	141
	0.3
	
	
	507
	1.0
	
	
	(366)
	
	
	(72.2)

	Income from continuing operations
	
	1,412
	2.6
	
	
	1,168
	2.3
	
	
	244
	
	
	20.9

	Income from discontinued operations, net of tax
	
	33,509
	60.7
	
	
	13,186
	25.4
	
	
	20,323
	
	
	154.1

	Net Income
	$
	34,921
	63.3
	
	$
	14,354
	27.7
	
	
	20,567
	
	
	143.3

	
	
	
	
	
	
	
	
	
	
	
	
	
	



Revenue

Revenue in the third quarter of 2020 increased 6.5% to $55.2 million from $51.8 million in the third quarter of 2019, due to growth of $2.0 million and $1.4 million, in the Broadband and Tower segments, respectively.
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Refer to the discussion of the results of operations for the Broadband and Tower segments, included within this quarterly report, for additional information.

Operating expenses

Operating expenses increased approximately $3.6 million, or 7.0%, during the three months ended September 30, 2020 compared with the three months ended September 30, 2019. The increase was primarily due to incremental Broadband operating expenses incurred to support the launch of our new fiber-to-the-home service, Glo Fiber, and new fixed wireless broadband service, Beam.

Income tax expense

Income tax expense decreased approximately $0.4 million, during the three months ended September 30, 2020 compared with the three months ended September 30, 2019, due to changes in excess tax benefits from share based compensation and other discrete items.

Income from discontinued operations, net of tax

As discussed in the notes to our interim financial statements, the results of our Wireless operations are now presented as discontinued operations.

Income from discontinued operations, net of tax, increased $20.3 million, or 154.1%. The increase was driven by a $10.4 million decline in depreciation and amortization primarily as a result of ceasing depreciation and amortization of assets held for sale, $5.5 million increase in postpaid wireless service revenue, a $4.5 million increase in travel revenue, and $4.2 million decline due to ceasing amortization on our right of use assets under operating leases.

Nine Months Ended September 30, 2020 Compared with the Nine Months Ended September 30, 2019

The Company’s consolidated results from operations are summarized as follows:

	
	
	Nine Months Ended September 30,
	
	
	Change
	

	($ in thousands)
	
	2020
	% of Revenue
	
	2019
	% of Revenue
	
	$
	
	
	
	%

	Revenue
	$
	162,643
	100.0
	
	$
	153,285
	100.0
	
	
	9,358
	
	
	6.1

	Operating expenses
	
	165,404
	101.7
	
	
	153,437
	100.1
	
	
	11,967
	
	
	7.8

	Operating income (loss)
	
	(2,761)
	(1.7)
	
	
	(152)
	(0.1)
	
	
	(2,609)
	
	
	1,716.4

	Other income, net
	
	3,103
	1.9
	
	
	3,328
	2.2
	
	
	(225)
	
	
	(6.8)

	Income before taxes
	
	342
	0.2
	
	
	3,176
	2.1
	
	
	(2,834)
	
	
	(89.2)

	Income tax expense (benefit)
	
	(684)
	(0.4)
	
	
	(108)
	(0.1)
	
	
	(576)
	
	
	(533.3)

	Income from continuing operations
	
	1,026
	0.6
	
	
	3,284
	2.1
	
	
	(2,258)
	
	
	(68.8)

	Income from discontinued operations, net of tax
	
	76,422
	47.0
	
	
	38,130
	24.9
	
	
	38,292
	
	
	100.4

	Net Income
	$
	77,448
	47.6
	
	$
	41,414
	27.0
	
	
	36,034
	
	
	87.0

	
	
	
	
	
	
	
	
	
	
	
	
	
	



Revenue

Revenue increased $9.4 million or 6.1%, during the nine months ended September 30, 2020 compared with the nine months ended September 30, 2019, due to growth of $6.5 million and $3.3 million, in the Broadband and Tower segments, respectively.

Refer to the discussion of the results of operations for the Broadband and Tower segments below for additional information.

Operating expenses

Operating expenses increased approximately $12.0 million, or 7.8%, during the nine months ended September 30, 2020 compared with the nine months ended September 30, 2019. The increase was primarily due to incremental Broadband operating expenses incurred to support the launch of our new fiber-to-the-home service, Glo Fiber, and fixed wireless broadband solution, Beam.
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Income tax expense

Income tax expense decreased approximately $0.6 million, during the nine months ended September 30, 2020 compared with the nine months ended September 30, 2019, due to changes in taxable income.

Income from discontinued operations, net of tax

Income from discontinued operations net of tax increased $38.3 million or 100.4%. The increase was driven by a $22.2 million decrease in depreciation and amortization, a $19.5 million increase in travel revenue, a $7.0 million decline in interest expense from lower borrowing rates, $4.2 million in ceasing amortization of our right of use assets under operating leases partially offset by $13.8 million in higher income tax expense. Certain assets acquired from nTelos in 2016 became fully depreciated during 2020 and depreciation and amortization of the long-lived assets within our disposal group ceased in September 2020.

Resolution of our travel revenue dispute during June of 2020 reset the travel fee at $1.5 million per month through 2021. As a result, we recognized $25.5 million of travel revenue during the nine months ended September 30, 2020 for service that we have provided since May 1, 2019. Of that amount, $12.0 million related to service provided during 2019.

Broadband

Our Broadband segment provides broadband, video and voice services to residential and commercial customers in portions of Virginia, West Virginia, Maryland, and Kentucky, via hybrid fiber coaxial (“HFC”) cable under the brand name of Shentel, fiber optics under the brand name of Glo Fiber and fixed wireless network under the brand name of Beam. The Broadband segment also leases dark fiber and provides Ethernet and Wavelength fiber optic services to enterprise and wholesale customers throughout the entirety of our service area. The Broadband segment also provides voice and digital subscriber line (“DSL”) telephone services to customers in Virginia’s Shenandoah County as a Rural Local Exchange Carrier (“RLEC”). These integrated networks are connected by an approximately 6,700 fiber route mile network. This fiber optic network also supports our Wireless segment operations, which are currently classified as discontinued operations, and these intercompany transactions are reported at their market value.
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The following table indicates selected operating statistics of Broadband:

	
	
	September 30,
	
	September 30,

	
	
	2020
	
	
	2019

	Broadband homes passed (1) (2)
	
	230,002
	
	
	206,262

	Incumbent Cable
	
	207,655
	
	
	206,262

	Glo Fiber
	
	22,347
	
	
	—

	Broadband customer relationships (3)
	
	106,314
	
	
	94,356

	Residential and SMB RGUs:
	
	
	
	
	

	Broadband
	
	98,764
	
	
	82,413

	Incumbent Cable
	
	95,962
	
	
	82,413

	Glo Fiber
	
	2,802
	
	
	—

	Video
	
	53,647
	
	
	55,015

	Voice
	
	33,019
	
	
	30,956

	Total Cable and Glo Fiber RGUs
	
	185,430
	
	
	168,384

	Residential and SMB Penetration (4)
	
	
	
	
	

	Broadband
	
	42.9 %
	
	
	40.0 %

	Incumbent Cable
	
	46.2 %
	
	
	40.0 %

	Glo Fiber penetration
	
	12.5 %
	
	
	— %

	Video
	
	23.3 %
	
	
	26.7 %

	Voice
	
	15.5 %
	
	
	16.3 %

	Residential and SMB ARPU (5)
	
	
	
	
	

	Broadband
	$
	77.71
	
	$
	77.47

	Incumbent Cable
	$
	77.66
	
	$
	77.47

	Glo Fiber
	$
	80.03
	
	$
	—

	Video
	$
	93.08
	
	$
	89.32

	Voice
	$
	29.61
	
	$
	30.68

	Fiber route miles
	
	6,705
	
	
	5,864

	Total fiber miles (6)
	
	367,154
	
	
	311,702



_______________________________________________________

(1) Homes and businesses are considered passed (“homes passed”) if we can connect them to our distribution system without further extending the transmission lines. Homes passed is an estimate based upon the best available information. Homes passed have access to video, broadband and voice services.
(2) Includes approximately 16,600 RLEC homes passed where we are the dual incumbent telephone and cable provider.

(3) Customer relationships represent the number of billed customers who receive at least one of our services.

(4) Penetration is calculated by dividing the number of users by the number of homes passed or available homes, as appropriate.

(5) Average Revenue Per Customer calculation = (Residential & SMB Revenue * 1,000) / average customer relationships / 3 months

(6) Total fiber miles are measured by taking the number of fiber strands in a cable and multiplying that number by the route distance. For example, a 10 mile route with 144 fiber strands would equal 1,440 fiber miles.
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	Three Months Ended September 30, 2020 Compared with the Three Months Ended September 30, 2019
	
	
	
	
	
	

	Broadband results from operations are summarized as follows:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Three Months Ended September 30,
	
	Change
	
	

	($ in thousands)
	
	2020
	% of
	
	2019
	% of Revenue
	$
	
	
	%
	

	
	
	
	Revenue
	
	
	
	
	
	
	
	

	Broadband operating revenue
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cable, residential and SMB
	$
	37,469
	73.9
	
	$
	33,696
	69.2
	3,773
	
	
	11.2
	

	Fiber, enterprise and wholesale
	
	6,589
	13.0
	
	
	7,085
	14.6
	(496)
	
	
	(7.0)
	

	Rural local exchange carrier
	
	4,645
	9.2
	
	
	5,583
	11.5
	(938)
	
	
	(16.8)
	

	Equipment and other
	
	2,007
	4.0
	
	
	2,317
	4.8
	(310)
	
	
	(13.4)
	

	Total broadband revenue
	
	50,710
	100.0
	
	
	48,681
	100.0 %
	2,029
	
	
	4.2
	

	Broadband operating expenses
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	21,326
	42.1
	
	
	20,032
	41.1
	1,294
	
	
	6.5
	

	Selling, general, and administrative
	
	9,792
	19.3
	
	
	8,790
	18.1
	1,002
	
	
	11.4
	

	Depreciation and amortization
	
	10,106
	19.9
	
	
	8,617
	17.7
	1,489
	
	
	17.3
	

	Total broadband operating expenses
	
	41,224
	81.3
	
	
	37,439
	76.9
	3,785
	
	
	10.1
	

	Broadband operating income
	$
	9,486
	18.7
	
	$
	11,242
	23.1
	(1,756)
	
	
	(15.6)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	



Cable, residential and small and medium business (SMB) revenue

Cable, residential and SMB revenue increased during the three months ended September 30, 2020 approximately $3.8 million, or 11.2%, primarily driven by 19.8% growth in broadband subscribers.

Fiber, enterprise and wholesale revenue

Fiber, enterprise and wholesale revenue decreased during the three months ended September 30, 2020 approximately $0.5 million, or 7.0%, due primarily to lower amortized revenue partially offset by growth in enterprise and backhaul connections.

Rural local exchange carrier (RLEC) revenue

RLEC revenue decreased approximately $0.9 million, or 16.8%, compared with the three months ended September 30, 2019 due to lower governmental support and a decline in residential voice and data subscribers.

Cost of services

Cost of services increased $1.3 million, or 6.5%, primarily driven by higher compensation costs due to Glo Fiber and Beam fixed wireless start-up staffing and maintenance of the expanding network.

Selling, general and administrative

Selling, general and administrative expense increased $1.0 million or 11.4% compared with the three months ended September 30, 2019, due to increases in compensation expense of $1.5 million as a result of Glo Fiber and Beam fixed wireless start-up staffing, offset by a $0.4 million reduction in bad debt expense.

Depreciation and amortization

Depreciation and amortization increased $1.5 million or 17.3%, compared with the three months ended September 30, 2019, primarily as a result of our network expansion, the introduction of fiber to the home service under our brand, Glo Fiber, and our fixed wireless broadband solution, Beam.
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	Nine Months Ended September 30, 2020 Compared with the Nine Months Ended September 30, 2019
	
	
	
	
	
	
	

	Broadband results from operations are summarized as follows:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Nine Months Ended September 30,
	
	Change
	
	

	($ in thousands)
	
	2020
	% of
	
	2019
	% of Revenue
	$
	
	
	%
	

	
	
	
	Revenue
	
	
	
	
	
	
	
	

	Broadband revenue
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cable, residential and SMB
	$
	108,242
	71.9
	
	$
	99,703
	69.2
	8,539
	
	
	8.6
	

	Fiber, enterprise and wholesale
	
	21,853
	14.5
	
	
	20,373
	14.1
	1,480
	
	
	7.3
	

	Rural local exchange carrier
	
	14,607
	9.7
	
	
	17,305
	12.0
	(2,698)
	
	
	(15.6)
	

	Equipment and other
	
	5,928
	3.9
	
	
	6,732
	4.7
	(804)
	
	
	(11.9)
	

	Total broadband revenue
	
	150,630
	100.0
	
	
	144,113
	100.0 %
	6,517
	
	
	4.5
	

	Broadband operating expenses
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of services
	
	61,572
	40.9
	
	
	59,348
	41.2
	2,224
	
	
	3.7
	

	Selling, general, and administrative
	
	28,960
	19.2
	
	
	24,316
	16.9
	4,644
	
	
	19.1
	

	Depreciation and amortization
	
	30,448
	20.2
	
	
	27,243
	18.9
	3,205
	
	
	11.8
	

	Total broadband operating expenses
	
	120,980
	80.3
	
	
	110,907
	77.0
	10,073
	
	
	9.1
	

	Broadband operating income
	$
	29,650
	19.7
	
	$
	33,206
	23.0
	(3,556)
	
	
	(10.7)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	



Cable, residential and small and medium business (SMB) revenue

Cable, residential and SMB revenue increased during the nine months ended September 30, 2020 approximately $8.5 million, or 8.6%, primarily driven by 19.8% growth in broadband subscribers.

Fiber, enterprise and wholesale revenue

Fiber, enterprise and wholesale revenue increased during the nine months ended September 30, 2020 approximately $1.5 million, or 7.3%, due primarily to an increase in new enterprise and backhaul connections.

Rural local exchange carrier (RLEC) revenue

RLEC revenue decreased approximately $2.7 million, or 15.6%, compared with the nine months ended September 30, 2019 due primarily to a decline in residential voice and data subscribers, lower governmental support, lower switched access revenue from other carriers, and lower intercompany phone service.

Cost of services

Cost of services increased $2.2 million, or 3.7%, primarily driven by higher compensation expense to support the expansion of our network related to the launch of our new services Glo Fiber and Beam.

Selling, general and administrative

Selling, general and administrative expense increased $4.6 million or 19.1% compared with the nine months ended September 30, 2019, due to increases in compensation expense of $4.1 million as a result of Glo Fiber and Beam fixed wireless start-up staffing, higher benefit plan and incentive accruals from strong operating results, and $0.6 million of professional fees.

Depreciation and amortization

Depreciation and amortization increased $3.2 million or 11.8%, compared with the nine months ended September 30, 2019, primarily as a result of our network expansion and the introduction of fiber to the home service under our brand, Glo Fiber.

Tower

Our Tower segment owns 230 cell towers and small cell sites and leases colocation space on the towers to wireless communications providers, including our Wireless segment which is currently classified as a discontinued operation. Substantially all of our owned towers are built on ground that we lease from the respective landlords. The colocation space that we lease to our Wireless segment is priced at our estimate of fair market value.
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	The following table indicates selected operating statistics of the Tower segment:
	
	
	

	
	September 30,
	
	
	September 30,

	2020
	
	
	2019

	Macro towers owned
	
	222
	
	221

	Small cell sites
	8
	
	—

	Tenants (1)
	414
	
	380

	Average tenants per tower
	1.8
	
	1.7



_______________________________________________________

(1) Includes 208 and 177 intercompany tenants for our Wireless segment as of September 30, 2020 and 2019, respectively.

Three Months Ended September 30, 2020 Compared with the Three Months Ended September 30, 2019

	Tower results from operations are summarized as follows:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Three Months Ended September 30,
	
	Change
	
	

	($ in thousands)
	
	2020
	% of
	
	2019
	% of
	
	$
	
	
	%
	

	
	
	
	Revenue
	
	
	
	Revenue
	
	
	
	
	
	

	Tower revenue
	$
	4,501
	100.0
	
	$
	3,140
	100.0
	1,361
	
	
	43.3
	

	Tower operating expenses
	
	2,080
	46.2
	
	
	1,810
	57.6
	270
	
	
	14.9
	

	Tower operating income
	$
	2,421
	53.8
	
	$
	1,330
	42.4
	1,091
	
	
	82.0
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	



Revenue

Revenue increased approximately $1.4 million, or 43.3%, during the three months ended September 30, 2020 compared with the three months ended September 30, 2019. This increase was due to a 8.9% increase in tenants and a 37.9% increase in average revenue per tenant driven by amendments to intercompany leases effective in the first quarter of 2020.

Operating expenses

Operating expenses were comparable with the prior year.

Nine Months Ended September 30, 2020 Compared with the Nine Months Ended September 30, 2019

	Tower results from operations are summarized as follows:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Nine Months Ended September 30,
	
	Change
	
	

	($ in thousands)
	
	2020
	% of
	
	2019
	% of
	
	$
	
	
	%
	

	
	
	
	Revenue
	
	
	
	Revenue
	
	
	
	
	
	

	Tower revenue
	$
	12,490
	100.0
	
	$
	9,195
	100.0
	3,295
	
	
	35.8
	

	Tower operating expenses
	
	6,046
	48.4
	
	
	5,440
	59.2
	606
	
	
	11.1
	

	Tower operating income
	$
	6,444
	51.6
	
	$
	3,755
	40.8
	2,689
	
	
	71.6
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	



Revenue

Revenue increased approximately $3.3 million, or 35.8%, during the nine months ended September 30, 2020 compared with the nine months ended September 30, 2019. This increase was due to a 10.2% increase in tenants and a 26.0% increase in average revenue per tenant driven by amendments to intercompany leases.

Operating expenses

Operating expenses increased approximately $0.6 million during the nine months ended September 30, 2020 compared to the prior year period due primarily to increases in ground lease rent.
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Non-GAAP Financial Measures

Adjusted OIBDA

Adjusted OIBDA represents Operating income from continuing operations before depreciation, amortization of intangible assets, stock-based compensation and certain other items of revenue, expense, gain or loss not reflective of our operating performance, which may or may not be recurring in nature.

Adjusted OIBDA is a non-GAAP financial measure that we use to evaluate our operating performance in comparison to our competitors. Management believes that analysts and investors use Adjusted OIBDA as a supplemental measure of operating performance to facilitate comparisons with other telecommunications companies. This measure isolates and evaluates operating performance by excluding the cost of financing (e.g., interest expense), as well as the non-cash depreciation and amortization of past capital investments, non-cash share-based compensation expense, and certain other items of revenue, expense, gain or loss not reflective of our operating performance, which may or may not be recurring in nature.

Adjusted OIBDA has limitations as an analytical tool and should not be considered in isolation or as a substitute for operating income, net income or any other measure of financial performance reported in accordance with U.S. Generally Accepted Accounting Principles (“GAAP”).

The following tables reconcile Adjusted OIBDA to operating income from continuing operations, which we consider to be the most directly comparable

GAAP financial measure:

	Three Months Ended September 30, 2020
	
	
	
	
	
	
	
	Corporate &
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	
	
	Consolidated
	

	
	
	
	
	
	
	Eliminations
	
	
	

	Operating income from continuing operations
	
	$
	9,486
	
	$
	2,421
	
	$
	(11,437)
	
	$
	470
	

	Depreciation
	
	9,939
	
	
	467
	
	
	1,422
	
	
	11,828
	

	Amortization
	
	167
	
	
	—
	
	—
	
	167
	

	OIBDA
	
	19,592
	
	
	2,888
	
	
	(10,015)
	
	
	12,465
	

	Share-based compensation expense
	
	—
	
	
	—
	
	
	1,137
	
	
	1,137
	

	Deal advisory fees
	
	—
	
	—
	
	1,032
	
	
	1,032
	

	Adjusted OIBDA
	$
	19,592
	
	$
	2,888
	
	$
	(7,846)
	
	$
	14,634
	

	Three Months Ended September 30, 2019
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	Corporate &
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	
	
	Consolidated
	

	
	
	
	
	
	
	Eliminations
	
	
	

	Operating income from continuing operations
	
	$
	11,242
	
	$
	1,330
	
	$
	(11,891)
	
	$
	681
	

	Depreciation
	
	8,472
	
	
	691
	
	
	1,433
	
	
	10,596
	

	Amortization
	
	145
	
	
	—
	
	—
	
	145
	

	OIBDA
	
	19,859
	
	
	2,021
	
	
	(10,458)
	
	
	11,422
	

	Share-based compensation expense
	
	—
	
	
	—
	
	
	723
	
	
	723
	

	Adjusted OIBDA
	$
	19,859
	
	$
	2,021
	
	$
	(9,735)
	
	$
	12,145
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	Nine Months Ended September 30, 2020
	
	
	
	
	
	
	
	Corporate &
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	
	
	Consolidated
	

	
	
	
	
	
	
	Eliminations
	
	
	

	Operating income from continuing operations
	
	$
	29,650
	
	$
	6,444
	
	$
	(38,855)
	
	$
	(2,761)
	

	Depreciation
	
	29,960
	
	
	1,414
	
	
	4,148
	
	
	35,522
	

	Amortization
	
	488
	
	
	—
	
	—
	
	488
	

	OIBDA
	
	60,098
	
	
	7,858
	
	
	(34,707)
	
	
	33,249
	

	Share-based compensation expense
	
	—
	
	
	—
	
	
	5,306
	
	
	5,306
	

	Deal advisory fees
	
	—
	
	—
	
	3,002
	
	
	3,002
	

	Adjusted OIBDA
	$
	60,098
	
	$
	7,858
	
	$
	(26,399)
	
	$
	41,557
	

	Nine Months Ended September 30, 2019
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	Corporate &
	
	
	

	(in thousands)
	
	Broadband
	
	Tower
	
	
	
	Consolidated
	

	
	
	
	
	
	
	Eliminations
	
	
	

	Operating income from continuing operations
	
	$
	33,206
	
	$
	3,755
	
	$
	(37,113)
	
	$
	(152)
	

	Depreciation
	
	26,936
	
	
	2,102
	
	
	4,462
	
	
	33,500
	

	Amortization
	
	307
	
	
	—
	
	—
	
	307
	

	OIBDA
	
	60,449
	
	
	5,857
	
	
	(32,651)
	
	
	33,655
	

	Share-based compensation expense
	
	—
	
	
	—
	
	
	2,769
	
	
	2,769
	

	Adjusted OIBDA
	$
	60,449
	
	$
	5,857
	
	$
	(29,882)
	
	$
	36,424
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	



Financial Condition, Liquidity and Capital Resources

Sources and Uses of Cash: Our principal sources of liquidity are our cash and cash equivalents, cash generated from operations, proceeds available under our revolving line of credit, and proceeds from dispositions.

As of September 30, 2020 our cash and cash equivalents totaled $184.1 million and the availability under our revolving line of credit was $75.0 million, for total available liquidity of $259.1 million.

· The Company generated approximately $44.8 million of net cash from continuing operations during the nine months ended September 30, 2020, consistent with the nine months ended September 30, 2019.
· Discontinued operations contributed $182.5 million driven by strong results for our Wireless operations, including a $19.5 million increase due to the resolution of our travel revenue dispute with Sprint.

Net cash used in investing activities from continuing operations increased $23.1 million during the nine months ended September 30, 2020, compared with the nine months ended September 30, 2019 due to the following:
· $33.9 million increase in capital expenditures due primarily to higher spending in the Broadband segment primarily driven by our Glo Fiber market expansion.
· $10.0 million decline in acquisitions. In 2019, the Company acquired Big Sandy Broadband, Inc. for $10.0 million.

· Net cash used in investing activities from discontinued operations decreased $40.4 million to $17.8 million during the nine months ended September 30, 2020, due to completion of the nTelos and Parkersburg network expansions in the first half of 2019 and postponement of Richmond Sliver territory expansion projects.

Net cash used in financing activities from continuing operations during the nine months ended September 30, 2020, consistent with the nine months ended September 30, 2019.

Indebtedness: As of September 30, 2020, the Company’s indebtedness totaled approximately $696.4 million, net of unamortized loan fees of $10.1 million, with an annualized overall weighted average interest rate of approximately 2.3%. Cash proceeds to be received, in connection with the completion of the sale of the Wireless segment operating assets and operations, are required to be used to repay our outstanding indebtedness. Principal payments on our debt are thus presented as cash used to finance our discontinued operations. Refer to Note 9, Debt, for information about the Company's Credit Facility and financial covenants.
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Borrowing Capacity: As of September 30, 2020, the Company’s outstanding debt principal, under the Credit Facility, totaled $706.4 million, with an estimated annualized effective interest rate of 2.3% after considering the impact of the interest rate swap contracts and unamortized loan costs.

As of September 30, 2020, we were in compliance with the financial covenants in our Credit Facility agreement.

We expect our cash on hand, available funds under our revolving credit facility, proceeds received from dispositions, and our cash flow from continuing operations will be sufficient to meet our anticipated liquidity needs for business operations for the next twelve months. There can be no assurance that we will continue to generate cash flows at or above current levels or that we will be able to maintain our ability to borrow under our credit facility. Thereafter, capital expenditures will likely be required to continue planned capital upgrades to the broadband networks, tower infrastructure and to provide increased capacity to meet expected growth in demand for our products and services. The actual amount and timing of our future capital requirements may differ materially from our estimate depending on the demand for our products and services, including the outcome of a potential sale of our wireless segment to T-Mobile, new market developments and expansion opportunities.

Our proceeds from dispositions and cash flows from continuing operations could be adversely affected by events outside our control, including, without limitation, changes in overall economic conditions, regulatory requirements, changes in technologies, demand for our products and services, availability of labor resources and capital, changes in our relationship with Sprint, natural disasters, pandemics and outbreaks of contagious diseases and other adverse public health developments, such as COVID-19, and other conditions. Our ability to attract and maintain a sufficient customer base, particularly in our Broadband markets, is critical to our ability to maintain a positive cash flow from operations. The foregoing events individually or collectively could affect our results.

Critical Accounting Policies

There have been no material changes to the critical accounting policies as previously disclosed in Part II, Item 8 of our Annual Report on Form 10-K for the year ended December 31, 2019.

ITEM 3.	QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As of September 30, 2020, the Company had $706.4 million of gross variable rate debt outstanding, bearing interest at a weighted average rate of 2.3%. An increase in market interest rates of 1.00% would add approximately $6.9 million to annual interest expense, excluding the effect of our interest rate swaps. The swaps cover notional principal equal to $303.5 million, or approximately 43% as of September 30, 2020. The Company is required to pay a combined fixed rate of approximately 1.16% and receive a variable rate based on one month LIBOR (0.16% at September 30, 2020), to manage a portion of its interest rate risk. Changes in the net interest paid or received under the swaps would offset a corresponding portion of the change in interest expense on the variable rate debt outstanding.

ITEM 4.	CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Management, with the participation of our President and Chief Executive Officer, who is the Principal Executive Officer, the Senior Vice President - Finance and Chief Financial Officer, who is the Principal Financial Officer, and the Vice President and Chief Accounting Officer, who is the Principal Accounting Officer, conducted an evaluation of our disclosure controls and procedures, (as defined by Rule 13a-15(e) under the Securities Exchange Act of 1934), as of the end of the period covered by this Quarterly report on Form 10-Q.

As disclosed in our Annual Report on Form 10-K for our fiscal year ended December 31, 2019, we identified material weaknesses in internal control over financial reporting. The material weaknesses will not be considered remediated until the applicable enhanced controls operate for a sufficient period of time and management has concluded, through testing, that these controls are operating effectively. As remediation has not yet been completed, our President and Chief Executive Officer, our Senior Vice President - Finance and Chief Financial Officer, and our Vice President - Chief Accounting Officer, have concluded that our disclosure controls and procedures continued to be ineffective as of September 30, 2020.

In light of the material weaknesses, management performed additional analysis and other procedures to ensure that our unaudited condensed consolidated financial statements were prepared in accordance with U.S. generally accepted accounting principles (GAAP).
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Notwithstanding the material weaknesses, management has concluded that the unaudited condensed consolidated financial statements included in this Quarterly Report on Form 10-Q fairly state, in all material respects, our financial position, results of operations and cash flows for the periods presented.

Changes in Internal Control over Financial Reporting

During the three months ended September 30, 2020, the Company continued execution of Management's Remediation Plan. Aside from continued improvements under this plan, there were no changes in our internal control over financial reporting that materially affected or are reasonably likely to materially affect our internal control over financial reporting. We are evaluating the impact of the anticipated sale of our discontinued Wireless operations on our remediation plan and timeline.

PART II

ITEM 1A. RISK FACTORS

We discuss in our Annual Report on Form 10-K various risks that may materially affect our business. We use this section to update this discussion to reflect material developments since our Form 10-K was filed. As of September 30, 2020, except as described below, there have been no significant changes to the Risk Factors previously disclosed in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2019.

Risks Related to the Business Combination and integration between T-Mobile and Sprint and the related purchase option appraisal process to determine the value of our Wireless assets and operations could cause significant volatility in the trading and value of the Company’s common stock.

As previously disclosed, on April 1, 2020, T-Mobile US, Inc. (“T-Mobile”) publicly announced the completion of its business combination with Sprint Corporation (“Sprint”) and subsequently delivered to the Company a notice of Network Technology Conversion, Brand Conversion and Combination Conversion (a “Conversion Notice”) pursuant to the terms of the Company’s affiliate agreement with Sprint. On August 26, 2020, T-Mobile exercised its option to purchase the assets and operations of our Wireless operations for 90% of the “Entire Business Value” (as defined under our affiliate agreement and determined pursuant to the appraisal process under the affiliate agreement). The appraised value and ultimate closing of the sale to T-Mobile does not require shareholder approval. The value of the Company's Wireless assets and operations determined through the appraisal process is uncertain and may not reflect the value implied by the value of our common stock.

As previously disclosed, the Company had disputed the framework of the appraisal process and other contractual terms related to T-Mobile’s pending acquisition of our Wireless assets and operations. Although the parties have now aligned in principle to resolve such disputed items, additional disputes may arise during the appraisal process which could delay the determination of Entire Business Value, delay the closing of the sale of our Wireless assets and operations and adversely affect the appraised value of our Wireless assets and operations.

The Company’s Board of Directors has not determined the use of the proceeds from the pending sale of our Wireless assets and operations and the decision could be different than expectations and cause significant volatility in the trading and value of our common stock.

The affiliate agreement also provides that 90 days following delivery of the Conversion Notice, T-Mobile may effect a Technology Conversion, Brand Conversion and Combination Conversion (each as defined in the affiliate agreement), following which T-Mobile is permitted to take certain competitive and other actions that could directly or indirectly adversely affect the Company’s Wireless business and operations. T-Mobile began integration of collection policies and voice traffic policies in the second quarter 2020 and credit policies, the brands, rate plans, sales, distribution channels and network in the third quarter 2020. The integration activities have adversely affected, and are likely to continue to adversely affect, our Wireless segment operating and financial results. Although the agreement in principle, with T-Mobile, to resolve the appraisal framework dispute requires the appraisers to disregard merger integration effects, it is uncertain how these impacts will be interpreted by the appraisers and could adversely affect the appraised value of our Wireless assets and operations.

In addition, management and financial resources have been diverted and will continue to be diverted toward a potential transaction with T-Mobile. We have incurred, and expect to incur, significant costs, expenses and fees for professional services and other transaction costs in connection with this process and related planning. These costs could adversely affect our financial condition and results of operations prior to the determination of the future of our Wireless operations.

Risks Related to Our Business

The COVID-19 pandemic, and the future outbreak of other highly infectious or contagious diseases, could disrupt the operation of our business resulting in adverse impacts to our financial condition, results of operations, and cash flow and could create significant volatility in the trading and value of the Company’s common stock.

Since being reported in December 2019 in China, an outbreak of a new strain of coronavirus (“COVID-19”) has spread globally, including to every state in the United States. In March 2020, the World Health Organization declared COVID-19 a


31
[image: ]

Table of Contents


pandemic and the United States declared a national emergency. The COVID-19 pandemic has negatively impacted the global economy, disrupted global supply chains, and created significant volatility and disruption of financial markets, and another pandemic in the future could have similar effects. Given the ongoing and dynamic nature of the circumstances, it is difficult to predict the impact of COVID-19 on the Company, and there is no guarantee that efforts by Shentel, designed to address adverse impacts of the coronavirus, will be effective.

Governments in the markets that we operate have mandated residents to stay at home and have temporarily closed businesses that are not considered essential. Although our businesses are considered essential, the Company temporarily closed approximately 40% of its Sprint branded retail stores during March 2020 as a result of the COVID-19 pandemic before re-opening them in the second quarter of 2020 and adversely affected and continues to affect our Wireless postpaid subscriber gross additions. In addition, the current COVID-19 pandemic, or a future pandemic, could have material and adverse effects on our ability to successfully operate and on our financial condition, results of operations and cash flows due to, among other factors:

· additional disruptions or delays in our operations or network performance, as well as network maintenance and construction, testing, supervisory and customer support activities, and inventory and supply procurement;
· increases in operating costs, inventory shortages and/or a decrease in productivity related to travel bans and social distancing efforts, which could include delays in our ability to install broadband services at customer locations or require our vendors and contractors to incur additional costs that may be passed onto us;

· a deterioration in our ability to operate in affected areas or delays in the supply of products or services to us from vendors that are needed for our efficient operations;
· a decrease in the ability of our counterparties to meet their obligations to us in full, or at all;
· a general reduction in business and economic activity may severely impact our customers and may cause them to be unable to pay for services provided; and
· the potential negative impact on the health of our personnel, particularly if a significant number of them are impacted, could result in a deterioration in our ability to ensure business continuity during a disruption.

Shentel has implemented policies and procedures designed to mitigate the risk of adverse impacts of the COVID-19 pandemic, or a future pandemic, on the Company’s operations, but it may incur additional costs to ensure continuity of business operations caused by COVID-19, or other future pandemics, which could adversely affect its financial condition and results of operations. However, the extent of such impacts will depend on future developments, which are highly uncertain and cannot be predicted, including new information that may emerge concerning the severity of COVID-19 and actions taken to contain COVID-19 or its impact.

ITEM 2.	Unregistered Sales of Equity Securities and Use of Proceeds

Unregistered Sales of Equity Securities

None.

Use of Proceeds from Registered Securities

None.

Purchases of Equity Securities by the Issuer or Affiliated Purchasers

There were no shares repurchased during the third quarter ended September 30, 2020. Such activity typically occurs in the first half of the year connected to stock compensation vesting events to settle employee tax withholding requirements. There have been no repurchases of shares during 2020 through the share repurchase program.

	
	
	
	
	
	Total Number of Shares
	
	
	Approximate Dollar Value
	

	
	Number of Shares
	
	Average Price
	Purchased as Part of
	
	
	
	

	($ in thousands, except per share amounts)
	
	
	
	Publicly Announced Plans or
	
	
	that May Yet be Purchased
	

	
	Surrendered
	
	Paid per Share
	Programs
	
	under the Plans or Programs
	

	July 1 to July 31
	—
	
	N/A
	
	—
	
	$
	72,765
	

	August 1 to August 31
	—
	
	N/A
	—
	$
	72,765
	

	September 1 to September 30
	—
	
	N/A
	—
	$
	72,765
	

	Total
	—
	
	
	
	—
	$
	72,765
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ITEM 6.	Exhibits Index

Exhibit No.	Exhibit

31.1*	Certification of Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

31.2*	Certification of Principal Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

31.3*	Certification of Principal Accounting Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

32**	Certifications pursuant to Rule 13a-14(b) under the Securities Exchange Act of 1934 and 18 U.S.C. § 1350.

(101) Formatted in XBRL (Extensible Business Reporting Language)

	101.INS
	XBRL Instance Document - the instance document does not appear in the interactive data file because its XBRL tags

	
	are embedded within the Inline XBRL document

	101.SCH
	XBRL Taxonomy Extension Schema Document

	101.CAL
	XBRL Taxonomy Extension Calculation Linkbase Document

	101.DEF
	XBRL Taxonomy Extension Definition Linkbase Document

	101.LAB
	XBRL Taxonomy Extension Label Linkbase Document

	101.PRE
	XBRL Taxonomy Extension Presentation Linkbase Document




*	Filed herewith

· This certification is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (Exchange Act), or otherwise subject to the liability of that section, nor shall it be deemed incorporated by reference into any filing under the Securities Act of 1933, as amended (Securities Act), or the Exchange Act.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

SHENANDOAH TELECOMMUNICATIONS COMPANY

/s/James J. Volk

James J. Volk

Senior Vice President - Chief Financial Officer
(Principal Financial Officer)

Date: November 6, 2020
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CERTIFICATION

I, Christopher E. French, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Shenandoah Telecommunications Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d‑15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.


/s/ CHRISTOPHER E. FRENCH

Christopher E. French, President and Chief Executive Officer

(Principal Executive Officer)

Date: November 6, 2020
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CERTIFICATION

I, James J. Volk, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Shenandoah Telecommunications Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d‑15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.


/s/JAMES J. VOLK

James J. Volk, Senior Vice President – Chief Financial Officer

(Principal Financial Officer)

Date: November 6, 2020
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CERTIFICATION

I, Chase L. Stobbe, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Shenandoah Telecommunications Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d‑15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.



/s/CHASE L. STOBBE

Chase L. Stobbe, Vice President - Chief Accounting Officer

(Principal Accounting Officer)

Date: November 6, 2020
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EXHIBIT 32[image: ]

Written Statement of Chief Executive Officer and Chief Financial Officer

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Each of the undersigned, the President and Chief Executive Officer and the Senior Vice President - Chief Financial Officer, of Shenandoah Telecommunications Company (the “Company”), hereby certifies that, on the date hereof:

(1) The quarterly report on Form 10-Q of the Company for the three months ended September 30, 2020 filed on the date hereof with the Securities and Exchange Commission (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) Information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the

Company.

/s/CHRISTOPHER E. FRENCH

Christopher E. French

President and Chief Executive Officer

(Principal Executive Officer)

November 6, 2020

/s/JAMES J. VOLK

James J. Volk

Senior Vice President – Chief Financial Officer

(Principal Fincncial Officer)

November 6, 2020

The foregoing certification is being furnished solely pursuant to Rule 13a-14(b) under the Securities Exchange Act of 1934 (the “Exchange Act”) and 18 U.S.C. Section 1350 and is not being filed as part of the Report or as a separate disclosure document. This certification shall not be deemed “filed” for purposes of Section 18 of the Exchange Act or otherwise subject to liability under that section. This certification shall not be deemed to be incorporated by reference into any filing under the Securities Act of 1933 or the Exchange Act except to the extent this Exhibit 32 is expressly and specifically incorporated by reference in any such filing.
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