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MISSION STATEMENT
Horizon Telcom provides peace of mind to our customers and their end users by 
partnering with them to deliver tailored, reliable, industry-leading data transport and 
related products and services and by serving them in a manner that demonstrates our 
understanding of and concern for their needs and reflects our “good neighbor” values.

TRANSFER AGENT, REGISTRAR, AND DIVIDEND DISBURSING AGENT
Computershare Investor Services
250 Royall Street MS 3B
Canton, MA 02021
Investor Call Center: 1-800-622-6757
www.computershare.com

The 2015 Annual Meeting will be held at 3:00 p.m., Wednesday, May 20, 2015.
East/West Conference Room of the Horizon corporate location at 68 E. Main St. Chillicothe, OH.

SHAREHOLDER INFORMATION
Jodie Jones - Executive Assistant
Horizon Telcom 
P.O. Box 480
Chillicothe, OH  45601-0480
740-772-8376
Fax: 740-772-3400
E-mail: jodie.jones@horizontel.com



Dear SHAREHOLDERS,

The past year has been a year of transition—a year of organizing our company for a 
successful future and building the business to make that successful future a reality.

In August 2014, the board of directors approved a plan to divide our operating 
company into two distinct business units with separate leadership teams and profit 
and loss responsibility.  The Hometown Services business unit provides the services 
we have traditionally offered as a local telephone company.  These services primarily 
include voice, video and data services provided to commercial and residential 
customers in and around Ross County, Ohio.  The Network Partners business unit 
provides fiber optic-based carrier services over its extensive regional network and 
the networks of vendor carriers.  These services include Internet access, voice over 
IP (VOIP), carrier-class Ethernet and leased dark fiber to carriers and enterprises in 
Ohio and surrounding states.

In addition to his duties as Horizon CFO, Pete Holland now also serves as President of the Hometown Services business 
unit.  He is assisted by a leadership team consisting of Misty Tuttle, Sales & Marketing Manager, Bob Newman, Network 
Operations Manager, Ken Good, Information Services Manager, Gerald Parker, Plant Operations Manager and Jeff Blevins, 
Finance & Carrier Relations Manager. Horizon COO, Steve Steele, now also serves as President of the Network Partners 
business unit.  He is assisted by a leadership team consisting of Joey Holibaugh, VP-Sales & Marketing, Brian Riley, 
VP-Technology and Kae Diehl, Director-Contracts & Customer Operations.  Deb Schmelzer serves as Controller and VP-
Finance for both business units. 

With the input of the board’s management advisory council and Deb’s leadership, we have implemented a new method of 
tracking financial and operational results.  Our new modeling process supports monthly forecasting for management and 
greater transparency for stakeholders.  

After a loss of almost $6 million of annual revenue from Universal Service Fund and related subsidies since 2010, the 
reductions to those subsidies appear to be slowing.  This has provided greater stability to the business and has enabled our 
traditional services to better support our growth services. 

Our Broadband Technology Opportunities Program (BTOP) fiber optic network extension project has been closed out.  
The total cost of the project was $101M, with the federal government funding $66.5M and Horizon funding the remaining 
$34.5M.  While the project cost more than originally anticipated and the reach of the project was modified slightly, it has 
been a very beneficial endeavor.  We now operate approximately 3900 miles of fiber optic cable serving 37 counties in 
Ohio and West Virginia.  The network serves 177 health care facilities, 118 K-12 schools, 24 higher education facilities, 31 
libraries, 51 governmental agencies, 45 carriers and numerous small-and-medium sized businesses.

Contracts to provide broadband services to cellular towers are fueling much of our growth.  Horizon Network Partners now 
has contracts to serve approximately 450 towers.  235 of those towers are already online and producing revenue with the 
remainder expected to come on line by this time next year.  Wireless backhaul remains our most attractive service segment 
and provides a valuable revenue stream into the future.

Last fall, long-time board member, Jerry Whited, chose to resign from the Horizon board of directors.  The board decided 
to take that opportunity to reconsider the board size and structure to best lead our transformed company in the future.  
The board of directors has decided to ask shareholders to reduce the number of board seats from 14 to 7.  Choosing to 
leave the board will be dedicated and appreciated board members, David McKell, Jennifer McKell, Thomas McKell, Donald 
McNeal, Helen Sproat and Jack Thompson.  We wish to thank all of our departing board members for the wonderful 
job they have done leading the company through a turbulent time.  We are grateful for their wisdom and leadership over 
the years and wish them the very best as they continue their service to the community in other ways.  Pete Holland will 
continue to serve the board as Chief Financial Officer, but will not take a seat on the new board.  Joining the board will be 
David McKell’s son, David C. McKell, who brings a wealth of business experience to the board.  

We hope to see you at our annual meeting at our offices in Chillicothe on Wednesday, May 20, 2015 at 3:00 p.m.

                     Blessings, 

                                       Bill McKell
                     President and CEO



OUR LEADERSHIP
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Plant Operations

Misty Tuttle
Sales & Marketing

HORIZON TELCOM

Don Barnhart  
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LEGACY AWARD
In March 2015, the Chillicothe Ross Chamber of Commerce selected the McKell Family and Horizon 
as recipients of the 2015 Legacy Award during the chamber’s Annual Meeting. 
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DEPARTMENT HIGHLIGHTS

CUSTOMER CARE

In 2014, the Customer Care 
Department changed its up-selling 
strategies with the aim of inspiring 
ideas to improve sales, customer 
retention and productivity. One 
suggestion in particular, was to 
change business office hours, 
which became effective in April 
2015. This allows Customer Care 
employees a full hour to commit 
their time to identifying personal 
and team needs while improving 
skills and productivity through 
tailored training sessions. 

Our mission in 2015 will be to take 
a more aggressive sales approach 
to exceed sales goals while 
continuing to provide exceptional 
customer service. We will strive 
to find better ways to retain our 
customers through coaching, 
improving product knowledge and 
positive customer experiences. 

OPERATIONS

Efficiency is an area that we focus on within our outside plant.  The GPS system has made us more efficient 
in many ways such as locating our nearest technician to help with our customer’s needs and has also allowed 
us to zero in on time accountability.  Plus, the reporting capability of our GPS system has helped us identify 
cost savings in fuel usage, knowledge and maintaining positive customer experiences. 

FINANCE & ACCOUNTING

Horizon Telcom has always 
been committed to defining 
the company’s financial goals. 
Over the last year, the Finance 
& Accounting Department has 
worked to improve the financial 
planning process by creating 
a five year financial model that 
is reviewed and updated on a 
monthly basis. This process 
has allowed management to set 
realistic financial goals, allowed 
for a timely measurement of the 
progress on these goals, helped 
identify risks, and created more 
confidence in the financial 
planning process.  

Over the coming year, the 
department will continue to 
enhance the process to ensure 
all key stakeholders are more 
involved in the financial planning 
process.

NETWORK PARTNERS

2014 was a year of tremendous 
change and improvement for 
Network Partners, specifically 
in the key areas of on-time/on-
budget performance, customer 
experience, and new revenue 
support. Our fiber-network 
trouble ticket levels have trended 
down over the year as a result of 
a whole new focus on network 
hardening to identify risk areas 
and systematically address them. 

We organizationally streamlined 
our quoting process to bring 
down turn-around times so our 
sales team can move quickly 
with their prospect. 
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REPORT OF INDEPENDENT AUDITORS 
 

 

To the Board of Directors 

Horizon Telcom, Inc. 

 

 

Report on the Financial Statements 

 

We have audited the accompanying consolidated financial statements of Horizon Telcom, Inc. and its 

subsidiaries, which comprise the consolidated balance sheets as of December 31, 2014 and 2013, and the 

related consolidated statements of operations, comprehensive income, stockholders’ equity, and cash 

flows for the years then ended, and the related notes to the consolidated financial statements.  

 
Management’s Responsibility for the Financial Statements 

 

Management is responsible for the preparation and fair presentation of these consolidated financial 

statements in accordance with accounting principles generally accepted in the United States of America; 

this includes the design, implementation, and maintenance of internal control relevant to the preparation 

and fair presentation of consolidated financial statements that are free from material misstatement, 

whether due to fraud or error. 

 
Auditor’s Responsibility 

 

Our responsibility is to express an opinion on these consolidated financial statements based on our 

audits. We conducted our audits in accordance with auditing standards generally accepted in the United 

States of America. Those standards require that we plan and perform the audit to obtain reasonable 

assurance about whether the consolidated financial statements are free from material misstatement.  

 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 

the consolidated financial statements. The procedures selected depend on the auditor’s judgment, 

including the assessment of the risks of material misstatement of the consolidated financial statements, 

whether due to fraud or error. In making those risk assessments, the auditor considers internal control 

relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order 

to design audit procedures that are appropriate for the circumstances, but not for the purpose of 

expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no 

such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the 

reasonableness of significant accounting estimates made by management, as well as evaluating the 

overall presentation of the consolidated financial statements.   
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REPORT OF INDEPENDENT AUDITORS (continued) 
 

 

 

Auditor’s Responsibility (continued) 

 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 

our audit opinion. 

 

Opinion 

 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 

respects, the financial position of Horizon Telcom, Inc. and its subsidiaries as of December 31, 2014 

and 2013, and the results of their operations and their cash flows for the years then ended in accordance 

with accounting principles generally accepted in the United States of America. 

 

 
 

Overland Park, Kansas 

March 27, 2015 
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December 31,

2014 2013

CURRENT ASSETS

Cash and cash equivalents 5,597,345$             4,091,913$             

Accounts receivable - subscriber, less allowance for doubtful

accounts of approximately $208,000 as of December 31, 2014

and $177,000 as of December 31, 2013 1,156,577 1,073,492

Accounts receivable - interexchange carriers, access charge

pools, less allowance for doubtful accounts of approximately

$87,000 as of December 31, 2014 and $92,000 as of

December 31, 2013 951,597 871,444

Accounts receivable - other 374,247 258,949

Income tax receivable 87,975                      51,441                   

Inventories 2,685,683 7,780,989

Deferred income taxes 384,353 1,288,509

Prepaid expenses and other current assets 530,639 1,358,587

Total current assets 11,768,416             16,775,324             

OTHER ASSETS

Debt issuance costs 408,560 528,264

Other investments 1,115,902 1,101,313

Prepaid indefeasible right of use 1,658,635 -                                  

Other noncurrent assets 6,865,679 7,373,173

Total other assets 10,048,776             9,002,750               

PROPERTY, PLANT, AND EQUIPMENT 

Regulated telecommunications plant in service 159,414,760 158,222,377

Nonregulated telecommunications plant in service 171,937,915 152,110,232

Regulated telecommunications plant under construction 603,513 3,094,966

Nonregulated telecommunications plant under construction 1,111,507 14,188,651

333,067,695          327,616,226          

Less accumulated depreciation (149,207,644) (135,461,682)

Net property, plant, and equipment 183,860,051 192,154,544

Total assets 205,677,243$        217,932,618$        

ASSETS
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CONSOLIDATED BALANCE SHEETS 
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2014 2013

CURRENT LIABILITIES

Accounts payable 957,618$               6,582,415$           
Other accrued liabilities 8,650,140 12,508,558
Postretirement benefit obligation 192,092 173,093
Pension benefit obligation 1,777,000 2,740,729

Deferred revenue 8,028,328 7,927,010

Total current liabilities 19,605,178             29,931,805             

LONG-TERM DEBT 74,820,923 69,000,000

OTHER LIABILITIES AND DEFERRED CREDITS

Deferred income taxes 4,809,756 9,155,921

Postretirement benefit obligation 812,274 908,318

Pension benefit obligation 11,329,529 6,377,594

Deferred revenue - BTOP grant 53,954,203 57,275,614

Deferred revenue - Southern Ohio Health Care Network 10,371,965 12,180,490

Deferred revenue - other 7,817,719 6,019,670

Other long-term liabilities 1,050,855 -                                  

Total other liabilities and deferred credits 90,146,301             91,917,607             

STOCKHOLDERS' EQUITY

Common stock - Class A, no par value.  Authorized 200,000

shares; issued 99,726 shares and outstanding 87,099

shares at December 31, 2014 and December 31, 2013,

stated at $4.25 per share 423,836                   423,836                   

Common stock - Class B, no par value.  Authorized 500,000

shares; issued 299,796 shares and outstanding 234,127

at December 31, 2014 and December 31, 2013, stated

at $4.25 per share 1,274,133               1,274,133               

Treasury stock, 12,627 Class A shares, stated at cost (1,721,337)              (1,721,337)              

Treasury stock, 65,669 Class B shares, stated at cost (9,941,758)              (9,941,758)              

Accumulated other comprehensive loss, net of income

tax benefit (10,346,764)           (6,786,217)              

Additional paid-in capital 73,074,315             72,701,875             

Retained deficit (31,657,584)           (28,867,326)           

Total stockholders' equity 21,104,841             27,083,206             

Total liabilities and stockholders' equity 205,677,243$        217,932,618$        

December 31,

LIABILITIES AND STOCKHOLDERS' EQUITY
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2014 2013

OPERATING REVENUE

Wireline 21,089,125$        23,296,239$        
Internet 3,911,598 3,976,925
Video 4,741,991 5,406,870

Fiber transport 17,008,716 14,270,359

Other nonregulated 3,312,802 3,742,818

Uncollectibles (425,076) (544,065)

Total net operating revenues 49,639,156 50,149,146

OPERATING EXPENSE

Plant specific operations 5,996,590 6,069,586

Plant nonspecific operations 2,244,101 2,239,019

Depreciation 7,124,987 7,613,401

Customer operations 1,961,786 2,112,530

Corporate operations 6,714,643 7,748,466

Other operating taxes 242,382 261,767

Nonregulated

Fiber transport 7,908,905 6,059,763

Video 4,158,117 4,346,839

Other 1,749,626 1,836,183

Depreciation 8,330,309 5,199,657

Total operating expense 46,431,446 43,487,211

Operating income 3,207,710 6,661,935

NONOPERATING INCOME (EXPENSE)

Interest income 1,731 3,696

Allowance for funds used during construction 374,947 2,234,549
Interest expense (5,901,079) (5,750,935)

Other nonoperating income (loss) (831,653) 68,946

Loss on inventory valuation -                                  (2,566,159)              

Loss on interest rate swap (330,746) -                                  

Loss on extinguishment of debt (528,264) -                                  

Loss on abandoned construction (302,630) (1,494,089)              

Gain on sale of wireless spectrum -                                  149,000                   

Total nonoperating expense (7,517,694) (7,354,992)

Loss before income taxes (4,309,984) (693,057)

INCOME TAX BENEFIT 1,519,726 186,515

Net loss (2,790,258)$           (506,542)$               

Years Ended December 31,
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2014 2013

Net loss (2,790,258)$            (506,542)$               

Other comprehensive income (loss) 

Gain (loss) on pension obligation net of income tax benefit (expense) of

      $1,956,836 and ($1,776,572) (3,624,557)               3,290,660                

Gain (loss) on other postretirement benefit obligation net 

  of income tax benefit (expense) of $64,240 and ($701,610) (118,989)                  1,299,558                

Gain (loss) on interest rate swap net of income tax benefit (expense) of

          $17,161 and  ($60,152) (31,787)                     111,418                   

    Reclassification of interest rate swap to earnings,

          net of tax expense of $115,959 214,786                    -                                  

   Other comprehensive income (loss) (3,560,547)               4,701,636                

         Comprehensive income (loss) (6,350,805)$            4,195,094$             

Years Ended December 31,
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY 
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Accumulated

Class A Class B Other Additional Total 

Common Common Treasury Comprehensive Paid-In Retained Stockholders'

Stock Stock Stock Loss Capital Deficit Equity

STOCKHOLDERS' EQUITY, December 31, 2012 423,836$      1,274,133$       (11,663,095)$        (11,487,853)$         72,693,014$       (28,360,784)$     22,879,251$       

Stock option compensation expense -                      -                          -                                -                                 8,861                    -                             8,861                    

Net loss -                      -                          -                                -                                 -                             (506,542)             (506,542)             

Change in pension obligation, net  of income tax

    expense of $1,776,572 -                      -                          -                                3,290,660               -                             -                             3,290,660            

Change in other postretirement benefit obligation, net of

     income tax expense of $701,610 -                      -                          -                                1,299,558               -                             -                             1,299,558            

Change in fair value of interest rate swap, net of income

     tax expense of $60,152 -                      -                          -                                111,418                  -                             -                             111,418               

STOCKHOLDERS' EQUITY, December 31, 2013 423,836        1,274,133         (11,663,095)          (6,786,217)             72,701,875         (28,867,326)       27,083,206         

Stock option compensation expense -                      -                          -                                -                                 22,290 -                             22,290                  

Stock warrants -                      -                          -                                -                                 350,150               -                             350,150               

Net loss -                      -                          -                                -                                 -                             (2,790,258)          (2,790,258)          

Change in pension obligation, net of income tax

benefit of $1,956,836 -                      -                          -                                (3,624,557)             -                             -                             (3,624,557)          

Change in other postretirement benefit obligation,

net of income tax benefit of $64,240 -                      -                          -                                (118,989)                 -                             -                             (118,989)             

Reclassification of interest rate swap to earnings,

net of income tax expense of $115,959 -                      -                          -                                214,786                  -                             -                             214,786               

Change in fair value of interest rate swap,

net of income tax benefit of $17,161 -                      -                          -                                (31,787)                   -                             -                             (31,787)                

STOCKHOLDERS' EQUITY, December 31, 2014 423,836$      1,274,133$       (11,663,095)$        (10,346,764)$         73,074,315$       (31,657,584)$     21,104,841$       
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2014 2013

CASH FLOWS FROM OPERATING ACTIVITIES 

Net loss (2,790,258)$           (506,542)$               

Adjustments to reconcile net income to net cash

   from operating activities

Depreciation and amortization 15,455,296             12,813,058             

Loss on interest rate swap 330,746                   -                                  

Loss on extinguisment of debt 528,264                   -                                  

Gain on sale of wireless spectrum -                                  (149,000)                 

Deferred income tax (1,519,726)              (195,514)                 

Deferred compensation related to stock option plan 22,290                      8,861                        

Amortization of deferred loan costs 398,409                   95,135                      

Provision for bad debt expense 425,076                   544,065                   

Provision for inventory reserve -                                  2,566,159               

Allowance for funds used during construction (374,947)                 (2,234,549)              

Loss on abandoned construction 302,630                   1,494,089             
Changes in operating assets and liabilities

Accounts receivable (703,612)                 801,347                   

Income taxes receivable (36,534)                    (51,441)                    

Inventories 6,029,585               405,012                   

Prepaid expenses and other current assets 827,967                   (122,803)                 

Accounts payable (4,440,703)              2,820,772               

Accrued liabilities 2,179,648               5,807,656               

Accrued pension costs (1,593,187)              (1,662,449)              

Postretirement benefit obligation (260,274)                 (446,690)                 

Change in other assets and liabilities, net (3,439,663)              (959,896)                 

Net cash from operating activities 11,341,007             21,027,270             

 

CASH FLOWS FROM INVESTING ACTIVITIES  

Capital expenditures, net (9,318,496)              (30,649,223)           

Proceeds on sale of assets, net of cost of removal -                                  2,910,008               

Advance payments on construction -                                  7,843,710               

Net cash from investing activities (9,318,496)$           (19,895,505)$         

Years Ended December 31,
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2014 2013

CASH FLOWS FROM FINANCING ACTIVITIES 

Proceeds from long-term debt -$                                1,600,000$             

Payments on long-term debt (60,260)                    -                                  

Debt issuance costs (456,819)                 -                                  

Net cash from financing activities (517,079) 1,600,000               

NET CHANGE IN CASH AND CASH EQUIVALENTS 1,505,432 2,731,765               

CASH AND CASH EQUIVALENTS, at beginning of year 4,091,913 1,360,148               

CASH AND CASH EQUIVALENTS, at end of year 5,597,345$             4,091,913$             

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid during the year for

Income taxes 88,729$                   51,463$                   

Interest, net of amounts capitalized 4,014,824$             -$                                

SUPPLEMENTAL DISCLOSURES OF NONCASH

   INVESTMENT AND FINANCING ACTIVITIES

Defined benefit plan adjustments, net of income tax 

   benefit (expense) of $2,021,076 and ($2,478,182) (3,743,546)$           4,590,218$             

Change in interest rate swap, net of income tax

   benefit (expense) of $17,161 and ($60,152) (31,787)                    111,418

Vendor settlements applied against plant under construction 1,184,094 -                                  

Inventories salvaged from plant under construction 934,279 -                                  

Make-ready accrual adjustments 104,521 -                                  

Accrued liabilites satisifed with new long-term debt 5,881,183 -                                  

Years Ended December 31,
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Note 1 – Summary of Significant Accounting Policies 

 

Business organization and principles of consolidation – The accompanying consolidated financial 

statements reflect the operations of Horizon Telcom, Inc. and it subsidiaries, collectively referred to as 

the Company. Horizon Telcom, Inc., a parent holding company, is comprised of The Chillicothe Telephone 

Company (Chillicothe Telephone), a local voice, video and data service provider and a regional fiber optic 

transport provider; Horizon Technology, Inc. (Horizon Technology); and Horizon Services, Inc. (Horizon 

Services). Both Horizon Technology and Horizon Services are inactive subsidiaries at December 31, 2014 

and 2013, respectively. All material intercompany transactions and balances have been eliminated in 

consolidation. 

 

Chillicothe Telephone provides services traditionally provided as an Incumbent Local Exchange Carrier 

(ILEC). These services include switched wireline voice communications, very high bit-rate digital 

subscriber line (VDSL) video and Internet access provided to commercial, residential and small business 

customers in and around Ross County, Ohio. In addition, Chillicothe Telephone provides fiber optic-based 

carrier services over its extensive regional network and the networks of vendor carriers. These services 

include carrier Ethernet, Internet access, voice over IP (VOIP), and leased dark fiber to wireless service 

providers, carriers, health care providers, educational institutions, government agencies, and enterprises 

in Ohio and surrounding states. 

 

Accounting for regulation – Chillicothe Telephone is subject to rate regulation and follows the 

accounting and reporting requirements set forth by the Regulated Operations Topic of the Financial 

Accounting Standards Board (FASB) Accounting Standards Codification (ASC). This guidance provides 

that rate-regulated public utilities account for revenues and expenses in addition to reporting assets and 

liabilities consistent with the economic effect of the way in which regulators establish rates.   

 

Accounting for video services – Chillicothe Telephone provides video programming through its VDSL 

service and follows the accounting and reporting requirements set forth by the Entertainment-Cable 

Television Topic of the FASB ASC to account for capitalization of installation costs and recognition of 

hook-up revenue.  

 

Accounting estimates – The preparation of financial statements in conformity with accounting 

principles generally accepted in the United States of America requires management to make estimates 

and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent 

assets and liabilities at the date of the financial statements and the reported amounts of revenues and 

expenses during the reporting period. Actual results could differ materially from those estimates. 

Significant estimates include depreciation expense, revenue recognition from deferred revenue 

arrangements, deferred income taxes, defined benefit obligations, interstate access revenue settlements, 

and make ready fees. 

 

Cash and cash equivalents – For purposes of the statements of cash flows, cash and cash equivalents 

include cash on hand, money market accounts, U.S. treasury bills, corporate bonds, and investments in 

commercial paper with original maturities of three months or less. 
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Note 1 – Summary of Significant Accounting Policies (continued) 

 

Valuation of accounts receivable – Accounts receivable are stated at the amount management expects 

to collect on outstanding balances. The Company reviews the collectability of accounts receivable based 

upon an analysis of outstanding receivables, historical collection information, and existing economic 

conditions. Receivables from subscribers are due 30 days after issuance of the subscriber bills. 

Receivables from other exchange carriers are due 30 days after issuance of the exchange carrier bills. 

 

Estimates are used in determining the allowance for doubtful accounts receivable, which is based on a 

percentage of the accounts receivable by aging category for subscribers and by specific identification for 

other receivables. The percentage is derived by considering the historical collections and write-off 

experience, current aging of the accounts receivable, and credit quality trends. Account balances are 

charged off against the allowance after all means of collection have been exhausted and the potential for 

recovery is considered remote. 

 

Concentration of credit risk - The Company maintains cash and cash equivalents in an account with a 

financial institution in excess of the amount insured by the Federal Deposit Insurance Corporation 

(FDIC). The financial institution is one of the largest banks in the United States, and management does not 

believe there is significant credit risk associated with deposits in excess of federally-insured amounts. 

 

Other financial instruments that potentially subject the Company to concentrations of credit risk 

primarily consist of accounts receivable from subscribers. Management believes the risk is limited due to 

the number of customers comprising the Company’s customer base. 

 

Inventories - Inventories consist of materials and supplies for both regulated and nonregulated 

construction activities and are stated at the lower of weighted-average cost or market. Inventories also 

consist of the cost (determined by first-in, first-out method) of equipment to be used in the installation of 

telephone systems or held for resale, as well as costs related to direct sales orders in process. 

Management reviews and records adjustments to fair value using a reserve against inventory. 

 

Property, plant, and equipment - Property, plant, and equipment, including improvements that extend 

useful lives, are stated at cost, while maintenance and repairs are charged to operations as incurred. Plant 

under construction includes expenditures for the purchase of capital equipment, construction, and items, 

such as direct payroll and related benefits and interest capitalized during construction. The Company 

capitalizes interest as required by the Interest topic of the FASB ASC. 

 

Property, plant, and equipment are depreciated using straight-line methods over their estimated useful 

lives. In accordance with composite group depreciation methodology, when a portion of the Company’s 

depreciable property, plant, and equipment is retired in the ordinary course of business, the original cost, 

including salvage and cost of removal, is charged to accumulated depreciation with no gain or loss 

recognized. 
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Note 1 – Summary of Significant Accounting Policies (continued) 

 

Property, plant, and equipment (continued) 

 

Depreciation of the Company’s nonregulated plant is provided by the straight-line method over the 

estimated useful lives of the assets. Upon retirement, sale, or other disposition of nonregulated property, 

plant and equipment, the cost and related accumulated depreciation are removed from the related 

accounts and the resulting gains or losses are included in operations. 

 

Debt issuance costs – Effective January 2, 2014 the Company refinanced its debt agreement with 

Cobank (Note 6). As part of the refinancing, deferred financing costs related to the prior debt agreement 

of approximately $528,000 were written off as a loss on debt extinguishment in the statement of 

operations. As part of the refinanced debt agreement, the Company incurred net deferred financing fees 

of $456,819. These fees are being amortized using the effective interest method over the term of the 

underlying obligation, which is two years. Amortization of debt issuance costs included in interest 

expense was approximately $223,000 and $95,000, respectively, during the years ended December 31, 

2014 and 2013. 

 

In addition, as part of the refinancing, the Company issued stock warrants to Cobank (Note 6). The 

valuation of the warrants of $350,150 is considered to be additional debt issuance costs, which is being 

amortized using the effective interest method over the term of the underlying debt obligation, which is 

two years. Amortization of debt issuance costs included in interest expense was approximately $175,000 

during the year ended December 31, 2014. 

 

Other noncurrent assets – Other noncurrent assets are primarily comprised of costs associated with 

contemplated construction projects and property held for future use. The costs associated with 

contemplated construction projects are transferred back into plant under construction when and if the 

Company determines that the construction projects will move forward. Costs associated with abandoned 

projects are recorded as nonoperating expense. Abandoned construction projects expensed were 

$302,630 and $1,494,088, respectively during the years ended December 31, 2014 and 2013. 

 

Impairment of long-lived assets - Long-lived assets, such as property, plant, and equipment are 

reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount 

of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a 

comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to 

be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an 

impairment charge is recognized by the amount by which the carrying amount of the asset exceeds the 

fair value of the asset. Assets to be disposed of are reported at the lower of the carrying amount or fair 

value less costs to sell, and depreciation ceases. At December 31, 2014 and 2013 the Company did not 

have impaired assets. 
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Note 1 – Summary of Significant Accounting Policies (continued) 

 

Comprehensive income – Comprehensive income is defined as the change in equity of a business during 

a period as a result of net income and other gains and losses affecting equity that, under accounting 

principles generally accepted in the United States of America, are excluded from net income. Accumulated 

other comprehensive loss includes adjustments to reflect the effect of the Company’s defined benefit 

pension and postretirement plans and interest rate swap. 

 

Revenue recognition - Monthly service fees derived from local wireline, Internet access, and video 

services are billed in advance but recognized in the month that service is provided. 

 

Usage sensitive revenues, such as access (revenues earned from originating/terminating long-distance 

calls) and long-distance calls are generally billed as per-minute charges and are billed in arrears. 

Estimated unbilled amounts are accrued at the end of each month. 

 

Interstate access revenues also include settlements based on the Company's participation in the carrier 

common line revenue pool administered by the National Exchange Carrier Association (NECA). 

Settlement revenues are determined by annually prepared separations and interstate access cost studies. 

The studies are prepared subsequent to year-end and, therefore, the related revenues are recorded on 

the books based on an estimate of NECA pool earnings and on other assumptions related to information 

utilized in the preparation of the Company's cost studies. The studies are subject to a 24-month pool 

earnings adjustment period and a review of the study by NECA. There was an insignificant revenue 

impact for 2014 and 2013 for adjustments related to prior-year differences between the recorded 

estimates and actual revenues. Management does not anticipate that 2014 and 2013 recorded revenues 

will require significant adjustment in future years. 

 

Other revenues include security monitoring, equipment systems sales and directory advertising 

revenues. Security monitoring revenues are monthly service fees and other charges billed to customers of 

Chillicothe Telephone's security monitoring services. Equipment systems sales revenues consist of sales 

made by Chillicothe Telephone to various business or residential customers for equipment used on the 

local network. 

 

Fiber transport revenues are derived from carrier Ethernet, Internet access, VOIP and leased dark fiber 

and are billed in advance, but recognized in the month that service is provided. Fiber transport revenues 

also include dark fiber Indefeasible Rights of Use (IRU) purchases and non-recurring installation charges. 

These charges are generally billed in advance and recognized in the month the service is provided. 
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Note 1 – Summary of Significant Accounting Policies (continued) 

 

Revenue recognition (continued) 

 

Chillicothe Telephone recognizes revenue on a completed contract basis for the installation of 

telecommunication and other related equipment. These revenues are reported as other nonregulated 

revenue on the accompanying consolidated statements of operations and maintenance revenue is 

recognized over the life of the contract and recorded as other nonregulated revenue on the being 

consolidated statements of operations. Revenue on equipment sales are recognized at the time of sale. 

 

Recognition periods for deferred revenues vary. Rural Utilities Service (RUS) and Broadband Technology 

Opportunities Program (BTOP) deferred revenues are related to the construction of network assets and 

are recognized on a straight-line basis over the various useful lives of the associated network assets (Note 

12). Revenues derived from the Southern Ohio Health Care Network (SOHCN) are recognized on a 

straight-line basis over a ten-year period consistent with the SOHCN participant’s connection agreements 

(Note 5). Other deferred revenues are short-term in nature and are recognized on a straight-line basis 

over the term of the contract or agreement. 

 

The Company’s wireline Universal Service support revenue is intended to compensate the Company for 

the high cost of providing rural telephone service. Universal Service support revenue includes funds 

received for high cost loop support (HCLS), interstate common line support (ICLS), Connect America 

Fund (CAF) and other miscellaneous programs. HCLS and ICLS are based on the Company’s current 

relative level of operating expense and plant investment. Support from the CAF is based on historical 

frozen amounts related to 2011 investment and expenses associated with the switching function and 

certain 2011 intrastate access revenues, which together make up the CAF base. The CAF base will be 

reduced by 5 percent each year in the determination of CAF support. 

 

Regulation – The Company’s services are subject to rate regulation as follows: 

 

 Local telephone and intrastate access revenues are regulated by the Public Utilities Commission 

of Ohio (PUCO). The FCC also has assumed preemptive authority to regulate intrastate 

telecommunications services, including terminating intrastate access rates. 

 Interstate access revenues are regulated by the FCC through its regulation of rates and settlement 

procedures as administered by NECA.  

 Universal Service support revenues are administered by Universal Service Administrative Company 

(USAC), based on rules established by the FCC.  

 

Chillicothe Telephone is an independent local exchange carrier that provides local telephone service 

within ten local exchanges. Chillicothe Telephone follows an access charge system as ordered by the FCC 

and the PUCO in 1984. The access charge methodology provides a means whereby local exchange 

carriers, including Chillicothe Telephone, provide their customers access to the facilities of the long-

distance carriers and charge long-distance carriers for interconnection to local facilities. 
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Note 1 – Summary of Significant Accounting Policies (continued) 

 

Regulation (continued) 

 

The PUCO issued an Opinion and Order effective January 1, 1988, for reporting local access transport area 

(LATA) within toll revenues. This methodology is defined as the Originating Responsibility Plan with a 

Secondary Carrier Option. This plan calls for one or more primary carriers in each LATA with other local 

exchange carriers acting as secondary carriers. The secondary carriers provide the primary carrier with 

access to local facilities and Chillicothe Telephone is a primary carrier. 

 

Nonregulated expenses and nonregulated plant are directly attributable Internet, video, business 

telecommunications systems, fiber transport, and other miscellaneous revenues. 

 

All other operating expenses and telecommunications plant are related primarily to wireline revenues. 

However, some of these costs jointly relate to regulated and nonregulated services. For interstate access 

settlement, Universal Service support, rate case, and other regulatory purposes, the portion of these 

common costs related to nonregulated activities are removed in accordance with Part 64 of the FCC rules 

in order to ensure regulated revenues are based on costs of providing regulated services.  

 

Concentration of revenue - The Company receives a significant portion of its annual revenues from USF. 

For the years ended December 31, 2014 and 2013, USF revenues represented approximately 17 percent 

and 19 percent, respectively, of total revenue. 

 

Advertising costs - Costs related to advertising and other promotional expenditures are expensed as 

incurred. Advertising costs totaled approximately $87,000 and $121,000, respectively, for the years 

ended December 31, 2014 and 2013. 

 

Stock-based compensation - The Company follows the provisions of the Compensation—Stock 

Compensation topic of FASB ASC to measure the cost of employee services received in exchange for stock 

compensation based on the grant-date fair value of the employee stock option. Under this method, the fair 

value of each option grant is estimated on the date of the grant using the Black-Scholes-Merton option-

pricing model to determine the compensation cost associated with the grant. The compensation cost 

associated with the stock options is recognized over the vesting period of the stock options. 
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Note 1 – Summary of Significant Accounting Policies (continued) 

 

Income taxes - Income taxes are accounted for under the asset and liability method. Deferred tax assets 

and liabilities are recognized for the future tax consequences attributable to differences between the 

financial statement carrying amounts of existing assets and liabilities and their respective tax bases and 

operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using 

enacted tax rates expected to apply to taxable income in the years in which those temporary differences 

are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax 

rates is recognized in income in the period that includes the enactment date. 

 

In assessing the Company’s ability to realize deferred tax assets, management considers whether it is 

more-likely-than-not that some or all of the assets will not be realized. Management considers, among 

other things, the scheduled reversal of deferred tax assets and liabilities and estimates of future taxable 

income in making this assessment, as well as the outcome of any uncertainties. The Company has 

provided no valuation allowance as of December 31, 2014 and 2013. 

 

The Company records uncertain tax positions if the likelihood the position will be sustained upon 

examination is less than 50 percent. As of December 31, 2014 and 2013, the Company had no accrued 

amounts related to uncertain tax positions. Interest and penalties, if any, are recorded as interest expense 

and other expense, respectively. The Company is no longer subject to U.S. federal or state and local 

income tax examinations for years before 2011. 

 

Union representation - At December 31, 2014 and 2013, Chillicothe Telephone had approximately 37 

percent and 39 percent of its work force represented by a union, respectively. The current union contract 

was enacted on September 12, 2014 and expires on November 15, 2017.  

 

Taxes imposed by governmental authorities - The Company is subject to taxes assessed by various 

governmental authorities on many different types of revenue transactions with its customers. These 

specific taxes are charged to and collected from the Company’s customers and subsequently remitted to 

the appropriate taxing authority. The taxes are accounted for on a net basis and excluded from revenues. 

 

Reclassifications – Certain prior year amounts have been reclassified to conform with the 2014 

presentation. The reclassifications had no effect on prior year reported net loss or stockholders’ equity. 
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Note 1 – Summary of Significant Accounting Policies (continued) 

 

Subsequent events - Subsequent events are events or transactions that occur after the balance sheet 

date but before the financial statements are available to be issued. The Company recognizes in the 

financial statements the effects of all subsequent events that provide additional evidence about 

conditions that existed at the date of the balance sheet, including the estimates inherent in the process of 

preparing financial statements. The Company’s financial statements do not recognize subsequent events 

that provide evidence about conditions that did not exist at the date of the balance sheet but arose after 

the balance sheet date and before the financial statements are available to be issued. The Company has 

evaluated subsequent events though March 27, 2015, which is the date the financial statements are 

available to be issued. 

 

Fair value measurement - Fair value represents the price that would be received to sell an asset or 

transfer a liability in an orderly transaction between market participants at the measurement date. The 

Company follows a fair value hierarchy, which requires an entity to maximize the use of observable 

inputs and minimize the use of unobservable inputs when measuring fair value. The following are the 

three levels of inputs that may be used to measure fair value: 

 

Level 1  Quoted prices in active markets for identical assets and liabilities 

 

Level 2  Observable inputs other than Level 1 prices, such as quoted prices for similar assets or 

liabilities; quoted prices in markets that are not active, or other inputs that are observable or 

can be corroborated by observable market data for substantially the full term of the assets 

 

Level 3  Unobservable inputs that are supported by little or no market activity and that are significant 

to the fair value of the assets or liabilities 

 

The fair value measurement guidance is applicable to the Company in the following areas: 

 

• financial instruments 

• benefit plan assets (Level 1 and 2) 

• stock-based compensation (Level 2) 

 

The estimates of fair value require the application of broad assumptions and estimates. Accordingly, any 

actual exchange of such financial instruments could occur at values significantly different from the 

amounts disclosed. As cash and cash equivalents, current receivables, current payables and certain other 

short-term financial instruments are all short term in nature, their carrying amounts approximate fair 

value. The fair value of benefit plan assets is based on Level 1 and 2 inputs in Note 8. Other investments 

are not intended for resale and are not readily marketable; thus, a reasonable estimate of fair value is not 

practical. The fair value of long-term debt is estimated based on current rates offered to the Company for 

debt with similar terms and maturities. The carrying value of the Company’s debt approximates fair 

value. The terms of the Company’s long-term debt obligations are stated in Note 6. The fair value of the 

Company’s interest rate swap agreement was based on Level 2 inputs. 
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Note 2 – Other Investments 
 

Other investments consist primarily of investments in lending institutions and nonmarketable stock of 

telephone industry corporations. Other investments are carried at cost, as the investments do not have 

any readily determinable fair values, and consist of the following at December 31: 
 

2014 2013

CoBank Stock 1,028,768$         1,014,163$         
Other 87,134 87,150

Total 1,115,902$         1,101,313$         

 

CoBank, from which the Company has loans, is a cooperative owned and controlled by its customers. Each 

customer borrowing from the bank shares in the bank’s net income through payment of patronage 

refunds. Approximately 50 to 70 percent of patronage refunds are received in cash, with the balance in 

CoBank stock. Income from the investment in CoBank is recorded as other nonoperating income in the 

consolidated statements of operations. Patronage stock is redeemable at its face value for cash after the 

related debt is paid off. 
 

 

Note 3 – Property, Plant, and Equipment 
 

Property, plant, and equipment consisted of the following as of December 31: 

Plant 2014 2013

Account Net Balance Net Balance

Regulated plant

   General support assets 5-39 years 21,944,710$      (15,893,521)$     6,051,189$        6,364,305$        

   Central office assets 5-13 years 45,125,814        (37,572,393)        7,553,421          9,766,739          

   Cable and wire facilities assets 13-54 years 92,344,236        (64,530,144)        27,814,092        30,733,808       

   Plant under construction n/a 603,513 -                             603,513              3,094,966          

160,018,273      (117,996,058)     42,022,215        49,959,818       

Nonregulated plant

   General support assets 5-39 years 8,853,169 (2,260,728)          6,592,441 7,321,001          

   Cable television equipment 3-12 years 20,467,946        (16,187,948)        4,279,998 4,781,874          

   Internet equipment 3-5 years 406,267              (406,267)             -                            -                           

   Fiber transport equipment 13-54 years 142,210,533      (12,356,643)        129,853,890 115,903,200     

   Plant under construction n/a 1,111,507 -                             1,111,507 14,188,651       

173,049,422      (31,211,586)        141,837,836     142,194,726     

333,067,695$   (149,207,644)$   183,860,051$   192,154,544$   

Depreciable 

Life

Accumulated 

Depreciation

 

Capitalized interest was $374,947 and $2,234,549 respectively during the years ended December 31, 

2014 and 2013. 
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Note 4 – Other Accrued Liabilities 

 

Other accrued liabilities consisted of the following as of December 31: 

 

2014 2013

Accrued interest 1,525,723$         5,538,861$         
Accrued make ready costs 3,328,861 3,395,990
Accrued vacation and payroll 482,175 660,626
Pole contacts 463,315 484,458
All other accrued liabilities 2,850,066 2,428,623

Total other accrued liabilities 8,650,140$         12,508,558$      

 

 

Note 5 – Significant Contract and Deferred Revenue 

 

During  2013, the Company entered into an amended contract with Verizon Wireless (Verizon) to receive 

a total upfront payment of $5,549,310 ($4,624,425 was received during 2013) to provide backhaul 

services to Verizon in exchange for the issuance of billing credits in respect to future services rendered to 

existing cell sites. Revenue is recognized upon the issuance of billing credits each month and materially 

approximates a 36-month amortization of the prepayments. 

 

During 2013, the Company entered into an indefeasible right to use (IRU) agreement with Verizon to 

provide access to approximately 223 route miles of optical fibers in various portions of the Company’s 

network. The total contract is for $3,500,000 and has an initial contract term of five years, subject to 

future extensions of up to a total of 20 years. The Company received a prepayment of $1,750,000 during 

the year upon execution of the IRU route order. The Company received the remaining contract amount 

following the acceptance date of the IRU route order in December 2014. The Company is recognizing 

revenue ratably over the 20-year term of the agreement. 

 

During 2012, the Company entered into an IRU agreement with Windstream KDL, Inc., a Kentucky 

corporation, to provide Windstream approximately 250 route miles of dark fiber and associated 

property. The revenue from the IRU, including network maintenance, is recognized on a straight-line 

basis over the term of the agreement. The term of the agreement is 20 years. 

 

During 2010 the Company entered into a contract with SOHCN to construct and manage a fiber-optic 

network. SOHCN had previously been awarded a $15,765,417 subsidy from the FCC’s Rural Healthcare 

Pilot Program (administered by USAC) to develop a network to connect rural health care providers in 13 

southern Ohio counties and partnered with the Company to build the network. The total amount of the 

contract was $18,547,549, with USAC contributing $15,765,417 and SOHCN contributing the balance of 

$2,782,132. The term of the contract is 20 years, and the maximum term of network services to be 

provided to SOHCN participants is ten years. The Company completed the network in 2014 and has 

received the entire contract payment. 
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Note 5 – Significant Contracts and Deferred Revenue (continued) 

 

The Company has also granted to SOHCN an IRU for certain dark fiber strands within the Company’s 

network, should the Company fail to comply with certain terms of the contract. Events that constitute 

noncompliance include the early termination of the contract, failure to meet specified service and 

regulatory requirements, a bankruptcy petition filed by or against the Company, breach of law or 

regulation, and sale of all or substantially all of the network to an entity that fails to meet all of the 

requirements of Section 13.2.B Healthcare Regulatory Requirements. SOHCN is prohibited from using the 

dark fiber and associated equipment for any commercial or noncommercial activity prior to any event or 

events that result in the activation of the IRU. The term of the IRU is 20 years. 

 

With the exception of the dark fiber IRU rights granted to SOHCN, the Company retains full title, rights, 

and interest in the network and is responsible for its management and maintenance. 

 

Deferred revenues associated with significant contracts and government grants (Note 11) consists of the 

following at December 31: 

 

2014 2013

Current

SOHCN 1,848,425$         1,848,425$         

BTOP grant 3,368,466 3,518,833

RUS grant 20,376 20,376

Other 2,791,061 2,539,376

Current deferred revenue 8,028,328 7,927,010

Noncurrent

SOHCN 10,371,965 12,180,490

BTOP grant 53,954,203 57,275,614

RUS grant 380,678 401,054

Other 7,437,041 5,618,616           

Noncurrent deferred revenue 72,143,887 75,475,774

Total deferred revenue 80,172,215$      83,402,784$      
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Note 6 – Long-Term Debt 

 

Long-term debt consists of the following at December 31: 

 

Interest rate
at December 31, 2014 2014 2013

Senior secured notes 7.16% 74,820,923$   42,000,000$  

Senior secured notes 

   reducing revolver - -                          27,000,000    

Long-term debt 74,820,923     69,000,000    

Less current maturities -                          -                         

Total long-term debt 74,820,923$   69,000,000$  

 
 

Due to liquidity challenges that arose in 2012 and 2013 while the Company completed a significant fiber 

network construction project, the Company failed to make several scheduled principal and interest 

payments on its long-term debt during 2013. As a result, the Company entered into a forbearance 

agreement in which the lenders agreed to forbear in taking collection or other actions through December 

31, 2013 while a new financing arrangement was reached. 

 

Effective January 2, 2014, the Company agreed to a Second Amended and Restated Credit Agreement with 

CoBank. The restated agreement provides for a term note that incorporates all outstanding principal and 

accrued interest at December 31, 2013 in aggregate of $74,306,886 with a maturity date of the earlier of 

an event of default as outlined in the agreement or January 1, 2016. The note is an interest-only loan, with 

interest payable at the adjusted LIBOR rate, plus 5 percent per annum. Additional interest will also accrue 

on the outstanding debt at the rate of 2 percent per annum. The agreement waived any past 

noncompliance with both financial and nonfinancial covenants. The loan is secured by the assets of the 

Company, subject to the NTIA’s federal interest in assets acquired with the BTOP grant as described in 

Note 11. 

 

The agreement states that no dividends will be paid out over a two-year period and that patronage 

dividends allocated and paid by CoBank will be applied toward interest owed on the loan. The loan is 

subject to certain financial covenants beginning March 31, 2014, including restrictions on capital 

expenditures, a maximum leverage ratio, a minimum interest coverage ratio, and a minimum EBITDA 

calculation. The agreement also awarded CoBank a warrant to purchase 43,804 shares of the Company’s 

Class B common stock at a price of $0.01 per share, which would represent approximately 12 percent of 

the total outstanding Class A and Class B common stock of the Company. 

 

The restated credit agreement replaced all prior agreements that contained terms identified in the table 

presented above. 
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Note 6 – Long-Term Debt (continued) 

 

In connection with the Company’s CoBank borrowings before the restated credit agreement, the 

Company entered into an interest rate swap agreement. The transaction provides for (i) a fixed rate of 

0.75 percent plus a LIBOR additive, terminating on September 22, 2014 for the notional amount of 

$21,000,000 and (ii) a fixed rate of 1 percent plus a LIBOR additive, terminating on September 22, 2015, 

for the notional amount of $21,000,000. The amount of the LIBOR additive at December 31, 2013 was 

0.244 percent.  

 

The swap was issued at market terms so that there was no fair value at inception. Receipts and payments 

from interest rate differences in the swap are settled quarterly and recorded to interest expense. The 

swap is designed to prevent the risk of changes in interest payments caused by changes in the LIBOR and 

qualifies as a cash flow hedge for accounting purposes under the Derivative and Hedging topic of the FASB 

ASC and is assumed to be completely effective as a hedge. The change in fair value is not included in net 

income. The carrying amount of the swap is adjusted to fair value at the end of the year pursuant to 

valuations received from CoBank, which, because of changes in the forecasted level of the LIBOR, resulted 

in reporting a liability for the fair value of the future net payments forecasted under the agreement. 

Accordingly, adjustments to the carrying amount are reported as other comprehensive loss. The swap 

was valued at $281,798 at December 31, 2013. 

 

Effective March 4, 2014, the Company entered into a First Amendment to the Second Amended and 

Restated Credit Agreement with CoBank dated January 2, 2014, to add approximately $570,000 of 

additional debt to the term debt, the proceeds of which were used to pay unpaid interest on the swap of 

approximately $240,000 and $330,000 for the termination of the interest rate swap agreement. The 

terms of this amendment are the same as those for the agreement dated January 2, 2014. 

 

Effective December 12, 2014, the Company entered into a Third Amendment to the Second Amended and 

Restated Credit Agreement with CoBank granting a revolving term loan commitment to the borrower of 

$1,300,000. Interest is payable at the one-month LIBOR Index Rate plus 7 percent per annum, which was 

7.17 percent at December 31, 2014. Additional interest requirements are the same as set forth in the 

Second Amended and Restated Credit Agreement. All unpaid interest and principal is due upon the 

original maturity, and the loan is subject to certain financial covenants effective in the Second Amended 

and Restated Credit Agreement. The Company had no borrowings against the revolving term loan 

commitment as of December 31, 2014.  

 

For the periods ending as of September 30, 2014 and December 31, 2014, the Company’s calculated 

Mandatory Prepayment of Excess Cash Flow was $322,497 and $229,940, respectively. CoBank, as 

administrative agent, Lenders, and Voting Participants of the agreement consented to the Company 

retaining and using the Excess Cash Flows and waived any potential event of default under the 

agreement.  

 

The Company is currently in discussions with lenders to refinance its outstanding long-term debt which 

will be due on January 2, 2016. 
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Note 7 – Income Taxes 

 

The Company’s income tax expense (benefit) consists of the following for the years ended December 31: 

 

Total income tax
Current Deferred Expense (benefit)

2014
Federal -$                           (1,519,726)$       (1,519,726)$               
State and local -                              -                              -                                      

Total -$                           (1,519,726)$       (1,519,726)$               

2013
Federal 5,818$                 (195,514)$           (189,696)$                   
State and local 3,181                    -                              3,181                            

Total 8,999$                 (195,514)$           (186,515)$                   

 
 

The effective tax rate for 2014 and 2013 differs from the statutory federal income tax rate primarily due 

to state income taxes and return to accrual adjustments related to prior year accruals. 
 

Deferred income taxes result from temporary differences between the financial reporting and tax basis 

amounts of existing assets and liabilities. The source of these differences and tax effect of each are as 

follows at December 31: 

 

2014 2013
Deferred income tax assets

Uncollectible accounts 105,219$             95,184$               
Accrued vacation 118,122               128,840               
Pensions and other retirement benefits 5,114,606            3,743,353            
Deferred revenue 27,924,083         28,395,498         
Net operating loss carryforwards 5,654,663            4,684,012            
Inventory reserve 102,594               1,000,943            
Interest rate swap -                              98,799                  
Other 186,219               220,796               

Total deferred income tax assets 39,205,506         38,367,425         

Deferred income tax liabilities
Property and equipment (43,630,909)       (46,234,837)       

Total deferred income tax liabilities (43,630,909)       (46,234,837)       

Total deferred income taxes, net (4,425,403)$       (7,867,412)$       

 



 
HORIZON TELCOM, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

 

24 

Note 8 – Pension Plans and Other Retirement Benefits 
 

The Company has three trusteed pension plans covering certain salaried and hourly employees. The 

Company’s funding policy is to be in compliance with the Employee Retirement Income Security Act 

guidelines. The plan’s assets consist primarily of investments in common stocks, bonds, notes, and cash 

equivalents. The Company applies the accounting and measurement practices prescribed by the 

Compensation—Retirement Benefits topic of the FASB ASC.  
 

In 2006, the Company amended both the union and salaried employees’ defined benefit plans by freezing 

the plans effective December 31, 2006. By freezing the plans, vested employees will cease to accrue 

pension benefits based on future years of service after December 31, 2006.   
 

In addition, the Company provides coverage of postretirement medical and life insurance benefits to 

eligible retirees whose status at retirement from active employment qualifies for postretirement benefits. 

Coverage of postretirement benefits is also provided to totally and permanently disabled active 

employees whose status at disablement qualifies for postretirement benefits as a retiree from active 

employment. Certain eligible retirees are required to contribute toward the cost of coverage under the 

postretirement health care plan. No contribution is required for coverage under the postretirement life 

insurance benefits plan. During 2012, the Company elected to amend its postretirement plan by 

eliminating life insurance coverage for all current retirees. The effective date of the amendment was 

June 1, 2012. 

 

Effective January 1, 2014, the Company elected to amend its postretirement plan by discontinuing post-

65 year old medical, dental, and prescription coverage for all participants. In lieu of this coverage, post-65 

year old retirees who had previously been entitled to receive this coverage will receive a stipend of $100 

per month for single retirees or $200 per month for married retirees upon providing proof of coverage. 

 

In December 2003, the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (the 

Act) became law in the United States. The Act introduces a prescription drug benefit under Medicare, as 

well as a federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at 

least actuarially equivalent to the Medicare benefit. In accordance with the Defined Benefit Plans—Other 

Postretirement topic of the FASB ASC,  the Company concluded that its benefits are actuarially equivalent 

under the Act and has included the effect of the Act in its measurement of its benefit obligation 

recognized as of and for the years ended December 31, 2014 and 2013. 

 

In accordance with the Compensation—Retirement Benefits topic of the FASB ASC, the Company has 

elected to amortize the accumulated postretirement benefit obligations existing at the date of adoption 

(the transition obligation) over a 20-year period. The unrecognized prior service cost is also being 

amortized over a 20-year period. 

 

The measurement date for the pension plans and the postretirement benefit plan is December 31. 
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Note 8 – Pension Plans and Other Retirement Benefits (continued) 

 

The funded status of the plans are as follows at December 31: 

 

Pension Other Postretirement 
Benefits Benefits

2014 2013 2014 2013
(In thousands)

Change in benefit obligation

Benefit obligation,
beginning of year 30,564$      34,363$      1,081$         3,529$         

Interest cost 1,462           1,393           38                 129               
Actuarial (gain) loss 5,936           (2,946)         (28)                (197)             
Change in plan provisions -                    -                     -                     (1,883)         
Benefits paid (2,355)         (2,246)         (87)                (497)             
Benefit obligation, end of year 35,607        30,564         1,004           1,081           

Change in plan assets
Fair value of plan assets,

beginning of year 21,446        18,515         -                     -                     
Actual return on plan assets 1,173           2,383           -                     -                     
Employer contributions 2,237           2,794           87                 496               
Benefits paid (2,355)         (2,246)         (87)                (496)             
Fair value of plan assets, end of year 22,501        21,446         -                     -                     

Funded status (13,106)$    (9,118)$       (1,004)$       (1,081)$       

 

Pension Other Postretirement 

Benefits Benefits

2014 2013 2014 2013

Weighted average assumption to
calculate benefit obligation
at December 31

Discount rate
Salaried employees' plan 4.16           4.92             3.60              3.82                
Union employees' plan 4.19           4.99             3.60              3.82                
Supplemental plan 3.72           4.34             3.60              3.82                

Expected return on plan assets 7.25           7.25             -                     -                       

Percent Percent

 

The expected long-term rate of return was developed by considering the target asset allocation, long-

term historical market returns, and long-term projected market return. 
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Note 8 – Pension Plans and Other Retirement Benefits (continued) 

 

The assumed medical benefit cost trend rate used in measuring the accumulated postretirement benefit 

obligation was 8 percent and 9 percent in 2014 and 2013, declining gradually to 5 percent for both years. 

For the over 65 years old retirees and their spouses, the assumed medical benefit cost trend rate was not 

applicable for 2014 and 2013, as medical prescription benefits were discontinued for all participants in 

2013. A 1 percent increase to the premium inflation rate would increase the net periodic benefit cost by 

approximately $1,000, and the benefit obligation by $33,000. 
 

The following table summarizes benefit amounts recognized in other comprehensive income (loss) and 

the expected future amortization of the components to net periodic pension cost: 
 

Pension Other Postretirement 
Benefits Benefits

2014 2013 2014 2013

The amounts that have not been 
    recognized as components of net 

periodic benefit costs

Prior service cost -$                       -$                      (8,267,091)$  (8,911,927)$  
Net actuarial loss 18,021,318    12,439,925    6,178,576      6,640,183      
Deferred taxes (6,318,272)     (4,361,436)    732,233          796,473          

               Totals 11,703,046$  8,078,489$    (1,356,282)$  (1,475,271)$  

The amounts expected to be 
recognized as components  of
periodic benefit cost over  next
fiscal year

Prior service cost -$                       -$                      (644,835)$      (644,836)$      
Net actuarial loss 1,229,455       771,317          570,182          433,447          

               Totals 1,229,455$     771,317$       (74,653)$        (211,389)$      

 

The components of net periodic benefit cost include: 

 

Pension Other Postretirement

Benefits Benefits

2014 2013 2014 2013

(In thousands)

Interest cost 1,462$          1,393$          38$                 129$              

Expected return on plan assets (1,590)           (1,392)           -                       -                       

Amortization of prior service cost -                       -                       (644)               (520)               

Recognized net actuarial loss 771                1,131             433                441                

Net periodic benefit cost 643$              1,132$          (173)$            50$                 
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Note 8 – Pension Plans and Other Retirement Benefits (continued) 

 

Assets of the pension plans were invested as follows: 

 

Salaried Benefits Hourly Benefits

Target % Plan Assets at Plan Assets at

Allocation December 31 December 31

2014 2014 2013 2014 2013

Asset category

Equity securities 50-70 68                   66                   63                   66                   

Fixed securities and other 30-50 32                   34                   37                   34                   

Total 100                 100                 100                 100                 

Percent Percent

 

The fair values of plan assets by asset category are as follows: 

 

Fair Value Salaried Pension Benefits Hourly Pension Benefits

Hierarchy at December 31  at December 31

Level 2014 2013 2014 2013

Asset category

Equity securities

Telecommunications and utilities 1 322,276$        349,487$        221,772$     236,799$       

Pharmaceuticals and medical 1 845,782          627,139          397,827        349,100         

Banking and insurance 1 668,962          638,400          381,738        422,319         

Petroleum and chemicals 1 407,982          462,202          198,448        240,268         

Computers and technology 1 1,039,543       823,537          479,524        450,107         

Food and beverage 1 365,104          243,329          143,357        161,837         

Machinery services, and other 1 1,282,786       1,262,457       548,909        513,867         

Equity funds 1 5,112,412       4,787,595       2,489,550    2,632,645     

Fixed securities and other

Cash and cash equivalents 1 800,670          436,488          462,598        152,943         

Corporate debt securities 2 3,949,403       3,854,145       2,312,169    2,345,544     

US Government debt securities 2 10,102            415,522          9,730             10,968           

Preferred stock and other 2 33,769            15,997            16,633          13,305           

Total 14,838,791$  13,916,298$  7,662,255$  7,529,702$   

 

The Company’s investment policies and strategies, as established by the Retirement Plan Committee, are 

to invest assets per the target allocations stated above. The assets will be reallocated periodically to meet 

the above target allocations. The investment policy will be reviewed periodically, under the advisement 

of a certified investment advisor, to determine if the policy should be changed. Postretirement medical 

and life benefits are paid on a pay-as-you-go basis; therefore, no assets are held by the plan to fund these 

benefit obligations. 
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Note 8 – Pension Plans and Other Retirement Benefits (continued) 

 

The table below shows the expected contributions and the benefits expected to be paid for the pension 

plan and postretirement benefit plan. The expected benefits are based on the same assumptions used to 

measure the Company’s benefit obligation at December 31.  

 

Salary Pension Hourly Pension Other Benefits

Expected employer contributions 
    December 31, 2014 1,294,416$       649,351$          192,092$          

Estimated future benefit payments
reflecting expected future service for
the years ending December 31

2015 1,282,000         523,000             192,000             
2016 1,255,000         528,000             141,000             
2017 1,214,000         532,000             124,000             
2018 1,265,000         548,000             101,000             
2019 1,292,000         578,000             76,000               
Thereafter 6,785,000         3,361,000         180,000             

 

The Company has a defined contribution plan covering all eligible employees of the Company. The plan 

provides for eligible participants to defer up to 60 percent of annual compensation, as defined under the 

plan, as contributions to the plan. For 2014 and 2013, the Company matched 100 percent of each 

participant’s salary deferral up to a maximum of 3 percent of a participant’s compensation and matched 

an additional 2 percent on 50 percent of the participant’s compensation. In addition, the Company 

contributed for each eligible participant an amount equal to 2 percent of a participant’s compensation, for 

a maximum Company match of 6 percent. The Company’s contributions to this plan were approximately 

$490,507 and $333,841, respectively, for 2014 and 2013 and are included in the applicable benefits 

expense in the consolidated statements of operations. 

 

 

Note 9 – Commitments and Contingencies 

 

Leases - The Company leases certain equipment, vehicles, and co-location sites for varying periods under 

lease agreements. The operating lease expense was approximately $1,663,351 and $1,691,960, 

respectively, for 2014 and 2013. 
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Note 9 – Commitments and Contingencies (continued) 

 

The table below is a summary of the future minimum lease payments under operating leases with terms 

of more than one year at December 31, 2014: 

 

2015 681,769$        
2016 303,700          
2017 114,404          
2018 39,186             

Total minimum lease payments 1,139,059$    

 
 

Make Ready Fees – During the recent buildout of its fiber-optic broadband network, the Company 

entered into agreements with various utility companies to attach its fiber-optic cable facilities to poles 

owned by these utility companies. Certain make-ready processes must be completed at the expense of the 

Company for the facilities attached to poles in the network. The Company has accrued for make-ready 

fees of $3,328,861 and $3,395,990 as of December 31, 2014 and 2013, respectively. 

 

Due to time requirements during the build-out, make ready processes were not completed at the time of 

the initial build in various locations. Make ready processes are expected to be on-going for the 

foreseeable future. The Company has estimated its obligation to the various utility companies for make-

ready fees to be approximately $9 million to $14 million as of December 31, 2014.  

 

Legal matters - The Company is party to legal claims arising in the normal course of business. Although 

the ultimate outcome of the claims cannot be ascertained at this time, it is the opinion of management 

that none of these matters, when resolved, will have a material adverse impact on the Company’s results 

of operations or financial condition. 

 

 

Note 10 – Stock Option Plans 
 

In July 2005, the Company’s Board of Directors, based on the powers granted in the Company’s Amended 

and Restated Articles of Incorporation, granted share options with respect to Class B common stock to 

certain key executives, totaling 29,800 shares. The maximum term of such share options is ten years, and 

the share options vest over five years from the date of the grant.  
 

In August 2011, the Company’s Board of Directors granted share options with respect to Class B common 

stock to certain members of the Board, totaling 6,000 shares. The maximum term of the options is ten 

years, and the share options vest over five years from the date of the grant. 
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Note 10 – Stock Option Plans (continued) 

 

In August 2012, the Company’s Board of Directors granted restricted stock awards with respect to Class B 

common stock to four executive officers of the Company, totaling 9,240 shares. The restricted stock 

awards vest ratably over a five-year period, subject to the Company meeting certain return on equity 

targets. The fair value of the restricted stock awards is the market price of the underlying common stock 

on the date of the grant. No portion of the restricted stock awards were vested at December 31, 2014. 
 

In May 2014, the Board of Directors and the stockholders approved the 2014 Stock Incentive Plan, which 

authorized the grant of incentives for up to an aggregate of 40,000 shares of Class B common stock. 

Effective August 20, 2014, the Company’s Board of Directors granted shares options with respect to  

Class B common stock to executives and directors, totaling 34,320 shares, with 11,500 shares being 

granted to directors and 22,820 shares being granted to executives. These option grants replaced all 

outstanding option grants issued in 2005 and 2011 and the restricted stock awards issued in August 

2012. The maximum term of such share options is ten years, and the shares options vest over five years 

from the date of the grant in quarterly increments of 5 percent. The exercise price of the share options 

granted will be $16 per share. Using the Black-Scholes-Merton option-pricing model, management has 

determined that the options issued in 2014 have a calculated fair value at the grant date of $6.05 per 

share. The vested options as of December 31, 2014 have a weighted average remaining contractual life 

term of 8.82 years. 
 

The Company uses historical data to estimate share option exercise and employee departure behavior 

used in the Black-Scholes-Merton option-pricing model. The expected term of share options granted 

represents the period of time that share options granted are expected to be outstanding. The risk-free 

rate for periods within the contractual term of the share option is based on the U.S. Treasury yield curve 

in effect at the time of grant. A summary of the assumptions are as follows: 

 

2014 Grant

Expected volatility 142%

Weighted-average volatility 142%

Expected dividends -                       

Expected term (in years) 10                   

Risk free rate 6.00%  
 

As the Company’s stock is not actively traded, it is not practicable for the Company to estimate expected 

volatility of its share price; therefore, the Company calculated the expected volatility assumption by 

averaging the historical volatility of certain public companies from the landline telecommunications 

sector that have operations comparable to the Company. 
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Note 10 – Stock Option Plans (continued) 

 

A summary of the share option activity for the years ended December 31, 2014 and 2013 follows: 

 
2014 Plan 2011 Plan 2005 Plan

Weighted Weighted Weighted
Class B average Class B average Class B average
options exercise price options exercise price options exercise price

December 31, 2012 -              -$                    6,000     70$                23,000  85$                 

Granted -              -                      -              -                      -              -                       
Exercised -              -                      -              -                      -              -                       
Forfeited -              -                      -              -                      -              

December 31, 2013 -              -$                    6,000     70$                23,000  85$                 

Granted 40,000  16                   -              -                      -              -                       
Exercised -              -                      -              -                      -              -                       
Forfeited (750)       16                   (6,000)   70                   (23,000) 85                   

December 31, 2014 39,250  16$                -              -$                    -              -$                    

Exercisable at
December 31, 2014 1,963     16$                -              -$                    -              -$                    

 

The accompanying consolidated financial statements reflect a noncash compensation charge related to 

the share options of $15,644 and $8,861, respectively for the years ended December 31, 2014 and 2013. 

 

 

Note 11 – Government Grants 

 

RUS grant - On November 2, 2007, the Company secured a community-oriented connectivity broadband 

grant by the United States Department of Agriculture, RUS, to assist in financing the construction of a 

fiber-optic broadband network and community center in Darbyville, Ohio. The broadband network is 

intended to provide fiber-to-the-home services, such as high-speed Internet and digital television 

services to Darbyville residents and make free-of-charge Internet access available at the community 

center. The maximum grant amount is $603,200. During 2009, the Company received $508,030 in grant 

funding, which was recorded as deferred revenue to be amortized over the life of the constructed assets. 

During 2011 and 2010, the Company applied for and received grant funding of $19,993 and $66,409, 

respectively, which was used to offset operating costs of the community center. As of December 31, 2011, 

the maximum grant funding limit was met. 
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Note 11 – Government Grants (continued) 

 

BTOP grant - On August 1, 2010, the Company was awarded a $66,474,246 BTOP grant administered by 

the National Telecommunications and Information Administration (NTIA) to construct a fiber-optic 

broadband network throughout 34 counties in east central and southeastern Ohio. The network, which 

will be owned and maintained by the Company, is intended to provide advanced broadband services to 

anchor institutions, such as health care facilities, educational institutions, (including colleges and K-12 

schools), government agencies, and other businesses in historically underserved areas. The network will 

also provide backhaul to commercial providers for “last mile” services. BTOP grant represents 70 percent 

of the total cost of the project, which was expected to be $94,963,209, with the Company matching the 

remaining 30 percent, or $28,488,963. Construction commenced during the first quarter of 2011. The 

NTIA retains a federal interest in the network to protect against any unauthorized use or sale of the 

network assets. 

 

During 2011, the Company applied for and received approximately $800,000 of funding for 

administrative costs and approximately $19,776,000 for construction costs. During 2012 the Company 

applied for and received approximately $948,000 of funding for administrative costs and approximately 

$36,188,000 for construction costs. During 2013 the Company applied for and received approximately 

$353,000 in funding for administrative costs and approximately $7,039,000 for construction costs. The 

grant receipts are reflected in the Company’s consolidated balance sheets and the consolidated 

statements of operations. 

 

As part of this total, the Company received $2,100,000 during 2013 from the Ohio State University on 

behalf of OARnet, who is a subrecipient of the BTOP grant for an amendment to an existing dark-fiber IRU 

to increase the number of fibers and for an extension of the term of the routes from 10 years to 20 years. 

The grant receipts are reflected in the Company’s consolidated balance sheets, as nothing was to be 

recorded in the consolidated statements of operations until work orders were transferred into service. 

 

During 2014, the Company did not receive any funding, as it had applied for and received maximum 

funding under the award. The Company has completed construction of the fiber-optic broadband 

network as of December 31, 2014. The Company is in the final stages of the close-out process for the 

grant with the NTIA. 
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Note 12 – Operating Revenue 

 

Wireline revenues consist of the following for the years ended December 31:  

 

2014 2013

Wireline 
   Customer 8,637,850$     9,479,081$     
   Intercarrier
      Interstate 2,964,240 2,994,832
      Intrastate 875,719 1,177,383
   Universal Service Support - federal 8,611,316 9,644,943

          Total wireline revenues 21,089,125$  23,296,239$  

0 0  
 

Access revenues are classified above as follows: 

 

 Customer revenues include end-user charges, such as the subscriber line charge, Federal Universal 

Service Charge (FUSC), and ARC. 

 Universal Service Support includes the HCLS, ICLS, and CAF. 

 All access charge revenue, except as described above, is classified as intercarrier revenue. 

 

Other nonregulated revenues consist of the following for the years ended December 31: 

 

2014 2013

Other nonregulated
   Directory 1,716,633$     1,826,351$     
   Maintenance & installations 736,442 748,393
   Business system sales 591,593 793,989
   Rents 58,311 171,860
   Other 209,823 202,225

          Total other nonregulated revenues 3,312,802$     3,742,818$     
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REPORT OF INDEPENDENT AUDITORS 

ON SUPPLEMENTARY INFORMATION 
 

 

 

Board of Directors 
Horizon Telcom, Inc. 
 

We have audited the consolidated financial statements of Horizon Telcom, Inc. and its subsidiaries as of 

and for the year ended December 31, 2014, and our report thereon dated March 27, 2015, which 

contained an unmodified opinion on those consolidated financial statements appears on page 1. Our audit 

was conducted for the purpose of forming an opinion on the consolidated financial statements as a whole. 

The consolidating balance sheet detail, consolidating statement of operations detail, and consolidating 

statement of cash flows detail are presented for purposes of additional analysis rather than to present 

financial position, results of operations and cash flows of the individual companies, and is not a required 

part of the consolidated financial statements. Such information is the responsibility of management and 

was derived from and relates directly to the underlying accounting and other records used to prepare the 

consolidated financial statements. The information has been subjected to the auditing procedures applied 

in the audit of the consolidated financial statements and certain additional procedures, including 

comparing and reconciling such information directly to the underlying accounting and other records 

used to prepare the consolidated financial statements or to the consolidated financial statements 

themselves, and other additional procedures in accordance with auditing standards generally accepted in 

the United States of America. 

 

In our opinion, the supplementary information is fairly stated in all material respects in relation to the 

consolidated financial statements taken as a whole. 

 

 
 

Overland Park, Kansas 

March 27, 2015 
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Chillicothe Telephone Horizon Technology Horizon Services Horizon Telcom Eliminations Consolidated

CURRENT ASSETS

Cash and cash equivalents 5,597,345$                         -$                                    -$                                 -$                                 -$                                5,597,345$           

Accounts receivable - subsciber, less allowance for doubtful

accounts of approximately $208,000 as of December 31, 2014

and $177,000 as of December 31, 2013 1,156,577                           -                                      -                                   -                                    -                                  1,156,577             

Accounts receivable - interexchange carriers, access charge

pools, less allowance for doubtful accounts of approximately

$87,000 as of December 31, 2014 and $92,000 as of

December 31, 2013. 951,597                               -                                      -                                   -                                    -                                  951,597                 

Accounts receivable - other 374,247                               -                                      -                                   -                                    -                                  374,247                 

Income tax receivable -                                             -                                      -                                   87,975                        -                                  87,975                   

Inventories 2,685,683                           -                                      -                                   -                                    -                                  2,685,683             

Deferred income taxes 384,353                               -                                      -                                   -                                    -                                  384,353                 

Prepaid expenses and other current assets 530,639                               -                                      -                                   -                                    -                                  530,639                 

Total current assets 11,680,441                         -                                      -                                   87,975                        -                                  11,768,416           

OTHER ASSETS

Accounts receivable - affiliates 4,089,565                           409,685                        39,443                       -                                    (4,538,693)              -                               

Debt issuance costs -                                             -                                      -                                   408,560                     -                                  408,560                 

Other investments 18,500                                 -                                      -                                   1,097,402                  -                                  1,115,902             

Prepaid indefeasible right of use 1,658,635                           -                                      -                                   -                                    -                                  1,658,635             

Other noncurrent assets 6,865,679                           -                                      -                                   -                                    -                                  6,865,679             

Investment in subsidiaries -                                             -                                      -                                   94,992,644               (94,992,644)           -                               

Total other assets 12,632,379                         409,685                        39,443                       96,498,606               (99,531,337)           10,048,776           

PROPERTY, PLANT, AND EQUIPMENT

Regulated telecommunications plant in service 159,414,760                      -                                      -                                   -                                    -                                  159,414,760        

Nonregulated telecommunications plant in service 171,937,915                      -                                      -                                   -                                    -                                  171,937,915        

Regulated plant under construction 603,513                               -                                      -                                   -                                    -                                  603,513                 

Nonregulated plant under construction 1,111,507                           -                                      -                                   -                                    -                                  1,111,507             

333,067,695                      -                                      -                                   -                                    -                                  333,067,695        

Less accumulated depreciation (149,207,644)                    -                                      -                                   -                                    -                                  (149,207,644)      

Net property, plant, and equipment 183,860,051                      -                                      -                                   -                                    -                                  183,860,051        

Total Assets 208,172,871$                    409,685$                     39,443$                     96,586,581$             (99,531,337)$         205,677,243$      
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Chillicothe Telephone Horizon Technology Horizon Services Horizon Telcom Eliminations Consolidated

CURRENT LIABILITIES

Accounts payable 957,724$                            (106)$                            -$                                 -$                                 -$                                957,618$              

Other accrued liabilities 7,124,213                           197                                -                                   1,525,730                  -                                  8,650,140             

Postretirement benefit obligation 192,092                               -                                      -                                   -                                    -                                  192,092                 

Pension benefit obligation 1,777,000                           -                                      -                                   -                                    -                                  1,777,000             

Deferred revenue 8,028,328                           -                                      -                                   -                                    -                                  8,028,328             

Total current liabilities 18,079,357                         91                                   -                                   1,525,730                  -                                  19,605,178           

LONG-TERM DEBT -                                             -                                      -                                   74,820,923               -                                  74,820,923           

OTHER LIABILITIES AND DEFERRED CREDITS

Deferred income taxes, net 8,484,512                           -                                      -                                   (3,674,756)                -                                  4,809,756             

Accounts payable - affililiates 1,688,706                           1,201                             38,943                       2,809,843                  (4,538,693)              -                               

Postretirement benefit obligation 812,274                               -                                      -                                   -                                    -                                  812,274                 

Pension benefit obligation 11,329,529                         -                                      -                                   -                                    -                                  11,329,529           

Deferred revenue - BTOP grant 53,954,203                         -                                      -                                   -                                    -                                  53,954,203           

Deferred revenue - Southern Ohio Health Care Network 10,371,965                         -                                      -                                   -                                    -                                  10,371,965           

Deferred revenue - other 7,817,719                           -                                      -                                   -                                    -                                  7,817,719             

Other long-term liabilities 1,050,855                           -                                      -                                   -                                    -                                  1,050,855             

Total other liabilities and deferred credits 95,509,763                         1,201                             38,943                       (864,913)                   (4,538,693)              90,146,301           

STOCKHOLDERS' EQUITY

Common stock - Class A, no par value.  Authorized 200,000

shares; issued 99,726 shares and outstanding 87,099

shares at December 31, 2014 and December 31, 2013,

stated at $4.25 per share 423,836                               -                                      -                                   423,836                     (423,836)                 423,836                 

Common stock - Class B, no par value.  Authorized 500,000

shares; issued 299,796 shares and outstanding 234,127

at December 31, 2014 and December 31, 2013, stated

at $4.25 per share 1,271,506                           500                                500                             1,274,133                  (1,272,506)              1,274,133             

Treasury stock, 12,627 Class A shares, stated at cost -                                             -                                      -                                   (1,721,337)                -                                  (1,721,337)           

Treasury stock, 65,669 Class B shares, stated at cost -                                             -                                      -                                   (9,941,758)                -                                  (9,941,758)           

Accumulated other comprehensive loss, net of income (10,346,764)                       -                                      -                                   (7,748,220)                7,748,220                (10,346,764)         

tax benefit

Additional paid-in capital 74,353,492                         9,015,483                    -                                   131,877,131            (142,171,791)         73,074,315           

Retained deficit 28,881,681                         (8,607,590)                  -                                   (93,058,944)             41,127,269             (31,657,584)         

Total stockholders' equity 94,583,751                         408,393                        500                             21,104,841               (94,992,644)           21,104,841           

Total liabilities and stockholders' equity 208,172,871$                    409,685$                     39,443$                     96,586,581$             (99,531,337)$         205,677,243$      
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Chillicothe Telephone Horizon Technology Horizon Services Horizon Telcom Eliminations Consolidated

OPERATING REVENUES
Wireline 21,344,796$                   -$                                     -$                                      -$                                           (255,671)$               21,089,125$                 
Internet 3,911,598                        -                                        -                                         -                                             -                                  3,911,598                      
Video 4,741,991                        -                                        -                                         -                                             -                                  4,741,991                      
Fiber transport 17,008,716                     -                                        -                                         -                                             -                                  17,008,716                   
Other nonregulated 3,312,802                        -                                        -                                         -                                             -                                  3,312,802                      
Uncollectibles (425,076)                          -                                        -                                         -                                             -                                  (425,076)                        

      Total net operating revenues 49,894,827                     -                                        -                                         -                                             (255,671)                 49,639,156                   

OPERATING EXPENSES
Plant specific operations 5,996,590                        -                                        -                                         -                                             -                                  5,996,590                      
Plant nonspecific operations 2,244,101                        -                                        -                                         -                                             -                                  2,244,101                      
Depreciation 7,124,987                        -                                        -                                         -                                             -                                  7,124,987                      
Customer operations 1,961,786                        -                                        -                                         -                                             -                                  1,961,786                      
Corporate operations 6,880,530                        -                                        -                                         76,675                                 (242,562)                 6,714,643                      
Other operating taxes 242,382                           -                                        -                                         -                                             -                                  242,382                         
Nonregulated

Fiber transport 7,908,905                        -                                        -                                         -                                             -                                  7,908,905                      
Video 4,158,117                        -                                        -                                         -                                             -                                  4,158,117                      
Other 1,762,735                        -                                        -                                         -                                             (13,109)                    1,749,626                      
Depreciation 8,330,309                        -                                        -                                         -                                             -                                  8,330,309                      

      Total operating expenses 46,610,442                     -                                        -                                         76,675                                 (255,671)                 46,431,446                   

      Operating income 3,284,385                        -                                        -                                         (76,675)                                -                                  3,207,710                      

NONOPERATING INCOME (EXPENSE)
Interest income 1,731                                -                                        -                                         -                                             -                                  1,731                               
Allowance for funds used during construction -                                          -                                        -                                         374,947                               -                                  374,947                         
Interest expense -                                          -                                        -                                         (5,901,079)                         -                                  (5,901,079)                    
Other nonoperating income (loss) (906,517)                          -                                        -                                         74,864                                 -                                  (831,653)                        
Loss on interest rate swap -                                          -                                        -                                         (330,746)                             -                                  (330,746)                        
Loss on extinguishment of debt -                                          -                                        -                                         (528,264)                             -                                  (528,264)                        
Loss on abandoned construction (302,630)                          -                                        -                                         -                                             -                                  (302,630)                        
Subsidiary income -                                          -                                        -                                         1,356,676                           (1,356,676)              -                                        

      Total nonoperating expense (1,207,416)                      -                                        -                                         (4,953,602)                         (1,356,676)              (7,517,694)                    

      Income (loss) before income taxes 2,076,969                        -                                        -                                         (5,030,277)                         (1,356,676)              (4,309,984)                    

INCOME TAX EXPENSE (720,293)                          -                                        -                                         2,240,019                           -                                  1,519,726                      

      Net income (loss) 1,356,676$                     -$                                     -$                                      (2,790,258)$                       (1,356,676)$           (2,790,258)$                  
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Cash flows from operating activities:
Net income (loss) 1,356,676$             -$                               -$                               (2,790,258)$           (1,356,676)$           (2,790,258)$           
Adjustments to reconcile net income to net cash from

operating activities:
Depreciation and amortization 15,455,296             -                                 -                                 -                                 -                                 15,455,296             
Loss on interest rate swap -                                 -                                 -                                 330,746                   -                                 330,746                   
Loss on extinguishment of debt -                                 -                                 -                                 528,264                   -                                 528,264                   
Deferred income tax expense (benefit) 720,293                   -                                 -                                 (2,240,019)             -                                 (1,519,726)             
Deferred compensation related to stock option plan -                                 -                                 -                                 22,290                     -                                 22,290                     
Amortization of deferred loan costs -                                 -                                 -                                 398,409                   -                                 398,409                   
Provision for bad debt expense 425,076                   -                                 -                                 -                                 -                                 425,076                   
Allowance for funds used during construction -                                 -                                 -                                 (374,947)                 -                                 (374,947)                 
Loss on abandoned construction 302,630                   -                                 -                                 -                                 -                                 302,630                   
Change in assets and liabilities:

Accounts receivable (703,612)                 -                                 -                                 -                                 -                                 (703,612)                 
Income taxes receivable -                                 -                                 -                                 (36,534)                   -                                 (36,534)                   
Inventories 6,029,585               -                                 -                                 -                                 -                                 6,029,585               
Prepaid expenses and other current assets 827,954                   -                                 -                                 13                              -                                 827,967                   
Accounts payable (4,440,703)             -                                 -                                 -                                 -                                 (4,440,703)             
Accrued liabilities 642,348                   -                                 -                                 1,537,300               -                                 2,179,648               
Accrued pension costs (1,593,187)             -                                 -                                 -                                 -                                 (1,593,187)             
Postretirement benefit obligation (260,274)                 -                                 -                                 -                                 -                                 (260,274)                 

Change in intercompany (receivables) payables (4,138,150)             -                                 -                                 4,138,150               -                                 -                                 
Change in other assets and liabilities, net (3,425,057)             -                                 -                                 (14,606)                   -                                 (3,439,663)             

    Net cash from operating activities 11,198,875             -                                 -                                 1,498,808               (1,356,676)             11,341,007             

Cash flows from investing activities:
Capital expenditures, net (9,693,443)             -                                 -                                 374,947                   -                                 (9,318,496)             
Proceeds on sale of assets, net of cost of removal -                                 -                                 -                                 -                                 -                                 -                                 
Investment in consolidating subsidiaries -                                 -                                 -                                 (1,356,676)             1,356,676               -                                 

    Net cash from investing activities (9,693,443)             -                                 -                                 (981,729)                 1,356,676               (9,318,496)             

Cash flows from financing activities:
Payments on long-term debt -                                 -                                 -                                 (60,260)                   -                                 (60,260)                   
Debt issuance costs -                                 -                                 -                                 (456,819)                 -                                 (456,819)                 

    Net cash from financing activities -                                 -                                 -                                 (517,079)                 -                                 (517,079)                 

    Net change in cash and cash equivalents 1,505,432               -                                 -                                 -                                 -                                 1,505,432               

Cash and cash equivalents, beginning of year 4,091,913               -                                 -                                 -                                 -                                 4,091,913               

Cash and cash equivalents, end of year 5,597,345$             -$                               -$                               -$                               -$                               5,597,345$             
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