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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark one)

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

For the quarterly period ended September 30, 2013

OR

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

For the transition period from to

Commission File Number: 001-34686
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(Exact name of registrant as specified in its charter)

Delaware 16-1710376

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

1177 Bishop Street
Honolulu, Hawaii 96813

(Address of principal executive offices)

808-546-4511

(Registrant s telephone number, including area code)

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

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

to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or

for such shorter period that the registrant was required to submit and post such files). Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of large accelerated filer, accelerated filer, and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large Accelerated Filer o Accelerated Filer x

Non-Accelerated Filer o Smaller reporting company o
(Do not check if smaller reporting company)
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o No x

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes x No o

As of November 12, 2013, 10,339,517 shares of the registrant s common stock were outstanding.
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PARTI FINANCIAL INFORMATION

Item 1. Financial Statements

Hawaiian Telcom Holdco, Inc.

Condensed Consolidated Statements of Income

(Unaudited, dollars in thousands, except per share amounts)

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013
Operating revenues $ 97,682 $ 96,647 $ 290,643 $
Operating expenses:
Cost of revenues (exclusive of depreciation and
amortization) 41,829 41,176 122,073
Selling, general and administrative 27,965 26,547 84,860
Gain on sale of property (6,546)
Depreciation and amortization 19,974 18,023 58,532
Total operating expenses 89,768 85,746 258,919
Operating income 7,914 10,901 31,724
Other income (expense):
Interest expense (4,089) (5,490) (14,712)
Loss on early extinguishment of debt (3,660)
Interest income and other 7 10 28
Total other expense (4,082) (5,480) (18,344)
Income before income tax provision (benefit) 3,832 5,421 13,380
Income tax provision (benefit) 1,771 (194) 5,521
Net income $ 2,061 $ 5615 $ 7,859 $
Net income per common share -
Basic $ 0.20 $ 055 $ 0.76 $
Diluted $ 0.18 $ 052 $ 0.71 $
Weighted average shares used to compute net
income per common share -
Basic 10,337,488 10,246,335 10,321,905
Diluted 11,206,159 10,708,454 11,096,177

2012

288,910

121,407
82,567

51,965
255,939
32,971
(16,890)
(5,112)
28
(21,974)
10,997
(346)
11,343

1.11
1.06

10,230,719
10,658,517
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See accompanying notes to condensed consolidated financial statements.
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Hawaiian Telcom Holdco, Inc.
Condensed Consolidated Statements of Comprehensive Income

(Unaudited, dollars in thousands)

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Net income $ 2,061 $ 5,615 § 7,859 $ 11,343
Other comprehensive income (loss), net of tax -
Unrealized holding gains (losses) arising during
period 6 (1) (22) 2)
Retirement plan 222 260 667 33,648
Income tax charge on comprehensive income (88) (263)
Other comprehensive income, net of tax - 140 259 382 33,646
Comprehensive income $ 2,201 $ 5,874 $ 8,241 $ 44,989

See accompanying notes to condensed consolidated financial statements.
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Hawaiian Telcom Holdco, Inc.

Condensed Consolidated Balance Sheets

(Unaudited, dollars in thousands, except per share amounts)

Assets

Current assets

Cash and cash equivalents
Receivables, net

Material and supplies
Prepaid expenses
Deferred income taxes
Other current assets

Total current assets
Property, plant and equipment, net
Intangible assets, net
Goodwill

Deferred income taxes
Other assets

Total assets
Liabilities and Stockholders Equity

Current liabilities

Current portion of long-term debt
Accounts payable

Accrued expenses

Advance billings and customer deposits
Other current liabilities

Total current liabilities
Long-term debt

Employee benefit obligations
Other liabilities

Total liabilities

Commitments and contingencies (Note 12)

Stockholders equity

Common stock, par value of $0.01 per share, 245,000,000 shares authorized and 10,338,737
and 10,291,897 shares issued and outstanding at September 30, 2013 and December 31, 2012,

respectively

Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings

Total stockholders equity

Total liabilities and stockholders equity

September 30,

2013

45,114  $
36,706
15,268
5,344
5,892
2,751
111,075
517,874
41,052
11,783
94,908
12,315

789,007 $

3,000 $
39,102
16,227
16,159

5,387
79,875

292,248
121,014

9,309
502,446

103
167,401
(28,068)
147,125
286,561

789,007 $

December 31,

2012

66,993
34,082
11,352
5,161
5,727
2,181
125,496
507,197
39,075
1,569
102,680
9,075

785,092

3,000
36,351
20,537
15,185

3,961
79,034

292,410
132,004

4,784
508,232

103
165,941
(28,450)
139,266
276,860

785,092
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See accompanying notes to condensed consolidated financial statements.
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Hawaiian Telcom Holdco, Inc.

Condensed Consolidated Statements of Cash Flows

(Unaudited, dollars in thousands)

Cash flows from operating activities:
Net income

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

Depreciation and amortization

Loss on early extinguishment of debt
Gain on sale of property

Employee retirement benefits

Provision for uncollectibles

Stock based compensation

Deferred income taxes

Changes in operating assets and liabilities:
Receivables

Material and supplies

Prepaid expenses and other current assets
Accounts payable and accrued expenses
Advance billings and customer deposits
Other current liabilities

Other

Net cash provided by operating activities

Cash flows from investing activities:
Capital expenditures

Acquisitions

Proceeds on sale of property

Net cash used in investing activities

Cash flows from financing activities:

Repayment of capital lease

Repayment of debt including premium

Proceeds from borrowing

Loan refinancing costs

Taxes paid related to net share settlement of equity awards
Net cash used in financing activities

Net change in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosure of cash flow information:
Interest paid, net of amounts capitalized

Nine Months Ended
September 30,

2013

7,859

58,532
3,660

(6,546)

(10,324)
2,003
1,886
6,018

(4,142)
(3,916)
(1,064)
(2,064)
323
106
2,446
54,777

(69,809)
(11,858)
13,118
(68,549)

(406)
(302,333)
298,500
(3,442)

(426)
(8,107)

(21,879)
66,993

45,114

14,416

See accompanying notes to condensed consolidated financial statements.

$

2012

11,343

51,965
5,112

(11,001)
2,526
1,343

(1,552)

(2,153)

(2,600)
1,768
980
296
1,021
59,048

(61,019)

(61,019)

(306,000)
295,500
(4,130)
(53)
(14,683)

(16,654)
82,063
65,409

17,054

10



Edgar Filing: Hawaiian Telcom Holdco, Inc. - Form 10-Q

11



Table of Contents

Balance, January 1, 2013

Stock based compensation

Sale of stock under warrants
Common stock issued for stock
compensation plans, net of
shares withheld and
withholding paid for employee
taxes

Net income

Other comprehensive income,
net of tax

Balance, September 30, 2013
Balance, January 1, 2012
Stock based compensation
Common stock issued for stock
compensation plans, net of
shares withheld and
withholding paid for employee
taxes

Net income

Other comprehensive income,
net of tax

Balance, September 30, 2012
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Hawaiian Telcom Holdco, Inc.
Condensed Consolidated Statement of Changes in Stockholders Equity

(Unaudited, dollars in thousands)

Accumulated
Additional Other Total
Common Stock Paid-In Comprehensive Retained Stockholders
Shares Amount Capital Income (Loss) Earnings Equity
10,291,897 $ 103 $ 165,941 $ (28,450) $ 139,266 $ 276,860
1,886 1,886
297
46,543 (426) (426)
7,859 7,859
382 382
10,338,737 $ 103 $ 167,401 $ (28,068) $ 147,125 $ 286,561
10,190,526 $ 102 $ 164,328 $ (57,518) $ 29,284 $ 136,196
1,343 1,343
56,109 (53) (83)
11,343 11,343
33,646 33,646
10,246,635 $ 102 $ 165,618 $ (23,872) $ 40,627 $ 182,475

See accompanying notes to condensed consolidated financial statements.

12
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Hawaiian Telcom Holdco, Inc.
Notes to Condensed Consolidated Financial Statements

(Unaudited)

1. Description of Business

Business Description

Hawaiian Telcom Holdco, Inc. and subsidiaries (the Company ) is the incumbent local exchange carrier for the State of Hawaii with an integrated
telecommunications network. The Company offers a variety of telecommunication services to residential and business customers in Hawaii
including local telephone, network access and data transport, long distance, Internet, television and wireless phone service. The Company also
provides communications equipment sales and maintenance, and network managed services.

Organization

The Company has one direct wholly-owned subsidiary, Hawaiian Telcom Communications, Inc. which has two direct wholly-owned
subsidiaries Hawaiian Telcom, Inc. and Hawaiian Telcom Services Company, Inc. Hawaiian Telcom, Inc. operates the regulated incumbent
local exchange carrier and Hawaiian Telcom Services Company, Inc. operates all other businesses.

2. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared by the Company in accordance
with accounting principles generally accepted in the United States of America. Certain information and disclosures normally included in annual
financial statements prepared in accordance with accounting principles generally accepted in the United States of America have been omitted

and condensed. In the opinion of the Company s management, all adjustments (consisting of only normal and recurring accruals) have been made
to present fairly the financial position, the results of operations and cash flows for the periods presented. The results of operations for the periods
presented are not necessarily indicative of the results to be expected for the full year. Although the Company believes that the disclosures are
adequate to make the information presented not misleading, these financial statements should be read in conjunction with the Company s audited
consolidated financial statements as of and for the year ended December 31, 2012.

Cash and Cash Equivalents

14
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Cash and cash equivalents include cash and money market accounts with maturities at acquisition of three months or less. The majority of cash
balances at September 30, 2013 are held in one bank in demand deposit accounts.

Supplemental Non-Cash Investing and Financing Activities

Accounts payable included $6.2 million and $2.4 million at September 30, 2013 and 2012, respectively, for additions to property, plant and
equipment.

Taxes Collected from Customers

The Company presents taxes collected from customers and remitted to governmental authorities on a gross basis, including such amounts in the
Company s reported operating revenues. Such amounts represent primarily Hawaii state general excise taxes and HPUC fees. Such taxes and
fees amounted to $1.9 million and $5.6 million for the three and nine months ended September 30, 2013 and $1.6 million and $5.3 million for
the three and nine months ended September 30, 2012, respectively.

15
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Earnings per Share

Basic earnings per share is based on the weighted effect of all common shares issued and outstanding, and is calculated by dividing earnings by
the weighted average shares outstanding during the period. Diluted earnings per share is calculated by dividing earnings, adjusted for the effect,
if any, from assumed conversion of all potentially dilutive common shares outstanding, by the weighted average number of common shares used
in the basic earnings per share calculation plus the number of common shares that would be issued assuming conversion of all potentially
dilutive common shares outstanding. The denominator used to compute basic and diluted earnings per share was as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Basic earnings per share - weighted average
shares 10,337,488 10,246,335 10,321,905 10,230,719
Effect of dilutive securities:
Employee and director restricted stock units 173,405 124,301 166,461 124,871
Warrants 695,266 337,818 607,811 302,927
Diluted earnings per share - weighted average
shares 11,206,159 10,708,454 11,096,177 10,658,517

The computation of weighted average dilutive shares outstanding excluded restrictive stock units to acquire 18,610 shares and 18,612 shares of
common stock for the three and nine month period ended September 30, 2012, respectively. The unrecognized compensation on a per unit basis
for these restricted stock units was greater than the average market price of the Company s common stock for the period presented. Therefore,
the effect would be anti-dilutive. There was no such exclusion for the three and nine month periods ended September 30, 2013.

3. Acquisitions

SystemMetrics Corporation

On September 30, 2013, the Company completed its acquisition of all of SystemMetrics Corporation ( SystemMetrics ) common stock for $16.3
million. Of the total purchase price, $11.9 million was payable at closing, net of cash acquired and purchase price adjustments. A balance of
$3.3 million is subject to an earn-out over a three year period. Payment of the earn-out is contingent on SystemMetrics meeting certain
performance metrics and continued employment of the SystemMetrics key executive. The purchase transaction has been accounted for as a
business combination. For financial reporting purposes, the earn-out will be accounted for as compensation expense as earned.

SystemMetrics provides virtual and physical data center colocation services in the State of Hawaii along with other telecommunication services
that are complementary to the Company s operations. Transaction costs amounted to $0.4 million. These costs were primarily professional fees
and recognized as general and administrative expenses as incurred.

16
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The Company followed the acquisition method of accounting and allocated the purchase price to the tangible and intangible assets acquired and
liabilities assumed based on their preliminary fair values, and the estimates and assumptions are subject to change within the measurement
period, which is one year from the acquisition date. The excess of the purchase price over those fair values was recorded as goodwill. The
following table summarizes the assets acquired and the liabilities assumed (dollars in thousands):

Assets -
Property and equipment $ 3,781
Intangible assets 4,380
Goodwill 10,368
Other assets 643
19,172
Liabilities -
Current liabilities 3,684
Non-current liabilities 2,304
Deferred income taxes 1,326
7,314
Net acquisition price $ 11,858

Because the acquisition occurred on September 30, 2013, the financial results of SystemMetrics had no impact on the Company s consolidated
statements of income for the three or nine months ended September 30, 2013.

The fair value of property, plant and equipment was based on the highest and best use of the specific properties. To determine fair value the
Company considered and applied primarily the cost approach. This approach considers the amount required to construct or purchase a new asset
of equal utility at current prices with adjustments to the value for physical deterioration, functional obsolescence and economic obsolescence.
The fair value of intangible assets including the brand name and customer relationship intangibles were based on discounted cash flows from
projections of results of operations for SystemMetrics.

The goodwill recognized is attributed to the anticipated synergies to be achieved by combining the operations of the Company and
SystemMetrics. The goodwill is not deductible for income tax reporting purposes and is anticipated to be attributed to a newly formed data
center segment.

The following unaudited pro forma results of operations are provided for the three and nine months ended September 30, 2013 and 2012 as if the
acquisition of SystemMetrics occurred on January 1, 2012. The pro forma combined results of operations have been prepared by adjusting the
historical results of the Company to include the historical results of SystemMetrics. Adjustments were made to the historical results for the
purchase price allocation which primarily impacts depreciation and amortization, to eliminate the interest on certain debt financing which was
not assumed in the purchase, to eliminate certain intercompany revenue between the entities and to reallocate the transaction related expenses
from the 2013 to the 2012 periods.

10
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These supplemental pro forma results of operations are provided for illustrative purposes only and do not purport to be indicative of the actual
results that would have been achieved by the combined company for the periods presented or that may be achieved by the combined company in
the future. The pro forma results of operations do not include any costs savings or synergies that resulted, or will result, from the acquisition or
any estimated costs that will be incurred to integrate SystemMetrics. Future results may vary significantly from the results reflected in this pro
forma financial information because of future events and transactions as well as other factors.

The pro forma results are as follows (dollars in thousands):

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Revenues $ 99,649 $ 98,512 $ 296,443 $ 294,411
Expenses 91,610 87,885 264,808 262,631
Operating income 8,039 10,627 31,635 31,780
Other income (expense) (4,082) (5,480) (18,344) (21,974)
Income before income tax benefit 3,957 5,147 13,291 9,806
Income tax expense (benefit) 1,301 (298) 4,970 (799)
Net income $ 2,656 $ 5,445 $ 8,321 $ 10,605

Wavecom Solutions Corporation

On December 31, 2012, the Company completed its acquisition of Wavecom Solutions Corporation ( Wavecom ) for $8.7 million in cash, net of
cash acquired and final purchase adjustments. Wavecom provides telecommunication services in the State of Hawaii which are complementary
to the Company s operations.

11
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The Company followed the acquisition method of accounting and allocated the purchase price to the tangible and intangible assets acquired and
liabilities assumed based on their preliminary fair values, and the estimates and assumptions are subject to change within the measurement

period, which is one year from the acquisition date. The measurement period remains open as of September 30, 2013 as the Company continues
to evaluate additional information obtained related to the amount recognized for certain estimated liabilities. The excess of the purchase price
over those fair values was recorded as goodwill. During the three months ended March 31, 2013, the Company made adjustments to the
preliminary purchase price allocation based on additional information as to the existence and value of certain assets. In addition, the net
acquisition price changed with the final purchase adjustments agreed to by the seller. The measurement period adjustments did not have a
significant impact on the Company s condensed consolidated statements of income for the nine months ended September 30, 2013. In addition,
these adjustments did not have a significant impact on the Company s consolidated balance sheets as of December 31, 2012. Therefore, the
Company has not retrospectively adjusted the comparative 2012 financial information presented herein. The adjustments are as follows (dollars
in thousands):

Recognized
Recognized Measurement as of
as of Period Acquisition
Acquisition Adjustments As Revised
Assets -
Property and equipment $ 11,898 $ 876 $ 12,774
Intangible assets 1,060 (410) 650
Goodwill 1,569 (154) 1,415
Other assets 1,663 1,663
16,190 312 16,502
Liabilities -
Current liabilities 2,360 2,360
Payable from Wavecom to the
Company 4,037 4,037
Non-current liabilities 1,450 1,450
7,847 7,847
Net acquisition price $ 8343 $ 312§ 8,655
4. Receivables
Receivables consisted of the following (dollars in thousands):
September 30, December 31,
2013 2012
Customers and other $ 40,328 $ 36,713
Allowance for doubtful accounts (3,622) (2,631)
$ 36,706 $ 34,082

12
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5. Long-Lived Assets

Property, plant and equipment consisted of the following (dollars in thousands):

September 30, December 31,
2013 2012
Property, plant and equipment $ 705,519 $ 639,343
Less accumulated depreciation and amortization (187,645) (132,146)
$ 517,874  $ 507,197

Depreciation expense amounted to $19.3 million and $56.5 million for the three and nine months ended September 30, 2013, respectively.
Depreciation expense amounted to $17.3 million and $49.9 million for the three and nine months ended September 30, 2012, respectively.

In February 2013, the Company entered into an agreement to sell a parcel of land and warehouse not actively used in the Company s operations
for a purchase price of $13.9 million. The sale was subject to due diligence by the buyer and approval of the Hawaii Public Utilities
Commission ( HPUC ). The HPUC approval was received in May 2013 and the sale was consummated in June 2013. The net proceeds, net of
commissions and other costs paid through escrow of $0.8 million, amounted to $13.1 million. A gain on the sale of $6.5 million was recognized
in the second quarter of 2013 as management concluded the land sold was not grouped with the assets subject to the composite depreciation
method. The HPUC approval requires the Company to spend $0.3 million on training employees on broadband telecommunication deployment
and operation. In addition, the HPUC approval provides for the Company to make improvements to its broadband network in an amount equal
to the net proceeds less the training cost commitment. The planned training expenses and network capital spending will be recognized as the
costs are incurred.

In January 2013, the Company entered into an agreement to sell most of its radio towers for $3.6 million. The sale was subject to due diligence
by the buyer. In November 2013, the buyer, as a result of a change in its ownership, issued a termination notice of the purchase per the
provisions of the agreement.

The gross carrying amount and accumulated amortization of identifiable intangible assets are as follows (dollars in thousands):

September 30, 2013 December 31, 2012
Gross Gross
Carrying Accumulated Net Carrying Carrying Accumulated Net Carrying

Value Amortization Value Value Amortization Value
Subject to amortization
Customer relationships $ 21,709 $ 8,194 $ 13,515 % 17,850 $ 6,285 $ 11,565
Trade name and other 320 83 237 210 210

22,029 8,277 13,752 18,060 6,285 11,775

Not subject to amortization

21
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27,300 27,300 27,300

27,300 27,300 27,300

49329 $ 8277 % 41,052 $ 45360 $
13

6,285

$

27,300
27,300

39,075
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Amortization expense amounted to $0.7 million and $2.0 million for the three and nine months ended September 30, 2013, respectively.
Amortization expense amounted to $0.7 million and $2.1 million for the three and nine months ended September 30, 2012, respectively.
Estimated amortization expense for the next five years and thereafter is as follows (dollars in thousands):

2013 (remaining months) $ 828
2014 2,896
2015 2,498
2016 2,100
2017 1,703
Thereafter 3,727

$ 13,752

With the acquisition of SystemMetrics, the Company recognized customer relationship intangibles of $3.6 million with a useful life of 13 years
and a trade name of $0.1 million with a useful life of four years. The determination of useful lives for customer relationships was based on
historical and expected customer attrition rates. The Company will use an accelerated amortization method reflecting the rate of expected
customer attrition.

In conjunction with the acquisition of Wavecom, the Company adjusted the carrying value of goodwill in the first quarter of 2013 as further
discussed in Note 3. The revised goodwill amounted to $1.4 million and is included in the wireline segment. In conjunction with the acquisition
of SystemMetrics, the Company recognized goodwill of $10.4 million which is expected to be attributed to the data center colocation services
segment.

6. Accrued Expenses

Accrued expenses consisted of the following (dollars in thousands):

September 30, December 31,
2013 2012
Salaries and benefits $ 12,666 $ 15,642
Interest 2,541 3,607
Other taxes 1,020 1,288
$ 16,227 $ 20,537
14
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7. Long-Term Debt

Long-term debt consists of the following (dollars in thousands):

Interest Rate

at September 30, Final September 30, December 31,
2013 Maturity 2013 2012
Term loan 5.00%  June 2019 $ 299,888 $ 299,250
Original issue discount (4,640) (3,840)
295,248 295,410
Current 3,000 3,000
Noncurrent $ 292,248 $ 292,410

The term loan outstanding at September 30, 2013 provides for interest at the Alternate Base Rate, a rate which is indexed to the prime rate with
certain adjustments as defined, plus a margin of 3.00% or a Eurocurrency rate on deposits of one, two, three or six months but no less than
1.00% per annum plus a margin of 4.00%. The Company has selected the Eurocurrency rate as of September 30, 2013 resulting in an interest
rate currently at 5.00%.

The term loan provides for interest payments no less than quarterly. In addition, quarterly principal payments of $0.8 million are required. The
balance of the loan is due at maturity on June 6, 2019. The Company must prepay, generally within three months after year end, 50% or 25% of
excess cash flow, as defined. The percent of excess cash flow required for prepayment is dependent on the Company s leverage ratio. The
excess cash flow prepayment for the year ended December 31, 2012 amounted to $2.1 million and was paid in March 2013. The Company must
also make prepayments on loans in the case of certain events such as large asset sales.

The Company also has a revolving credit facility which matures on October 3, 2015. The facility has an available balance of $30.0 million with
no amounts drawn as of or for the periods ending September 30, 2013 and 2012. A commitment fee is payable quarterly to the lender under the
facility. Interest on amounts outstanding is based on, at the Company s option, the bank prime rate plus a margin of 3.0% to 6.0% or the
Eurocurrency rate for one, two, three or six month periods plus a margin of 4.0% to 5.5%. The margin is dependent on the Company s leverage,
as defined in the agreement, at the time of the borrowing.

Refinancing 2013

In June 2013, the Company refinanced its term loan debt. The Company paid a premium on the repayment of the old term loan of $3.0 million.
In addition, the Company paid $3.4 million in underwriting fees and legal costs. The premium on repayment of debt, existing original issue
discount, existing deferred financing costs, underwriting fees and legal costs were accounted for in accordance with accounting standards for
modification of debt instruments with different terms. The Company compared each syndicated lenders loan under the old term loan with the
syndicated lenders loan under the new term loans. For loans under the new term loan that were substantially different, the Company recognized
the exchange of debt instruments as a debt extinguishment. For loans under the new term loan that were not substantially different, the Company
accounted for the exchange of debt instruments as a modification. As a result of the refinancing, the Company deferred $2.7 million of financing
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related costs and recognized a loss on early extinguishment of debt of $3.7 million.
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Refinancing 2012

In connection with the February 2012 refinancing of the term loan debt, the Company paid a premium on the repayment of the old term loan of
$6.0 million. In addition, the Company paid $4.1 million in underwriting fees and legal costs. The premium on repayment of debt, and
underwriting fees and legal costs were accounted for in accordance with accounting standards for modification of debt instruments with different
terms. The Company compared each syndicated lenders loan under the old term loan with the syndicated lenders loan under the new term
loans. For loans under the new term loan that were substantially different, the Company recognized the exchange of debt instruments as a debt
extinguishment. For loans under the new term loan that were not substantially different, the Company accounted for the exchange of debt
instruments as a modification. As a result of the refinancing, the Company capitalized $5.0 million of the premium on the repayment of debt and
refinancing fees and expensed the remainder resulting in a loss on early extinguishment of debt of $5.1 million.

Maturities

The annual requirements for principal payments on long-term debt as of September 30, 2013 are as follows (dollars in thousands):

Year ended December 31,

2013 (remainder of year) $ 750
2014 3,000
2015 3,000
2016 3,000
2017 3,000
Thereafter 287,138

$ 299,888

8. Employee Benefit Plans

The Company sponsors a defined benefit pension plan, with benefits frozen as of March 1, 2012, and postretirement health and life insurance
benefits for union employees. The Company also sponsors a cash balance pension plan for nonunion employees, with benefits frozen as of
April 1, 2007, and certain management employees receive postretirement health and life insurance under grandfathered provisions of a
terminated plan.

The Company amended its union pension plan on January 24, 2012 for the freeze of benefits effective March 1, 2012. This resulted in a
reduction of the projected benefit obligation by $30.2 million which is the difference between the accumulated benefit obligation and projected
benefit obligation at that date. The liability as of January 24, 2012 was measured using a discount rate of 4.54%. The union pension trust assets
were also measured as of this date. The reduction in the net recorded liability of $33.4 million was used to offset actuarial losses previously
recognized in accumulated other comprehensive loss.
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The Company accrues the costs of pension and postretirement benefits over the period from the date of hire until the date the employee becomes
fully eligible for benefits. The following provides the components of benefit costs for the three and nine months ended September 30, 2013 and

2012 (dollars in thousands):

Pension

Service cost (benefit)
Interest cost
Expected asset return
Amortization of loss

Net periodic benefit cost

Other Postretirement Benefits

Service cost
Interest cost
Amortization of loss

Net periodic benefit cost

Three Months Ended
September 30,
2013 2012
$ 50) $
2,055 2,557
(2,934) (2,890)
148 131
(731) $ (252) $
Three Months Ended
September 30,
2013 2012
277 $ 221 $
516 576
74 7
867 $ 804 $

Nine Months Ended
September 30,
2013 2012
$ 1,488
6,166 7,493
(8,804) (8,601)
444 373
(2,194) $ 753
Nine Months Ended
September 30,
2013 2012
832 $ 724
1,548 1,772
223 88
2,603 $ 2,584

The Company previously disclosed in its consolidated financial statements for the year ended December 31, 2012 that it expected to contribute
$12.1 million to its pension plan in 2013. As of September 30, 2013, the Company has contributed $9.4 million. The Company presently
anticipates contributing the full amount during the remainder of 2013.

9. Income Taxes

The income tax provision differs from the amounts determined by applying the statutory federal income tax rate of 34% to the income before
income tax provision for the following reasons (dollars in thousands):

Three Months Ended
September 30,

Nine Months Ended
September 30,
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Income tax provision at statutory rate
Increase (decrease) resulting from:

State income taxes, net of federal income tax
Other

Valuation allowance

Income tax provision (benefit)

2013
1,303

(86)
554

1,771

17

2012

1,843 $
137
(2,174)

(194) $

2013

4,549

122
850

5,521

2012

3,739
208
(4,293)

(346)
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Through December 31, 2012, the Company maintained a full valuation allowance over its net deferred income tax assets. Based on consistent
earnings after its 2010 emergence from Chapter 11 through December 31, 2012, the Company released its valuation allowance as of that date.
For the three months and nine months ended September 30, 2012, the existence of the full valuation allowance resulted in an income tax benefit
reflecting certain tax credits.

The Company evaluates its tax positions for liability recognition. As of September 30, 2013, the Company had no unrecognized tax benefits.
No interest or penalties related to tax assessments were recognized in the Company s condensed consolidated statements of income for the three
and nine months ended September 30, 2013 or 2012. All tax years from 2009 remain open for both federal and Hawaii state purposes.

On September 13, 2013, the Treasury Department and the Internal Revenue Service issued regulations that provide guidance with respect to the
treatment of materials and supplies, capitalization of amounts paid to acquire or produce tangible property, and the determination of whether an
expenditure with respect to tangible property is a deductible repair or must be capitalized. The Company evaluated the impact of the new
regulations and concluded that the new regulations will not have a significant impact on its consolidated financial statements.

10. Stock Compensation

The Company has an equity incentive plan. The Compensation Committee of the Company s Board of Directors may grant awards under the
plan in the form of incentive stock options, non-qualified stock options, stock appreciation rights, restricted stock, restricted stock units and other
stock-based awards. The maximum number of shares issuable under the new equity incentive plan is 1,400,000 shares. All grants under the
equity incentive plan will be issued to acquire shares at the fair value on date of grant.

As of September 30, 2013, all awards were restricted stock units. Activity with respect to outstanding restricted stock units for the nine months
ended September 30, 2013 and 2012 was as follows:

Weighted-
Average
Grant-Date
Shares Fair Value
2013
Nonvested at January 1, 2013 223,224 $ 15
Granted 181,330 20
Vested (67,233) 17
Forfeited (22,918) 17
Nonvested at September 30, 2013 314,403 $ 17
2012
Nonvested at January 1, 2012 248,951 $ 17
Granted 118,647 16
Vested (59,264) 26
Forfeited (19,205) 26
Nonvested at September 30, 2012 289,129 $ 15
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The Company recognized compensation expense of $0.7 million and $1.9 million for the three and nine months ended September 30, 2013,
respectively. The Company recognized compensation expense of $0.5 million and $1.3 million for the three and nine months ended

September 30, 2012, respectively. The fair value as of the vesting date for the restricted stock units that vested during the nine months ended
September 30, 2013 and 2012 was $1.3 million and $1.0 million, respectively. Upon vesting, unit holders have the option to net share-settle to
cover the required withholding tax and the remaining amount is converted into an equivalent number of shares of common stock. The total
shares withheld were 20,692 and 3,160 for the nine months ended September 30, 2013 and 2012, respectively, and were based on the value of
the restricted stock units as determined by the Company s closing stock price. Total payments for the employees tax obligations to the tax
authorities were $0.4 million and less than $0.1 million for the nine months ended September 30, 2013 and 2012, respectively. Other than
reimbursements for tax withholdings, there was no cash received under all share-based arrangements.

11. Other Comprehensive Income

Reclassifications out of accumulated other comprehensive income (loss) for the three months and nine months ended September 30, 2013 and
2012 were as follows (dollars in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Retirement plans
Amortization of loss 222 138 667 461
Income tax charge on comprehensive income (88) (263)
Net of tax $ 134 $ 138 $ 404 $ 461

The amortization of loss was recognized primarily in selling, general and administrative expense for both the nine months ended September 30,
2013 and 2012.
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12. Commitments and Contingencies

Collective Bargaining Agreement

The Company maintains a collective bargaining agreement with the International Brotherhood of Electrical Workers Local 1357 ( IBEW ). The
agreement covers approximately half of the Company s work force. In December 2012, the IBEW announced their members had ratified a new
collective bargaining agreement with the Company with an effective date of January 1, 2013 for a term of five years.

Third Party Claims

In the normal course of conducting its business, the Company is involved in various disputes with third parties, including vendors and
customers. The outcome of such disputes is generally uncertain and subject to commercial negotiations. The Company periodically assesses its
liabilities in connection with these matters and records reserves for those matters where it is probable that a loss has been incurred and the loss
can be reasonably estimated. Based on management s most recent assessment, the Company believes that the risk of loss in excess of liabilities
recorded is not material for all outstanding claims and disputes and the ultimate outcome of such matters will not have a material adverse effect
on the Company s results of operations, cash flows or financial position.

Litigation

The Company is involved in litigation arising in the normal course of business. The outcome of this litigation is not expected to have a material
adverse impact on the Company s condensed consolidated financial statements.

13. Fair Value of Financial Instruments

The following method and assumptions were used to estimate the fair value of each class of financial instruments for which it is practical to
estimate the fair value.

Cash and cash equivalents, accounts receivable and accounts payable The carrying amount approximates the fair value. The valuation is based
on settlements of similar financial instruments all of which are short-term in nature and generally settled at or near cost. Cash is measured as
Level 1.
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Investment securities The fair value of investment securities is based on quoted market prices. Investment securities are included in other assets
on the condensed consolidated balance sheets.

Debt The fair value of debt is based on the value at which the debt is trading among holders.

The estimated fair value of financial instruments is as follows (dollars in thousands):

Carrying Fair
Value Value
September 30, 2013
Assets - investment in U.S. Treasury obligations (Level 1) $ 891 $ 891
Liabilities - long-term debt (carried at amortized cost, Level 2) 295,248 300,638
December 31, 2012
Assets - investment in U.S. Treasury obligations (Level 1) $ 905 $ 905
Liabilities - long-term debt (carried at amortized cost, Level 2) 295,410 302,000

Fair Value Measurements

Fair value for accounting purposes is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date (exit price).
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Accounting standards establish a fair value hierarchy that prioritizes the inputs used to measure fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurement) and the lowest priority to
unobservable inputs (Level 3 measurement).

Assets measured at fair value on a recurring basis represent investment securities included in other assets. Liabilities carried at cost with fair
value disclosure on a recurring basis represent long-term debt. A summary is as follows (dollars in thousands):

September 30, December 31,
2013 2012

Asset value measurements using:

Quoted prices in active markets for identical assets (Level 1) $ 891 $ 905
Significant other observable inputs (Level 2)

Significant unobservable inputs (Level 3)

$ 891 $ 905
Liability value measurements using:
Quoted prices in active markets for identical liabilities (Level 1) $ $
Significant other observable inputs (Level 2) 300,638 302,000
Significant unobservable inputs (Level 3)

$ 300,638 $ 302,000

Assets and liabilities measured at fair value on a non-recurring basis for the nine months ended September 30, 2013 represent those recognized
in conjunction with the acquisition of SystemMetrics as of September 30, 2013. A summary of the valued assets and liabilities is included in
Note 3 including a discussion of the valuation methodology. The majority of assets and liabilities were valued using level 3 unobservable
inputs.

14. Segment Information

The Company operates in two reportable segments (Wireline Services and Other) based on how resources are allocated and performance is
assessed by the Company s Chief Executive Officer, the Company s chief operating decision maker. The Wireline Services segment provides
local telephone service including voice and data transport, enhanced custom calling features, network access, directory assistance and private
lines. In addition, the Wireline Services segment provides Internet, long distance services, television, managed services, customer premise
equipment, data solutions, billing and collection, and pay telephone services.
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The following table provides operating financial information for the Company s two existing reportable segments (dollars in thousands):

Wireline Intersegment

Services Other Elimination Total
For the three months ended September 30, 2013
Operating revenues
Local voice and other retail services $ 64,809 $ 1,061 $ (385 $ 65,485
Network access services 32,197 32,197

$ 97,006 $ 1,061 $ (385) $ 97,682

Depreciation and amortization $ 19,974
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