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Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 contains certain safe harbor provisions regarding
forward-looking statements. This 2010 Annual Report on Form 10-K (“Report”) and other documents filed by
HickoryTech Corporation under the federal securities laws, including Form 10-Q and Form 8-K, and future verbal or
written statements by HickoryTech and its management, may include forward-looking statements. These statements
may include, without limitation, statements with respect to anticipated future operating and financial performance,
growth opportunities and growth rates, acquisition and divestiture opportunities, business strategies, business and
competitive outlook and other similar forecasts and statements of expectation. Words such as “expects,” “anticipates,”
“intends,” “plans,” “believes,” “seeks,” “estimates,” “targets,” “projects,” “will,” “may,” “continues,” and “should,” and va
words and similar expressions, are intended to identify these forward-looking statements. Such forward-looking
statements are subject to risks and uncertainties that could cause HickoryTech’s actual results to differ materially from
such statements. These risks and uncertainties include those identified under Part I — Item 1A — “Risk Factors” beginning
on page 13.

29 ¢ LR INT3 EEINT3 LR INT3 LR INT3

Because of these risks, uncertainties and assumptions and the fact that any forward-looking statements made by
HickoryTech and its management are based on estimates, projections, beliefs and assumptions of management, they
are not guarantees of future performance and you should not place undue reliance on them. In addition,
forward-looking statements speak only as of the date they are made which is the filing date of this Form 10-K. With
the exception of the requirements set forth in the federal securities laws or the rules and regulations of the Securities
and Exchange Commission, we do not undertake any obligation to update or review any forward-looking information,
whether as a result of new information, future events or otherwise.

PART I
Website Access to Securities and Exchange Commission Reports

Our website at www.hickorytech.com provides information about our products and services, along with general
information about HickoryTech and its management, financial results and press releases. Copies of our most recent
Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those
reports filed pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 can be obtained, free of charge, as
soon as reasonably practical after such material is electronically filed, or furnished to the Securities and Exchange
Commission. To obtain this information visit our website noted above and click on “Investor Relations,” or call (507)
387-3355.

Item 1. Business

“HickoryTech” or the “Company” refers to HickoryTech Corporation alone or with its wholly owned subsidiaries, as the
context requires. When this report uses the words “we,” “our,” or “us,” it refers to the Company and its subsidiaries unless
the context otherwise requires.

Company Overview and History

HickoryTech Corporation (dba HickoryTech and Enventis) is a leading integrated communications provider in the
markets we serve. In business for more than 110 years, the corporation is headquartered in Mankato, Minnesota, and
has a regional fiber network with facilities-based operations in Minnesota and lowa. We currently operate in two
segments: Business Sector and Telecom Sector. The Company trades on the Nasdaq Stock Exchange, symbol: HTCO.
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Our Business Sector began when we purchased Enventis Telecom on December 30, 2005. Today, this Sector serves
customers across a five-state region with Internet protocol (“IP”) based voice, transport, data and network solutions,
managed services, network integration and support services. Through its regional fiber network this Sector provides
wholesale services to regional and national service providers, such as interexchange and wireless carriers within the
communications industry. It also specializes in providing integrated unified communication solutions for businesses of
all sizes - from enterprise multi-office organizations to small and medium-sized businesses (“SMB”), primarily in the
upper Midwest. Residential customers are not being solicited by this Sector.
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Our Telecom Sector provides residential and business services, including: high-speed Internet, broadband services,
digital TV and voice services in its legacy telecom markets. Telecom is comprised of two markets. The first market
includes the operation of local telephone companies or incumbent local exchange carriers (“ILEC”). The second
Telecom market is the operation of a competitive local exchange carrier (“CLEC”). Originally, our company consisted
of the operation of a single ILEC and began in 1898. In 1985, we formed HickoryTech Corporation as a holding
company for our current ILECs and to serve as a platform to expand our business. In 1998, we formed a CLEC, which
provides the competitive services of local service, long distance, high-speed Internet access, Digital Subscriber Line
(“DSL”) and digital TV. All of our Telecom operations are operated as one integrated unit.

The data processing services provided by our subsidiary, National Independent Billing, Inc. (“NIBI”), are also part of
our Telecom Sector. The ILECs and CLEC we operate within the Telecom Sector are the primary internal users of
NIBI. NIBI activities are of strategic value to us, primarily because of the billing and support services it provides to all
our companies. NIBI also sells its services externally to other companies in the communications industry. The goals,
objectives and management of the NIBI product line are closely aligned with, and its operating results included with,
those of our Telecom Sector.

Our operations are currently conducted through the following eight subsidiaries:

Business Sector
¢ Enventis Telecom, Inc. (“Enventis™)
e CP Telecom, Inc. (“CP Telecom”)

Telecom Sector
e Mankato Citizens Telephone Company (“MCTC”)
¢ Mid-Communications, Inc. (“Mid-Com”)
¢ Heartland Telecommunications Company of lowa, Inc. (“Heartland™)
e Cable Network, Inc. (“CNI”)
e Crystal Communications, Inc. (“Crystal”)
¢ National Independent Billing, Inc. (“NIBI”)

Business Sector (formerly referred to as the Enventis Sector)

Through our Business Sector, we provide integrated data services and offer fiber optic-based communications
including IP-based voice, data and network solutions to business customers in the Upper Midwest. Revenue from this
Sector has exceeded 50% of our Company revenue in two of the last three years and we expect to continue to grow
these revenue streams.

Business’ product portfolio includes:

e Fiber, data and internet
® Voice and VoIP
e Managed and hosted services
e Data center services
e Equipment Solutions
e Total care support and monitoring

Our Business Sector owns or has long-term leases to approximately 1,850 fiber route miles of fiber optic cable and
has extensive local fiber optic rings that directly connect the network with its larger clients (e.g. interexchange

carriers, wireless carriers, retail, health care, government and education customers, etc.). Other local fiber rings
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connect our network to the local telephone central offices. These connections allow us to utilize communication
providers’ connections, when company owned facilities are not available to access its smaller clients. We also serve
customers through interconnections that are leased from third parties (commonly referred to as “the last mile”). In
addition, we build the last-mile fiber connection to the building, tower or business customer premise, as a premium
level of service.
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The Business Sector product portfolio includes SingleLink® Unified Communications (‘“SingleLink”), a hosted or
managed IP communications service that includes local and long distance voice, business IP telephony via a hosted IP
private branch exchange, unified messaging and dedicated Internet access. This product is focused primarily at SMB
customers but also has enterprise customer applications.

Our Business Sector has a relationship with Cisco Systems, Inc. and is certified by Cisco as a Gold Partner. The
relationship with Cisco Systems, Inc. is a strategic partnership between Cisco (as the supplier) and Enventis (as the
distributor). We provide converged IP services that allow all communications (e.g. voice, video and data) to use the
same IP data infrastructure. Additionally, we provide Total Care Support and professional support services.

In August 2009, we acquired Computer Pro Inc., dba CP Telecom, a privately held facilities-based telecom provider,
serving Minneapolis, St. Paul and northern Minnesota, for $6.6 million, plus routine working capital adjustments. The
operations of CP Telecom are included in the Business Sector. CP Telecom operations in Minneapolis and Duluth,
Minnesota provide voice, data and Internet services. CP Telecom operates in 23 colocations throughout Minnesota,
ten of which we did not have a presence in prior to the acquisition and five that brought enhanced functionality to our
product portfolio. CP Telecom’s assets include long-term rights to a fiber network encompassing Minneapolis and St.
Paul as well as soft switching technology. The acquisition aligned with our strategic direction to enhance our focus on
the SMB customer base, expand our business product portfolio and further develop our agent sales channel program.

The Business Sector has authority to operate from the public utility commissions in the majority of states in the U.S.
for interexchange carrier (private line or long distance) services and, where necessary, has or is seeking authority in
states to provide regulated services to augment our hosted voice over Internet protocol (‘“VoIP”) service. Services
provided by the Business Sector compete directly with those from ILECs, cable companies and other communications
providers in the area in which it operates. Our Business Sector is not dependent upon any single customer or small
group of customers. No single customer accounts for more than 10% or more of our consolidated revenue.

Our Business Sector has Minnesota offices located in: Plymouth, Minneapolis, Duluth and Rochester and operates
data centers in Edina, Duluth and Mankato. We also have an office located in the Des Moines, Iowa area.

Telecom Sector

The Telecom Sector provides local telephone service, long distance, calling features and broadband services. As an
auxiliary business, the data processing services of NIBI are also included within the Telecom Sector.

Telecom includes three ILECs: MCTC, Mid-Com and Heartland. MCTC and Mid-Com provide telephone service in
south central Minnesota, specifically the Mankato, Minnesota region, and 11 rural communities surrounding Mankato.
Heartland, our third ILEC, provides telephone service for 11 rural communities in northwest lowa. In total, there are
23 ILEC exchanges within our Telecom Sector. Telecom also includes a CLEC, Crystal, which began operations in
January 1998 and provides competitive services in south central Minnesota and near Des Moines, lowa. There are
eight Minnesota CLEC exchanges and two lowa CLEC exchanges in our Telecom Sector.

NIBI, an auxiliary part of the Telecom Sector, provides data processing and related services for our affiliated
companies, as well as for other ILECs, CLECs, interexchange network carriers, wireless companies and cable TV
providers throughout the United States and Canada.

Telecom owns and operates a 900 mile fiber optic network and facilities in Minnesota. These facilities are used to
transport voice, data and video services between our exchanges, to connect customers to interexchange carriers and to
provide service directly to end users. We operate an unregulated carrier company, CNI, to administer part of this
southern Minnesota fiber network. Our Minnesota ILECs and CLEC are the primary users of these fiber optic cable
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Telecom derives its principal revenue and income from local services (voice, data and video) charged to subscribers in
its service area, network access services charged to interexchange carriers and the operation of a toll tandem-switching
center in Mankato, Minnesota. The local and interexchange services for our telephone companies utilize the same
facilities and equipment and are managed and maintained by a common workforce. We provide interexchange
telephone access by connecting the communications networks of interexchange carriers and wireless carriers with the
equipment and facilities of end-users through our switched networks or private lines.

As local exchange telephone companies, we provide end office switching and dedicated circuits to long distance
interexchange carriers. These relationships allow our telephone subscribers to place long distance telephone calls to
other networks. We provide access to our network for interexchange carriers to conduct long distance business with
individual customers who select a long distance carrier for the origination and termination of calls to all customers.
This interexchange access business is separate and distinct from our own long distance retail service, which is
operated through Crystal, our CLEC.

Our Telecom subsidiaries are not dependent upon any single customer or small group of customers. No single
customer or long distance interexchange carrier accounts for 10% or more of our consolidated revenue.

Strategy

Our vision is to be the leader in connecting business and consumers with advanced, integrated communications
solutions in the regions we serve. In 2009, we established a long-term growth strategy for our company and began
implementing it. This growth plan includes making strategic investments to significantly grow our Business Sector
(business-to-business and wholesale customers) while continuing to focus on the growth of broadband services and
the profitability of our Telecom Sector. In 2010, we expanded our network as part of this growth plan. While we
realize there is some risk in this strategy (see “Risks Related to Our Business”), we believe this plan could generate
long-term success for us. This success depends on the following strategies:

e Execute on our local market strategy. We will continue to leverage the HickoryTech brand and its strong reputation
in our legacy Telecom markets and offer a competitive, multi-service bundle of voice, high-speed Internet and
digital TV in many markets. We will manage the decline in Telecom network access and local service revenue by
offering value-added services such as higher Internet speeds and localized content along with unparalleled customer
service as a competitive differentiator.

e Deploy advanced communications technologies. We have and will continue to upgrade our networks to take
advantage of the fastest growing areas of technology including advanced high-bandwidth capabilities and services,
expansion of our network for wholesale and retail customers, Fiber-to-the-Tower (“FTTT”) services for wireless
carriers and last mile fiber builds to data centers and business customer premises. We believe our technical
capabilities and the use of VoIP technologies combined with our Total Care Support offering will allow us to attract
and maintain clients by providing proactive monitoring and deployment of these services. Our enhanced
SingleLink product, which provides customers with a single, centrally managed and hosted VolP-based
communications system, allows businesses to leverage the powerful benefits of integrated IP communications
without the time and capital necessary for on-premise solutions.

e Grow monthly recurring revenue services through business-to-business sales. Our focus remains on supporting
business customers ranging in size from small to large enterprise businesses. We offer integrated communication
solutions which include IP telephony, unified computing, transport and data and network integration services that
combine voice and data into a single platform. The integration of CP Telecom into our Company has broadened our
product and service offerings for the SMB marketplace. We believe we have created a competitive advantage by
utilizing a consultative sales approach and developing innovative and flexible solutions for our customers. We will
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further expand our SMB focus through the expansion of our local fiber network into cities in which we believe we
can offer competitive services and take market share. We are able to do this by utilizing our IP expertise, leveraging
our extensive fiber network and offering a full complement of high-quality products and services.
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e Maintain stable cash flows from operations and disciplined capital spending. Our current customer base provides a
recurring revenue stream generating stable cash flow. Our focus remains on growing our services and support
product lines that will over time generate cash flow well in excess of capital expenditure needs. We have allocated
resources to maintain and upgrade our network while focusing on optimizing returns by completing strategic capital
outlays that will make our network more efficient and cost effective while bringing a richer product and services
portfolio to the markets we serve.

e Grow through select strategic growth initiatives that fit our current strategic initiatives. We will continue to invest
in organic growth opportunities to expand our network to new markets and customers and develop new products
which are complementary to our business portfolio. We also intend to pursue a disciplined process of evaluating
select acquisitions of businesses.

Revenue Sources

We currently divide our company into two reportable segments: Business and Telecom. The following table
summarizes our primary sources of revenue within these two segments for the past three years:

For Year Ended December
31 2010 2009 2008
Amount Percent Amount Percent Amount Percent
Business:
Equipment $ 39,406 24 % $ 27,857 20 % $ 43514 28 %
Support Services 8,138 5 % 9,579 7 % 12,387 8 %
Fiber and Data 44,685 28 % 31,247 22 % 24,075 16 %
Telecom:
Local Service 15,288 9 % 16,163 12 % 17,096 11 %
Network Access 23,150 14 % 24,157 17 % 25,859 17 %
Broadband 18,832 12 % 17,028 12 % 15,638 10 %
Long Distance 3,185 2 % 3,791 3 % 4,563 3 %
Other 9,563 6 % 9,280 7 % 10,043 7 %
Total Revenue $ 162,247 100 % $ 139,102 100 % $ 153,175 100 %

Business Sector

Equipment — We distribute communications and data processing equipment to customers to meet their unified
communications, computing and data needs. This revenue is generated primarily through the invoicing of individual
shipments of communication and data products provided by manufacturers. The customers are generally businesses of
medium to enterprise size. Operating results generated from this line of business can fluctuate widely due to the
non-recurring sales order nature of businesses.

Support Services — This revenue includes services such as: network and equipment monitoring, maintenance,
equipment installation and professional service consulting associated with equipment sales.

Fiber and Data — We provide fiber-based transport services for businesses, on a retail basis, and regional and national
communications carriers, wireless carriers and other communications providers on a wholesale basis. We create
customer contracts based on individual customer needs. This revenue is primarily of a monthly recurring basis and
consists of billing for the use of our fiber network and transport connections. It is primarily under multi-year contracts
with either interexchange carriers or end-user businesses. The fiber and data product line also includes revenue from
our SingleLink services and voice, data and Internet services sold to business customers in several metropolitan
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markets in what we call our SMB group.
Telecom Sector

Local Service — We receive recurring revenue for basic local services which enable end-user customers to make and
receive telephone calls within a defined local calling area for a flat monthly fee. In addition to subscribing to basic
local telephone services, our customers may choose from numerous custom calling features. We also receive
reciprocal compensation revenue based on interconnection agreements with wireless carriers using our network to
terminate calls from their wireless subscribers.
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Network Access — We provide access services to other communications carriers to terminate or originate long distance
calls on our network. Additionally, we bill subscriber line charges to our end-user customers for access to the public
switched network. The monthly subscriber line charges are regulated and approved by the Federal Communications
Commission (“FCC”). In addition, network access revenue is derived from several federally administered pooling
arrangements designed to provide support and distribute funding to ILECs.

Broadband — We provide a variety of enhanced data network services on a monthly recurring basis to our end-user
customers. This includes residential and business DSL access, high-speed Internet, digital TV and business Ethernet
services which are competitive services in our markets. Our broadband services reflect our strategy to offer
competitive integrated communication services and bundles to customers within our Telecom footprint.

Long Distance — Our end-user customers are billed for toll or long distance service on either a per call or flat rate basis.
This also includes the provision of directory assistance, operator service and long distance private lines.

Other — We generate revenue from directory publishing, customer premise equipment sales, bill processing, and
add/move/change services. Our directory publishing revenue is monthly recurring revenue from end-user subscribers
for yellow page advertising. Our bill processing revenue is generated from providing data processing as a service to
other communication service providers (wireline/wireless). We collect a combination of monthly recurring revenue,
software license fees, and integration services revenue from companies with which we have established a long-term
data processing relationship.

Competition

We compete in a rapidly evolving and highly competitive industry, and expect competition will continue to intensify.
Regulatory developments and technological advances over the past several years have increased opportunities for
alternative communications service providers, which in turn have increased competitive pressures on our business.
These alternate providers often face fewer regulations and have lower cost structures than we do. In addition, the
communications industry has experienced some consolidation and several of our competitors have consolidated with
other communications providers. The resulting consolidated companies are generally larger, have more financial and
business resources and have greater geographical reach than we do. Our competitive advantages include being more
committed to providing services and support, better knowledge of and connection to the local markets and more
flexible communications solutions than our larger competitors.

Business Sector

Our Business Sector competes with a variety of business-to-business service providers including: equipment
providers, network providers, interexchange carriers, cable companies, Internet service providers (“ISP”), data hosting
service providers, wireless providers and Value Added Resellers (“VARs”). Aggressive competition exists in all product
areas, and specifically within the equipment portion of our product portfolio. We are currently a Gold Certified Cisco
Partner and maintain numerous certifications which demonstrate our expertise and provide us favorable pricing.
Competition also comes from an emerging class of services under the heading of SaaS (“Software as a Service”) that
will impact customer procurement of equipment. This Sector also offers wholesale services including network
transport services, Multi-Protocol Label Switching (“MPLS”), dedicated Internet access and FTTT. In our wholesale
segment, we compete with regional and national carriers, cable companies and wireless service providers. Our SMB
group competes with large telecom ILECs, various business CLECs and cable companies for voice and data services.
We also have a centrally managed and hosted VoIP solution to compete in this market space.

Telecom Sector
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Competition in our Telecom Sector has intensified within the past several years for end user services, such as: voice,
broadband and transport services. We currently compete with cable providers, wireless providers, competitive
telephone companies, long distance carriers, satellite providers, ISPs and VoIP providers. We focus on providing
outstanding local customer support and competitive money saving bundles, which allow customers to select the
features, speeds and channels they desire.
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We have and continue to expect to face increased competition from wireless carriers as technological developments in
wireless features, applications, network capacity and economies of scale improve, providing our customers with
alternatives to the traditional local telephone and broadband services we provide. Additionally, as consumers look to
reduce expenses, they may be more inclined to discontinue their land line and maintain their wireless phone.

We also compete with companies that offer private lines in lieu of our switched voice services. Additionally, services
provided by companies utilizing other Internet, wireline or wireless technologies permit the bypass of our local
exchange network. These alternatives represent a potential threat to our local service and network access revenue.

Competition exists with the interexchange carriers’ services we provide, such as dedicated private lines, network
switching and network routing. Our provision of these services is primarily month-to-month ordered from a tariff,
which is a schedule of terms, rates and conditions approved by the appropriate state or federal agency. The
interexchange carriers primarily control the procurement of these services and as they make network rearrangements,
our Telecom revenue may be reduced.

NIBI competes with approximately 20 other companies in North America that provide data processing and related
services to communications providers. Competition is based primarily on price, service and support.

Network Facilities

Our fiber network is one of the most extensive in Minnesota encompassing more than 2,750 miles of fiber optic cable.
Our network is DWDM/SONET based throughout the state, has metro rings in the major business centers and reaches
more than 75% of Minnesota’s population. We have made significant investments in our network during the last
several years adding technological augmentations such as 10G DWDM and Ethernet along with an MPLS/IP-based
platform. Complementing our base network with Ethernet and IP-based services allows us to provide services such as
Switched Ethernet, VoIP, MPLS, and IP-based digital TV services. We continually upgrade bandwidth capacity
across our network through tactics such as migrating our DWDM platform to 10.0 gigabits, decentralizing our central
office through use of new hubs and using fiber to the home in targeted new construction areas.

Interconnection agreements with local, regional, national and global carriers allow us to extend our network and
provide complete solutions for companies nationwide, and broaden the availability of our hosted communications
service, SingleLink. We maintain a 24x7x365 level of support to our network customers through our Network
Operations Center, located in Mankato, Minnesota.

Materials and Supplies

The materials and supplies that are necessary for the operation of our businesses are available from a variety of
sources. Our Telecom Sector relies upon one vendor to supply a key piece of equipment to support our digital TV
product in markets that do not utilize our IPTV platform. We are currently working with other vendors to potentially
supply this equipment. Our central office switches are supplied by Avaya. A majority of the equipment sold within
our Business Sector is supplied by Cisco. Avaya and Cisco are leading suppliers of communications and data
equipment.

Regulation
The following summary does not describe all present and proposed federal, state and local legislation and regulations
affecting the communications industry. Some legislation and other regulations are currently the subject of judicial

proceedings, legislative hearings and administrative proposals that could change the manner in which this industry
operates. Neither the outcome of any of these developments nor their potential impact on our company can be
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predicted at this time. Regulation can change rapidly in the communications industry and these changes may have an
adverse effect on us in the future. See “Risk Factors — Risks related to Regulations” on pages 16 to 18 for a further
discussion of the risks associated with regulatory change.
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The services we offer are subject to varying levels of regulatory oversight. Federal and state regulatory agencies share
responsibility for enforcing statutes and rules relative to the provision of communications services. Our interstate or
international telecommunications services are subject to regulation by the FCC. Intrastate services are governed by the
relevant state regulatory commission. The Telecommunications Act of 1996 and the rules enacted under it also gave
oversight of interconnection arrangements and access to network elements to the state commissions. Our digital TV
services are governed by FCC rules and also by municipal franchise agreements. There are also varying levels of
regulatory oversight depending on the nature of the services offered or if the services are offered by an incumbent or
competitive carrier.

MCTC, Mid-Com and Heartland are ILECs. MCTC and MidCom are public utilities operating pursuant to
indeterminate permits issued by the Minnesota Public Utilities Commission (“MPUC”). Heartland is also a public
utility, which operates pursuant to a certificate of public convenience and necessity issued by the Iowa Utilities Board
(“IUB”). Due to the size of our ILEC companies, neither the MPUC nor the IUB regulates their rates of return or profits.
In Minnesota, regulators monitor MCTC and Mid-Com price and service levels. In lowa, Heartland is not
price-regulated. Our companies can change local rates by evaluating various factors including economic and
competitive circumstances.

Crystal, Enventis and CP Telecom are CLECs. Our CLECs provide services with less regulatory oversight than our
ILEC companies. A company must file for CLEC or interexchange authority to operate with the appropriate public
utility commission in each state it serves. Our CLECs provide a variety of services to both residential and business
customers in multiple jurisdictions.

Internet access (dial-up or high speed) is unregulated at both the state and federal levels.
Federal Regulatory Framework

All carriers must comply with the Federal Communications Act of 1934 as amended, which requires, among other
things, that our interstate services be provided at just and reasonable rates on non-discriminatory terms and conditions.
The Federal Communications Act of 1934 was amended by the Telecommunications Act of 1996, which had a
dramatic effect on the competitive environment in the telecommunications industry. In addition to these laws, we are
also subject to rules promulgated by the FCC and could be affected by any regulatory decisions or orders they issue.

Access Charges

Access charges refer to the compensation received by local exchange carriers for the use of their networks to originate
or terminate interexchange or international calls. We provide two types of access services: special access and switched
access. Special access is provided through dedicated circuits which connect other carriers to our network and is
structured on a flat monthly fee basis. Switched access rates, which are billed to other carriers, are based on a
per-minute of use fee basis. The FCC regulates the prices that our ILECs and CLECs including Enventis and CP
Telecom charge for interstate access charges. There has been a trend toward lowering the rates charged to carriers
accessing local networks and the application of a subscriber line charge as a flat rate on end user bills. The lower
per-minute of-use access rate combined with overall lower minutes of use on our network due to competition has
resulted in a decrease in network access revenue, which may continue. Traffic sensitive interstate rates are established
every two years and were last established in June 2009 for the period from June 30, 2009 through July 1, 2011.

Each of our ILECs determines interstate access charges under rate of return regulation, under which they earn a fixed
return over and above operating costs. The specific process of setting interstate access rates is governed by part 61.39
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of the FCC rules, which applies only to service providers with fewer than 50,000 lines. Two of our ILECs (MCTC and
Mid-Com), utilize an average schedule process and the concept of pooling with other ILECs in the National Exchange
Carrier Association (“NECA”) to arrive at rates and fair compensation. Our third ILEC (Heartland) arrives at its
interstate rates through a study of its own individual interstate costs. Intrastate access rates are governed by state
utility commissions.
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Interstate access rates for CLECs were established according to an order issued by the FCC in 2001. Under that order,
the switched access rates charged by a competitive carrier can be no higher than the rates charged by the incumbent
carrier with whom the CLEC competes. Consequently, the rates charged by our facilities-based CLECs for switched
access are significantly lower than the rates charged by our ILECs.

There have been ongoing discussions at the FCC regarding changes in intercarrier compensation. In April 2010, the
FCC released a National Broadband Plan which recommends significant changes in the Access Charge policy and
processes. This is a plan and has not yet been developed into rules. Actual rule changes are subject to the notice and
comment process. We participate in evaluating and influencing proposed reforms through our industry associations
and affiliations. It is possible that our ILECs could experience a change in revenue if intercarrier compensation reform
were to be adopted by the FCC. There is no definite timeline for the FCC to act, so it is not possible for us to predict
when any change in revenue will occur or the extent of the impact.

The MPUC has considered intrastate access reform and universal service for several years; however, there has not yet
been action taken. On August 25, 2010, the IUB closed a docket on exploration of a state USF. We cannot estimate
the impact, if any, of future potential state access revenue changes or the availability of state universal service support.

In recent years, interexchange carriers and others have become more aggressive in disputing interstate carrier access
charges and/or the applicability of access charges to their traffic. A prime example of this is the claims by some
companies that calls originated using VoIP technology are exempt from having to pay access charges. We believe that
long distance and other communication providers will continue to challenge the applicability of access charges either
before the FCC or with their local exchange carriers. To date, no long distance or other carriers have made a claim to
us contesting the applicability of access charges on VOIP traffic. We cannot predict such future claims and cannot
estimate the impact.

Due to the combination of rate reforms instituted by the FCC, competitive substitution by wireless and other carriers
and decreased use of the switched network, the aggregate amount of interstate network access charges paid by long
distance carriers to access providers such as our ILECs and CLECs, has decreased and we project that this decline will
continue. For the year ended December 31, 2010, Telecom carrier access revenue represented approximately 14% of
our operating revenue.

Universal Service

The Federal Universal Service Fund was established to overcome geographic differences in costs of providing service
and to enable all citizens to communicate over networks regardless of geographical location and/or personal income.
The FCC established universal service policies at the national level under terms contained in the Telecommunications
Act of 1934. The Telecommunications Act of 1996 required explicit Federal Universal Service Fund mechanisms and
enlarged the scope of universal service to include four distinct programs:

e High-Cost program, which subsidizes local carriers operating in high-cost regions of the country to ensure
reasonably based telephone rates. This program has the most direct impact on our operating companies,

e Low-Income Subscribers program, which includes the Link Up and Lifeline programs that provide subsidies for
service initiation and monthly fees, respectively, with eligibility based on subscriber income,

e Rural Health Care Providers program, which subsidizes telecommunications services used by rural health care
providers and provides them with toll free access to an Internet service provider, and

e Schools and Libraries program, also called the E-Rate program, which provides support funding to schools and
libraries for telecommunications services, Internet access and internal connections.
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Federal Universal Service Fund high cost payments are distributed by NECA and are only available to carriers that
have been designated as Eligible Telecommunications Carriers by a state commission. Each of our ILECs has been
designated as an Eligible Telecommunications Carrier. All Eligible Telecommunications Carriers must certify
annually to USAC or their appropriate state regulatory commission that the funds they receive from the Federal
Universal Service Fund are being used in the manner intended. The states must then certify to the FCC which carriers
have met this standard. That certification is due to the FCC in October of each year in order for carriers to receive
funding for the upcoming year. Both Minnesota and Iowa have adopted more stringent guidelines for this
determination as recommended by the FCC. To some extent, this increased level of scrutiny puts our receipt of
Federal Universal Service Fund payments at risk each year.

On February 8, 2011, the FCC launched the notice and comment process with the approval of a Notice of Proposed
Rulemaking which proposes significant changes to the legacy universal service program and intercarrier compensation
regime. We cannot predict the outcome of any FCC rulemaking or pending legislation. The outcome of any of these
proceedings or other legislative or regulatory changes could affect the amount of universal support received by our
ILECs.

For the year ended December 31, 2010, we received an aggregate of $4,632,000 from the Federal Universal Service
Fund, consisting of $2, 001,000 for a combination of high cost loop support and local switching support, and
$2,631,000 of Federal common line support. Our $4,632,000 of net Universal Service funding in 2010 comprised 3%
of our total revenue for the year. We receive no State Universal Service funding.

The Telecommunications Act of 1996 and Local Competition

The primary goal of the Telecommunications Act of 1996 and the FCC’s rules promulgated under it was to open local
telecommunications markets to competition while enhancing universal service. To some extent, Congress pre-empted
the local authority of states to oversee local telecommunications services.

The Telecommunications Act of 1996 imposes a number of requirements on all local telecommunications providers
which include:

¢ To interconnect directly or indirectly with other carriers,
e To allow others to resell their services,
e To provide for number portability, which allows end-users to retain their telephone number when changing
providers,
e To ensure dialing parity,
e To ensure that competitor’s customers have nondiscriminatory access to telephone numbers, operator services,
directory assistance and directory listing services, and
e To allow competitors access to telephone poles, ducts, conduits and rights-of-way, and to establish reciprocal
compensation arrangements for the transport and termination of telecommunications traffic.

There is another tier of requirements under the Telecommunications Act of 1996 which apply to incumbent carriers
that are not designated as “rural telephone companies.” Each of our ILECs is a rural telephone carrier and this
designation can only be removed by a petition of a competing carrier to the state regulatory commission. Because no
one has challenged our designation, our ILECs have not had to meet these requirements. If this designation was
removed, our ILECs would be required to:

® Provide non-discriminatory access to discrete parts of the network, such as local loops and transport facilities.
These are referred to as unbundled network elements, and
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Provide at rates, terms and conditions that are just, reasonable and non-discriminatory, physical co-location of
equipment necessary for interconnection or access to unbundled network elements.

The unbundling requirements of the Telecommunications Act of 1996 have been some of the most controversial
provisions of the Act and the rules implementing them have been revised by the FCC over the years. While our ILECs
have not been required to unbundle their networks, our CLEC operating entities have taken advantage of the
unbundling and colocation requirements and currently purchase both products in territories served by Qwest
Communications.
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Environmental Regulation

We are subject to federal, state and local laws and regulations governing the use, storage, disposal of, and exposure to,
hazardous materials, the release of pollutants into the environment and the remediation of contamination. We could be
subject to certain environmental laws that impose liability for the entire cost of cleanup at a contaminated site,
regardless of fault or the lawfulness of the activity that resulted in contamination. We believe that our operations are
in substantial compliance with applicable environmental laws and regulations.

Employees

We employ 463 employees and the majority of these employees are based in Minnesota. Approximately 290
employees are located at our headquarters in Mankato, Minnesota. We have a collective bargaining agreement with
the International Brotherhood of Electrical Workers Local 949, which involves 99 of our employees. There have been
no work stoppages or strikes by our International Brotherhood of Electrical Workers Local 949 employees in the past
40 years and we consider our labor relations to be good.

Intellectual Property

We have trademarks, trade names and licenses that we believe are necessary for the operation of our business as we
currently conduct it. HickoryTech, HickoryTech SuiteSolution, Enventis and SingleLink are registered trademarks of
the United States. We do not consider our trademarks, trade names or licenses to be material to the operation of our
business.

Item 1A. Risk Factors

Our businesses face many risks, the most important of which we attempt to describe in the following section. If any of
the events or circumstances described in the following risks actually occurs, our business financial condition or results
of operations may suffer and impact the trading price of our stock.

Risks Related to Our Business

Unfavorable general economic conditions in the United States could negatively impact our operating results and
financial condition. Economic growth in the United States has slowed and we cannot predict the timing, strength or
duration of the economic conditions or subsequent economic recovery. Recovery may prove to be short-lived. These
conditions could adversely affect the affordability and demand for some of our products and services and could cause
customers to shift to lower priced products and services or to delay or forgo purchases of our products and services.
Our customers may not be able to obtain adequate access to credit, which could affect their ability to make timely
payments to us. For these reasons, among others, if the current economic conditions persist or decline, this could
adversely affect our operating results and financial condition, as well as our ability to service debt and pay other
obligations.

The communications industry is highly competitive and the level of competition continues to increase. We face
increased competition within established markets from providers offering competing or alternative services. We
expect competition to intensify as a result of new competitors and the development of new technologies, products and
services. Recently, we have seen a noticeable increase in fiber network construction by communications carriers and
private entities, which may directly compete with our existing fiber facilities.

Many of our voice and data competitors, such as cable TV providers, Internet access providers, wireless service
providers and long distance carriers, have significantly greater brand name recognition and financial, personnel,
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marketing and other resources. In addition, due to consolidation and strategic alliances within the communications
industry, we cannot predict the number of competitors that will emerge, especially as a result of existing or new
federal and state regulatory or legislative actions. Such increased competition from existing and new entities could
lead to price reductions and reduced operating margins or loss of market share. We attempt to differentiate our
products and services through technology, reputation, customer service and price. Increased competition has impacted
our profitability in the past and we cannot assure you that it will not continue to impact our profitability in the future.
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We may not accurately predict technological trends or the success of new products. New product development often
requires long-term forecasting of market trends, development and implementation of new technologies and processes
along with substantial capital investment. While we are primarily “users” of other technologies and do not create or
originate our own technology, if we fail to anticipate or respond to technological developments, changes in industry
standards or customer requirements in a cost-effective and timely manner our business, operating results and financial
condition could be materially adversely affected.

We may not be able to successfully introduce new products and services. Our success depends, in part, upon our
ability to successfully introduce new products and services including:

e our ability to offer services on terms attractive to our customers,
e our ability to expand our broadband offerings,
e our ability to introduce and distribute the equipment and systems of manufacturers of switching equipment and the
suppliers of communications technology compared to the competitive alternatives of other suppliers,
e our ability to provide fiber and data solutions and competitive IP services, including communications and network
solutions, and
e our ability to provide competitive services.

Shifts in our product mix may result in declines in operating profitability. Our traditional Telecom services carry
higher margins than many of our newer services. Changes in product mix may also cause some of our inventory to
become obsolete. We currently manage potential obsolescence through reserves, but future technology changes may
exceed current reserves.

Consolidation among our customers could result in our losing customers or experiencing a slowdown in new orders as
our customers focus on integrating their operations. We believe that in certain instances, customers engaged in
integrating large-scale solutions may scale back their purchases of network equipment and services. Furthermore, once
consolidation occurs, our customers may choose to reduce the number of vendors they use to source their equipment
and network services or consolidate their circuits or network routing. After consolidation occurs, there is no assurance
that we will continue to supply equipment or network services to the end user. The impact of significant mergers on
our business is likely to be unclear until after such transactions have closed and integration is complete.

We depend on third parties, over whom we have no control, to deliver some of our services. Although we own and
operate our fiber network and the community networks in our markets, because of the interconnected nature of
the communications industry, we depend heavily on other communications companies, network providers, and
program service providers to provide services to our customers. Some of the companies we rely on have exclusive
rights to content. Our relatively small base of subscribers limits our ability to negotiate acceptable television
programming content rates with program service providers. In addition, some competitors may own exclusive
programming rights and may deny us access to their content.

We are dependent upon equipment vendors to deliver our services and delays in the shipment of equipment or the loss
of our principal equipment supplier could significantly impact our operations. In addition, we rely on easements,
franchises and licenses from various private and public entities in order to construct and operate our networks. The
failure to maintain these necessary third party arrangements on acceptable terms would have an adverse effect on our
ability to conduct our business.

Our possible pursuit of acquisitions could be expensive, may not be successful and, even if successful may be more
costly than anticipated. Our ability to complete future acquisitions will depend on our ability to identify suitable
acquisition candidates, negotiate acceptable terms for their acquisition and, if necessary, finance those acquisitions.
Whether or not any particular acquisition is closed successfully, pursuing acquisitions are expensive and require our
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management to spend considerable time and effort to accomplish them, which may detract from their ability to run our
current business. Once a deal is reached, we may face unexpected challenges in receiving any required approvals from
the FCC or other applicable state regulatory commissions, which could result in delay or our not being able to
consummate the acquisition. Although we may spend considerable expense and effort to pursue acquisitions, we may
not be successful in closing them.

If we are successful in closing acquisitions, we would face several risks associated with integration. In addition, any
due diligence we perform may prove to have not been accurate. For example, we may face unexpected difficulties in
entering markets in which we have little or no direct experience or in generating the expected revenue and cash flow
from the acquired companies or assets.
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If we do pursue an acquisition or a strategic transaction and any of these risks materialize, they could have a material
adverse effect on our business and our ability to achieve sufficient cash flow, provide adequate working capital,
service and repay our indebtedness and leave sufficient funds to pay dividends.

Customer payment defaults could have an adverse effect on our financial condition and results of operations. As a
result of adverse market conditions, some of our customers may experience serious financial difficulties. Some of the
interexchange carriers and long distance companies that utilize our network are our largest customers when it comes
to recurring revenue. In some cases these difficulties have resulted or may result in bankruptcy filings or cessation of
operations. If customers experiencing financial problems default on amounts owed to us, we may not be able to
recognize expected revenue. Although we currently manage this exposure through an allowance for doubtful accounts,
an unexpected bankruptcy or default by a customer may not be fully reserved for in our allowance.

In the future it may become necessary for us to offer equipment financing to some of our customers to remain
competitive. Currently, there are third-party financial service providers who offer qualified customers with financial
products. Presently we have been able to maintain our business without offering our own financial products and
services. If we offer such financing, it would be our intent to sell all or a portion of the financing receivables to third
parties. We cannot predict whether our actions of offering customer financing would be financially successful.

A failure to maintain effective internal controls could adversely affect our business. Although we have completed the
documentation and testing of the effectiveness of our internal control over financial reporting for fiscal 2010, as
required by Section 404 of the Sarbanes-Oxley Act of 2002, we expect to incur continuing costs, which may include
increased accounting fees and increased staffing levels, in order to maintain compliance with the Sarbanes-Oxley Act.
In addition, our ability to integrate the operations of other companies that we may acquire in the future could impact
our compliance with Section 404. In the future, if we fail to complete the Sarbanes-Oxley 404 evaluation in a timely
manner, or if our independent registered public accounting firm cannot attest in a timely manner to the effectiveness
of our internal controls, we could be subject to regulatory scrutiny and a loss of public confidence in our internal
controls. In addition, any failure to implement required new or improved controls, or difficulties encountered in their
implementation, could harm our operating results or cause us to fail to meet our reporting obligations.

Risks Related to the Management of Our Operations

A failure in our operational systems or infrastructure could impair our liquidity, disrupt our business, damage our
reputation and cause loss. Shortcomings or failures in our internal processes, people or systems could impair our
liquidity, disrupt our business, result in liability to customers or regulatory intervention, damage our reputation or
result in financial loss. To be successful, we will need to continue providing our customers with a reliable and secure
network. Disruptions or system failures may cause interruptions in service or reduced capacity for customers. Our
inability to accommodate an increasing volume of transactions could constrain our ability to increase revenue and
expand our businesses. Despite the existence of contingency plans and facilities, our ability to conduct business may
be adversely impacted by a disruption in the infrastructure that supports our businesses and the communities in which
these businesses are located.

Our business may be harmed if we are unable to maintain data security. We are dependent upon automated
information technology processes. Any failure to maintain the security of our data and our employees’ and customers’
confidential information, including the breach of our network security or the misappropriation of confidential
information, could result in fines, penalties, and private litigation. Any such failure could adversely impact our
business, financial condition and results of operations.
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Our businesses may be adversely affected if we are unable to hire and retain qualified employees. Our performance is
largely dependent on the talents and efforts of highly skilled individuals in our communication businesses, including
telephone operations, fiber network sales and administration, billing software development and communications
equipment sales and service. Technological advances require our employees to continually increase their knowledge
base. Our ability to compete and grow our business effectively depends upon our ability to attract qualified employees
and retain and motivate our existing employees. Our inability to attract and retain highly qualified technical and senior
management could have a material adverse effect on our business, financial condition and results of operations. In
addition, we may acquire new businesses and our success will depend, in part, upon our ability to retain, hire and
integrate personnel from acquired businesses, who are critical to the continued success and integration of these
acquired businesses.

We operate our network and our business under contracts and franchises that are subject to non-renewal or
termination. Our network operates pursuant to franchises, permits or rights from public and private entities, which are
terminable if we fail to comply with material terms of the authority we receive. Many of these permits and contracts
we utilize in our network have fixed terms and must be renewed periodically. Our success is dependent on continuing
these relationships without material increase in our expenses or restrictions on our use.

The loss of our certification as a Cisco Gold Partner or Cisco designations, or by Cisco losing its position as a leading
provider of technology solutions would adversely impact our Business Sector operations. The majority of our
equipment practice is based on the Cisco product line by which we provide communications and technological
solutions for business customers. If Cisco equipment and technology fall out of favor in the marketplace, our success
as a distributor may decline or be delayed as we seek alternative solutions. While Cisco has made no previous
indication it would do so, it could suspend our Gold Partner designation and affect our success as a leading distributor.
It is also possible that we may lose the certified technicians who build the basis for our qualification as a Gold Partner.

We may have unanticipated increases in capital spending, operating or administrative costs, or seek new business
opportunities that require significant up-front investments. We operate in cash-flow-dependent businesses. Our
existing networks require large capitalized up-front investments for growth and maintenance. Our operating expenses
in the form of payroll for a highly trained workforce and the maintenance cost of telecommunications networks are
large uses of cash. Our debt service obligation and any dividends to shareholders also require significant cash each
year. New business development may require additional up-front investment in assets and funding of early stage
operating losses. Although we establish financial plans to attempt to ensure cash is adequate to fund operations, a
sudden unanticipated increase in cash outflow after we have already initiated our business plans could alter our future
plans, which could possibly affect our growth or ability to maintain our current network infrastructure.

Risks related to Regulations

The communications industry in which we operate is subject to extensive federal, state and local regulation that could
change in a manner adverse to us. Our local telephone businesses in Minnesota and Iowa are subject to extensive
regulations that impact the rates we charge, the areas we service, our contracts with suppliers and virtually every facet
of our business. Laws and regulations may be, and in some cases have been, challenged in the courts and could be
changed by Congress, state legislatures or regulators at any time. New regulations could be imposed by federal or
state authorities further impacting our operating costs or capital requirements in a manner that is adverse to us. We
cannot predict the impact of future developments or changes to the regulatory environment or the impact such
developments or changes may have on us. Adverse rulings, legislation or changes in governmental policy on issues
material to us could increase our competition, cause customer attrition, decrease our revenue, increase our costs and
decrease our profitability.
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Legislative or regulatory changes could reduce the revenue received from network access charges. Access charges,
which are intended to compensate our ILEC and CLEC operations for originating, terminating or transporting long
distance and other carriers’ calls in our service areas, accounted for approximately 14% of our total revenue in 2010.
The amount of network access charges we receive is based on interstate rates set by the FCC and intrastate rates set by
the MPUC and the IUB. The large national carriers who pay these charges have advocated that access charges should
be reduced and some network providers have argued that access charges do not apply to specific types of traffic. As
our business becomes increasingly competitive, the regulatory disparities regarding network access revenue, the
marketplace forces on its pricing levels and our ability to enforce the historical rules for collecting this revenue, could
have a material adverse effect on our business. We cannot predict whether or when action may be taken on any of
these issues, or what effect any action may have on revenue and costs.

We believe that there has been a general increase in the unauthorized use of telecommunications providers’ networks
without payment of appropriate access charges, or so-called “phantom traffic,” due in part to advances in technology
that have made it easier to use networks while avoiding payment for the traffic. As a general matter, we believe this
phantom traffic is due to unintended usage and, in some cases, fraud. While we perform revenue assurance tests
regularly, we are at risk for potential claims made against us contesting the applicability of network access charges. If
there is a successful dispute or avoidance of the applicability of network access charges, our revenue could decrease
causing a material impact to our operations.

Legislative or regulatory changes could reduce or eliminate the government subsidies we receive. The federal system
of subsidies, from which we derive a portion of our revenue, is subject to modification. In February of 2011 the FCC
launched the notice and comment process with the approval of a Notice of Proposed Rulemaking which proposes
significant changes to the legacy universal service program and intercarrier compensation regime. It is unclear
whether the changes in methodology will continue to accurately reflect the costs incurred by our ILEC operations and
whether we will continue to receive the same amount of Federal Universal Service Fund support that we have received
in the past.

In addition, under the Telecommunications Act of 1996, our competitors may obtain Federal Universal Service Fund
subsidies if the MPUC or IUB, as applicable, determine that granting these subsidies to competitors would be in the
public interest and the competitors offer certain telephone services as required by the Telecommunications Act of
1996 and the FCC. Under current rules, any such payments to our competitors would not affect the level of subsidies
received by our ILEC and CLEC operations, but they would facilitate competitive entry into our ILEC and CLEC
service areas and we may not be able to compete as effectively or otherwise continue to operate as profitably. Because
of the growing number of competitors receiving Universal Service Fund subsidies, the FCC is considering universal
service reforms to limit the size of the fund.

Legislative and regulatory changes in the telecommunications industry could raise our costs by facilitating greater
competition against us and reduce potential revenue. Legislative and regulatory changes in the communications
industry could adversely affect our business by facilitating greater competition, reducing our revenue or raising our
costs. For example, federal or state legislatures or regulatory commissions could impose new requirements relating to
standards or quality of service, credit and collection policies, or obligations to provide new or enhanced services.

Increased regulation of the Internet could decrease our revenue. Currently, there is minimal law and regulation
applicable to access to, or commerce on, the Internet. As the significance of the Internet expands, federal, state and
local governments may adopt new rules and regulations or apply existing laws and regulations to the Internet. The
FCC is currently reviewing the appropriate regulatory framework governing broadband consumer protections for
high-speed access to the Internet through telephone and cable TV providers’ communications networks. The outcome
of these proceedings may affect our regulatory obligations and costs and competition for our services which could
have a material adverse effect on our revenue.
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Our operations are subject to environmental, health and safety laws and regulation that increase our costs of
operations and could subject us to liability. Our operations and properties are subject to federal, state and local laws
and regulations relating to the protection of the environment, natural resources and worker health and safety that could
adversely affect our profitability. We operate under a number of environmental and health and safety laws, including
laws and regulations governing and creating liability to, the management, storage and disposal of hazardous materials,
asbestos, petroleum products and other regulated materials. We are subject to environmental laws and regulations
governing air emissions from our fleets of vehicles. As a result, we face several risks, including the following:

e Under certain environmental laws, we could be held liable, jointly and severely and without regard to fault, for the
costs of investigating and the remediation of any actual or threatened environmental contamination at currently and
formerly owned or operated properties, and those of our predecessors, and for contamination associated with
disposal by us or our predecessors of hazardous materials at third party disposal sites,

e The presence of contamination can adversely affect the value of our properties and our ability to sell any such
affected property or to use it as collateral,

e We could be held responsible for third party property damage claims, personal injury claims or natural resource
damage claims relating to any such contamination,

® The cost of complying with existing environmental requirements could be significant,

¢ Adoption of new environmental laws, regulations or changes in existing laws or regulations or their interpretations
could result in significant compliance costs or as yet identified environmental liabilities,

e Future acquisition of businesses or properties subject to environmental requirements or affected by
environmental contamination could require us to incur substantial costs relating to such matters, and

¢ |n addition, environmental laws regulating wetland, endangered species and other land use and natural resource
issues may increase costs associated with future business or expansion opportunities, delay, alter or interfere with
such plans, or otherwise adversely affect such plans.

The high cost of regulatory compliance could make it more difficult to enter new markets, make acquisitions or
change our prices. Regulatory compliance results in significant costs for us and diverts the time and effort of our
management and officers away from running the business. In addition, because regulations differ from state to state,
we could face significant costs in obtaining information necessary to compete effectively if we try to provide services,
such as long distance services, in different states. These information barriers could cause us to incur substantial costs
and to encounter significant obstacles and delays in entering these markets. Compliance costs and information barriers
could also affect our ability to evaluate and compete for new opportunities to acquire local access lines or businesses
as they arise.

Our intrastate services are also generally subject to certification, tariff filing and other ongoing state regulatory
requirements. Challenges to our tariffs by regulators or third parties or delays in obtaining certifications and regulatory
approvals could cause us to incur substantial legal and administrative expenses. If successful, these challenges could
adversely affect the rates that we are able to charge to customers, which would negatively affect our revenue.

We may incur significant costs associated with lawsuits and regulatory inquiries. Any such claims or regulatory
inquiries, whether successful or not, may require us to devote significant amounts of monetary or human resources to
defend ourselves. It could be necessary to spend significant amounts on our legal defense and senior management may
be required to divert their attention which could detract from their ability to run our business. If as a result of any
proceedings, a judgment is rendered or a decree is entered against us, it may adversely affect our business, financial
condition and results of operations.

Risks Related to Our Indebtedness and Our Capital Structure
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We have a large balance of senior bank debt outstanding and may incur additional debt in the future, which could
restrict our ability to pay dividends and fund our operations. We have senior bank debt outstanding under long-term
financing agreements. As of December 31, 2010, we had $118,959,000 of total long-term debt outstanding, including
current maturities. The degree to which we are leveraged could have important consequences including:

e Requiring us to dedicate a substantial portion of our cash flow from operations to make principal and interest
payments on our debt,

e Limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which we
operate,

e Limiting our ability to borrow additional funds, or to sell assets to raise funds, if needed, for working capital,
capital expenditures, acquisitions or other purposes,

¢ Increasing our vulnerability to general adverse economic and industry conditions, including changes in interest
rates, and

¢ Placing us at a competitive disadvantage compared to our competitors that have less debt.

We cannot assure you that we will generate sufficient revenue to service and repay our debt and have sufficient funds

left over to achieve or sustain profitability in our operations, meet our working capital and capital expenditure needs,
compete successfully in our markets or pay dividends to our stockholders.
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We may not be able to refinance our current debt at favorable terms. Most of the indebtedness under our credit facility
matures in 2012 and we anticipate refinancing in the year 2011. Due to turmoil in the credit markets in the past and
the economic conditions, we may not be able to refinance maturing debt on terms that are as favorable as those we are
benefiting from now, on terms that are acceptable to us or at all.

If we seek additional financing, we may not be able to obtain it on favorable terms, or at all, and our shareholders may
experience dilution of their ownership interest if we seek equity financing. We currently anticipate that our available
cash resources, which include our ability to generate net cash inflow from our operations, our credit facility, existing
cash, cash equivalents and available-for-sale securities, will be sufficient to meet our anticipated needs for working
capital, capital expenditures and other fixed charges to execute our near-term business plan, based on current business
operations and economic conditions. If our estimates are incorrect and we are unable to generate sufficient cash flows
from operations and we expand our credit facility, we may need to raise additional funds. In addition, if one or more
of our strategic growth opportunities exceeds our existing resources, we may be required to seek additional capital. If
we raise additional funds through the issuance of equity or equity-related securities, our shareholders may experience
dilution of their ownership interests and the newly issued securities may have rights superior to those of common
stock. Our existing debt covenants require a portion of the proceeds of an equity offering be applied to the outstanding
debt balance. If we raise additional funds by issuing additional debt, we may be subject to restrictive covenants that
could limit our operating flexibility, and increased interest payments could dilute earnings per share.

We are subject to risks associated with changes in interest rates. We face market risks from changes in interest rates
that could adversely affect our results of operations and financial condition. Although we attempt to reduce this risk
through the use of derivative financial instruments, we do not enter into derivative instruments for the purpose of
speculation. In March 2009, we entered into an interest-rate swap agreement, effectively locking in the interest rate on
$80,000,000 of variable-interest rate debt from March 2010 to September 2011. If interest rates fail to rise as
anticipated, we will experience higher-than-market-rate interest expense and would have paid for protection that was
not needed. We also risk entering a higher interest rate environment when the interest rate protection agreements
expire in 2011. This could affect our future interest expense level. We are subject to the same positive or negative
impacts relative to variable rate alternatives as described above for our use of derivative instruments.

We are subject to restrictive debt covenants and other requirements related to our outstanding debt that limit our
business flexibility by imposing operating and financial restrictions on us. These restrictions limit or restrict, among
other things, our ability to:

¢ Incur additional debt and issue preferred stock,
e The payment of dividends on, and purchase or redemption of, capital stock,
e Make investments in excess of a threshold,
e Make capital expenditures in excess of a threshold,
e (Create liens on our assets,
e Sell certain assets,
* Engage in some transactions with affiliates,
¢ Engage in business other than communications businesses, and
e Make other restricted payments, including payments in connection with investments and acquisitions in excess of a
threshold.

These restrictions could limit our ability to obtain future financing, make acquisitions or fund capital expenditures,
withstand downturns in our business or take advantage of business opportunities. Furthermore, the credit facilities also
require us to maintain specified total leverage and minimum interest coverage ratios and to satisfy specified financial
condition tests, and may require us to make annual mandatory prepayments with a portion of our available cash. Our
ability to comply with the ratios may be affected by events beyond our control including prevailing economic,
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financial and industry conditions.

A breach of any of these covenants contained in our credit agreement could result in a default under our credit
facilities. If we were to default, the lenders could elect to declare all amounts outstanding under the credit facilities to
be due and payable. If the amounts outstanding under our credit facilities were to be accelerated, we cannot assure you
that our assets would be sufficient to repay the money in full owed to the lenders or to our other debt holders.
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Our lenders may not be able to fund cash draws under our credit facility. We have binding contracts with six entities
upon which we depend for our daily supply of cash. Five entities are in our senior credit facility: CoBank ACB,
Rural Telephone Finance Cooperative, Wachovia Bank NA (a Wells Fargo Company), US Bank NA and General
Electric Capital Corporation. These entities operate under a common syndicate agreement using unified terms and
conditions. The sixth entity is General Electric Commercial Distribution Finance Corporation with whom we operate a
wholesale financing agreement to fund inventory purchased from certain vendors, in an extended term payable
arrangement. It provides 60 days interest-free payment terms for the Business Sector working capital purposes. In
spite of the contractual obligation of these institutions to perform under the financing agreement, and in spite of our
attempts to remain informed of the capability of these institutions to perform their functions for us, we may learn that
our request for cash on any given day cannot be fulfilled.

Risks Related to Our Common Stock

Our board of directors could, at its discretion, depart from or change our dividend payment practices at any time. We
are not required to pay dividends, do not have a dividend policy and our stockholders are not guaranteed, and do not
have contractual or other rights, to receive dividends. Our board of directors may decide at any time, at its discretion,
to decrease the amount of dividends, otherwise change or revoke our past dividend payment practices or discontinue
entirely the payment of dividends. In addition, if we do not pay dividends for whatever reason, your shares of our
common stock could become less liquid and the market price of our common stock could decline.

Our ability to pay dividends, and our board of directors’ determination to maintain the dividend declaration, will
depend on numerous factors, including the following:

e The state of our business, the environment in which we operate and the various risk factors we face, including, but
not limited to competition, technological change, industry change, regulatory and other risks summarized in this
Annual Report on Form 10-K,

¢ Qur future results of operations, financial condition, liquidity needs and capital resources,

e Qur cash needs, including interest and any future principal payments on our indebtedness, capital expenditures,
taxes, pension and other post-retirement contributions and certain other costs, and
¢ Potential sources of liquidity, including borrowing under our revolving credit facility or possible asset sales.

While our cash flow available for the year ended December 31, 2010 was sufficient to pay dividends, if our estimated
cash flow were to fall below our expectations, our assumptions as to estimated cash needs are too low or if other
applicable assumptions were to prove incorrect, we may need to:

e Either reduce or eliminate dividends,

¢ Fund dividends by incurring additional debt (to the extent we were permitted to do so under agreements governing
our then existing debt), which would increase our leverage, debt repayment obligations and interest expense and
decrease our interest coverage, resulting in, among other things, reduced capacity to incur debt for other purposes,
including to fund future dividend payments,

e Amend the terms of our credit agreement, if our lenders agreed, to permit us to pay dividends or make other
payments if we are otherwise not permitted to do so,

¢ Fund dividends from future issuances of equity securities, which could be dilutive to our stockholders and
negatively affect the price of our common stock,

¢ Fund dividends from other sources, such as by asset sales or by working capital, which would leave us with less
cash available for other purposes, and

e Reduce other expected uses of cash, such as capital expenditures.
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If we continue to pay dividends at the level currently anticipated under our past dividend payment practices, our
ability to pursue growth opportunities may be limited. We believe that our dividend payment practices could limit, but
not preclude, our ability to grow. If we continue paying dividends at the level anticipated under our past dividend
payment practices, we may not retain a sufficient amount of cash and may need to seek financing to fund a material
expansion of our business, including any significant acquisitions or to pursue growth opportunities requiring capital
expenditures significantly beyond our current expectations.

Anti-takeover provisions in our charter documents, our shareholder rights plan and Minnesota law could prevent or
delay a change in control of our Company. Provisions of our articles of incorporation and bylaws, our shareholder
rights plan (also known as a “poison pill”’) and Minnesota law may discourage, delay or prevent a merger or acquisition
that a shareholder may consider favorable and may limit the market price for our common stock. These provisions
include the following:

e Authorization for our Board of Directors to issue preferred stock without shareholder approval,
e Limitations on business combinations with interested shareholders, and
e Advance notice requirements for shareholders proposals.

Some of these provisions may discourage a future acquisition even though our shareholders would receive an
attractive value for their shares or a significant number of our shareholders believe such a proposed transaction would
be in their best interest.

Our stock price varies. Based on the trading history of our common stock and the nature of the market for publicly
traded securities of companies in our industry, we believe that some factors have caused and are likely to continue to
cause the market price of our common stock to fluctuate substantially. These fluctuations could occur day-to-day or
over a longer period of time and may be accentuated by the lack of liquidity in our stock. The factors that may cause
such fluctuations include, without limitation:

® Due to our low liquidity of stock trading volume, any imbalance between period supply and demand in shares
offered,
e General economic conditions in the United States or internationally,
e Qur financial health and the financial health of our competitors or our customers,
e Trend in stock market trading of our peer companies,
¢ Developments in telecommunications regulations,
¢ Consolidation among our competitors or customers,
® Rumors or speculation regarding our future business results and actions,
® Increased competition with our competitors or among our customers,
e Quarterly fluctuations in our financial results or the financial results of our competitors or customers,
* Announcements of new products and services by us or our competitors, and
¢ Disputes concerning intellectual property rights.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our business is primarily focused on the provision of communication service and our properties are used for
administrative support and to store and safeguard equipment. On December 31, 2010, our gross property, plant and

equipment consisted primarily of telephone switches, cable, fiber optic networks and communications network
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equipment. Our extensive fiber optic network is primarily owned, but we also have indefeasible rights to use and
long-term leasing commitments to accentuate our owned network. It is our opinion that our properties are suitable and
adequate to provide modern and effective communications services within our service areas.
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Our principal property locations are the following:

Business Sector
1. Lease approximately 16,000 square feet of office space in Plymouth, Minnesota for general offices, technology
services and system support.
2. Lease approximately 9,300 square feet in Duluth, Minnesota for general offices.
3. Lease approximately 5,550 square feet in Minneapolis, Minnesota for general offices.
4. Lease approximately 2,200 square feet in Des Moines, lowa for a network equipment facility.
5. License approximately 2,200 square feet in Edina, Minnesota for a data center.
6. Utilize approximately 2,200 square feet of secured space within our headquarters building in Mankato, Minnesota
for a data center.
7. Lease approximately 1,700 square feet in Rochester, Minnesota for general offices and a network equipment
facility.
8. License approximately 400 square feet in Duluth, Minnesota for a data center.

Telecom Sector

1. General offices and our principal central office exchange building are located in downtown Mankato, Minnesota.
This facility, built in 1963, is owned and is a three-level brick and stone building containing approximately 60,000
square feet of floor space.

2. Our main operations center, built in 1996, is owned and located in Mankato, Minnesota. This operations center is a
two-story concrete building containing approximately 48,000 square feet. The warehouse portion of the building is
used to store vehicles and supplies and is also used as office space for engineers and technicians.

3. Own a four-story building in Mankato, Minnesota containing approximately 17,000 square feet used as
office space for the data processing services of our company.

4. Lease office space of approximately 6,000 square feet in Urbandale, lowa. This location is also used for office
space by the Business Sector.

5. Central office equipment is located in a one-story brick structure in Rock Rapids, Iowa containing approximately
1,500 square feet of space. We also lease approximately 2,000 square feet of general office space in Rock Valley,
Towa.

Item 3. Legal Proceedings

Other than routine litigation incidental to our business, there are no pending material legal proceedings to which we
are a party or to which any of our property is subject.

Item 4. Reserved
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Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common stock is quoted on the NASDAQ Global Select Market under the symbol “HTCO.” As of February 25,
2011, there were 1,330 registered shareholders and 2,172 beneficial owners of HickoryTech stock. The following
table reflects the end-of-day high and low prices for our common stock quoted on the NASDAQ Global Select Market
during 2010 and 2009. The prices below are daily closing prices, not intraday prices.

2010 High Low End of Qtr.
4th Quarter $ 974 $ 850 $ 9.6
3rd Quarter $ 853 $ 6.65 $ 8.3
2nd Quarter $ 899 $ 674 $ 675
1st Quarter $ 925 $ 8.13 $ 8.83
2009 High Low End of Qtr.
4th Quarter $ 929 $ 7.80 $ 8.83
3rd Quarter $ 09.15 $ 793 $ 8.55
2nd Quarter $ 8.46 $ 528 $ 7.68
1st Quarter $ 6.60 $ 491 $ 538

Dividend Tendencies and Restrictions

We declared quarterly dividends on our common stock of $0.13 per share for the first three quarters in 2010 and
$0.135 per share for the fourth quarter in 2010. We declared quarterly dividends on our common stock of $0.13 per
share for the year ended December 31, 2009. A quarterly cash dividend of $0.135 per share will be paid on March 5,
2011 to stockholders of record at the close of business on February 15, 2011.

Our board of directors has adopted dividend payment practices that reflect its judgment that our stockholders would be
better served if we distributed to them a portion of the cash generated by our business in excess of our expected cash
needs rather than retaining it or using the cash for other purposes, such as to make investments in our business or to
make acquisitions. We do not have a formal dividend policy; however, we expect to continue to pay quarterly
dividends at an annual rate of $0.54 per share during 2011, but only if and to the extent declared by our board of
directors on a quarterly basis and subject to various restrictions on our ability to do so. Dividends on our common
stock are not cumulative.

The terms of our credit facility include certain restrictions regarding the payment of dividends. The dividend
restriction provides that we may not make dividend distributions or repurchase stock in an aggregate amount in excess
of 100% of the previous year’s net income.

The cash requirements of our dividend payment practices are in addition to the expected cash needs of our business,
both of which we expect to be funded with cash flow from operations. If it were required, we expect to have sufficient
availability under our revolving credit facility to fund dividend payments in addition to any expected fluctuations in
working capital and other cash needs, although we do not intend to borrow under this facility to pay dividends.
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Issuer Purchases of Common Stock
We did not acquire any of our own common stock in 2010 or 2009. In the fourth quarter of 2008, we acquired and

retired 393,000 common shares in block transactions handled through market makers. This was the first acquisition of
our shares since 2003. We do not have a formal share repurchase plan. Details of the transactions follow:

Total Average Total
Number of  Price Paid Brokerage  Transaction
Shares
Purchase Date Purchased  per Share = Commissions Cost
October 31, 2008 300,000 $6.10 $ 13,500 $ 1,843,500
November 20, 2008 93,000 $5.55 $ 3,300 $519,450

Equity Compensation Plan

The following table provides information on equity compensation plans under which equity securities of the Company
are authorized for issuance as of December 31, 2010.

Number of securities
remaining available
for future issuance
under equity

Number of securities

to be issued upon Weighted-average

exercise of
outstanding options,

Plan Category warrants and rights
A

Equity compensation plans approved by

security holders (1): 343,250

Equity compensation plans not approved by

security holders: -

Total 343,250

exercise price of
outstanding options,
warrants and rights

B
$ 12.45
$ 12.45

compensation plans

(excluding securities

reflected in column A)
C

1,607,196

1,607,196

(1) Includes the Company’s Employee Stock Purchase Plan, Retainer Stock Plans for Directors, Non-Employee

Director Stock Option Plan, Non-Employee Directors’ Incentive Plan and Stock Award Plan.

24

46



Edgar Filing: HICKORY TECH CORP - Form 10-K

Table of Contents

Five Year Shareholder Return Performance Presentation

The following table compares the cumulative total shareholder return on the common stock of HickoryTech for the
last five fiscal years with the cumulative total return on the Russell 2000 Index and the NASDAQ
Telecommunications Index. “Total shareholder return” assumes the investment of $100 in HickoryTech’s common stock,
the Russell 2000 index and the NASDAQ Telecommunication Index on December 31, 2005 and reinvestment of all

dividends.

Total Return to Shareholders (includes reinvestment of dividends)

ANNUAL RETURN PERCENTAGE

Years Ended
12/06 12/07 12/08
Hickory Tech Corporation -3.59 % 38.17 % -37.69 %
Russell 2000 18.37 % -1.57 % -33.79 %
NASDAQ Telecommunications 26.60 % 11.21 % -41.61 %
INDEXED RETURNS
Years Ended
Base
Period
12/05 12/06 12/07 12/08

12/09
74.09 %

27.17 %
38.51 %

12/09

12/10

15.14 %
26.86 %
10.03 %

12/10
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