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U.S. Communications Service Provider Quarterly

By Richard Pierce, FOCUS Managing Director and Telecom Technology and Services Team Leader

FOCUS believes that the need for communications ser-
vices has never been greater. Large enterprises, small and
medium sized businesses, and individuals have all come to
rely upon ubiquitous access to voice, video, and data ser-
vices to run their day-to-day activities. Furthermore, the
importance of Communications Service Providers (CSPs)
appears poised to increase further as they begin to enable a
variety of new services ranging from hosted PBX and vid-
eoconferencing platforms to in-home security and energy
management solutions.

Access to capital and the benefits of scale will mean that

a small number of large companies will continue to domi-
nate certain areas such as mobile wireless and video. How-
ever, FOCUS continues to see opportunities for middle
market CSPs. While not as large as the industry giants,
they continue to thrive by developing innovative business
models that share one or more characteristics such as capi-
tal efficiency, customer responsiveness, an advanced tech-
nology platform and a focus on an underserved industry
vertical or geography.

Furthermore, it often is the middle market CSPs that
point the direction for the future of the industry. FOCUS
is proud of its commitment to the CSP sector and we are
excited about the prospects for middle market companies
in this space.

The FOCUS Telecom Technology and Services group
consists of four professionals with a mix of backgrounds
that include both C-level operating expertise and expe-
rience at leading middle market investment banks. The
FOCUS Telecom team is uniquely qualified to help mid-
dle market clients reach their strategic objectives because
the group:

* Devotes significant senior level resources to executing
transactions for lower middle market clients,
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* Has a breadth of knowledge that covers most segments
of the telecom industry,

* Has bankers with C-level operating experience in the
telecom industry,

* Has a proven transaction methodology for delivering
results,

* Is equally comfortable with buy side and sell side M&A,

* Leverages an experienced team of research professionals,
and

* Has a national presence with coverage of both east and
west coasts.

Sub Sector Definitions

Large Cap: Large, diversified communications service pro-
viders that control a significant number of former RBOC
access lines and/or have a nationwide wireless operation.

Alternative Telecom: Competitive carriers that primar-
ily provide basic voice, data and transport services to busi-
nesses and other telecom service providers.

Hosted and Managed Services: Companies that provide
hosted VoIP telecom services as well as additional hosted
offerings such as audio and video conferencing.

ILEC and Diversified ILEC: Non-RBOC incumbent
carriers, many of which have branched out into other sec-
tors of communications services.

Cable and Video: Incumbent cable service providers, satel-
lite video providers, and competitive video providers whose
core business is providing video services to residential cus-
tomers.

Atlanta « Los Angeles « Washington, DC



Summary Comments

Public Markets

The FOCUS Communications Service Provider Index
(CSPI) had a relatively modest gain of 1.1% for our Fall
reporting period. This placed the sector roughly in-line
with the 0.6% gain in the S&P 500 and the 1.9% gain in
the NASDAQ. Performance was mixed, with three of the
sub sectors posting gains and two posting losses. For the
year, the CSPI continues to trail the broader market, but
significantly closed the gap in this most recent period. The
yearly CSPI return of 15.4% compares to a 17.3% gain

for the S&P 500 and a 19.1% return for the NASDAQ.
Sector multiple trends were mixed. The CSPI revenue
multiple of 2.3x is an increase from the 2.1x multiple in
the year-ago period, while the EBITDA multiple declined

from 7.4x to 6.6x over this same timeframe.

Large Cap

The Large Cap sub sector had a gain of 1.6% for the
period. The big movers were CenturyLink and Sprint.
CenturyLink posted a strong gain for the three month
period of 13.0%. Conversely, Sprint lost more than a quar-
ter of its value after the company announced that it would
no longer pursue an acquisition of competitor T-Mobile.
The other two stocks in the sub sector, Verizon and
AT&T, posted a more modest gain and loss, respectively.
Over the past 12 months, the sub sector revenue multiple
expanded from 2.0x to 2.3x, while the EBITDA multiple
tell from 7.6x to 5.7x. The main driver of the decline in
EBITDA multiple was AT&T, which saw its EBITDA
multiple decrease from 8.8x a year ago to 5.5x at the end of
the current reporting period.

Alternative Telecom

While its run of two consecutive reporting periods as the
top performing sub sector came to an end, the Alternative
Telecom sub sector was still the second best performing
sub sector for this three month period with a gain of 2.7%.
However, performance was somewhat choppy with only
half of the stocks in the sub sector in positive territory for
the period. Global Telecom and Technology was the top
performer with a three month gain of nearly 17%. Level
3 and tw telecom both also posted gains as they worked
towards completing their previously announced combina-
tion. On the flip side of the coin, both Inteliquent and
Towerstream experienced double digit declines. The sub
sector revenue and EBITDA multiples now stand at 2.9x
and 11.0x, respectively. Both multiples are up from the
2.3x and 9.5x that we saw 12 months ago.
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Hosted and Managed Services

For the second straight period, Hosted and Managed Ser-
vices was the laggard of the CSPI. The sub sector suffered
a loss of 2.9% for the three month period and only a single
company (West Corporation) managed to be in the black.
Hosted PBX providers 8x8 and RingCentral continued

to see heavy losses. 8x8 was down 17.3% and RingCen-
tral was down 16.0%. This is the second straight report-
ing period where these two companies had double digit
declines, and their revenue multiples, while still strong,
are off considerably from the levels we saw last year. Even
with the multiple declines at 8x8 and RingCentral, overall
the sub sector multiples are still up slightly over the past
year. The sub sector revenue multiple increased from 2.4x
to 2.5x, while the sub sector EBITDA multiple expanded
from 10.5x to 10.8x.

ILEC and Diversified ILEC

The ILEC and Diversified ILEC sub sector capped its
recent comeback by emerging as the top performing sub
sector for the first time in recent memory. The sub sec-
tor gained 5.8% in the three month period, and seven of
the 10 stocks in the sub sector posted gains. Consolidated
Communications, Enventis, Frontier, and Lumos Net-
works were particularly strong performers that all showed
double digit increases for our Fall report. The ILEC and
Diversified ILEC sub sector also is the second best per-
forming sub sector over the past year with a gain of 26.4%.
Not surprisingly, sub sector multiples continue to climb.
The sub sector revenue multiple and EBITDA multiple
are 2.2x and 6.6x, a considerable jump from only 1.9x and

5.5x a year ago.

Cable and Video

With a loss of 0.4% the Cable and Video sub sector was
virtually unchanged for the period. The companies in the
index also remained reasonably flat on an individual basis.
The biggest loss was 4.4% at Charter. This occurred as the
company maneuvers to finance the purchase of assets from
Comcast pending the completion of Comcast’s acquisition
of Time Warner Cable. On the positive side, a 1.8% gain
at DirecTV represented the biggest gain for any stock in
the sub sector over the past three months. Sub sector mul-
tiples also are up from the year ago period and now stand

at 2.6x revenue and 8.4x EBITDA.



U.S. Communications Service Provider Sector: Public Market Summary
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Sector and Sub Sector Returns

12 Month 3 Month

Communications Service Provider 15.4% 1.1%
Large Cap 6.8% 1.6%
Alternative Telecom 45.7% 2.7%
Hosted and Managed Services 41% -2.9%
ILEC and Diversified ILEC 26.4% 5.8%
Cable and Video 25.8% -0.4%
S&P 500 17.3% 0.6%
NASDAQ 19.1% 1.9%
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=== Enterprise Value/Revenue

Sector and Sub Sector Revenue Multiples

9/30/2014 9/30/2013

Communications Service Provider 2.3x 2.1x
Large Cap 2.3x 2.0x
Alternative Telecom 2.9x 2.3x
Hosted and Managed Services 2.5x 2.4x
ILEC and Diversified ILEC 2.2x 1.9x
Cable and Video 2.6x 2.3x
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Enterprise Value/EBITDA

Source: Capital IQ

Sector and Sub Sector EBITDA Multiples

9/30/2014 9/30/2013

Communications Service Provider 6.6x 7.4x
Large Cap 5.7x 7.6x
Alternative Telecom 11.0x 9.5x
Hosted and Managed Services 10.8x 10.5x
ILEC and Diversified ILEC 6.6x 5.5x
Cable and Video 8.4x 7.4x
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Summary Comments

M&A

The Fall reporting period was the second straight three
month period that saw 16 announced transactions. This
brings us to 49 transactions year-to-date and puts 2014
on pace to be slightly below average in terms of the total
number of announced transactions. With respect to the
announced dollar volume of transactions, this three month
period was anemic with just slightly more than $75 mil-
lion in announced transaction dollar volume. However,
the number of big transactions from the first part of the
year (AT&T/DirecTV, Comcast/Time Warner Cable)
still make 2014 an “off the charts” year in terms of dollar
volume.

Alternative Telecom

Alternative Telecom accounted for 11 of the 15 total trans-
actions that we tracked for the period. All of the transac-
tions involved small- to mid-size targets and covered a
variety of different areas within Alternative Telecom. One
of the more interesting transactions was MegaPath’s sale
of its network business unit to Global Capacity. MegaPath
plans to continue to operate its managed service business,
but will outsource its network to third parties (including
Global Capacity). We also saw a new private equity backed
entity emerge in the space with the acquisition of Hudson
Fiber Network by Tiger Management as well as the return
of Integra Telecom after a long hiatus from the deal table
with its acquisition of World Communications. Finally, we
noted the continued interest by cable operators in Alterna-
tive Telecom companies as demonstrated by Buckeye Tele-
systems’ acquisition of Line Systems.

Hosted and Managed Services

The Hosted and Managed Services sub sector had two
transactions for the period. Bessemer Ventures’ portfolio
company Thinking Phone Networks acquired Whaleback
Systems, one of the early pioneers in the VoIP space. In
the sub sector’s other transaction, Premiere Global Services
acquired hosted webcasting provider TalkPoint.

ILEC and Diversified ILEC
There were no announced transactions in the ILEC and
Diversified ILEC sub sector.

Cable and Video

WEe noted three transactions in the cable and Video sub sec-
tor in our Fall reporting period. Vyve (formerly known by
the less catchy moniker of “BCI Broadband”) was respon-
sible for two of these transactions. Vyve acquired Lakeview
Cable and assets of Reach Broadband, in both instances
bulking up its presence in the Oklahoma market. Regardless
of its change of name, Vyve appears to remain committed

to being a consolidator in the cable space. The sub sector’s
remaining transaction for the period was KBLCOM’s acqui-
sition of a cable system in Portland, Oregon.

Transactions with Announced Multiples

Our Fall reporting period had only a single transaction with
an announced multiple. This transaction was Tolt Solutions’
acquisition of iPass’ Unity Network Services division. This
division operated as a broadband aggregator serving multi-
site business locations, and was acquired at a multiple of
0.9x revenue. No EBITDA multiple was disclosed.

U.S. Communication Service Provider Sector: M&A Summary

M&A Activity: Number of Transactions

100

80

81
74
67
63
60 -
49
40 -
20 -
0 - T T T r

2010 2011 2012 2013 Through
9/30/2014

M&A Activity ($ Value of Transactions in Millions)

$200,000.0
$150,423.5
$150,000.0
$100,000.0
$50,000.0 $34,722.3
$24,225.5
J $9,043.2 $6,686.5
$0.0 . -
2010 2011 2012 2013 Through

9/30/2014

www.focushankers.com/telecom Atlanta - Los Angeles - Washington, DC




M&A Announced Transactions (4/1/14 —9/30/14)

Acquiror

Premiere Global Services

Global Capacity

FirstLight Fiber

Thinking Phone Networks

Target

TalkPoint

MegaPath (Network
Services Business Unit)

G4 Communications

Whaleback Systems

Date
Announced

9/22/14

9/9/14

8/27/14

8/12/114

Sector

Hosted & Managed
Services

Alternative Telecom

Alternative Telecom

Hosted & Managed
Services

Purchase
Price

NA

Description

Software-as-a-service technology and services for webcasting and virtual
meetings including audio and video webcasts.

Central office-based network serving business and wholesale customers.

Data and voice communications solutions including Internet access, data-
transport and telephone services in the New England region.

Cloud-based managed services for business communications and other
business communication services.

BCN Telecom

Virginia Everywhere

Management

Consolidated
Communications

Clarity Telecom

One Source Networks

AT&T

Direct Communications

Telephone & Data

Systems

Charter Communications

Birch Communications

AMI Communications
(Telecom Customer Base)

Roadstar Internet

Numerex (BNI Solutions
Division)

Enventis

Wide Open West (South
Dakota Operations)

StarView Solutions

DirecTV

Telephone & Data Systems
(Four ILEC Properties)

Bend Broadband

Comcast (1.4 million Cable

Customers)

Cbeyond

7124114

7/9/14

7/3/14

6/30/14

6/12/114

6/9/14

5/18/14

5/2/14

5/1/14

4/28/14

4721714

Alternative Telecom

Alternative Telecom

Alternative Telecom

Diversified ILEC

Cable and Video

Alternative Telecom

Cable and Video

Diversified ILEC

Cable and Video

Cable and Video

Hosted & Managed
Services

$0.0

$356.1

$262.0

$65,881.3

$261.0

$7,300.0

$321.6

Complete line of voice, data, IT and enterprise solutions in the greater Chicago
area.

Wireless broadband services to enterprises, residences, towns, municipalities
and service providers primarily in Virginia.

Provides broadband local and wide area network service and interactive video
applications.

Provides integrated communication services to business and residential
customers in the upper midwest.

Broadband communication, Internet and cable systems serving Rapid City and
Sioux Falls, South Dakota.

Domestic and international DID, toll-free VoIP origination services and voice
termination services.

Provides digital television entertainment services in the United States and Latin
America.

Provides residential and business phone services in three locations in Missouri
and one location in Oregon.

Provides high-speed Internet, fiber connectivity, cable and digital television and
telephone services in Central Oregon.

Cable television systems serving a total of 1.4 million subscribers in Ohio,
Wisconsin, Kentucky, Indiana and Alabama.

Cloud-based services, communications services and network connectivity to
small and medium business customers.
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M&A Announced Transactions with Revenue Multiples (10/1/13 - 9/30/14)

Date Purchase Revenue EBITDA

Acquiror Target Sector Description

Announced Price Multiple Multiple

) iPass (Unity Network ) Provider of retail and distributed managed network
Tolt Solutions Services Division) mnn4 Alternative Telecom | §28.2 “ and security services to retail customers.

Managed network services in the United States
TW Telecom 6/16/14 Alternative Telecom | $7,204.8 45x 13.9x including business Ethernet, data networking and
IP-based communications.

Level 3
Communications

Provides digital television entertainment services in

AT&T DirecTV 5/18/14 Cable and Video $65,881.3 21x 8.1x the United States and Latin America.

Cloud-based services, communications services and
$321.6 0.7 x 45x network connectivity to small and medium business
customers.

Birch
Communications

Hosted & Managed

Cbeyond 4/21114 Services

Telecommunication services that include local and
1211713 Diversified ILEC $2,000.0 16x 4.8x intrastate toll services and network access service in
Connecticut.

Frontier AT&T (Wireline Operations
Communications in Connecticut)

Hosted & Managed
Services

NA Cloud-based private branch exchange and voice over

Vonage Vocalocity 1011013 Internet protocol solutions for small businesses.

$129.5 23x

www.focushankers.com/telecom Atlanta - Los Angeles - Washington, DC
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Sub Sector Analysis: Large Cap
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Sub Sector Analysis: Alternative Telecom

Twelve Month Index Returns
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Company Returns

12 Month 3 Month

Alternative Telecom Index 45.7% 2.7%
Boingo 1.9% 4.4%
Cogent Communications 4.2% -2.7%
EarthLink -30.9% -8.1%
Global Telecom and Technology 122.6% 16.7%
Inteliquent 28.9% -10.2%
Level 3 71.3% 4.1%
Towerstream -48.1% -23.7%
tw telecom 39.3% 3.2%
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Company Revenue Multiples

9/30/2014 9/30/2013

Alternative Telecom Index 2.9x 2.3
Boingo 1.9x 1.5x
Cogent Communications 5.0x 4.9x
EarthLink 0.7x 0.7x
Global Telecom and Technology 2.2X 1.5
Inteliquent 1.5x 1.0x
Level 3 2.9x 2.2X
Towerstream 2.5x 4.7x
tw telecom 4.5x 3.5x

EBITDA Multiple Trends
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Enterprise Value/EBITDA

Source: Capital IQ

Company EBITDA Multiples

9/30/2014 9/30/2013

Alternative Telecom Index 11.0x 9.5x
Boingo 12.6x 8.3x
Cogent Communications 15.9x 15.5%
EarthLink 4.4x 4.0x
Global Telecom and Technology 13.4x 10.7x
Inteliquent 4.5x 5.5x
Level 3 10.7x 9.4x
Towerstream NM NM
tw telecom 14.0x 10.6x
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Sub Sector Analysis: Hosted and Managed Services
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Company Returns

12 Month 3 Month

Hosted & Managed Services Indes 41% -2.9%
8x8 -33.7% -17.3%
Glowpoint -3.0% -13.3%
j2 Global -0.3% -2.9%
Premiere Global Services 20.2% -10.3%
RingCentral -29.5% -16.0%
West Corporation 32.9% 9.9%
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Company Revenue Multiples

9/30/2014 9/30/2013

Hosted & Managed Services Indes 2.5 2.4x
8x8 3.0x 5.9x
Glowpoint 1.7x 1.9x
j2 Global 4.2x 4.6x
Premiere Global Services 1.4x 1.2x
RingCentral 3.9x 5.1x
West Corporation 2.2x 2.0x

EBITDA Multiple Trends
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Source: Capital IQ

Company EBITDA Multiples

9/30/2014 9/30/2013

Hosted & Managed Services Indes 10.8x 10.5x
8x8 64.6x 47 .4x
Glowpoint 17.5x 30.6x
j2 Global 10.1x 10.9x
Premiere Global Services 10.6x 9.2x
RingCentral NM NM
West Corporation 8.8x 7.9x
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Sub Sector Analysis: ILEC and Diversified ILEC
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Company Returns

12 Month 3 Month

ILEC & Diversified ILEC Index 26.4%

23.9% -14.2%
55.7% 11.5%
Otelco -31.1%

Windstream 34.9% 8.2%
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Frontier

Revenue Multiple Trends
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Company EBITDA Multiples

9/30/2014 9/30/2013

ILEC & Diversified ILEC Index . 66x|  55x|
Mea | M| M

Cincinnati Bell 7.1x 7.5x

6.4x 5.5

Otelco 4.5x 4.3x

Windstream 6.6x 6.1x
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Sub Sector Analysis: Cable and Video
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FOCUS Telecom Technology and Services Team

Richard H. Pierce

Managing Director and Telecom
Technology and Services Team Leader,
Wiashington, DC
rich.pierce@focusbankers.com
202-470-1983
Rich Pierce has more than ten years
of investment banking experience
advising middle market clients on a
-.l variety of mergers and acquisitions
and capital raising transactions. Dur-
ing that time, Mr. Pierce’s primary emphasis has been on
serving clients in the telecommunications industry includ-
ing providers of network related hardware and software
products, wireless, and wireline telecommunications service
providers and network engineering and construction com-
panies.

John T. Bradshaw

Partner, Bend, Oregon
john.bradshaw@focusbankers.com
541-306-6451

John Bradshaw has over 30 years
experience in sales, marketing,
manufacturing, finance, and sys-
tems engineering with corporations
specializing in technology-driven
business products and services. IMr.
Bradshaw has been a successful
senior executive and manager in both large and small orga-
nizations, and has spent the last 15 years working

with entrepreneurial companies. Mr. Bradshaw has par-
ticular expertise in enterprise communications and contact
center related technology.

David Freeland

Principal, San Francisco, California
david.freeland@focusbankers.com
978-505-1837

David Freeland, a FOCUS Principal,
has more than fifteen years of experi-
ence providing investment banking
and management consulting services
to a variety of corporate clients,
ranging from the Fortune 500 to
start-up businesses. He has been an
investment banker since 2003, adv1smg clients on mergers
and acquisitions and capital raising transactions. Mr. Free-
land has broad experience in the telecom and technology
industry and has significant experience with data center
companies.

Eric M. Oganesoff
r Managing Director, Washington, DC
| eric.oganesoff@focusbankers.com
202-470-1969

Eric Oganesoff has conducted over
forty M&A, debt, and capital raise
transactions with an aggregate value
of over $300 million and has served
as the CEO or President of several
companies. Mr. Oganesoft has over
twenty years of senior executive level
experience in leading businesses ranging from wireless
solutions, software, and RFID services to manufacturing,
industrial products, energy, and environmental products
and government contracting.
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