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Unless the context otherwise requires, the words,"Wus,” “our,” the “Company” and “Otelco” refer to Otelco Inc., a Delawa
corporation, and its consolidated subsidiaries &©ecember 31, 2011.

EXPLANATORY NOTE

The purpose of this Amendment No. 1 on Form 10-KHs “Amendment”) to our Annual Report on Form K(or the fiscal yee
ended December 31, 2011 (the “Form 10-K") is toredra typographical error in the lotgrm debt maturities table contained in Note
Item 8 of the Form 10-K.

In accordance with applicable Securities and ExghaBommission rules, this Amendment also includefated certifications fro
our Chief Executive Officer and Chief Financial iO#f.

Other than as set forth above, we have not moddiagbdated disclosures presented in the Form 18ekordingly , thisAmendmer
does not reflect events occurring after the origfiiag of the Form 10K or modify or update those disclosures affectedilysequent even
except as specifically referenced herein. Infororatiot affected by this Amendment is unchangedrafielcts the disclosures made at the
of the original filing of the Form 16 This Amendment should be read in conjunctiorhvatr periodic filings made with the Securities
Exchange Commission subsequent to the originalgfibf the Form 10k, including any amendments to those filings, a#l we any Currei
Reports filed on Form 8-K subsequent to the oridiiag of the Form 10-K.
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Report of Independent Registered Public Accountindrirm

Board of Directors and Stockholders
Otelco Inc.
Oneonta, Alabama

We have audited the accompanying consolidated balaheets of Otelco Inc. as of December 31, 20812800 and the related consolid:
statements of operations, stockholdeguity (deficit), and cash flows for each of theethyears in the period ended December 31, 207eis¢
financial statements are the responsibility of @empanys management. Our responsibility is to express @inian on these financi
statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBioUnited States). Those stand.
require that we plan and perform the audit to obtaasonable assurance about whether the finastiééments are free of mate
misstatement. An audit includes examining, on & b&sis, evidence supporting the amounts and digés in the financial stateme
assessing the accounting principles used and mignifestimates made by management, as well asatira) the overall financial statem
presentation. We believe that our audits providessonable basis for our opinion.

In our opinion, the consolidated financial statetearferred to above present fairly, in all mate®spects, the financial position of Otelco
at December 31, 2011 and 2010, and the results operations and its cash flows for each of theetlyears in the period ended Decembe
2011, in conformity with accounting principles geally accepted in the United States of America.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bioldnited States), Otelco Ine.

internal control over financial reporting as of Beter 31, 2011, based on criteria establishelditarnal Control —Integrated Framewol
issued by the Committee of Sponsoring Organizatajrthe Treadway Commission (COSO) and our repateéd March 5, 2012 expressec
unqualified opinion thereon.

/s/ BDO USA, LLP

Atlanta, Georgia
March 5, 2012



Report of Independent Registered Public Accountindrirm

Board of Directors and Shareholders
Otelco Inc.
Oneonta, Alabama

We have audited Otelco Inc.’s internal control ofileaincial reporting as of December 31, 2011, basedriteria established internal Contro
— Integrated Frameworlkssued by the Committee of Sponsoring Organizatafrthe Treadway Commission (the COSO criteriagl€t Inc.s
management is responsible for maintaining effectinternal control over financial reporting and fits assessment of the effectivenes
internal control over financial reporting, includédthe accompanying “ltem 9A, ManagemsnReport on Internal Control Over Finan
Reporting”. Our responsibility is to express annigm on the company’s internal control over finaheceporting based on our audit.

We conducted our audit in accordance with the statglof the Public Company Accounting Oversight @ nited States). Those stand:
require that we plan and perform the audit to ebtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordgrar financial reporting, assessing the
that a material weakness exists, and testing aatli@ing the design and operating effectivenedatefnal control based on the assessed
Our audit also included performing such other pdoces as we considered necessary in the circunestaée believe that our audit provide
reasonable basis for our opinion.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranaeliregthe reliability of financie
reporting and the preparation of financial stateisidor external purposes in accordance with gelyeealcepted accounting principles
companys internal control over financial reporting inclgddose policies and procedures that (1) pertatheéanaintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (2) provide reasonable assui
that transactions are recorded as necessary toitpgraparation of financial statements in accor@amdgth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withoaizations of management
directors of the company; and (3) provide reasanalsurance regarding prevention or timely deteatfounauthorized acquisition, use
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tisstatements. Also, projections of
evaluation of effectiveness to future periods atgect to the risk that controls may become inadégjbecause of changes in conditions, o
the degree of compliance with the policies or pdaces may deteriorate.

As indicated in the accompanying “Iltem 9A, ManagetisgeReport on Internal Control over Financial Rejgy”, managemen$ assessment
and conclusion on the effectiveness of internatrobiover financial reporting did not include theérnal controls of Shoreham Telephone L
which was acquired on October 14, 2011, and whddhdluded in the consolidated balance sheets eic®1nc. as of December 31, 2011,
the related consolidated statements of operatistoagkholders’ deficit and cadfows for the year then ended. Shoreham Telephdo@
constituted 2.4% of total assets as of Decembe2@11], and 0.7% and 4.7% of revenaed net income, respectively, for the year thered
Management did not assess the effectiveness ahaiteontrol over financial reporting of Shorehamléphone LLC because of the timing
the acquisition which was completed on October2B4,1. Our audit of internal control over financiaporting of Otelco Inc. also did t
include an evaluation of the internal control ofieancial reporting of Shoreham Telephone LLC.

In our opinion, Otelco Inc. maintained, in all néérespects, effective internal control over fical reporting as of December 31, 2011, b
on the COSO criteria.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@nited States), the consolids
balance sheets of Otelco Inc. as of December 311 2tdd 2010, and the related consolidated statsnuéniperations, stockholdersquity
(deficit), and cash flows for each of the threergéa the period ended December 31, 2011 and qartrelated March 5, 2012 expresse:
unqualified opinion thereon.

/s/ BDO USA, LLP

Atlanta, Georgia
March 5, 2012



OTELCO INC.
CONSOLIDATED BALANCE SHEETS

As of December 31

2010 2011
Assets
Current assel
Cash and cash equivalel $ 18,226,37 $ 12,393,79
Accounts receivable
Due from subscribers, net of allowance for doukdftdount:of $230,752 and $260,568, respectiv 4,406,25 4,355,63
Unbilled receivable 2,161,27 2,183,46!
Other 4,299,08: 5,449,07.
Materials and supplie 1,817,31 1,780,82
Prepaid expenst 1,305,02! 1,328,47!
Deferred income taxes 626,26 726,311
Total current assets 32,841,60 28,217,56
Property and equipment, r 63,887,21 65,881,97
Goodwill 188,190,07 188,954,84
Intangible assets, n 25,934,04 20,545,69
Investment: 1,967,09! 1,943,80!
Deferred financing cos 5,757,82! 4,485,32.
Deferred income taxe 4,415,09 7,454,44.
Prepaid expenst 106,68! 238,38t
Other assets 77,26 2,281
Total assets $323,176,89 $317,724,31
Liabilities and Stockholders’ Deficit
Current liabilities
Accounts payabl $ 768,05! $ 1,490,71
Accrued expense 7,926,95. 6,034,10.
Advance billings and paymer 1,595,13: 1,590,68
Deferred income taxe 353,28! 353,28!
Customer deposits 172,47¢ 143,65
Total current liabilities 10,815,90 9,612,45;
Deferred income taxe 42,512,57 48,112,38
Interest rate sway 2,471,33. 241,43¢
Advance billings and paymer 656,96¢ 615,58
Other liabilities 368,34 403,82.
Long-term notes payable 271,595,85 271,106,38
Total liabilities 328,420,98 330,092,06
Stockholder’ deficit
Class A Common Stock, $.01 par value-authorize@@®DP00 shares; issued and outstanding 13,221,404
shares 132,21. 132,21.
Additional paid in capita 921,71¢ -
Retained deficit (6,298,01) (12,499,96)
Total stockholders’ deficit (5,244,08) (12,367,75)
Total liabilities and stockholders’ deficit $323,176,89 $317,724,31

The accompanying notes are an integral part oktheasolidated financial statements.



OTELCO INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue:

Operating expens¢
Cost of service
Selling, general and administrative exper
Depreciation and amortization

Total operating expenses
Income from operations

Other income (expens
Interest expens
Change in fair value of derivativi
Other income

Total other expenses

Income (loss) before income t
Income tax (expense) benefit

Net income (loss) available to common stockhol

Weighted average common shares outstani
Basic
Diluted
Basic net income (loss) per common st
Diluted net income (loss) per common sh

Dividends declared per common sh

Years Ended December 31

2009

2010

2011

$103,755,45 $104,400,21 $101,843,56

The accompanying notes are an integral part ottheasolidated financial statements.

5

41,178,50 41,286,41 43,995,95
14,164,46 13,074,79  12,984,68
26,485,62 23,670,24 20,232,83
81,828,59 78,031,45 77 213,47
21,926,85 26,368,76  24,630,09
(25,416,02  (24,746,54)  (24,776,12)
(1,354,75) (878,519) 2,229,89.

359,48 556,82( 363,48
(26,411,29) _ (25,068,24) _ (22,182,74)
(4,484,441 1,300,52. 2,447,34
1,366,62! (609,809 (249,929

$ (3,117,81) 690,71! $ 2,197,41
12,676,73 12,985,62 13,221,40
13,221,40 13,221,40  13,221,40

0.25) $ 0.0 $ 0.17
(0.25) $ 0.0 $ 0.17
0.71 071 $ 0.71



OTELCO INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)

Accumulated

Class A Class B Additional Paid- Other Total
Common Stock Common Stock In Retained Comprehensive Stockholder¢
Shares Amount Shares Amount Capital Deficit Income (Loss) Equity (Deficit)

Balance, December 31, 2008 12,676,733 $126,76

Comprehensive Los

544,67. % 544 $

19,277,95 §$ (3,870,92)$ (1,160,75) $ 14,378,49

Net loss (3,117,81) (3,117,81)
Change in fair value
interest rate cap 1,160,75! 1,160,75!
Total comprehensive loss (1,957,05)
Dividends declared (8,937,09) (8,937,09)
Balance, December 31, 2009 12,676,73 $126,76° 544,67. $ 5447 $ 10,340,86 $ (6,988,73)$ - $ 3,484,34
Comprehensive Incorr
Net income 690,71! 690,71!
Total comprehensi
income 690,71!
Class B conversion to Class 544,67 5,447 (544,67) (5,44)) 0
Direct cost of Class
conversior (194,05) (194,05
Dividends declared (9,225,09) (9,225,09)
Balance, December 31, 2010 13,221,40 $132,21: - $ - $ 921,71¢ $ (6,298,01) $ - $ (5,244,08)
Comprehensive Incomnr
Net income 2,197,41 2,197,41
Total comprehensi
income 2,197,41
Dividends declared (921,719  (8,399,36) (9,321,08)
Balance, December 31, 2011 13,221,40 $132,21: - $ - $ — $(12,499,96) $ - $ (12,367,75)

The accompanying notes are an integral part oktheasolidated financial statements.



OTELCO INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activitie
Net income (loss
Adjustments to reconcile net income (loss) to d&mlis from operating activities
Depreciatior
Amortization
Interest rate caple
Amortization of debt premiur
Amortization of loan cost
Change in fair value of derivativi
Provision (benefit) for deferred income ta:
Provision for uncollectible revent
Changes in operating assets and liabilities; netopérating assets and liabilit
acquired:
Accounts receivable
Material and supplie
Prepaid expenses and other as
Income tax receivabl
Accounts payable and accrued liabilit
Advance billings and paymer
Other liabilities

Net cash from operating activities

Cash flows from investing activitie
Acquisition and construction of property and equaprt
Purchase of investme
Proceeds (loss) from retirement of investrr
Wholesale customer acquisiti
Payments for the purchase of Shoreham Telephonhef nash acquire
Deferred charges/acquisition

Net cash used in investing activities

Cash flows used in financing activitie
Cash dividends pai
Direct cost of exchange of Class B shares for Chaskares
Loan origination cost
Repayment of long-term notes payable

Net cash used in financing activities
Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosures of cash flow informat
Interest paid

Income taxes paid (received)

Years Ended December 31

2009 2010 2011
$ (3,117,81) $ 690,71! $ 2,197,41
14,444,71 13,837,56 11,891,47
12,040,91 9,832,68: 8,341,35
1,168,52: - -
(82,21) (92,30 (103,64()
1,351,90! 1,361,35. 1,368,09!
1,354,75! 878,51¢ (2,229,89)
(1,507,79) 428,09¢ 226,96:
920,94! 141,47 914,55!
739,92: 427,43 (1,590,11)
339,90¢ 152,65! 173,35
(200,34)) (69,469 (117,350
(207,84)) 389,48( -
1,094,47. (1,657,75)  (1,423,58)
(400,08Y) (111,67)) (116,73)
(30,85() 202,75: (1,756)
27,909,12 26,411,52 19,530,13
(9,596,04)  (10,225,22)  (10,547,70)
- (1,709) (2,220)

(1,085) 1,067 _
(179,559 - -
- - (5,010,28)

(6,557 (1,845) -
(9,783,23)  (10,227,71)  (15,560,20)
(8,937,09)  (9,225,09)  (9,321,08)
- (194,05)) -

- (155,16() (95,59¢)
(5,000,00)  (6,114,17) (385,829)
(13,937,09)  (15,688,47)  (9,802,51)
4,188,78' 495,33( (5,832,58)
13,542,25 17,731,04  18,226,37

$ 17,731,04 $ 18,226,37. $ 12,393,79

$ 23,378,79 $ 23,484,47 $ 24,130,67

$

67,65¢

$

(265,27) $

90,51°

The accompanying notes are an integral part ottheasolidated financial statements.



OTELCO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

1. Summary of Significant Accounting Policies
Nature of Business

Otelco Inc. (the “Company”) provides a broad ranfiéelecommunications services on a retail and e$ale basis. These service
include local and long distance calling; networkess to and from our customers; data transporitatifigh-speed and dialp internet acces
cable, satellite and internet protocol televisianteless; and other telephone related services. priveipal markets for these services
residential and business customers residing inaaljeitent to the exchanges the Company serves bafia, Massachusetts, Maine, Misst
Vermont, and West Virginia. In addition, the Compaerves business customers throughout Maine amdHNempshire and provides diaf
internet service throughout the states of Maine afidsouri. The Company offers various communicaicservices that are sold
economically similar customers in a comparable rearai distribution. The majority of our customengybmultiple services, often bund
together at a single price. The Company views, manand evaluates the results of its operatioms fhe various communications service
one company and therefore has identified one regpsegment as it relates to providing segmentimétion.

Basis of Presentation and Principles of Consolidation

The consolidated financial statements include ttmoants of the Company and its subsidiaries, alvbich are either directly
indirectly wholly owned. These include: Otelco Taenmunications LLC (“OTC”); Otelco Telephone LLC QTP"); Hoppe
Telecommunications Company, Inc. (“HTC"); Brindls®untain Telephone Company, Inc. (“BMTCBjountsville Telephone Company, |
(“BTC"); Mid-Missouri Holding Corporation (“MMH”") aad its wholly owned subsidiary Mid-Missouri TelepteoCompany (“MMT")and it:
wholly owned subsidiary Imagination, Inc.; Mid-MairmTelecom, Inc. (“MMTI"); Mid-Maine TelPlus (“MMTP); The Granby Telephone
Telegraph Co. of Massachusetts (“GTT"); War Acdiosi Corporation (“WT"); The Pine Tree Telephonedarelegraph Company (“PTJ"
Saco River Telegraph and Telephone Company (“SR3figreham Telephone LLC (“ST"); CRC Communicatioh#aine, Inc. (“PTN");anc
Communications Design Acquisition Corporation (“COA.

The accompanying consolidated financial statemertiside the accounts of the Company and all ofdfeeesaid subsidiaries af
elimination of all material intercompany balances &ransactions.

Use of Estimates

The Company prepares its consolidated financigéstants in accordance with accounting principlesegally accepted in the Unit
States, which require management to make estinmtdsassumptions that affect the reported amountsséts, liabilities, revenues
expenses and disclosure of contingent assets abilities. The estimates and assumptions usederattompanying consolidated finan
statements are based upon managemeaviluation of the relevant facts and circumstaraseof the date of the financial statements. A
results may differ from the estimates and assumptitsed in preparing the accompanying consolidatadcial statements.

Significant accounting estimates include the recalvity of goodwill, identified intangibles, lonterm assets, deferred tax valua
allowances and provision for bad debt.

Regulatory Accounting

The Company follows the accounting for regulatetégrises, which is now part of Accounting Standa@bdification (“ASC”)980
Regulated Operation(*ASC 980"), as issued by the Financial AccountBigndards Board (the “FASBT.his accounting practice recogni
the economic effects of rate regulation by recaydinsts and a return on investment as such amawmtecovered through rates authorize
regulatory authorities. Accordingly, ASC 980 reggirthe Company to depreciate telecommunicationpepty and equipment over 1
estimated useful lives approved by regulators, Wwiticuld be different than the estimated usefulslitteat would otherwise be determinec
management. ASC 980 also requires deferral oficectssts and obligations based upon approvalsveddirom regulators to permit recov
of such amounts in future years. Criteria that wogilve rise to the discontinuance of accounting@ésordance with ASC 980 include
increasing competition restricting the ability bEtCompany to establish prices that allow it tavet specific costs and (2) significant chat
in the manner in which rates are set by reguldtors costbased regulation to another form of regulation. Toenpany periodically reviey
the criteria to determine whether the continuinglizption of ASC 980 is appropriate for its ruratal exchange carriers.



OTELCO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

The Company is subject to reviews and audits byleggry agencies. The effect of these reviews amtits, if any, will be recorded
the period in which they first become known ancedeinable.

I ntangible Assets and Goodwill

Intangible assets consist primarily of the fairueabf customer related intangibles, non-competeergents and longprm custome
contracts. Goodwill represents the excess of tatgjuisition cost over the assigned value of nentifiable tangible and intangible ass
acquired through various business combinations. tbube regulatory accounting required by ASC 388, Company did not record acqui
regulated telecommunications property and equipraériair value as required by ASC 8@usiness Combination8ASC 805”), througt
2004. In accordance with 47 CFR 32.2000, the fédegulation governing acquired telecommunicatipragperty and equipment, such prop
and equipment is accounted for at original codd, dgpreciation and amortization of property andm@gent acquired is credited to accumuli
depreciation.

The Company’s annual budgeting, forecasting andpiaxining cycle begins in September. The Comparsgtategy for grow
includes acquisitions, a process that actively Ive® its board of directors in financial and stggtedecisions, utilizing the budgetil
forecasting and tax planning information and chanigethe telecommunications marketplace. Basedheset factors and to allow the al
committee of the Company’s board of directors sidfit time to review managementissessment of goodwill for impairment, manage
changed its annual goodwill impairment testing daten December 31 to October 1. The Company bedidhes change in testing date
preferable under the circumstances as the change dasely aligns the analysis with the Companyudgeting and forecasting process.
Company does not believe that this change in arge@dwill impairment testing date will acceleradelay or avoid any impairment charge.

For the acquisition of ST, property has been rembrdt fair value in accordance with ASC 805, résglin a plant acquisitic
adjustment in 2011. The Company has acquired iikdnie intangible assets associated with the taies it serves, including a naempet
agreement with one of the former owners of ST, thedcustomer lists of ST. Any excess of the totatpase price over the amounts assi
to tangible and identifiable assets is recordegloagiwill.

The Company performs a quarterly review of its tifedl intangible assets to determine if facts aimdumstances exist which indic
that the useful life is shorter than originally iestted or that the carrying amount of assets maybsorecoverable. If such facts
circumstances do exist, the Company assessescdbeerability of identified intangible assets by quamning the projected undiscounted net
flows associated with the related asset or growgseéts over their remaining lives against thepeetive carrying amounts. Impairment, if ¢
is based on the excess of the carrying amounttbechair value of those assets.

Revenue Recognition

Local services revenued ocal services revenue for monthly recurring laesvices is billed in advance to a portion of @@mpanys
customers and in arrears to the balance of theomess. The Company records revenue for chargeshthat not yet been invoiced to
customers as unbilled revenue when services amered. The Company records revenue billed in advascadvance billings and de
recognition until such revenue is earned. Longadist service is billed to customers in arrearsageactual usage except when it is inclt
in service bundles. The Company records unbilled Idistance revenue as unbilled revenue when sarae rendered. In bundles, unlim
usage is billed in arrears at a flat rate.

Network access Network access revenue is derived from sevenalces. Revenue for interstate access servicexéiveal throug
tariffed access charges filed by the National ErgeaCarrier Association (“NECA”) with the Federabi@munications Commission (“FCL”
on behalf of the NECA member companies for our l&gd subsidiaries. These access charges are bijlethe Company to interst;
interexchange carriers and pooled with likeeenues from all NECA member companies. A portifrthe pooled access charge reve
received by the Company is based upon its actusl @bproviding interstate access service, plugtarn on the investment dedicatel
providing that service. The balance of the pooledeas charge revenue received by the Company e&dbgson the nationwide aver:
schedule costs of providing interstate access cesviRates for our competitive subsidiaries arebgeFCC rule to be no more than
interconnecting interstate rate of the predominacdl carrier. Revenue for intrastate access sefigiceceived through tariffed access che
billed by the Company to the originating intrastesrier using access rates filed with the Alabd&uhlic Service Commission (“APSC'the
Maine Public Utilities Commission (“MPUC"), the Msachusetts Department of Telecommunications andeQaklDTC"), the Missour
Public Service Commission (“MPSC”), the New HampshPublic Utilities Commission (“NHPUC")the Vermont Public Service Bo:
(“WYPSB") and the West Virginia Public Service Conssibn (“WVPSC”) and are retained by the Company. Revenue foi
intrastate/interLATA access service is receivedlgh tariffed access charges as filed with the ARSOTC, MPSC, MPUC, NHPUC, VPS
and WVPSC. These access charges are billed totiizstate carriers and are retained by the CompgRewenue for terminating and originat
long distance service is received through chargeproviding usage of the local exchange networkl fevenues are recognized when sen
are rendered.



OTELCO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

Cable television, internet and transport servic&able television, internet and transport serv@enues are recognized when sen
are rendered. Operating revenues from the leadar&ffiber covered by indefeasible rightsusfe agreements are recorded as earned. In
cases, the entire lease payment is received aptinoeof the lease and recognized ratably overléhse term after recognition of exper
associated with lease inception. The Company héerdd revenue in the consolidated balance sheef 8gcember 31, 2010 and 2011
$656,968 and $615,584, respectively, related tsprart services.

Cash and Cash Equivalents

Cash equivalents are stated at cost plus accraeckd, which approximates fair value. Cash eqaival are high-quality, shotésn
money market instruments and highly liquid debtrumments with an original maturity of three monthisless when purchased. The ¢
equivalents are readily convertible to known amewftcash and are so near maturity that they preéssignificant risk of changes in val
because of changes in interest rates.

Accounts Receivable

The Company extends credit to its commercial aslemtial customers based upon a written creditypoService interruption is tl
primary vehicle for controlling losses. Accountgewable are recorded at the invoiced amount andaldear interest. The allowance
doubtful accounts is the Company’s best estimatéhi® amount of probable credit losses in the Camizaexisting accounts receivable.
Company establishes an allowance for doubtful atisobased upon factors surrounding the creditafskpecific customers, historical trer
and other information. Receivable balances areeveil on an aged basis and account balances agedhaif against the allowance after
means of collection have been exhausted and tleafaltfor recovery is considered remote.

Materials and Supplies
Materials and supplies are stated at the lowepsf ar market value. Cost is determined using @name cost basis.
Property and Equipment

Regulated property and equipment is stated atraigiost. Unregulated property and equipment pwethahrough acquisitions
stated at its fair value at the date of acquisitlxpenditures for improvements that significarsttid to productive capacity or extend the us
life of an asset are capitalized. Expendituresnfi@intenance and repairs are expensed when incibemteciation of regulated property i
equipment is computed principally using the straigie method over useful lives determined by the 8PBIDTC, MPSC, MPUC, NHPU!(
VPSB and WVPSC as discussed above. Depreciatiammefgulated property and equipment primarily emglthe straightine method ove
industry standard estimated useful lives.

Long-Lived Assets

The Company reviews its loriyed assets for impairment at each balance staetahd whenever events or changes in circumsi
indicate that the carrying amount of an asset shbel assessed. To determine if an impairment exts¢ésCompany estimates the fu
undiscounted cash flows expected to result fromuse of the asset being reviewed for impairmenthédf sum of these expected future 1
flows is less than the carrying amount of the asket Company recognizes an impairment loss inrdecee with guidance included in A
360, Property, Plant, and EquipmentThe amount of the impairment recognized is deiteeth by estimating the fair value of the assets
recording a loss for the excess of the carryingevalver the fair value.

Deferred Financing Costs
Deferred financing and loan costs consist of defitance costs incurred in obtaining Idagn financing, which are amortized over
life of the related debt. Amortization of deferrédancing and loan costs is classified as “Inter@gbense”.When amendments to d

agreements are considered to extinguish existitng per guidance included in ASC 47ebt, the remaining deferred financing costs
amortized at the time of amendment.
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Derivative Financial | nstruments

Derivative financial instruments are accounteduioder guidance included in ASC 8T%¢rivatives and Hedgin(fASC 815"). Undel
ASC 815, all derivatives are recorded on the baateet as assets or liabilities and measuredr atadae. The embedded exchange featu
the Class B common stock was accounted for asiaatige liability. This liability was adjusted tosémated fair value on each balance s
date with the offset to other naperating income or expense. No liability existed ¢he Class B shares were exchanged for Incomedi
Securities (“IDS”) units on a one-fame basis on June 8, 2010. Each of the IDSs issute exchange includes a share of Class A cor
stock (“common stock™”).

The Company is exposed to the market risk of agdvehanges in interest rates. An interest rate appurchased on December
2004, coincident with the closing of our initial gic offering and the recapitalization of our sanimtes payable. The interest rate cap
purchased to mitigate the risk of rising interedes to limit, or cap, the rate at 3% for the thremnth LIBOR index plus the applicable mai
on $80 million in senior debt for five years. OryJg, 2007, the Company repaid $55,353,032 in d&ohucing its senior debt below the le
of the rate cap. The cap was considered an eftebtdge for the remaining senior debt as all aliterms of the interest rate cap were ider
to the underlying debt it hedged. The balance efddp at that time was considered as an investamehadjustments were made to accumu
other comprehensive income to reflect this chae.October 31, 2008, the Company implemented itsra amended and restated ci
agreement, increasing senior debt to $173.5 miliiononjunction with the acquisition of three eiett from Country Road Communicatit
LLC. The full $80 million rate cap was accounted & an effective hedge from that date througtetiteof the rate cap on December 20, 2
The cost of the effective portion of the interemtiercap was expensed as interest over the effdifévef the hedge in accordance with
quarterly value of the caplets as determined atlétie of inception.

The Company acquired two interest rate swaps watiiaved counterparties. The first swap had a natiamount of $90 million wit
the Company paying a fixed rate of 1.85% and thentmrparty paying a variable rate based upon treetmonth LIBOR interest rate. It v
effective from February 9, 2009 through Februarg@l2. The second swap had a notional amount oh$iBi@n with the Company paying
fixed rate of 2.0475% and the counterparty payingadable rate based upon the three month LIBORrést rate. It was effective fr
February 9, 2010 through February 8, 2012. Froma@ounting perspective, the documentation for lssthps did not meet the techn
requirements of ASC 815 to allow the swaps to besiered highly effective hedging instruments dmetdéfore the swaps did not qualify
hedge accounting. The change in fair value of teps was charged or credited to income as a chiarfge value of derivatives. Over thiée
of the swaps, the cumulative change in fair valas aero.

Income Taxes

The Company accounts for income taxes using thet @swl liability approach in accordance with guamcluded in ASC 74
Income Taxe(*ASC 740”). The asset and liability approach requires the neitiog of deferred tax liabilities and assets foe expected futu
tax consequences of temporary differences betweertdrrying amounts and the tax basis of assetdiaitities. A valuation allowance
provided when it is more likely than not that sopeegtion or all of the deferred tax assets will hetrealized.

The provision for income taxes consists of an arhfomthe taxes currently payable and a provismmtfie tax consequences defe
to future periods.

Interest and penalties related to income tax nmatteruld be recognized in income tax expense. A3emfember 31, 2011, we did
have an amount recorded for interest and penalties.

The Company conducts business in multiple jurisgiist and, as a result, one or more subsidiariesrfdome tax returns in the U
federal, various state and local jurisdictions. tAlt years since 2004 are open for examinationabipus tax authorities.

Fair Value of Financial I nstruments

The carrying value of the Compasyfinancial instruments, including cash and cashwedents, accounts receivable, accounts pay
derivative liabilities and long-term notes payaépgroximate their fair value as of December 31,028d 2011.
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Comprehensive | ncome (L 0ss)

Comprehensive income (loss) equals net income)(lpes other comprehensive income. Other compreéberiacome refers -
revenue, expenses, gains and losses, which agetesflin retained earnings but excluded from rarire.

Income (Loss) per Common Share

The Company computes net income (loss) per comrharesin accordance with the provision included BCA260,Earnings pe
Share(*ASC 260”). Under ASC 260, basic and diluted income per shmoaimputed by dividing net income (loss) availablstockholders k
the weighted average number of common shares ancthoo share equivalents outstanding during the geBasic income (loss) per comn
share excludes the effect of potentially dilutieewrities, while diluted income (loss) per commbare reflects the potential dilution that wc
occur if securities or other contracts to issue rmmm shares were exercised for, converted intolwgretise resulted in the issuance of com
shares. Net income (loss) is adjusted for the (Badsrivative liability in calculating diluted eangs. On June 8, 2010, all of the Company
Class B shares were exchanged for IDSs, whichdeciucommon share, on a one-for-one basis.

Recently Adopted Accounting Pronouncements

In October 2009, the FASB issued Accounting Stasgl&ipdate (“ASU”) 2009-13Multiple-Deliverable Revenue Arrangementa —
consensus of the FASB Emerging Issues Task Fok&t 2009-13"), an update to ASC 60Bevenue RecognitionASU 200913 provide
application guidance on whether multiple deliveesbéxist, how the deliverables should be separatedl,how the consideration shoulc
allocated to one or more units of accounting. ARI0213 establishes a selling price hierarchy for deteirg the selling price of a deliverak
The selling price used for each deliverable willlmsed on vendor-specific objective evidence, dilable, third-party evidence if vendor-
specific evidence is not available, or estimatdtingeprice if neither vendor-specific nor thipgarty evidence is available. The Company
required to apply this guidance prospectively frenue arrangements entered into or materially fieddin fiscal years beginning on or a
June 15, 2010; however, earlier application wasnjigrd and the Company began applying the guidamdely 2010. The early adoption
this update did not have a material impact on oemsolidated financial statements.

In January 2010, the FASB issued ASU 2010tf6tproving Disclosures about Fair Value MeasuremgfsU 2010-06"),an updat
to ASC 820,Fair Value Measurements and Disclosufe&SC 820"). ASU 201006 provides more robust disclosures about (1) tfierent
classes of assets and liabilities measured atvidire, (2) the valuation techniques and inputs ug8dthe activity in Level 3 fair val
measurements, and (4) the transfers between Léy@lsand 3. The new disclosures and clarificatminsxisting disclosures were effective
interim and annual reporting periods beginning ralecember 15, 2009, except for the disclosuresutaparchases, sales, issuances,
settlements in the roll forward of activity in Lév&fair value measurements. Those disclosures ef#eetive for fiscal years beginning a
December 15, 2010, and for interim periods withiose fiscal years. The adoption of this update rdil have a material impact on
consolidated financial statements.

In February 2010, the FASB issued ASU 2010-@8endments to Certain Recognition and DisclosurguRements(*ASU 2010-
097"), an update to ASC 855ubsequent EventASU 2010-09 eliminates the requirement for a 8tea and Exchange Commission (“SBC”
filer to disclose a date through which subsequeahts have been evaluated in both issued and cefirsgncial statements. Revised finan
statements include financial statements revisea @sult of either correction of an error or repedive application of accounting princif
generally accepted in the United States. The FASRWes these amendments remove potential conflittsthe SEC's literature. ASU 2010-
09 was effective upon issuance except for the Giieedissued date for conduit debt obligors, whics effective for interim or annual perit
ending after June 15, 2010. The adoption of thifatg did not have a material impact on our conatdid financial statements.

In July 2010, the FASB issued ASU 2010-PBsclosures about the Credit Quality of Financingd@ivables and the Allowance
Credit Losse$*ASU 2010-20"), an update to ASC 31Receivables ASU 201020 provides additional information to assist finahstatemer
users in assessing an entity’s credit risk expesaral evaluating the adequacy of its allowancecrfedit losses. ASU 20120 applies to a
entities with financing receivables, excluding siterm trade accounts receivable or receivables medsat fair value or the lower of cosi
fair value. For public entities, this update wafeetve for interim and annual reporting periodslieg on or after December 15, 2010.
adoption of this update did not have a materialaotmn our consolidated financial statements.
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In December 2010, the FASB issued ASU 20108i8¢closure of Supplementary Pro Forma Information Business Combinatio
(*ASU 2010-29"), an update to ASC 805. ASU 2D-applies to any public entity that enters intsibass combinations that are materie
an individual or aggregate basis. If comparativeficial statements are presented, the entity shaigtdose revenue and earnings of
combined entity as though the business combinajdhét occurred during the current year had oecuas of the beginning of the compar.
prior annual reporting period only. This updateoadspands the supplemental pro forma disclosurésctade a description of the nature
amount of material, nonrecurring pro forma adjustteadirectly attributable to the business comboratincluded in the reported pro for
revenue and earnings. ASU 2029-was effective prospectively for business comtinag for which the acquisition date was on or rafte
beginning of the first annual reporting period legng on or after December 15, 2010. Early adoptias permitted and the Company be
applying the guidance in December 2010. The adomifdhis update did not have a material impacbonconsolidated financial statements.

Recent Accounting Pronouncements

During 2011, the FASB issued ASU 2011-01 throughtuA®11-12. Except for ASU 2011-04, ASU 2011-05, AZn1108, and ASl
2011499, which are discussed below, these ASUs prowddbnical corrections to existing guidance relatedpecialized industries or enti
and therefore, have minimal, if any, impact onGoenpany.

In May 2011, the FASB issued ASU 2011-04mendments to Achieve Common Fair Value Measursmemd Disclosur
Requirements in U.S. GAAP and IFF(*ASU 2011-04"), an update to ASC 820. ASU 2004 provides guidance to change the wording
to describe many of the requirements in U.S. gdlyeaacepted accounting principles for measuring ¥alue and for disclosing informati
about fair value measurements. For public entite&) 201104 is effective for interim and annual periods begig after December 15, 2C
and is to be applied prospectively. As ASU 2@Ulimpacts presentation only, the adoption of tlpdate will not impact our consolida
financial statements.

In June 2011, the FASB issued ASU 2011;0Bresentation of Comprehensive Inco&SU 2011-05") an update to ASC 2z
Comprehensive Incomerhis ASU requires the components of net incontetae components of other comprehensive income tprésente
either in a single continuous statement of comprsive income or in two separate but continuousestahts. ASU 20105 eliminates tt
option to present components of other comprehernisogme as part of the statement of changes irkistdders’equity. This guidance does
change the items that must be reported in othepoaimensive income, when an item of other compraébemscome must be reclassified to
income or how earnings per share is calculatedresgmted. ASU 20105 is effective for public entities for interim arahnual perioc
beginning after December 15, 2011. As ASU 205limpacts presentation only, the adoption of thidate will not impact our consolida
financial statements.

In September 2011, the FASB issued ASU 20117@ting Goodwill for Impairmenf’ASU 2011-08"), an update to ASC 3t
Intangibles— Goodwill and Othe(*ASC 350”). This ASU will provide an entity with the option fast perform a qualitative assessmer
determine whether it is more likely than not the fair value of a reporting unit is less tharcasrying amount. If, after assessing the totalf
events or circumstances, an entity determines iitoismore likely than not that the fair value o treporting unit is less than its carry
amount, then performing the tvgtep impairment test is unnecessary. However, éraity concludes otherwise, then it is requireghéoform
the first step of the two-step impairment testénadance with ASC 350. ASU 20DB-is effective for annual and interim goodwill iedpmen
tests for fiscal years beginning after December208,1. As ASU 201D8 impacts testing procedures only, the adoptiotihisfupdate will nc
impact our consolidated financial statements.

In September 2011, the FASB issued ASU 2011H8closures about an Employer’s Participation invailtiemployer Plan(*ASU
2011-09"), an update to ASC 716pmpensation — Retirement Benefiibtopic 80Multiemployer Plans ASU 201109 requires addition
disclosures for multiemployer pension plans andtiemiployer other postretirement benefit plans. AZ1109 is intended to create gre:
transparency in financial reporting by disclosihg tommitments an employer has made to a multigraplpension plan and the poter
future cash flow implications of an employer’s papation in the plan. ASU 20109 is effective for public entities for annual s with
fiscal years ending after December 15, 2011. ASULZ® impacts disclosure only, the adoption of thidatp did not impact our consolida
financial statements.

2. Income Deposit Securities Issued

On June 8, 2010, the Company issued 544,671 I@psesenting an aggregate of 544,671 shares of cansteck and $4,085,0
aggregate principal amount of our 13% senior subatdd notes due 2019, in exchange for all 5448¥kes of our issued and outstan
Class B common stock. There were no proceeds tdCtivapany from this exchange. The $4.1 million ofise subordinated notes w
reclassified from the mezzanine section of therm@asheet to longerm notes payable. Interest on the $4.1 milliosasfior subordinated no
was reflected in interest expense beginning Ju2@B).
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3. Acquisitions

On October 14, 2011, ST acquired 100% of the issunedoutstanding common stock of Shoreham TelepBamepany, Inc. (“STC’
and, immediately thereafter, STC merged with artd 8T. ST provides telecommunications solutions]uiging voice, data and inter
services, to residential and business customexggtern Vermont.

The stock purchase agreement relating to the atiqnisof STC provided for cash consideration of 288,134, including tt
extinguishment of notes payable of $410,904 anduactinterest of $3,081, which were paid at closiftge excess of the purchase price
the fair value of identifiable assets and liakglitiis reflected as goodwill of $764,761. The godidwlated to the acquisition is not deduct
for tax purposes.

The allocation of the net purchase price for th€ Sitquisition was as follows:

October 14, 201

Cash $ 237,85(
Other current asse 552,33:
Property and equipme 4,529,761
Intangible assel 1,729,601
Goodwill 764,76:
Current liabilities (332,710
Deferred income tax liabilities (2,233,45)
Purchase price $ 5,248,13.

The acquisition has been recorded at fair valuadeordance with ASC 805 resulting in a plant adtjors adjustment in 201
Property and equipment have depreciation livesistarg with those shown in the Property and Equiinidote. The intangible assets at t
of acquisition included regulated customer basedtast fair value of $1,672,200 which had remajives of 10 years; trade name fair val
at $16,200 which had a remaining life of 5 years] a noneompetition agreement fair valued at $41,200 whiatl a remaining life of 2 yea
The acquisition was accounted for using the actjpisimethod of accounting and, accordingly, theoagganying consolidated financ
statements include the financial position and tesafl operations from the date of acquisition.

The following unaudited pro forma information pretethe combined results of operations of the Caw@es though the acquisiti
of STC had occurred at the beginning of 2010. Témults include certain adjustments, including iasesl amortization expense relate
intangible assets. The pro forma financial inforioradoes not necessarily reflect the results ofatmns had the acquisition been complett
the beginning of 2010 or those which may be obthinghe future.

Unaudited Unaudited

2010 2011
Revenue: $ 106,812,02 $ 103,707,31
Income from operatior $ 26,422,93 $ 24,705,37
Net income $ 722,16 $ 1,935,32
Basic net income per common sh $ 0.0t $ 0.1f
Diluted net income per common shi $ 0.0t $ 0.1t
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4. Goodwill and Intangible Assets

ASC 350 requires that goodwill be tested for impaint. The Company performs an annual impairmentoedetermine whether t
carrying value of goodwill exceeds its fair markeatue. We conducted our annual impairment testanfdgvill as of October 1, 2011 &
determined that no adjustment to the carrying vallugoodwill for any reportable units was necess#@iyhough the Company has only «
reporting segment, it considers its three teri@®r{Alabama, Missouri and New England) to be répgrtinits for purposes of testing
impairment of goodwill. The fair value exceeds tarying value of the net assets for Alabama, Missand New England by 8.7%, 11.i
and 41.3%, respectively. Goodwill for Alabama, Migs and New England represents 53.8%, 9.4% argP@6respectively, of total goodw
for the Company. As of December 31, 2011, we ddtexchthat no events or circumstances from Octob@011 through December 31, 2
indicated that a further assessment was neced®asgd on the results of its impairment test, then@any does not believe that there i
impairment of the goodwill balance at DecemberZ81,0 or 2011, respectively.

Intangible assets are summarized as follows:

December 31, 201 December 31, 201

Carrying Accumulated Net Carrying Accumulated Net

Value Amortization Value Value Amortization Value
Goodwill $188,190,07 $ 188,954,84

Other intangible asse

Customer relationshif $ 27,757,68 $ (11,773,24) $ 15984,43 $ 29,429,88 $ (15,483,93) $ 13,945,94
Contract relationshig 19,600,00 (9,683,33) 9,916,66 19,600,00 (13,066,66) 6,533,33
Non-competition 53,90: (20,967) 32,94 95,10: (44,080) 51,02:
Trade name - - - 16,20( (810) 15,39(
Total $ 47,411,58 $ (21,477,54) $ 25,934,04 $ 49,141,18 $ (28,595,49) $ 20,545,69

These intangible assets have a range of 1 to 15 ydauseful lives and utilize both the sum-of-trears’ digits and straighitne methods ¢
amortization, as appropriate. The following tabtesents current and expected amortization expeh#ieecexisting intangible assets as
December 31, 2011 for each of the following periods

Aggregate amortization expen:

For the year ended December 31, 2 $ 10,443,40
For the year ended December 31, 2 $ 8,271,33
For the year ended December 31, 2 $ 7,117,95
Expected amortization expense for the years eridagggmber 31

2012 $ 6,038,443
2013 4,756,20!
2014 3,475,03.
2015 2,106,06:
2016 1,054,45:
Thereafter 3,115,49
Total $ 20,545,69
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5. Property and Equipment

A summary of property and equipment is shown dsvi:

Estimated December 31,
Life 2010 2011
Land $ 1,113,79 $ 1,156,84.
Building and improvement 20-40 11,530,06 12,246,94
Telephone equipme 6-20 211,279,44 227,825,83
Cable television equipme 7 10,368,16 10,918,21
Furniture and equipme 8-14 2,766,79: 2,967,33
Vehicles 7-9 5,768,62 6,089,63!
Computer software equipme 5-7 13,986,75 15,590,69
Internet equipment 5 3,707,222 3,923,311
Total property, plant and equipme 260,520,85 280,718,81
Accumulated depreciation and amortization (196,633,64) (214,836,83)
Net property, plant and equipme $ 63,887,21 $ 65,881,97

The Companys composite depreciation rate for property and mgant was 20.9%, 21.7% and 19.2% in 2009, 2010 21d
respectively. Depreciation expense for the yeadeérDecember 31, 2009, 2010 and 2011 was $14,444$18B,837,560 and $11,891,4
respectively. Amortization expense for telephorenpldjustment was $1,554,932, $1,554,932 and 6722 for the years ended Decen
31, 2009, 2010 and 2011, respectfully.

6. Other Accounts Receivable
Other accounts receivable consist of the following:

December 31

2010 2011
Carrier access bills receivak $ 1,815,060 $ 1,561,17.
NECA receivable 1,041,20! 682,01¢
Receivables from Alabama Service Ft 443,16¢ 423,35t
Wholesale contracts receival 809,03! 1,880,60:
Other miscellaneous 190,61¢ 901,92(

$ 4,299,08. $ 5,449,07.

7. Investments
Investments consist of the following:

December 31

2010 2011
Investment in CoBank stoc $ 1474921 $ 1,474,92
Rental propert 423,15« 397,64«
Other miscellaneous 69,02 71,24

$ 1,967,099 $ 1,943,80

The investment in CoBank stock is carried at histdrcost due to no readily determinable fair vafae those instruments bei
available. Management believes there has beenhay ttan temporary impairment in such investmehts Thvestment consists of patron
certificates that represent ownership in the fimaninstitution where the Company has, and in thstphad, debt. These certificates y
dividends on an annual basis, and the investmeatisemed ratably subsequent to the repaymeneafeht.
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8. Leases

Minimum future rental commitments under ncancellable operating leases, primarily for reabperty and office facilities
December 31, 2011, consist of the following:

2012 $ 594,75¢
2013 561,86t
2014 242,73«
2015 114,48t
2016 93,09:
Thereafter 388,47(

Total $ 1,995,40

Rent expense for the years ended December 31, 2009,and 2011 was $481,099, $499,928 and $59%&§%ectively.
9. Long-Term Debt

The Companys credit agreement with General Electric CapitatpBaation, originally dated December 21, 2004, besn amendt
and restated on several occasions to reflect repaints for funds to complete two acquisitions drause of proceeds from the Company’
successful offering of 3,000,000 IDS units on JGly2007. On October 20, 2008, the Company complégedecond amendment ¢
restatement of its credit agreement, increasingtimeipal balance from $64.6 million to $173.5 linih on October 31, 2008 for the acquisii
of Pine Tree Holdings, Inc., Granby Holdings, Irand War Holdings, Inc. (collectively, the “CR Comgs”) from Country Roa
Communications LLC, changing the variable margimj axtending the maturity from July 3, 2011 to ®@eto31, 2013. The variable mar
based on leverage is 4% over LIBOR. On May 9, 20ldyember 9, 2010, and August 8, 2009, the Compaage voluntary prepayments
$385,828, $6.1 million, and $5.0 million, respeet reducing the credit facility notes payableadmale to $162.0 million at December 31, 2

17



OTELCO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

Long-term notes payable consists of the following:

December 31
2010 2011

Term credit facility, General Electric Capital Corption; variable interest rate of 4.29% at Decen3ie
2011. There are no scheduled principal paymentstdst payments are due on the last day of eac®RIB
period or at one month intervals, whichever damesfirst. Interest rate is the index rate plus the
applicable term loan index margin or the applicdbBOR rate plus the applicable term loan LIBOR
margin. The Company made voluntary prepayment&df fillion, $6.1 million, and $385,828 on August
8, 2009, November 9, 2010, and May 9, 2011, resmy¢t The unpaid balance will be due October 31,
2013. $162,385,82 $162,000,00

13% Senior subordinated notes, due 2019; inteeghpnts are due quarterly. On June 8, 2010, IDfS uni
that included $4,085,033 in senior subordinated dete issued in the conversion of Class B shares.
Premium amortization for the years ended Decembg2@10 and 2011 was $92,307 and $103,640,
respectively 100,710,02 100,606,38

13% Senior subordinated notes, held separately2dl®; interest payments are due quarterly. 8,500,001 8,500,00!

Total lon¢-term notes payabl 271,595,85 271,106,38

Less: current portion — —

Long-term notes payable $271,595,85 $271,106,38

Associated with these lortgrm notes payable, the Company capitalized $8Ilomin deferred financing costs associated whk
credit facility and the 13% senior subordinatedesqtut in place on December 21, 2004. On July 8628n additional $1,545,743 in defel
financing costs was capitalized. On July 5, 20A7064,526 in deferred financing costs were writtdéhassociated with the reduction in long:
term notes payable from the proceeds of the Comipanijering of 3,000,000 IDS units. On October 3Q0&, an additional $5,311,138
deferred financing costs was capitalized associatighl the acquisition of the CR Companies. $1,488,in deferred financing costs w
written-off associated with the effective extinguishmenthef existing indebtedness at time of closing. Giteglit facility is secured by the to
assets of the subsidiary guarantors.

The Company has a revolving credit facility of $i#),000. There was no balance as of December 30, &@d 2011. The interest r
is the index rate plus a variable margin or LIBGRerplus a variable margin, whichever is applicablee margin at December 31, 2010
2011 was 4.0%. The range of margins can vary fr@#e3o 4.25%, depending on our total debt leverdage. Company pays a commitment
of 0.50% per annum, payable quarterly in arrearghe unused portion of the revolver loan. The ciment fee expense was $76,042 for |
years ended December 31, 2010 and 2

The deferred financing costs related to the isseianic debt is capitalized and amortized over the bf the debt obligatio
Amortization of deferred financing costs is refetin interest expense. The amortization of defefireancing costs also includes unamort
loan cost that is expensed due to the relatedhgby extinguished. The unamortized loan costwla expensed and included in amortize
expense for the years ended December 31, 2009,&@12011 was $1,351,906, $1,361,351 and $1,368;698ectively.
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Maturities of long-term debt for the next five yeare as follows:

2012 $ -
2013 162,000,00
2014 -
2015 -
2016 -
Thereafter 107,660,53

Total principal 269,660,53
Unamortized premium 1,445,85I

Total $ 271,106,38

The above schedule of maturities of Ialegm debt includes the premium paid for the deBbeisited with the 3,000,000 IDS ui
issued July 5, 2007.

The Company’s longerm notes payable agreement is subject to ceit@ncial covenants and restrictions on indebtesinfaisancia
guarantees, business combinations and other ratated. As of December 31, 2011, the Company mpliance with all covenants.

10. Derivative and Hedge Activities

An interest rate cap was purchased on Decembe2¥, coincident with the closing of our initiallgic offering. The interest ra
cap was purchased to mitigate the risk of risirtgrest rates by capping the rate at 3% for theethmenth LIBOR index plus the applica
margin on $80 million in senior debt for five yea@n July 5, 2007, the Company repaid $55,353,83&bt, reducing its senior debt below
level of the rate cap. The balance of the cap at tilme was considered as an investment and adjnssnwere made to accumulated ¢
comprehensive income to reflect this change. Ornol@t 31, 2008, the Company implemented its secondnded and restated cre
agreement, increasing senior debt to $173.5 milkoronjunction with the acquisition of the CR Caanges. The full $80 million rate cap ag
became effective as a hedge from that date forttodigh the end of the rate cap on December 2(®.200

The Company had two interest rate swaps with agar@ounterparties. The first swap had a notionawarnof $90 million with th
Company paying a fixed rate of 1.85% and the capatéy paying a variable rate based upon the thresth LIBOR interest rate. It w
effective from February 9, 2009 through Februarg@l2. The second swap had a notional amount oh$iBi@n with the Company paying
fixed rate of 2.0475% and the counterparty payingadable rate based upon the three month LIBORrést rate. It was effective fr
February 9, 2010 through February 8, 2012. Froma@ounting perspective, the documentation for lssthps did not meet the techn
requirements of ASC 815 to allow the swaps to bhesitiered highly effective as hedging instrumentd #herefore did not qualify for hed
accounting. The change in fair value of the swaps @harged or credited to income as a changerindhie of derivatives. Over the life of-
swaps, the cumulative change in value was zero.

Changes in the fair value of the effective portidrthe interest rate hedges are not included iniegs but are reported as a compo
of accumulated other comprehensive income. Chaigdise fair value of interest rate hedges whichnid technically qualify for heds
accounting are reported in the change in fair vafuderivatives on the statement of operationsrafidcted in earnings.

The cost of the effective portion of the interedercap was expensed as interest over the effdifévef the hedge in accordance v

the quarterly value of the caplets as determinddeatiate of inception. For the year ended Decer@beR009, the cost of the effective por
of the interest rate cap was $1,168,522. The mgteeaded December 20, 2009.
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11. Income Taxes
Income tax expense (benefit) for the years endextdber 31, 2009, 2010 and 2011 is summarized below:

For the Years Ended December 31,

2009 2010 2011

Federal income taxe
Current $ 11494 $ (3,015 $ (2,039
Deferred (1,474,11) 278,38. (75,765
Total federal tax expense (bene (1,359,17) 275,36¢ (77,799

State income taxe

Current 26,22 184,72t 25,00(
Deferred (33,679 149,71! 302,72°
Total state tax expense (benefit) (7,459 334,44 327,72
Total income tax expense (benefit) $ (1,366,62) $ 609,80¢ & 249,92¢

Total income tax expense (benefit) was differerntithat computed by applying U.S. federal income retes to income fro
continuing operations before income taxes for tha&ry ended December 31, 2009, 2010 and 2011. Akerre for the differences are prese
below:

For the Years Ended December 31

2009 2010 2011
Federal income tax at statutory r 35% 35% 35%
Federal income tax provision (beneat statutory rat: $ (1,569,55) $ 455,18 $ 856,57:
Change in fair value of derivativi 474,16t 307,48: (781,46¢)
State income tax (provision), net of fedeincome tax effect (4,847 217,38 213,02:
Other (266,399 (370,24 (38,199
Provision (benefit) for income taxes $ (1,366,62) $ 609,80¢ $ 249,92¢
Effective income tax rat 30.5% 46.% 10.2%

As of December 31, 2011 the Company has U.S. fedachstate net operating loss carryforwards of $h7illion and $22.8 millior
respectively. These net operating loss carryforaapgire at various times beginning in 2021 throR@R1. These acquired losses are subjt
annual limitations imposed by rules under the méRevenue Code. These net operating loss cawgfds are more likely than not to be L
prior to their expiration.

During 2009, the Company took advantage of the&r net operating loss carryback provisions ofWrker, Homeownership, a
Business Act of 2009. Approximately, $1.7 milliohtbe 2008 net operating loss was carried baclo@Zor a refund of $0.4 million.
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The tax effects of temporary differences that gige to significant portions of the deferred taseis and deferred tax liabilities a:
December 31, 2010 and 2011 are presented below:

December 31

2010 2011®)
Deferred tax liabilities
Amortization $(25,604,60) $(28,374,97)
Depreciatior (9,448,32) (13,924,91)
Amortized intangible: (7,443,57) (5,796,97)
Prepaid expens (353,28) (353,28)
Other (16,06¢) (15,529
Total deferred tax liabilities $(42,865,86) $(48,465,66)
Deferred tax asset
Deferred compensatic $ 308,47¢$ 297,46¢
Federal net operating loss carryforwa 3,163,0L 6,058,18I
Alternative minimum credits carryforwar 504,13( 504,13(
State net operating loss carryforwa 278,46. 438,78t
Advance payment 272,35 256,21¢
Bad debi 226,30! 298,68:
Other 288,61 327,28t
Total deferred tax assets $ 5,041,36. $ 8,180,75

(U The 2011 balances include net deferred tax lizdslitn the amount of $2,233,458 related to the STaek acquisition that occurred
October 14, 2011

Effective January 1, 2007, the Company adoptedgtheision included in ASC 740. ASC 740 clarifieg thccounting for uncertair
in income taxes recognized in an enterpadaiancial statements. ASC 740 prescribes a rétogrthreshold and measurement attribute fo
financial statement recognition and measuremerd tdx position taken or expected to be taken imxaréturn. This pronouncement &
provides guidance on decognition, classification, interest and penajtascounting in interim periods, disclosure anddion. The adoptic
of ASC 740 did not result in the identification wifaterial uncertain tax positions through Decemler2®11. Tax years from 2007 forw
remain open for audit.

12. Employee Benefit Program

Employees of all subsidiaries except BTC particpat a defined contribution savings plan under i8act01(k) of the Intern
Revenue Code, which is sponsored by the Comparg tdiims of the plan provide for an elective contitn from employees not to exct
$16,500 for each of 2009, 2010 and 2011. The Compaatches the employee’s contribution up to 6%hefémployees annual compensatic
For the years ended December 31, 2009, 2010 antl, 204 total expense associated with this plan $#3,364, $742,288 and $733,]
respectively.

The employees of BTC participate in a multiemplofRatirement and Security Program (“RSRY a defined benefit plan an
Savings Plan (“SP”) provided through the NationeleEommunications Cooperative Association (“NTCAZarticipation in the RSP require
minimum employee contribution of 1% of their annoampensation. The Company contributes 9.4%, 6a0#,6.0% for 2009, 2010 and 2C
respectively, of their annual compensation for gygarticipating employee. On October 1, 2009, tleen@any reduced its contribution fri
10.5% to 6%. SP is a defined contribution savinige punder Section 401(k) of the Internal RevenudeCtm which the Company made
contribution for 2009, 2010 or 2011. The employaa make voluntary contributions to the SP as désker the years ended Decembei
2009, 2010 and 2011, the total expense associatedhese plans was $70,271, $60,030, and $50r22pectively

13. Income (Loss) per Common Share and Potential Commao8hare

Basic income (loss) per common share is computediviging net income (loss) by the weightaderage number of common shi
outstanding for the period. Diluted income (losef pommon share reflects the potential dilutiort tauld occur had all of the issued |
outstanding shares of Class B common stock bedmaeged for IDSs at the beginning of the period.JOne 8, 2010, all of the Compaay’
issued and outstanding shares of Class B commak stere exchanged for IDSs on a one-doe basis. Each of the IDSs issued ir
exchange includes a common share. Diluted amouwetad included in the computation of diluted Ipgs common share when the inclus
of such amounts would be anti-dilutive.
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A reconciliation of the common shares for the Conymbasic and diluted income (loss) per commonmeshalculation is as follows:

For the Years Ended December 31

2009 2010 2011
Weighted average of common shi-basic 12,676,73 12,985,62 13,221,40
Effect of dilutive securities 544,67 235,77! —
Weighted average common shares and potential comshames-
diluted 13,221,40. 13,221,40 13,221,40
Net income (loss) available to common sharehol $ (3,117,81) $ 690,71 $ 2,197,41L
Net income (loss) per basic common st $ (0.25) $ 0.08 % 0.17
Net income (loss) available to common stockhol $ (3,117,81) $ 690,71! $ 2,197,41
Change in fair value of Class B derivative (238,054 — —
Net income (loss) available for diluted common sk $ (3,355,86) $ 690,71! $ 2,197,41
Net income (loss) per diluted common sh $ (0.25) $ 0.08 % 0.17
14. Selected Quarterly Financial Data (unaudited’
First Second Third Fourth
Quarter Quarter Quarter Quarter
Fiscal 2010
Revenue $ 25,794,20 $ 26,510,994 $ 26,14522 $ 25,949,83
Operating incom: 5,868,72! 7,011,33 6,727,96! 6,760,73.
Net income (loss (385,65() 417,27t 63,07t 596,02(
Net income (loss) per common share, b. $ (0.09) $ 0.0z $ - $ 0.04
Net income (loss) per common share, dil $ (0.09) $ 0.0z $ - $ 0.04
Fiscal 2011
Revenue $ 25392,00 $ 25,501,006 $ 25,302,74 $ 25,647,75
Operating incom: 5,320,71 7,326,61. 6,124,15 5,858,61
Net income 4,65¢ 1,283,27 885,46 24,02t
Net income per common share, be $ - $ 0.1C $ 0.07 $ -
Net income per common share, dilu $ - $ 0.1C $ 0.07 $ -

15. Fair Value Measurement

The Company adopted ASC 820, which defines faineakstablishes a framework for measuring faireand requires disclosu
about fair value measurements. The framework thaei forth in this standard is applicable to #iealue measurements where it is perm
or required under other accounting pronouncements.

ASC 820 defines fair value as the exit price, whickhe price that would be received to sell aretass paid to transfer a liability ir
transaction between market participants at the ureasent date. ASC 820 establishes a thigrevalue hierarchy that prioritizes inputs
valuation techniques used for fair value measurémen

e Level 1 consists of observable market data in éinemarket for identical assets or liabilitit
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e Level 2 consists of observable market data, othean that included in Level 1, that is either dikgor indirectly observable
e Level 3 consists of unobservable market data. Tipatimay reflect the assumptions of the Company anmarket participant,
there is little available market data and the Comypown assumptions are considered by managemerm toebbest availak

information.

In accordance with ASC 820, the following tableressents the Compars/fair value hierarchy for its financial assets #iabilities a:
of December 31, 2010 and 2011:

December31, 201C

Fair Value Level 1) Level 2 Level 30)
Liabilities
Interest rate swaps $ 2,471,33. $ - $ 2,471,33. $ —
Total liabilities $ 2,47133. $ - % 2,47133. $ -
December 31, 2011
Fair Value Level 1 Level 2@ Level 33
Liabilities
Interest rate swaps $ 241,43t $ - $ 241,43t $ -
Total liabilities $ 241,43¢ $ - $ 241,43¢ $ -

1) Quoted prices in active markets for identical as:
(@ Significant other observable inpu
() Significant unobservable inputs

The interest rate swaps are valued at the enceafulrter based on available market information.
16. Subsidiary Guarantees

On October 1, 2011, MMT became a guarantor of thm@anys senior subordinated notes and on October 14,, 21 become
guarantor of the Company’s senior subordinatedsnote

The Company has no independent assets or operasigparate from its operating subsidiaries. The ajuees of its seni
subordinated notes by 14 of its 15 operating sudosés are full and unconditional, joint and sevVefiédne operating subsidiaries have
independent longerm notes payable. There are no significant &giris on the ability of the Company to obtain farfdom its operatin
subsidiaries by dividend or loan. The condensedalitated financial information is provided for thaarantor entities.

The following tables present condensed consolidatialance sheets as of December 31, 2010 and 20htlensed consolidati

statements of operations for the years ended Deze&ih 2009, 2010 and 2011; and condensed consnfidstatements of cash flows for
years ended December 31, 2009, 2010 and :
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ASSETS

Current assel
Cash and cash equivalel
Accounts receivable, n
Materials and supplie
Prepaid expenst
Deferred income taxe
Investment in subsidiarie
Intercompany receivable

Total current asse

Property and equipment, r
Goodwill

Intangibles assets, n
Investments

Deferred income taxe
Other long-term assets

Total assets

OTELCO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

Otelco Inc.
Condensed Consolidating Balance Sheet
December 31, 2010

Non-

Guarantor Guarantor
Parent Subsidiaries  Subsidiaries  Eliminations  Consolidated
$ - $ 18,064,997 $ 161,40: $ - $ 18,226,37
- 10,072,84 793,77" - 10,866,62
- 893,18t 924,12! - 1,817,31.
184,05! 1,022,69 98,27¢ - 1,305,02
626,26 - - - 626,26
131,010,18 - - (131,010,18) -
(129,599,48) - - 129,599,48 -
2,221,02. 30,053,70 1,977,58! (1,410,69) 32,841,60
218,30: 54,043,81 9,625,09: - 63,887,21
239,970,31 (49,843,59) (1,936,64) - 188,190,07
- 23,326,21 2,607,82i - 25,934,04
1,203,60! 433,05¢ 330,43: - 1,967,09!
4,415,009 - - - 4,415,009
5,757,82! 183,94¢ - - 5,941,77.
$ 253,786,116 $ 58,197,13 $ 12,604,29 $ (1,410,69) $323,176,89

LIABILITIES AND STOCKHOLDERSE EQUITY (DEFICIT)

Current liabilities

Accounts payable and accrued expel $

Intercompany payable
Other current liabilities

Total current liabilities

Deferred income taxe
Other liabilities
Long-term notes payabl

Stockholders’ equity (deficit)

Total liabilities and stockholders’ equity (deficit

2,280,66. $ 4,99124 $ 142309 $ - $ 8,695,00

- (131,769,87) 2,170,38'  129,599,48 -

353,28t 1,678,14! 89,46’ - 2,120,89
2,633,941 (125,100,47) 3,682,95'  129,599.48  10,815,90
22,592,59 16,666,50 3,253,47: - 4251257
2,471,33 1,025,31 - - 3,496,64:
231,332,37 40,263,47 - - 271,595,85
(5,244,08)  125,342,32 5,667,85  (131,010,18)  (5,244,08)
$253,786,16 $ 58,197,13 $ 1260429 $ (1,410,69) $323,176,89
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ASSETS

Current assel
Cash and cash equivalel
Accounts receivable, n
Materials and supplie
Prepaid expenst
Deferred income taxe
Investment in subsidiarie
Intercompany receivable

Total current asse

Property and equipment, r
Goodwill

Intangibles assets, n
Investments

Deferred income taxe
Other long-term assets

Total assets

OTELCO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011

Otelco Inc.
Condensed Consolidating Balance Sheet
December 31, 2011

LIABILITIES AND STOCKHOLDERSE EQUITY (DEFICIT)

Current liabilities

Accounts payable and accrued expel $

Intercompany payable
Other current liabilities

Total current liabilities

Deferred income taxe
Other liabilities
Long-term notes payabl

Stockholders’ equity (deficit)

Total liabilities and stockholders’ equity (deficit

Non-

Guarantor Guarantor
Parent Subsidiaries  Subsidiaries  Eliminations  Consolidated
$ - $ 12,39344 $ 351 $ - $ 12,393,79
- 11,445,04 543,12: - 11,988,17
- 827,19 953,62t - 1,780,82
194,24 1,115,33! 18,89: - 1,328,47!
726,31( - - - 726,31(
147,614,14 - - (147,614,14) -
(154,849,72) (688,39) 688,39: 154,849,72 -
(6,315,02) 25,092,63 2,204,38; 7,235,58. 28,217,56
- 64,524,98 1,356,99. - 65,881,97
239,970,31 (47,435,76) (3,579,71) - 188,954,84
- 18,186,22 2,359,46. - 20,545,69
1,203,60! 432,18t 308,01« - 1,943,80!
7,454 44, - - - 7,454 44,
4,485,32. 240,66° - - 4,725,99:
$246,798,66 $ 61,04093 $ 2,649,131 $ 7,235,558 $317,724,31
1,306,87. $ 4,793,85 $ 1,424,09° $ - $ 7,524,82
- (154,849,72) - 154,849,72 -
353,28! 1,668,933 65,41¢ - 2,087,63:
1,660,15  (148,386,93) 1,489,50: 154,849,72 9,612,45;
26,421,91 20,354,64 1,335,82 - 48,112,38
241,43¢ 1,019,40 - - 1,260,84!
230,842,91 40,263,47 - - 271,106,38
(12,367,75) 147,790,33 (176,19) (147,614,14) (12,367,75)
$ 246,798,66 $ 61,04093 $ 2,649,131 $ 7,235,558 $317,724,31
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Otelco Inc.
Condensed Consolidating Statement of Operations
For the Twelve Months Ended December 31, 2009

Non-
Guarantor Guarantor

Parent Subsidiaries  Subsidiaries  Eliminations  Consolidated
Revenue $ 3,318,670 $100,173,35 $ 11,701,21 $ (11,437,78) $103,755,45
Operating expenses (3,318,67) (80,815,64) (9,132,05) 11,437,78 (81,828,59)
Income from operation - 19,357,70 2,569,15! - 21,926,85
Other income (expens (26,098,95) (390,829 78,48¢ - (26,411,29)
Earnings from subsidiaries 14,247,27 — — (14,247,27) -
Income (loss) before income t (11,851,68) 18,966,87 2,647,64. (14,247,27) (4,484,440
Income tax (expense) benefit 8,733,87! (6,330,34) (1,036,89) — 1,366,62'
Net income (loss) to common stockhold $ (3,117,81) $ 12,636,53 $ 1,610,74 $ (14,247,27) $ (3,117,81)

Otelco Inc.

Condensed Consolidating Statement of Operations
For the Twelve Months Ended December 31, 2010

Non-
Guarantor Guarantor

Parent Subsidiaries ~ Subsidiaries  Eliminations  Consolidated
Revenue! $ 3,493,05. $101,600,14 $ 10,855,990 $ (11,548,88) $104,400,21
Operating expenses (3,493,05) (77,083,00) (9,004,28) 11,548,88 (78,031,45)
Income from operation - 24,517,13 1,851,62 - 26,368,76
Other income (expens (24,856,92) (311,219 99,90¢ - (25,068,24)
Earnings from subsidiaries 26,157,44 - - (26,157,44) -
Income before income t¢ 1,300,52. 24,205,91 1,951,53 (26,157,44) 1,300,52.
Income tax expense (609,809 (7,944,11) (761,949 8,706,05! (609,809
Net income to common stockholdt $ 690,71! $ 16,261,80 $ 1,189,58 $ (17,451,39) $ 690,71!

Otelco Inc.

Condensed Consolidating Statement of Operations
For the Twelve Months Ended December 31, 2011

Non-
Guarantor Guarantor

Parent Subsidiaries ~ Subsidiaries  Eliminations = Consolidated
Revenue! $ 328945 $ 99,770,73 $ 4,234,81. $ (5,451,44) $101,843,56
Operating expenses (3,289,45) (75,146,88) (4,228,57) 5,451,44. (77,213,47)
Income from operation - 24,623,85 6,241 - 24,630,09
Other income (expens (21,825,63) (356,88) (237) - (22,182,74)
Earnings from subsidiaries 24,272,97 - - (24,272,97) -
Income before income te 2,447,334 24,266,97 6,00¢ (24,272,97) 2,447,34
Income tax expense (249,929 (7,666,620 (2,399 7,669,02. (249,929
Net income to common stockholdt $ 2,197,411 $ 16,600,34 $ 3,60¢ $ (16,603,95) $ 2,197,411
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Otelco Inc.
Condensed Consolidating Statement of Cash Flows
For the Twelve Months Ended December 31, 2009

Non-
Guarantor Guarantor
Parent Subsidiaries  Subsidiaries  Eliminations  Consolidated
Cash flows from operating activitie
Net income (loss $ (3,117,81) $ 12,636,53 $ 1,610,74 $ (14,247,27) $ (3,117,81)
Adjustment to reconcile net income (loss)cash flow
from operating activitie 5,379,28 21,551,34 2,761,12. - 29,691,75
Changes in operating assets and liabilities, ne
operating assets and liabilities acquired 25,922,89 (21,716,05) (2,871,65) - 1,335,18
Net cash provided by operating activit 28,184,37 12,471,81 1,500,21. (14,247,27) 27,909,12
Cash flows used in investing activiti - (8,375,68i) (1,407,55) - (9,783,23)
Cash flows used in financing activities (28,184,37) — — 14,247,27 (13,937,09)
Net increase in cash and cash equival — 4,096,12 92,66 - 4,188,78
Cash and cash equivalents, beginning of period — 13,521,13 21,11° — 13,542,25
Cash and cash equivalents, end of period $ - $ 1761726 $ 113,77¢ $ - $ 17,731,04

Otelco Inc.
Condensed Consolidating Statement of Cash Flows
For the Twelve Months Ended December 31, 2010

Non-
Guarantor Guarantor
Parent Subsidiaries  Subsidiaries  Eliminations = Consolidated
Cash flows from operating activitie
Net income $ 690,71 $ 16,261,80 $ 1,189,58 $ (17,451,39) $ 690,71!
Adjustment to reconcile net income to cash flovesrfr
operating activitie: 5,075,29i 18,105,29 3,206,79! - 26,387,37
Changes in operating assets and liabilities, ne
operating assets and liabilities acquired 27,592,16 (25,289,27) (2,969,46) - (666,572
Net cash provided by operating activit 33,358,16 9,077,82. 1,426,92 (17,451,39) 26,411,52
Cash flows used in investing activiti (218,30) (8,630,12) (1,379,299 - (10,227,71)
Cash flows used in financing activities (33,139,86) 1 — 17,451,39 (15,688,47)
Net increase in cash and cash equival — 447,70« 47,62t — 495,33(
Cash and cash equivalents, beginning of period — 17,617,26 113,77¢ — 17,731,04
Cash and cash equivalents, end of period $ - $ 18,064,997 $ 161,40: $ - $ 18,226,37
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Otelco Inc.
Condensed Consolidating Statement of Cash Flows
For the Twelve Months Ended December 31, 2011

Non-
Guarantor Guarantor
Parent Subsidiaries  Subsidiaries  Eliminations  Consolidated
Cash flows from operating activitie
Net income $ 219741 $ 33,20430 $ 3,60¢ $ (33,207,91) $ 2,197,41
Adjustment to reconcile net income to cash flovesrr
operating activitie: (275,51) 19,762,54 921,88: - 20,408,91
Changes in operating assets and liabilities, net of
operating assets and liabilities acquired 24,266,26 (27,119,78) (222,67() - (3,076,19)
Net cash provided by operating activit 26,188,16 25,847,06 702,82( (33,207,91) 19,530,13
Cash flows used in investing activiti 218,30: (15,075,74) (702,769 - (15,560,20)
Cash flows used in financing activities (26,406,47) (16,603,95) — 33,207,91 (9,802,511
Net increase (decrease) in cash and cash equis — (5,832,63) 51 - (5,832,58)
Cash and cash equivalents, beginning of period — 18,226,07. 30C — 18,226,37
Cash and cash equivalents, end of period $ - $ 12,39344 $ 351 $ - $ 12,393,79
17. Revenue Concentrations

Revenues for interstate access services are basednobursement of costs and an allowed rate afmeRevenues of this nature
received from the NECA in the form of monthly settients. Such revenues amounted to 10.8%, 9.9%1@Ai&o of the Companyg’tota
revenues for the years ended December 31, 2009, 8812011, respectively.

In connection with the acquisition of the CR Companthe Company has a contract through 2012 witreTWarner Cable (“TW’
for the provision of wholesale network connectitm3W's customers in Maine and New Hampshire. TW reptesgespproximately 10.7% a
11.7% of the consolidated revenue for the years@rdecember 31, 2010 and 2011, respectively. Qtiheelated telecommunicatic
providers also pay the Company access revenuetwirtating calls through us to TW's customers.

18. Commitments and Contingencie:

From time to time, we may be involved in variouaiwis, legal actions and regulatory proceedingdérdial to and in the ordine
course of business, including administrative hegriof the APSC, MDTC, MPSC, MPUC, NHPUC, VPSB antfR®%C relating primarily 1
rate making. Currently, none of the legal procegsliare expected to have a material adverse effiegtiobusiness.
19. Subsequent Event:

Effective as of January 1, 2012, each of the Comiasubsidiaries that was a corporation convertes aniimited liability compan
pursuant to applicable state law, except that MMaswvnerged with and into the Company effective a3aouary 1, 2012. As a result of

conversions and the merger, the Company currerfigats to lower its income tax obligation in Misspas well as lower its cash income
obligation in Alabama by utilizing net operatingocarryforwards and deferred tax assets.
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Item 9.

PART IlI

Exhibits and Financial Statement Schedule

(2)(2) Financial Statements

Reports of Independent Registered Public Accourfing P;ge
Consolidated Balance She 4
Consolidated Statements of Operati 5
Consolidated Statements of Stockhol’ Equity (Deficit) 6
Consolidated Statements of Cash Fl¢ 7
Notes to Consolidated Financial Statemt 8

(2)(2) Financial Statement Schedules

None

(a)(3) Exhibits

Exhibit
No.

Description

3.1

3.2

4.1

4.2

4.3

4.4

4.5

4.6

Certificate of Incorporation of Otelco Irfiled as Exhibit 3.1 to the Company’s Annual Rdapmr Form 10K for the year ende
December 31, 2004 and incorporated herein by nedeiy

Third Amended and Restated By-laws of Otéthao (filed as Exhibit 3.2 to the Company’s AnniRgport on Form 16 for the
year ended December 31, 2004 and incorporatedrheyeieference

Indenture, dated as of December 21, 2004, amonigdbec., each subsidiary listed on the signatuaggs thereto and We
Fargo Bank, National Association, as trustee, irgdab the 13% Senior Subordinated Notes dues &€l as Exhibit 4.1 to tt
Compan’s Annual Report on Form -K for the year ended December 31, 2004 and incatpdrherein by referenc

Supplemental Indenture, dated as of Julg0B6, by and among Mid-Maine Communications, Ihig-Maine TelPlus, th
Existing Guarantors listed on the signature papeseto, and Wells Fargo Bank, NA, as trustee (fasdExhibit 10.2 to tt
Compan’s Current Report on Forn-K filed on July 5, 2006 and incorporated hereirréfgrence

Second Supplemental Indenture, dated as of JUl®/, by and among Otelco Inc., certain of its &liages and Wells Fary
Bank, National Association, as trustee (filed asiBix 4.1 to the Company’s Current Report on Forid 8led on July 5, 200
and incorporated herein by referen

Third Supplemental Indenture, dated as of Octolder2B08, by and among War Holdings, Inc., Pine THe&lings, Inc., Th
Pine Tree Telegraph and Telephone Company, CRC Quomeations of Maine, Inc., Saco River Telegraph dmfephon
Company, Communications Design Acquisition CorgorgatGranby Holdings, Inc., The Granby Telegrapt @elephone Co.
Mass., Inc., the Existing Guarantors listed ondiig@ature pages thereto, Otelco Inc. and Wellsd-Bank, National Associatic
as trustee (filed as Exhibit 4.4 to the Companytmnial Report on Form 1K-for the year ended December 31, 2008
incorporated herein by referenc

Fourth Supplemental Indenture, dated as of JurgdB0, among Otelco Inc., certain of its subsidaaed Wells Fargo Bar
National Association, as trustee (filed as Exhibit to the Compars Current Report on Form B-filed on June 8, 2010 a
incorporated herein by referenc

Fifth Supplemental Indenture, dated as abfer 1, 2011, among Otelco Inc., Mitissouri Telephone Company, the Exis

Guarantors listed on the signature pages theretd\églls Fargo Bank, National Association, as tregféed as Exhibit 4.1 to ti
Compan’s Current Report on Forn-K filed on October 3, 2011 and incorporated hebsimeference
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Exhibit
No.

Description

4.7

4.8

4.9

4.10

10.1

10.2

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

Sixth Supplemental Indenture, dated as of Octolkr2D11, among Otelco Inc., Shoreham Telephone LhE, Existing
Guarantors listed on the signature pages theretd\lls Fargo Bank, National Association, as tregféed as Exhibit 4.1 to tl
Compan’s Current Report on Forn-K filed on October 14, 2011 and incorporated hebgimeference

Form of 13% Senior Subordinated Note due 2019 ({aed in Exhibit 4.1

Form of stock certificate for common stofilked as Exhibit 4.4 to Amendment No. 4 to Regittna Statement on Form B{file
no. 33:-115341) and incorporated herein by referel

Form of global Income Deposit Securityefilas Exhibit 4.5 to Amendment No. 4 to RegistraBtatement on Form B{file no
333-115341) and incorporated herein by referel

Amended and Restated Employment Agreement, datefl March 11, 2009, between Otelco Inc. and MictiaeWeaver (filer
as Exhibit 10.1 to the Compé’s Current Report on Forn-K filed on March 12, 2009 and incorporated hergjirrdference)’

Amended and Restated Employment Agreement, dateflarch 11, 2009, between Otelco Inc. and Cwti&arner, Jr. (file
as Exhibit 10.2 to the Compé’s Current Report on Forn-K filed on March 11, 2009 and incorporated hergirrdference)’

Employment Agreement, dated as of August 24, 20@8yeen Otelco Inc. and Dennis Andrews (filed abilk 10.1 to th
Compan’s Current Report on Forn-K filed on August 29, 2006 and incorporated hetjirreference)

Employment Agreement, dated as of November 15, 268&veen Otelco Inc. and Jerry C. Boles (fileceakibit 10.2 to th
Compan’s Current Report on Forn-K filed on November 15, 2006 and incorporated hebsi reference)

Second Amended and Restated Credit Agreement, dated October 20, 2008, by and among Otelco Ind.the other crec
party signatories thereto and General Electric @aorporation, as a lender and as an agent ®rdhders, and the otl
lenders from time to time party thereto (filed ashibit 10.1 to the Company’s Current Report on F&# filed on October 2!
2008 and incorporated herein by referer

Amendment, dated as of December 17, 2008, to theldyment Agreement, dated as of August 24, 2006yden Otelco Ini
and Dennis Andrews (filed as Exhibit 10.10 to themPany’s Annual Report on Form X{filed on March 11, 2009 a
incorporated herein by reference

Amendment, dated as of December 17, 2008, to theldyment Agreement, dated as of November 15, 2066yeen Otelco In
and Jerry C. Boles (filed as Exhibit 10.11 to th@mr@any’s Annual Report on Form ¥0for the year ended December 31, 2
and incorporated herein by referenc

Amended and Restated Employment Agreement, datexf April 27, 2009, between Otelco Inc. and Rob®ouza (filed &
Exhibit 10.1 to the Compa’s Current Report on Forn-K filed on April 28, 2009 and incorporated hereinreference)’

Executive Long Term Incentive Plan appdovey 12, 2009, effective January 1, 2009 (filedeakibit 10.1 to the Company’
Current Report on Formr-K filed on May 14, 2009 and incorporated hereirrdfgrence)’

Amendment, dated as of March 5, 2010, to the Amératel Restated Employment Agreement, dated as ofhvibl, 200¢
between Otelco Inc. and Michael D. Weaver (filedeakibit 10.13 to the Company’s Annual Report omrd. 0K for the yea
ended December 31, 2009 and incorporated hereiafeyence)’

Amendment, dated as of March 5, 2010, to the Améradel Restated Employment Agreement, dated as ofhHViEL, 200¢
between Otelco Inc. and Curtis L. Garner, Jr. dfidss Exhibit 10.14 to the Company’s Annual ReporfForm 10K for the yea
ended December 31, 2009 and incorporated hereiafegence)’

Second Amendment, dated as of March 4, 2011, t&theloyment Agreement, dated as of August 24, 2B86yeen Otelco In

and Dennis Andrews, as previously amended on Deeefiify 2008 (filed as Exhibit 10.14 to the Companhnual Report ¢
Form 1(-K for the year ended December 31, 2010 and incatpdrherein by reference
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Exhibit
No.

Description

10.14

10.15

10.16

10.17

10.18

12.1

18.1

23.1

31.1

31.2

32.1

32.2

101

Second Amendment, dated as of March 4, 2011, t&thployment Agreement, dated as of November 156 266tween Otelc
Inc. and Jerry C. Boles, as previously amended eceBber 17, 2008 (filed as Exhibit 10.15 to the Gany’s Annual Report ¢
Form 1(-K for the year ended December 31, 2010 and incatpdrherein by reference

Amendment, dated as of March 4, 2011, to the Ameéraied Restated Employment Agreement, dated as df 2p, 2009
between Otelco Inc. and Robert Souza (filed aslixhD.16 to the Company’s Annual Report on ForrKlfor the year ende
December 31, 2010 and incorporated herein by nedené

Amended and Restated Employment Agreement, datefl Agril 10, 2009, between Otelco Inc and EdwinTisdale (filed a
Exhibit 10.18 to the Company’s Annual Report onrrdrOK for the year ended December 31, 2010 and incatpdrherein L
reference)’

Amendment, dated as of March 4, 2011, to the Ameéraled Restated Employment Agreement, dated as df Ap, 2009
between Otelco Inc and Edwin D. Tisdale (filed adigit 10.19 to the Company’s Annual Report on F&&K for the yea
ended December 31, 2010 and incorporated hereiafegence)’

Employment Agreement, dated as of August 14, 2b&fiyeen Otelco Inc. and Jon C. P. Henderson (fiteBxhibit 10.18 to tt
Compan’s Annual Report on Form -K for the year ended December 31, 2011 and incatpdrherein by referenc

Computation of Ratio of Earnings to Fixdmh@es (filed as Exhibit 12.1 to the Company’s AadrfReport on Form 18 for the
year ended December 31, 2011 and incorporatedrieyeieference

BDO USA, LLP Preferability Letter (filed &xhibit 18.1 to the Company’s Annual Report onrRd0K for the year ende
December 31, 2011 and incorporated herein by nedeiy

Consent of BDO USA, LLP, Independent Reget Public Accounting Firm (filed as Exhibit 23d the Companyg Annua
Report on Form 1-K for the year ended December 31, 2011 and incatpdrherein by referenc

Certificate pursuant to Rule 1-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1934 ofGinef Executive Office
Certificate pursuant to Rule 1-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1934 ofGéef Financial Office

Certificate pursuant to 18 U.S.C. SectiBb60, as adopted pursuant to Section 906 of theaBasg®xley Act of 2002, of th
Chief Executive Office

Certificate pursuant to 18 U.S.C. SectiBbQl as adopted pursuant to Section 906 of theaBas®xley Act of 2002, of th
Chief Financial Office

The following information from the Companyienual report on Form 1Q-for the year ended December 31, 2011 formatt
Extensible Business Reporting Language (XBRL)C@nsolidated Balance Sheets; (ii) ConsolidatedeStahts of Operatior
(iii) Consolidated Statements of StockholdeEsjuity (Deficit); (iv) Consolidated Statements ogb Flows; and (v) Notes
Consolidated Financial Statements, tagged as blofclext

Management contract or compensatorp plaarrangement
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{(the Securities Exchange Act of 1934, the regigthas duly caused this repot
be signed on its behalf by the undersigned, theoeduly authorized.

OTELCO INC.

By: /s/ Curtis L. Garner, J

Curtis L. Garner, Ji
Chief Financial Office

Date: November 26, 201



Exhibit 31.1
CERTIFICATION BY CHIEF EXECUTIVE OFFICER
I, Michael D. Weaver, certify that:
1. I have reviewed this annual report on Form 16fKOtelco Inc.;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or amgitate a material fact neces:
to make the statements made, in light of the cistances under which such statements were madeisigiading with respect to the per
covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registran$ other certifying officer(s) and | are responsitae establishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and1Bg§d)) and internal control over financial repogtias defined in Exchange Act Rules 13¢
15(f) and 15d-15(f)) for the registrant and have:

a. designed such disclosure controls and procedaresaused such disclosure controls and procedarbe designed unc
our supervision, to ensure that material infornratielating to the registrant, including its condated subsidiaries, is made known to u
others within those entities, particularly duriig period in which this report is being prepared;

b. designed such internal control over financigloréing, or caused such internal control over faiahreporting to b
designed under our supervision, to provide readenm¢surance regarding the reliability of financigporting and the preparation of finan
statements for external purposes in accordancegeitierally accepted accounting principles;

c. evaluated the effectiveness of the registsagiSclosure controls and procedures and preséntbd report our conclusio
about the effectiveness of the disclosure containtsprocedures, as of the end of the period cougyelis report based on such evaluation;

d. disclosed in this report any change in the temi$'s internal control over financial reporting thatcooed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regsit's internal control over financial reporting;dan

5. The registran$ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’'s auditors and theitaadmmittee of the registrast’board of directors (or persons performing theiveden!
functions):

a. all significant deficiencies and material weadges in the design or operation of internal cortk@r financial reportin
which are reasonably likely to adversely affectriagistrant’s ability to record, process, summaaizd report financial information; and

b. any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in th
registrant’s internal control over financial repogt

Date: November 26, 2012

/sl Michael D. Weave

Michael D. Weaver
President & Chief Executive Offic




Exhibit 31.2
CERTIFICATION BY CHIEF FINANCIAL OFFICER

[, Curtis L. Garner, Jr., certify that:
1. I have reviewed this annual report on Form 16fKOtelco Inc.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact or amgitate a material fact neces:
to make the statements made, in light of the cistances under which such statements were madepisigiading with respect to the per
covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registran$ other certifying officer(s) and | are responsitae establishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and1Bgd)) and internal control over financial repogtias defined in Exchange Act Rules 13¢
15(f) and 15d-15(f)) for the registrant and have:

a. designed such disclosure controls and proceduresaused such disclosure controls and procedurbe ttesigned unc
our supervision, to ensure that material infornratielating to the registrant, including its condated subsidiaries, is made known to u
others within those entities, particularly duriig teriod in which this report is being prepared;

b. designed such internal control over financigloréing, or caused such internal control over faiahreporting to b
designed under our supervision, to provide readena¢surance regarding the reliability of financigporting and the preparation of finan
statements for external purposes in accordancegeitlerally accepted accounting principles;

c. evaluated the effectiveness of the registsagiSclosure controls and procedures and preséntbd report our conclusio
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyelis report based on such evaluation;

d. disclosed in this report any change in the temi$'s internal control over financial reporting thatcooed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regsit’'s internal control over financial reporting;dan

5. The registran$ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’'s auditors and theitaadmmittee of the registrast’board of directors (or persons performing theiveden!
functions):

a. all significant deficiencies and material weadges in the design or operation of internal cortk@r financial reportin
which are reasonably likely to adversely affectriagistrant’s ability to record, process, summaaizd report financial information; and

b. any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in th
registrant’s internal control over financial repogt

Date: November 26, 2012

/sl Curtis L. Garner, J

Curtis L. Garner, Jr.
Chief Financial Officel




Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report of Otelco Iftbe “Company”) on Form 18-for the period ended December 31, 2011, as
with the Securities and Exchange Commission ondée hereof (the “Report”), Michael D. Weaver, Chief Executive Officer ofe
Company, certify, pursuant to 18 U.S.C. Section0135 adopted pursuant to Section 906 of the Sasg@xiey Act of 2002, that to n
knowledge:

1. The Report fully complies with the reguments of Section 13(a) or 15(d) of the Securkrshange Act of 1934; and

2. The information contained in the Regaitly presents, in all material respects, theriicial condition and results of operati
of the Company.

/s/Michael D. Weave

Michael D. Weaver

President & Chief Executive Offic
November 26, 201

A signed original of this written statement requitgy Section 906 has been provided to the Compadyndl be retained by the Company
furnished to the Securities and Exchange Commissidts staff upon reques



Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report of Otelco Iftbe “Company”) on Form 18-for the period ended December 31, 2011, as
with the Securities and Exchange Commission ondéie hereof (the “Report”), Curtis L. Garner, Jr., Chief Financial Officef the
Company, certify, pursuant to 18 U.S.C. Section0135 adopted pursuant to Section 906 of the Sasg@xiey Act of 2002, that to n
knowledge:

1. The Report fully complies with the reguments of Section 13(a) or 15(d) of the Securkrshange Act of 1934; and

2. The information contained in the Regaitly presents, in all material respects, theriicial condition and results of operati
of the Company.

/sl Curtis L. Garner, J
Curtis L. Garner, Jr.
Chief Financial Officer
November 26, 201

A signed original of this written statement requitgy Section 906 has been provided to the Compadyndl be retained by the Company
furnished to the Securities and Exchange Commissidts staff upon reques





